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MEMORANDUM

TO : D/USAID/Hpnduras. Anthony ;Tuterucci

FROM : RIG/A/T, CoinaEe Gothar

SUBJECT : Audit of USAID/Honduras' Natural Resources Management

Project No. 522-0168

This report presents the results of our review of your Mission's Natural
Resources Management Project. We made a program results audit of this
activity in order to determine whether it was achieving its objectives
and also to evaluate selective aspects of project operations relating to
its efficiency and economy, and adherence to AID policies and regulations.

The Natural Resources Management Project's effectiveness was limited by
nonadjustment of goals to completed land use studies, nonadherence to the
project's special covenants, planning and execution weakneSses in
implementing the project on the part of the main host country
implementing agency, significant shortfalls in counterpart funding. and
inadequate emphasis on protecting existing forests from fires.
Measuring the project's effectiveness was impeded somewhat by a lack of
financial and physical progress reports from the National Cadaster Agency
and the Office of Hydrologic Resources. The efficiency of project
operations was inhibited by 1late and incomplete submissions of arnual
detailed implementation plans, and sporadic resource flows to field
offices each vyear. The Ministry of Natural Resources' disbursement
procedures caused unnecessary delays in project implementation and also
caused the project to lose three to four months' implementation time each
year. Internal controls were deficient 1in several areas including the
commingling of this project's funds with other AID funds; annual project
plans were incomplete and late. The audit disclosed several instances of
noncompliance with AID requirements such as incomplete ccunterpart
reports, and nonatherance to special covenants.

During a two week field trip, we observed a number of project activities

which were successful. We observed hundreds of meters of well-built
stone walls constructed for soil retention and control of water runoff.
A number of terraced plots showed no signs of erosion. Project

beneficiaries reported that thev supported the program of stone wall
conservation works because it cleared their fields of rocks to make the
walls and thev received needed subsidies for this work. Manv hectares of
reforested land were observed along with some range management and
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pasture improvement activities. We visited a number of community tree
nurseries which were successfully producing thousands of seedlings for
reforestation activities. Clearly, this activity has had certain
beneficial impact in the project area.

While these activities were successful and, in some cases. even
impressive, they were well below the goals and objectives set forth in
the Project Agreement. We estimated that after more than five years. the
project had achieved only a small portion of its policy and planning
objectives, about one-third of its natural resources data collection and
analysis goals and about one-fourth of the activities planned for the
five Choluteca subwatersheds. About $7.3 million in AID funds had been
disbursed cs of December 31, 1985 despite the fact that some special
covenants of the project had not been met. The major host country
implementing agency demonstrated serious administrative weaknesses and
host country counterpart funding was well below agreed upon limits. The
goals of the project paper appeared to be overlv optimistic in some cases
while, in our opinion, providing inadequate emphasis on the protection of
existing watershed resources. We noted that only two percent of
agroforestry and fuel production clean-up activities (removing
underbrush. dead and damaged trees) were successfully completed. Since
little progress in the agroforestrv and fuel production activities had
been made, we believe this contributed to weaknesses in the protection of
existing resources because the danger of forest fires was not diminished
bv cutting out dead and damaged trees and removing underbrush which
served to fuel brush fires. We noted several internal control wezknesses
including the commingling of AID project funds; annual project plans were
incomplete and 1late. Several compliance problems were also observed such
as incompleie counterpart reports and noncempliance with  special
covenants,

Our recommendations seek to correct both systemic and project-specific
deficiencies encountered during the course of our review. Please advise
this office within 30 davs of the actions taken or planned to implement
the remaining open recommendation in this report.



EXECUTIVE SUMMARY

Honduras faces serious problems in trying to conserve its watersheds from
deforestation, erosion, fire and loss of soil fertility. To address
these watershed problems, the Government of Honduras and USAID/Honduras
signed a $22.0 million agreement on July 31, 1980 for the Natural
Resources Management Project ($15.0 million USAID funds, $7.0 million
host country equivalent). There have been five amendments to the
project; current AID 1life-of-project funding includes a $2.7 million
USAID grant and a $12.3 million USAID loan. The project's completion
date is July 30, 1987. The purposes of the project are to strengthen
Honduran institutions that manage natural resources; increase the incomes
for farmers in an important southern (Choluteca) watershed; and conserve
soil and water resources there by modifving the agricultural and forestry
practices.

The Office of the Inspector General conducted a program results audit of
the Natural Resources Management Project covering activities from July
31, 1980 through April 9, 1986. The audit objectives were to determine
the project's success in achieving planned results, the effectiveness of
project operations, compliance with USAID requirements, and the adequacyv
of internal controls.

The project has three components: (1) Natural Resources Policy and
Planning, (2) Natural Resources Data Collection and Analysis, and (3) the
Choluteca Watershed Management Program. The Natural Resources Policy and
Planning component completed two studies -- one on 1land titling and
another on marketing.

The Natural Resources Data Collection and Analysis component successfully
completed: five Choluteca subwatershed soil  surveys; upgraded 17
hydrology stations; constructed 12 new hydrologv stations; completed five
ecology and forest classification studies; five forest delineaticn
activities; and five actual and potential land-use studies. The
Choluteca Watershed Management component protected 4,073 hectares of land
with soil and water conservation works; improved 174 hectares of forest
through agroforestry and fuel production clean-up activities; reforested
1,107 hectares of 1land; improved 1,140 hectares with better range
management and pasture improvement activities; produced 1.9 million
seedlings in project comminity nurseries for reforestation; established
209 communitv and women's groups to carrv out project activities; and
provided $489,000 in credit for project related loans and subsidies.

Nevertheless, project accomplishments fell far short of those originally
planned; furthermore, the poals and outputs as stated in the project
agreement had not been revised. By our estimate, the project achieved
only a small portion of component one's original policy and planning
activities while having dishursed about 27 percent of USAID's originallv
authorized project budget. About one-third of component two's original
data collection and analvsis activities were completed while about 93

percent of USAID's originally authorized budpet was spent.  Onlv  about
one-fourth of component three's original Watershed Management activities
were successfully accomplished, although about 36 percent of the

originally authorized USAID funds were spent,
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About $7.3 million in USAID funds had been disbursed as of December 31,
1985 despite the fact that, in our opinion, some special covenants of the
project were not met. The major host country implementing agency
experienced serious administrative shortcomings and host country
counterpart contributions to the project had been well below agreed upon
limits. The goals and outputs of the Project Agreement appeared to be
overly optimistic in some cases while, at the same time, not providing
adequate emphasis on the protection of existing watershed resources. We
concluded that the lack of success in agroforestrv and fuel production
clean-up activities had contributed to weaknesses in the protection of
existing resources because the danger of forest fires had not diminished
in those areas where cutting out dead and damaged trees and removing
underbrush had not taken place.

We noted six internal control weaknesses including commingling of USAID
project funds. Annual project plans were incomplete and late. Six
compliance problems were observed including inadequate and incomplete

host country counterpart reports, and  noncompliance with special
covenants.

We have recommended revising the project's original goals and objectives
to reflect completed land use studies and actual economic  and
governmental activities in the region; suspending further disbursements
until special covenants are revised or met; requiring th Government of
Honduras to improve its project administration; programming $3.4 million
in GOH funds; reevaluating the project's design to consider initiating
activities to protect existing forest resources; reconciling and opening
a separate account for funds advanced under this project; assisting the
Government of Honduras to undertake required annual financial awlits; and
obtaining required counterpart reports from certain nonreporting host
country agencies.

The recommendations 1ncluded in this report are designed to address both
project-specific and svstemic deficiencies disclosed as a result of the
audit,
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AUDIT ;
OF USATD/HONDURAS'
NATURAL RESOURCES MANAGEMENT PROJECT
PROJECT NO. 522-0168

PART I - INTRODUCTION

A. Background

With an area of more than 43,000 square miles (about the size of
Tennessee), Honduras is the second largest Central American country. In
1985 it had a population of about 4.4 million of which (1981 data
indicated) about 60 tc 65 percent were rural inhabitants and 35 to 40
percent urban.  According to USAID/Honduras' Country Development Strategy
Statement, cstimated per capita incomc was $675 (1981 estimate), making
Honduras the poorest country in Central America. The Project Paper
stated that rapid population growth in the past several decades had put
great  pressure on Honduran watersheds, resulting in increased
deforestation, crosion, and soil depletion,

To reverse natural resource degradation, the Government of Honduras {CH)
and USAID/Honduras entered into the Natural Resources Managenant
Project. The project's purposes were to: strengthen institutional
mechanisms by which Honduras manages 1its natural resources; increase
incomes of farmers in a southern (Choluteca) watershed; and conserve the
natural resources of the soil and water in that watershed through
modified agricultural and forestrv practices. Primarily through this
project, the GOH planned to improve the ineffective management of the
country's water and land resources, diminish the rate of destruction of
the country's forested areas, and eliminate destructive cultivation
practices.

On July 321, 1980 USAID/Honduras and the GO signed 1loan and grant
agreements for the Natural Resources Management  Project  totalinpg $15
million in USAID funds and $7 million in equivalent GOH funds.  There
were five amcadments to the project and current 1life of project
contributions are $2.7 million in USAID grant funds and $12.3 million
USAID loan funds.  The project completion date has been extended to July
30, 1987. A GOH Apricultural Policy Commission was to provide overall
direction and guidance to the project and a Project Office at the GOH
Ministry of Natural Resources was to be the principal  implementing unit.
Two other GOH  agencies, the National Cadaster Apency and the Hydrologic
Resources Office, were to assist in natural resources data collection  and
analysis activities,

To meet  the goals of the project, the Project Apreement included funding
for the following components:

1. Natural Resources Policy and Planmng, whiyh was  to provide for  the
establhishment  of a4 system of  land use classification, land zoning,
and reviews of proposed new development projects from the point  of
view of appropriate land and natural resources uses;



2. Natural Resources Data Collection” and Analysis, which was to gather
and analyze natural resources data, undertake soil surveys and
laboratory work, improve hydrology and climatology services, complete
ecology and forest «classification studies, and forest delineation
efforts, formulate actual and potential land-use classifications, and
furnish cadaster surveys and general project support; and

3. The Choluteca “atershed Management Program, which was to oversee
activities in soil conservation and intensive agricultural practices,
agroforestry and fuelwood production activities, reforestation
activities, range management and pasture improvement. community

nurseries and tool pgrants, watershed management credit funds and
grant activities.

B. Audit Objectives and Scope

The Office of the Regional Inspector General for Audit/Tepucigalpa
reviewed USAID/Honduras' Natural Resources Management Project from its
inception on July 31, 1980 to April 9, 1986. The awlit covered $7.3
million in AID accrued and disbursed expenditures and $1.6 million
equivalent GOH contributions as of December 31, 1985. Audit field work
was conducted from January 20 to April 9, 1980.

Audit objectives included determining:

- success in achieving planned results,
- effectiveness of project operations,
- compliance with AID requirements, and
- adequacy of 1nternal controls,

To accomplish  these  objectives,  we  reviewed  project files and
interviewed project officials at USAID/Honduras. the Ministry of Natural
Resources, the National Cadaster Apencv, Ivdrologic Resources Office,
Central Office of the National Agricultural Development Bank, Choluteca
Regronal — Project  Office,  Forest  Development  Corporation  (COHDEFOR),
Choluteca branch  of the  Natronal  Agricultural  Development  Bank
(BANADISA), and  GOH Mimistry of  Finance. We visited eleven watershed
management units an four  subwatersheds and  observed o wide range  of
project activities.  We anterviewed 55 project field and administrative
personnel  and 128 project beneficiaries, and  examined  documentation
supporting  expenditures  of $6.0 millhion in ATD expenses and §$1,344,000 in
advances of AID funds.

The audit was periormed 1in accordance witn penerally  accepted  government
auditing standards,
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PART 11 RESULTS OF AUDIT

The Natural Resources Management Project's effectiveness was limited by
nonadjustment of goals to completed land use studies, nonadherence to the
project's special covenants, planning and execution weaknesses in
implementing the project on the part of the main host country
implementing agency, significant shortfalls in counterpart funding, and
inadequate emphasis on protecting existing forests from fires.
Measuring the project's effectiveness was impeded somewhat by a lack of
financial and physical progress reports from the National Cadaster Agency
and the Office of Hydrologic Resources. The cfficiency of project
operations was inhibited by late and incomplete submissions of annual
detailed implementation plans, and sporadic resource flows to field
offices each vear. The Ministry of Natural Resources' dishursement
procedures caused unnecessary delays in project implementation and also
caused the project to lose three to four months' implementation time each
year. Internal controls were deficient in several areas including the
commingling of this project's funds with other AlD funds; annual project
plans were incomplete and late. The audit disclosed several instances of
noncompliance with AID requirements such as incomplete counterpart
reports, and nonadhcrance to special covenants.

During a two week field trip, we observed a number of project activities
which were successful, We observed hundreds of meters of well-built
stone walls constructed for soil retention and control of water runoff.
A number  of terraced plots showed no signs of erosion. Project
beneficiaries reported that thev supported the program of stone wall
conservation works because it cleared their fields of rocks to make the
A4alls and they received needed subsidies for this work. Many hectares of
reforested land were obscrved along with some range management and
pasture -improvement activities.  We visited a number of community tree
nurseries which were successfully  producing  thousands of  seedlings for
reforestation activities. Progress reports indicated the following
accomplishments as of December 31, 1985:

- 1 completed studv in tand tenure;
- 1 completed study in marketing;

- 17 upgpraded hvdrology stations;

- 12 newly constructed hydrology stations;

- S completed  Choluteca  subwatershed  ecology  and  forest
classification studies;

- 4,073 hectares of  land  protected with soil  and water
conservation works;

- 174 hectares  of  existing forests mmproved by agroforestry
and fuel production activities;

. 1,107 hectares of ltand reforested;



- 1,140 hectares of land improved by range management and
pasture improvement planting activities;

- 1.9 million seedlings produced by project-created
community nurseries for reforestation efforts;
- 209 community and women's groups established to carry out

roject activities; and
- 489,000 in credit provided for project related loans and
subsidies.

In their June 23, 1986 response, the Mission suggested we add the
following project accomplishments which had not been provided to us
during the audit:

-- 3412 hectares of land protected through fire control vigilance and
fire break construction;

-- 341.6 kilometers in shrub fences;
-- 15 kilometers of firebreaks; and
-~ 209.4 kilometers of windbreaks.

While these activities were successful and, in some cases, even
impressive, thevy were well below the goals and objectives set forth in
the Project Agreement. 1/ Ve estimated that after more than five years,
the project had achieved a small portion of component one's policy and
planning activities, about one-third of component twe's natural resources
data collection and analysis activities, and about  one-fourth of
component three's activities in the five Choluteca subwatersheds.  About
$7.3 million 1n AID funds had been disbursed as of December 31, 1985
despite the fact that some special covenants of the project had not besn
met. The major host country implementing agency demonstrated serious
administrative weaknesses and host  country counterpart funding was well
below apreed upon limits. The goals of the project paper appeared to be
overly optimstic in some cases while, in our opinion, providing
inadequate emphasis on the protection of existing watershed resources.
We noted that only two percent of aproforestry and juel production
clean-up activities (removing underbrush, dead and  damaped  trees) were
successfully  completed.  Since little progress in the agioforestry and
fuel production activities had been made, we believe this  contributed to
weaknesses 1n the  protection of existing resources because the danger of
forest fires was not diminished by cutting out dead and damaged trees and
removing underbrush  which served to fuel brush fires. We noted several
internal control weaknesses including  the commingling of AID  project
funds; annual  project plans were incomplete and late.  Several compliance
problems were also observed such  as  incomplete counterpart reports and
noncompliance with sprcral covenants,

1/ PIL 104, dated June 11, 1985, modified the project but did not
formally revise or change the original outputs in the Project
Agreement,
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Our recommendations seek to correct both systemic and project-specific
deficiencies encountered during the course of our review. We have
recommended that USAID/Honduras:

- formally revise original project goals and objectives to reflect both
the results of land-use studies and other economic and governmental
activities in the region;

- suspend further project disbursements until special covenants are
either revised or met;

- seek from the GOH improvements in its project administration and
strengthen its own project monitoring;

- obtain from the GOH formal programming of the $3.4 million in
unprogrammed local funds;

- review the project's design to determine if forest fire protection
activities to protect existing forest resources should be initiated to
augment short and medium-term project strategy;

- reconcile and open a separate account for project funds advanced;

- assist the GOH to undertake required annual audits for the remaining
life of the project; and

- obtain required counterpart reports from those project implementing
agencies not  submitting such reports and more closely monitor
counterpart contributions.



A. Findings and Recommendations

1. Overly Optimistic Goals

The original goals and outputs of the project agreement were overly
optimistic and were not formally revised to reflect the results of
completed land-use studies which included recommendations to improve the
effectiveness of this project and other economic and governmental
activities in the region. At the time of our audit, we estimated that
less than one-third of the overall Project Agreement's goals had been met
even though the original PACD had alreadv expired and about 48 percent of
authorized AID funds had becen expanded. In the policy and planning
component, 27 percent of the original authorized project budget had been
disbursed, but we estimated only a small portion of the planned goals had
been accomplished. In the natural resources data collection and analysis
component, 93 percent of the authorized budget had been disbursed while
we estimated only about one-third of the goals had been accomplished. In
the Choluteca watershed management component, 36 percent of the
authorized budget had been disbursed, while we estimated about one-fourth
of the goals had been met. The specific goals and outputs laid out in
the 1980 Project Agreement were not subsequently amended in Project
Implementation Letter Number 104, dated June 11, 1985, to reflect the
results of the completed land-use studies in the Choluteca watershed and
other competing economic and governmental activities. We were not able
to determine whvy these specific goals and objectives had not been
revised. Project personnel, including the project officer and
contractors working on the project, expressed the view that similar
projects in other countries had lower goals and that the project paper
had  probably been done with insufficient analysis. One contractor
belicved that the goals were built up in order to obtain a more favorable
cost-benefit analysis and to get more rapid approval from AID/Washington.

Recommendation No. 1

We recommend that USAID/Honduras, i1n consultation with the Government of
Honduras, formally revise the Project Agreement's goals and objectives to
reflect both the results of completed land-use studies and other ongoing
economic and governmental activities in the region and adequately
quantify project goals and objectives so that progress can be measured.

Discussion

Little Progress in the Policy and Planning Component Achieved - At the
time of the audit, $219,360 of the planned $815,700 originally authorized
had been disbursed. One studv in land tenure and one study in marketing
had been completed which included recommendations to  improve  the
effectiveness of the project. 1In contrast, the Project Agreement's poals
contemplated that new natural resources management laws and  regulations
would be  promulgated after analyzing existing laws and regulations. It
was originally planned that studies of alternative land uses would 1lead
to alternative solutions and their economic and social consequences would
be calculated. Comprchensive and rational policies were to be developed
for other priority areas such as the deteriorated Ulua and Chamelecon
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watersheds. Also, land-use planning and actual land-use studies would be
utilized to help develop and organize the capability of the GOH in
natural resources management.

We believe that the principal reason many of these planning activities
never materialized was that the Agricultural Policy Commission, the
agency through which these planning activities would be accomplished, was
abolished early in the project by Council for  Economic  Pianning
(CONSUPLANE) and no other organization was formally assigned this role by
PIL or revised Project Agreement. We believe that not having completed
these planning activities severely limits the impact of this project and
prevents  comprehensive natural resources manwgement from being
implemented in a systematic fashion (rather than the current piece-meal
approach) as was set forth in the project design.

Limited Progress in the Natural Resources Data Coriection and Analysis
Component - At the time of the audit, 33,101,520 of the $5.3 million
originally authorized USAID funds had beer dishursed, and the following
originally planned activities had been completed by the National Cadaster
Agencv and the Hydrologic Resources Office; 5 wpercent of the watershed
soll  surveys; about 10 percent of the uperading of existing
meteorological and hvdrological stations; about 10 n»ercent of the new
construction efforts for meteorological and hydrolugical stations; about
25 percent of the ecology and forest classification activities; abovt 25
percent of the forest delineation activities; and 100 pceeent of the
actual and potential land-use studies of five Choluteca rtiver basin
subwatersheds.

We believe that the Mission overestimated the capabilities of the
National Cadaster Agency and the Hydrologic Resources Office to
accomplish planned poals. These ageticies had an inadequate understanding
of the goals and objectives to be accomplished, an insufficient budget
and staff to carry out these activities,

Limited Progress in the Choluteca Watershed Management Component - At the
time of the audit, $3,942,980 of the originally authorized $10,859,900
USAID} funds had been disbursed, and the following planned activities had
been completed: 23 percent of the so1l and water conservation works; two
percent of agroforestrv and fuel production activities; 26 percent of the
planned reforestation efforts (about 40 percent of the reforested areas
had not survived, leaving about 15 percent successfully reforested); 23
percent of the range management and pasture improvement activities; 6l
percent of planned nurseries; seven percent of the planned 25 million
seedlings had been produced and 27 percent of the revised $1.79 million
in credit for project-related loans and subsidies,

The Mission's project paper  assessment of what conld be accomplished by
the Ministry of Natural Resources was overly optimistic.  The lack of
progress in this  canponent  was due to many factors, First, the project
did not 1eally get underway for about two vyears.  Second, valuable time
(three to  four months each year) was lost due to the Tengthy disbursement
process and  the process of annually  renewing  the majority of  the
project's adimnistrative personnel  contracts., Proje:t  personnel often



did not learn whether their contracts had been renewed until three or
four months had passed. Third, other competing governmental and private
sector activities which offered subsidies 1lured potential project
participants away from various project activities. The poverty of
project participants, in our opinion, prevented them from voluntarily
cleaning up existing forests and maintaining already completed
conservation works bec.use of their need to work 1long hours to provide
their daily necessities. We believe that these activity objectives
likely could not be met in the Choluteca watershed without subsidies.

We concluded that the outputs for this component nceded to be formally
revised to more realistically reflect: the time lost in the first two
years of the project, weak administrative processes in the Ministry of
Natural Resources, recently completed potential and actual land-use
studies in the Choluteca watershed; and the competing governmental ,
international, and private sector activities which lured away project
participants becausc of the low level of project incentives.

Management Comments

While the Mission did not agree with all aspects of this finding, the
Mission has, with the current project amendment number six, revised
targets 1n the Project Description annex to the Project Agreement, as
suggested bv the auditors.

Inspector General Comments

As a result, recommendation number one is closed upon issuance of this
report.



2. Special Covenants Not Complied With

Four of the six special covenanits of the Natural Resources Management
Project, in our opinion, were not adequately complied with and another
was less than fully effective. The Project Agreement has six special
covenants which include giving institutional permanence to the natural

resources management policy, planning and execution function;
establishing permanent institutional arrangements for current and future
watershed management improvements; preparing annual detailed

implementation plans and budgets; ensuring continuation of the watershed
management  credit  fund; providing adequate budgetary support for
activities as required and specified in the Project Agreement; and
establishing an evaluation program. It is our opinion that
USAID/Honduras officials did not effectively monitor compliance with the
Project Agreement to ensure se special covenants were met. Further,
no written Mission policy existed detailing what actions needed to be
taken when noncompliance occurred. We concluded that ultimate success of
the project was in doubt because: there were mno formally designated,
permanent institutional arrangements for current and future watershed
management improvements; annua: implementation plans were  submitted
incomplete and late; and host country counterpart contributions had
lagged behind planned levels.

Recommendation No.2

We recommend that USAID/Honduras:

a. suspend further disbursements on this project until the GOH and
USAID/Honduras determine how to obtain compliance with these special
covenants;

b. amend the project agreement, as necessary, if it is determined that
certain covenants need to be revised or waived; and

c. reimburse the Ministry of Natural Resources only that percentage of
costs tor which USAID/Honduras is responsible,

stcussion

Four of the six special covenants had not been met by the GOH and one had
been less than fullv effective in its implementation.

Mitural Resources Management Policy, Planning, and Execution Functions
Lack National Tnstitutional Permancnce - Special Covenant number four in
the Project Agreement  reamred that, by the beginning of the fourth
project  vear  {July 30, 1983), natural resources management policy,
planting and execution be  accorded  permanent national institutional
statne, Four months after the project started, the Agricultural Planning
Commission, the entity that was intended to embody the institutional
permanence  for natural resources mlicy, planning and exccution, was
abolished.  No other organization at the national level was subscquently
designated to carry out this function. We believe that the permanent
institutional presence sought by this project mav not become a reality as
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a result. Also, without overall planning of the natural resources base,
Honduras may not achieve optimal economic advantages from its resources
in the future. We concluded that USAID/Honduras, in consultation with
the GOH, should formally review and revise this covenant in order to find
alternative ways to devise a permanent national institutional mechanism
through which the GOH could manage its natural resources (as opposed to
the present temporary regional mechanism).

No Formally Designated Permanent Arrangements to Continue Watershed
Improvements - Permanent arrangements between the Ministry of Natural
Resources, the Forest Development Corporation (COHDEFOR), the National
Cadaster Agency, and the Hydrologic Resources Office had not been made to
continue and extend the work in the Choluteca watershed or extend it to
other watersheds. Instead, the Ministry of Natural Resources only has a
regional office in the Choluteca watershed which is primarily staffed
with temporary employees. Project Covenant number five required that by
July 30, 1984 these permanent working arrangements would be in place in
order to continue work in the Choluteca watershed and to extend the work
te other watersheds such as the Chamelecon and Ulua, after project
completion. We believe a contributing factor to current noncompliance
with covenant number five was a lack of knowledge of the AID Hanibook and
that USAID/Honduras had no formalized procedures (ie. Mission Orders) to
be implemented when compliance with the terms of special covenants was
not achieved. We believe the lack of written procedures is important
because project officers cannot realistically be expected to know when
and how to report and act on various problems in the absence of written
instructions from Mission management. It seems unlikely to us that
conservation work will be extended into other badly deteriorating
watersheds after project completion unless perman:nt national
arrangements (as envisioned in Special Covenant Number Fivc) to continue
watershed improvements are made. The Project Paper implies that the
productive potential of such watersheds as the Ulua and Chamelecon will
be irretrievably 1lost in 22 vears, and that Honduras will lose hundreds

of millions of dollars of future economic activity as a result. We do
not believe that the present temporary regional arrangement complies with
the covenant. Consequently, we concluded that USAID/Honduras should

review this covenant in conjunction with the GOH to find ways of
accomplishing it or formally revise it.

Late and Incomplete Annual Implementation Plans - Annual implementation
plans generally were not submitted to AID until well after the start of
the calendar vear and the plans we reviewed did not provide schedules for
procuring such project inputs as technical assistance, training and
comodities. Special  Covenant number two requires that a detailed
implementation plan i.acluding a schedule for such project inputs as
technical assistance, training and commodities be submitted annually to
USAID/Honduras by August 1. We found that late and incomplete plans had
been accepted throughout the 1life of this project because the project
officer had not insisted on their timely submission, and because the
three GO implementing agencies were on a calendar vyear cycle of
operations. These implementation plans were prepared and submitted to
AID roughly in accordance with the Honduran budget cvcle. The result of
this administrative practice was that each year three (o four months of
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valuable project implementation time was 1lost. We noted that these
incomplete and late project implementation plans had often led to delays
in implementing project activities, planning oversights, 1loss of project
momentum, missed agricultural cycles, and the potential loss of the full
value of technical assistance and training due to the untimely interplay
and coordination between various project components. We concluded that
USAID/Honduras, in consultation with the GOH, should strive to improve
the GOH's administrative performance in this area bv complying with this
project covenant or by formally revising it.

Host Country Contributions Well Below Planned Amounts - At the time of
our audit the GOH had made about 23 percent of its authorized
contributions while USAID/llonduras had disbursed about 48 percent of
AID's.  Special covenant number six requires the Borrower/Grantee to
provide adequate budgetary support for expanded activities as required
and specified in the Project Agreement. Since project inception, through
the issuance of Project Implementation Letter No. 104, dated June 11,
1985, USAID/Honduras' funding  for  tnis activity had increased
substantially from 5.7 miliion to $9.7 million, whilc we noted that $3.4
milliecn of GOH's $7.0 million authorized contribution remained
unprogrammed (no detalied line-item budget existed). Additionally, as of
March 31, 1986 (according to the USAID Controller's local Currency
Accounting Report), only $2.9 million of the required $7.0 million
equivalent had been made available. This occurred despite the fact that
host country contributions had been facilitated in recent years through
ESF and PL 480 local currency generations, and the original PACD had
expired. We concluded the shortfall in host countrv expenditures had
occurred for three reasons: USAID/Honduras had no Mission Orders that
specified whet actions project officers and other responsible Mission
personnel were to take when host country expenditure shortfalls occurred;
the Project Agreement did not have a disbursement mechanism for ensuring
adequate host country contributions (for example, the USAID/Honduras
Controller's Office reimbursed host country project vouchers 100 percent
instead of reimbursing only the percentage that USAID/Honduras was
responsible for); and USAID/Honduras did not effectively address GOH
noncompliance  with the special covenant  that required host country
funding levels to be specified at quarterly or semi-annual project review
meetings, We concluded that failure of the GOH to timely contribute its
share of project financing had clearly affected project progress and
implementation efforts. As a result of untimely QO contributions, fiecld
offices were not able to purchase sufficient quantities of diesel fuel to
visit project participants; to receive materials and supplies nceded to
accomplish project construction works, and to make timelv salarv payments
to project employees. We concluded that USAID/Honduras should develop
Mission procedures specifving what actions  should be  taken  when
expenditures by the host country fall short of agreed upon levels. Ve
also concluded that the Controller should develop procedures to  ensure
timely disbursements by the OH and sufficient local currency generations
to completely  fund GOIF agreements.  Current  procedures in monitoring
counterpart contributions had been less than fully effective.
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Potential Shortfalls in Capitalizing the Watershed Management Credit
Fund - At the time of the review, 1less than 18 months before the
project's already extended completion date, the Watershed Management
Credit Fund had received less than 42 percent of the revised funding
level ($1.79 million) calculated to be sufficient to finance activities
at an appropriate level in the future. As of December 31, 1985, this
fund had received $750,000; it would have needed over $1.79 million to
meet this special covenant as revised by Implementation Letter No. 104.
This financing obligation was in addition to the $7.0 million counterpart
requirement, of which the GOH had reported providing only 23 percent,
after more than five and one-half years ef project activity.

The fund was to have had sufficient capital to maintain conservation
activities in this watershed for five years after the PACD. Technically,
in light of the extended PACD, it would not be necessary to fullv fund
the Watershed Management Credit Fund at this time, but we have serious
reservations that the fund will be fullv capitalized in the future, based
on past GOH compliance with its funding commitments.

Management Commnents

While the Mission has some disagreement with aspects of this finding,
they have made four changes to the project's special covenants. They
noted that special covenant number four had been revised as part  of
current project amendment number six and that the GOH was in full
compliance with the amended covenant.

They stated that special covenant number five had  been  deleted from  the
current  project amendment  because  the wording and  approach were too
narrow, and because the Mimistry of Natural Resources had taken effective
leadership in this area and continued to make arrangements with other
institutions as required.

They stated special covenant number two had been revised as part of  the
current  project amendment by substituting the wording "January' for
"August™; that PIL number 123 had been issued to clarify the reporting
issue; and that technical assistance and training were now the subject of
separate correspondence and  their  inclusion was aot needed 1n annnal
workplans.

Regarding  compliance with special covenant  six,  host country
contributions, the Mission stated that by reducing GOH counterpart from
$6.9 million to $5.6 million equvalent 1n amendment  number  six  and by
the 1nclusion of previously unreported counterpdar t contributions in 1983
anl 1984, the host country was now 1n compliance.

The Mission stiaced that the credit fund had recerved all the financing it
now needed and  that  $1.79 miltion was not  required of  the GO to
capitalize this fiducrary apreencnt.  AID loan funds of $750,000 had  been
reserved through PIL's for the parpose of capitalizing this activity,

-12 -



Inspector General Comments

We believe that the actions taken by the Mission satisfy the intent of
the revised special covenants. This recomendation is also closed upon
issuance of this report,
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3. Administrative Weaknesses of Implementing Agency

Project  personncl faced serious administrative obstacles and morale
problems in carrying out their duties even though the project agreement
required the GOH to provide adeguate administrative support. In our
opinion the project did not reccive adequate administrative support in
the areas of salaries, transportation, materials and supplies for field
operations. In addition, no USAID site visit reports had been written
identifyirg these administrative problems. The nonreporting of these
administrative problems resulted in a less than optimal level of

performance by the field offices because no corrective actions were
undertaken.

Recommendnllop No.3

We recommend USAID/Honduras:

a. dentify and resolve the various administrative and implenentation
problems affecting this project in consultation with the Government
of Honduras 1n order to improve the project's performance;

b. inprove 1ts  project monitoring by assinng  a Mission Order  which
speciftcally  addresses actions  tou be taken by the Project Officer in
monitoring Mission projects: and

c. ensure thit project officers prepare site  visit  reports  upon
completion of field trips as required by the AID Handbook and Mission
Orders.

Discussion

The project agreement required the GOH to provide adequate admin, trative
support.  The follcwing conditions indicate an adequate level ct support
was not being provided,

The majority of project personnel were  hired on  one-vear ccitiacie  and
experienced delays  of up to five months in receaveonp their 3. .t,al salary
payments, fn succeeding vears, detave of up te thiee meaos  occurred
before 1mtial  <aliary  checks were recerved, Ty oddition, recently hired
personne b recerved hpher salaries  than more  exjerienced  personnel  who
had been working with  the project for more than two years because there
was no umform  salary policy  that would  have  established  appropriate
rates of  pay for new and  experienced  employees,  Also, the salaries
awarded an the older contracts had been frozen at the original rates,

Frield unies with four to seven enplovees were asagned  only one vehicle
and o the southern repron there were no waintenance  proprams  {or
vehicles,  Also, smill expenditures for velncle repors and other of fice
expenses were  often not adequately resmbarsed. This had himited  the
number of site visits which hat, on tin, hindered project progress,
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Employee performance in the field was also hampered by the lack and
timely receipt of tools and supplies for undertaking conservation works
such as crowbars, shovels and hoes which we were told were often received
late. Usuallv, these i1tems were requested from the Central Office in
December of each vyear, 1n order to initiate the coming year's activities
with project participants. However, we were told that the field offices
often received these materials up to four months after the date needed.
This condition slowed the implementation of activities programmed for
that period and lowered performance of field office personnel.

In addition to these shortcomings, USAID project monitoring needed
improvement, No site visit reports had been prepared or filed by the
current USAID project officer or s predecessors during the six years of
the project.  The current project officer stated he was unaware of this
requirement  and  his mission superiors had never requested such reports,
Site visit reports are required by AID Handbook 3, Supplement A,  Appendix
E, Page 1.

Management Comments

Regarding recommendation  3.a, the Mission stated meetings were held 1n
May 1986, with representatives of the Ministries of Natural Recomrees  and
Finance amd Public Credit, with the purposes of resolving contraciing and
payment delavs which  they  considered amportant  problems.  The Mi<sion
believed  these meetings were useful  and  productive, and that they had
already seen positive and concrete results an terms  of  approved  salary
raises for "veteran" emplovees of the project, contiact renewals, salary
payments and an end  to  the political apporntment  problem  within  the
project, and a Jornt request by the Mimstry of Natural Resaarces and AID
to convene the Executive Committec for this project on a regular basis  to
deal witih admmistrative issues  as they arise.  The Mission stated that
the delivery of a new fleet of velacles was conpleted an Mav,  and  the
lack of field vehicles was no lonper a problem,

Regarding recommend styon b, the Mission promised review at the
management level.

Regatding recommendation 3.c, the project offi1cer stated  that site  visit
reports were now bearny prepored,

Inspector Gereg gl Comments
Reconmendition 3.0 15 losed upon the iscuance of this report,

After recerving o sataisfactory Misaron Order  or other Mission written
directive, recomentataon 3o wil) bhe concidered for closure,

Recomnendation 3.0 s atso closed because of  a recent USAID policy
directive Peprdac bty Sl VISEL 1epis,



4. Counterpart Funding Shortfalls

Five years into the project, the Government of Honduras reported spending
only $1.6 million (23 jyercent) of $7.0 million committed to in the
Project  Agreement while USAID/Honduras spent $7.3 million of $15.0
million (48 percent) authorized for the project. Of the $5.3 million not
expended by QOH, $3.4 was not programmed by line item. Also. from
September 29, 1982 through March 31, 1986 only $2.9 million equivalent
had been programmed and made available from ESF and PL 480 gencrations
for this project ($7.0 million are needed).  USAID/Honduras had not
accounted for the difference in funds provided by the local currency
generations for the project and funds expended by the GOH for the
project. USAID/Honduras  had no Miscion Orders to instruct project
officers on what actions needed to be taken when host country  counterpart
expenditures  {ell below AID's  level of expenaitures.  We concluded that
the lack of counterpart expenditures had  contributed to delayed project
implementation, as mentioned in finding mumber three, and that total
counterpart funds expected to be made available through PL 480 and ESF
local currency generations had fallen 59 percent short of requirements,

Recomnendation No,d

We recommend USAID/Honduras:

a. obtain from the Government of Honduras formal progranming of the $3.4
mitlion 1n unprogramned local funds which represent nearly 50 percent
of their project commitments;

b. designate sufficient local currency generations for this project to
ensure that the OH will mecet 1ts agreed upon requirements; and

c. reconcrle the difference between the $1.6 mlhon  equivalent  expended
by the i and the $3.0 million equvalent in local  currency
generations  for  the  project, and determine if expenditures were
project related.

Discussion

Reportad GOH counterpart expenditures amounted to $1.6 million  cqmivalent
as of December 31, 1985, which was 23 percent of the amount agreed to 1n
the  Project  Agreement., However,  USATD/Honduras  local currency
generations from PL 480 and ESF programs  for  this project were $3.0
militon equvalent from Sceptember 29, 1982 to March 31, 1986, As of that
date, AID had  disharsed $7.3 mlhion, ar 48 jercent of 1ts $15.0 m)lion
authorized conteibution.  According to  the  OH Implementing  Unit
Admimistrator, NN dysbursements  had  heep slower that USAID
disbursenentys: "enphasts was placed on expending AID loan funde  vather
than GOl vesomces because the nonuse of Toan funds was considered to be
an indicator of project farlure,” At the e of  the aulit, with a
remyinming  projeot  life of  less than 18 months, and  les, than fully
effective UsAID/Honduras monitoring of counterpart  expenditures,  we
believe  at as questionable  whether  the GOH will  be able  to meet
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expenditure levels as agreed to in the Project Agreement, notwithstanding
the availability of PL 480 and ESF Mission generated local currency
programs.

On June 11, 198" the Project Agreement was revised and  the GOH
counterpart contribution reallocated; however, this revision showed an
unprogrammed amount which totaled $3.4 million cquivalent for 1985, 19806,
and 1987, This document was reviewed and approved by USAID/Honduras.
Quarterly project progress reports made no reference to shortfalls in
requited connterpart  expenditures which, at  the time of these reports,
were well  below agreed upon levels and AID's proportional level of
contributions to the project. In addition, there were no Mission Orders
addressing monitoring of host counterpart expenditures,

We noted that even with the local curtency generations designated  for
this project, :he expenditure shortfall was about $4.0 million equivalent
as of March 31, 1986. We therefore concluded  that  USAID/Honduras necded
to pday more attention to  the nomtoring of counterpart expenditures to
ensur> that they were  at levels proportionate to AID  disbursements.
Also, we believe more local curtency generations needed to be allocated
to this project's counterpart funds 1n order to ensure that the GW'S
funding requirements would be met.,

Management Corments

The Mission ndicated 1n its response to this finding that on June 6,
1986, amendment mumber six to the Project Loan and Grant Agreement had
been issued. A revised Project Description, Annex I, was also included.

GH counterpart  was  formally reduced  from $6.967 million equivalent to
$5.6 milhon equivalent, Also, $3.4 million in unprogrammed  local  funds
were programae ! through 1989 1 Annex 1, Attachment B,

The Missron also provided an analvsrs of GOH counterpart funds spent to
date by the Mimistiv of Natural Resources and  the National  Cadaster
Agency which accounted  for the $1.3 mlhion difference between funds
provided  versus  funds reported on. Finally,  they  indicated  that
additional local currency  resources were  being  programmed  for  this
project,

Inspector (eneral Comments

We belicve that the actions tuken by the Mission adequately address the
three-part  recomnendation  and, therefore, recommendation four is closed
upon issuance of this report,

-17 -



5. Inadequate Protection of Existing Resources

In our opinion, the impact of the natural resources management project is
minimized by inadequate protection of existing forest resources.
Reported forest fires in the Choluteca Watershed had not decreased during
the life of the project. As a result, fires continued to destroy vast
amounts of forests in the Choluteca watershed. The Project Paper
anticipated that the number of forest fires and hectares destroyed
through carelessness and poor agricultural practices would gradually
decreasc through the introduction of such forestry management programs as
agroforestry, fuel production, reforestation, education of the campesinos
and the resultant changes in attitudes toward th: Fforest,” etc. Wo
believe that the reported forest fires had not decreased because there
had been insufficient training and organization of the campesinos to
fight fires, a lack of firefighting equipment and tools, and the 1limited
impact of the project's forestry management component (only a small
fraction of the project goals to cut out dead and damaged trees and to
remove  underbrush  which served as fuel for brush fires had been
accomplished). As a result, and using conservative ectimates of loss, at
least twice as many trees were being lost to fires each year in the
project arca as the project had been able to regenerate.

Recommendation No., §

We recommend that, if 1t 1s decided to continue or expand this project,
USAID/Honduras, in consultation with the Government of Honduras, review
the project's design to ascertain if the project’s short and medium-term
strategies could be improved bv a fire fighting component to include:

a. campesino tramning programs in fire fighting;

b. increasing traming programs and subsidized demonstration activities
for proper care of existing forests; and

c¢. determining the appropriate amount and type of forest fighting tools
to be distributed throughout the Choluteca watershed (ie. rakes,
portable spravers ctc.).

Discussion
Reported forest fires in the Choluteca Watershed had not decreased during

the life of this project as shown by the number of forest fires reported
by COHDEFOR from 1975 through 1985:



Year Reported Fires Hectares of Forest Destroyed

Fires Before the Project

1975 246 6,562
1976 168 1,783
1977 348 7,646
1978 430 5,566
1979 443 4,108

Fires Aftei the Project

1980 527 18,846
1981 485 4,795
1982 656 13,423
1983 590 13,090
1984 528 14,817
1985 516 8,743

As can be seen from the chart, the number of reported fires and hectares
of forest destroyed was lower before the project's inception in 1980.
However, COHDEFOR officials responsible for collecting forest fire data
stated that current data was more complete and that in the earlier years
many fires may have gone and probably did go unveported. Nevertheless,
these figures indicate that forest fires in the Choluteca watershed were
a continuing problem which needed to be adequately dealt w.th if the
project's goals of 1mproved watershed management were going to take place.

The Forest Protection Department of COHDEFOR told us that the forests in
the Choliteca watershed were classified as follows: adult forest, as few
as 80 trees per hectare; young forest, up to 2,500 trees per hectare; and
regeneration, 2,500 to 3,000 treecs per hectare. They stated that fire
damage was much more intensive in the latter category because small
trees do not have any tesistance to forest fires. He stated that a voung
forest receives significantly more damage than adult forests which
usutlly survive brush fires (with the exception of adult pine trees
tapped for turpentine).

Since project inception in 1980, an average of 12,285 hectares of forest
had been lost cach year. If one assumes 80 trees are lost per hectare in
a fire (the lowest and most conservative estimate), about one million
trees a year would be lost to fire in  the Choluteca watershed. This
means that at  least twice as many trees are lost as the number of trees
planted cach year by the  project during its five-yecar life.
Additionally, about 40 percent of the project's newlv planted trees had
not survived after three years,
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The Project Paper predicted a gradual decrease in forests lost to fire
because of the widespread adoption of forestry management programs. a
change in the attitudes of campesinos in the forested areas of the
watershed, etc. We believe tEis prediction was unrealistic. Reported
forest fires had not decreased, in our opinion, because the forestry
management program had not progressed at all, accomplishing onlv a small
fraction of its intended goals. We believe this program had not been
well received by project participants because of the limited economic
benefits received from participation, the time and effort needed to
undertake a clean-up of forests, and the gencral poverty of the potential
participants who must seek out other forms of work which offer more
income. The project F " envisioned that the economic benefits of selling
firewood from discased, dving. and damaged trees would be enough for the
participants to under.ake a clean-up of the forests in the watershed.
However, numerous project participants told us they could not afford to
participate in this activity because the price of firewood was too low in
relation to the time required to pgather and sell it. The project
officer and GOH were not inclined to offer incentives for these
activities because thev believed the participants would become dependent
on such subsidies. We were also told bv project participants that they
lacked forest fire training., organization, and equipment to adequately
fight forest fires. Thev noted that COIDEFOR emplovees rarely arrived in
time to prevent damage from forest fires in their areas.

Since project inception, statistics indicate approximately 74,000
hectares of forest have been lost to fire in the Choluteca watershed.
This we consider to be unacceptably high.

Management Comments

USAID project officials held that the project had accomplished a great
deal more in the area of forest protection than our field visits
indicated and that the efforts to bring COHDEFOR resources to bear on the
forest protection 1ssue contine and were bearing fruit. AID  and
COHDEFOR  are  currentlvy developing  a major bilateral forestry project to
help COHDEFOR fulfill 1ts lepal mandate 1n fire protection.

Project officials have now renewed contacts with COIHDEFOR, encouraging
that institution to live up to 1y responsibilities in fire protection and
control, and COHDEFOR has responded with short courses and food-for-work
for farmer groups participating in the project.

Inspector General Comments

The auditors recognize that there is more than one solution to any
problem. Accordingly, whoen the Mission furnishes the IG Office with a
copv of an executed agreement between AID and COHDEFOR, we will consider
closing the recommendation.
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6. Commingling of USAID Project Funds

GOH officials did not maintain a separate bank account for the project's
advances of funds as required by USAID regulations. There had not been
formal communications to GOH officials indicating that a separate account
should be maintained for advances under this project. As a result, funds
advanced for project implementation were commingled with other AID funds
and project officials did not readily know which funds were available for
the different project activities.

Recommendation No.6

We recommend that USAID/Honduras, in consultation with the Government of
Honduras, reconcile and subsequently establish a separate account for
funds advanced under this project and close out outstanding advances for
other projects no longer active.

Discussion

As of January 31, 1986 the local currency equivalent of $1,255,207 was on
deposit in project account #2500086 at the Central Bank of Honduras.
Outstanding project advances amounted to $288,292. According to GOH
officials, the large difference in these amounts was due to advances from
three other USAID projects which were deposited into this same account.
The Ministiy of Finance and USAID/Honduras had not reconciled the advance
account to the various projects. This came about because USAL1D/Honduras
had not required bank statements when project advances were issued.
Furthermore, some of these advances had been outstanding for sometime, as
two of these projects had been inactive for several years.

Of the $288,292 in project advances outstanding on January 24, 1986, only

$36,374 had been liquidated as of April 3, 1986, the remainder had been
outstanding more than 90 days.

Amount Outstanding

Length of Time Outstanding As of April 3, 1986

More than two years $ 3,296.10

One vear to two years 40,462.70

Six months to one year 10.50

60 days to six months 208,148, 28
Total $251,917.58
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Other AID project funds commingled in this account were from: Loan
522-T-029, Food and Nutrition Plan, whose activities were completed in
198); Grant 522-0139, Agricultural Research, which was completed in 1984;
and Grant 522-0153, Health Sector I, whose project completion date is
1987. Even though two of these projects had been inactive for more than
six month>, we were told that no efforts had been made to reconcile
advance balances for these closed projects and to return unused amounts
to USAID/Honduras.  Without an account reconciliation and a subsequent
close-out of these completed projects, a determination cannot be made as
to available project funds and the amount of outstanding advances. We
therefore concluded that an account reconciliation needed to be done and
that those advances remaining from aforementioned completed projects be
returned to USAID.

Management Comments

On June 6, 1986, USAID/Honduras formallv requested the Directorate of
Public Credit to make a complete analysis of the bank account referred to
in the draft report. Th: Mission's letter was accompanied by a copy of
our report finding, "commingling of USAID project funds.'" The analvsis
should be completed before the close of June 1080,

Inspector General Comments

Upon receipt of the analysis of this account, closure of the old project
accounts, and establishment of separate accounts for the active projects,
we will consider closing this recommendation,
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7. Required Financial Audits Not Performed

Rejuired annual financial audits were not being performed. After nearly
six years of project a.tivities and with less than 1-1/2 years of project
life remaining, only one financial audit of project expenditures had been
conducted. Project Implementation Letter Number 27, dated February 19,
1982 required the borrower/grantee to ccnduct annual financial audits.
USAID/Honduras officials stated that they did not remember this
requirement and consequently did not monitor this audit provision for
compliance. Since the USAID project officer did not recall this
requirement, he was unaware that GOH project officials had decided to
waive this requirement because of the espense involved and the lengthy
process required to contract out those services to an external firm. As
of December 31, 1985, about 48 percent of authorized USAID grant and loan
monies had been disbursed, in our opinion, without adequate assurance
that project funds had been properly expended and accounted for.

Recommendation No. 7

We recommend that USAID/Honduras, in consultation with the GOH ensure
that required annual audits are performed and that the ensuing reports
are forwarded to AID.

Discussion

Only onec financial audit, by the Controller General of Honduras in 1982,
had been conducted on project c¢xpenditures. Part C, Annex II to the
Project Agreement, d. Section B.S5, Reports, Records, Inspections, and
Audit, page 29, states

'"The Borrower/Grantee should also conduct annual  financial
audits. The financial audits should examinc books and records
pertaining to the financial support received under this
Project. The audits are to ensure that proper accounting
practices are  being  employved, that  proper  bookkeeping
procedures arc being observed, and that expenditures of project
monies are properly made. AID funds will be available for
financial and end-use audits to be conducted at the end of each
Government of Honduras Accounting Year and upon completion of
project activities. Such audits will be conducted of each
participating entity by an independent auditing agency. AID
reserves the right, however, to accept the financial audit
findings of, or presented bv  the Government of Honduras in
satisfaction of AID's audit requirements or to request
additional financial audits at any time. As required, project
funds mav be utilized for contracting such additional audits',

The project officer stated that he did not recall the provisions of PIL
nunber 27 reqniring annual GO awhits  and  thus  they were not  carried
out. According  to GOl project officials, they were aware of this
requiremert  but had decided to unilaterally waive it  because they
belireved the contracting process involved would require substantial time
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and effort. One audit by the Controller General of Honduras had been
performed in 1983 but the majority of project funds were disbursed
afterwards. External audits were needed to establish that project funds
were being proporly expended. In addition, USAID/Honduras was not
sufficiently monitoring project implementation nor complying with
established USAID procedures. We therefore believe that USAID/Honduras
should request the GOH to obtain these audit services as specified in PIL
27: "Controller's Office will consult with the participating entities to
further discuss AID requirements for accounting and audits'.

Mission Comments

On June 12, 1986 Ministry officials informally advised USAID/Honduras
that an internal audit was initiated on June 10, 1986 by the Ministry's
Internal Audit Section because the GOH Controller General did not have

the staff to do the work. The examination should be completed in the
near future.

Inspector General Comments

Upon receipt of the completed audit report, we will consider closing this
recommendation.
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8. Counterpart Funding Reports Incomplete

There were no counterpart expenditure reports for program activities
under Component No. I (Policy and Planning) and Component II (Data and
Analysis). These components were to be implemented by the Agricultural
Policy Commission, Hydrologic Resources Office and the National Cadaster
Agency respectively. Even though this information was required by the
Project Agreement, the lack of adequate communication with implementing
units resulted in no counterpart funding reports being submitted by these
agencies (as distinguished from AID funds reports submitted by GCH).
Additionally, the Agricultural Policy Commission was abolished at the
beginning "of the project. As a result, project activities under
Component No. I had been de-emphazised and no laws or regulations
regarding natural resources protection had been issued. Under
Component No. 1II, we believe the lack of GOH contributions had
contributed to the reduction of the area of the country to be classified
by the National Cadaster agency. (Instead of being national in scope, as
specified in the Project Agreement, the project area was reduced to the
Choluteca watershed. The project officer told wus there were plans to
extend the project into two more arcas outside this watershed.)

Recommendation No.8

We recommend that USAID/Honduras ensure that the Government of Honduras
prepare counterpart funding reports for nonreporting project implementing
agencies; these reports should be prepared from the time the activities
were started until their completion; the instructions should indicate

what, when, and how often these reports are to be prepared and forwarded
to AlD.

Discussion

USAID/Honduras' expenditures as of December 31, 1985 amounted to $219,360
for Component No. I and $2,817,896 for Component No. II. For Components
I and II there were no counterpart funding reports from GOl implementing
units. According to National Cadaster Officials, counterpact funding
reports had never been required of them and USAID had not informed them
officially (by PIL) that a separate accounting of their expenditures was
required for their counterpart contributions.

Although the implementing unit for component No. 1, the Agricultural
Policy Commission, was abolished in 1980 and the Natural Resocurces
Management Unit did not take over this activity until July 1985,
USAID/Honduras had incurred expenditures under this component  totaling
$219,360 as of December 31, 1985, During the same period, there were no
counterpart funds expenditure reports. Although more than $200,000 was
spent, no natural resources management  Jaws or  regulations had been
issued.

Under Componcut No. II, (Data Analysis) which was implemented by the

Nationzl Cadaster Unit, USAID/Honduras had expenditures as of December
31, 1985 totaling $2,817,896. However, there were no reports from GOH
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implementing units showing any matching host country counterpart fund
expendi tures for that period. According to National Cadaster officials,
counterpart reports had never been required and USAID had not informed
them officially (by PIL) that a separate accounting for such funds was
required. Consequently, ESF and PL 480 local currency gencrations  that
had been provided to the National Cadaster agency under the Natural
Resources Management Program for 198Z, 1983 and 1984 were not reported.
We were told that the 1local currency generations were used to cover
National Cadaster's general budget and support expenses and had not been
used for this project only. We believe the use of thesc funds should
have been restricted since they were earmarked for the Natural Resources
Management project. Records kept by the National Cadaster agency did not
reflect counterpart expenditures for its various programs: this probably
resulted in the lack of reporting on counterpait expenditures for the
project,

Due to the lack of reports on GOH counterpart expenditures in  components
I and 11, USAID/Honduras had not been able to determine the extent of GOH
funding levels for ongoing activities or the total amount of  GOH
counterpart fund contributions to date for th- project.

Counterparct expenditure reports were prepared by the Natural Resources
Management Unit. However, these reports dealt only with Compenent  No.
IfI, and therefore did not present a complete picture of GOH counterpart
expendi tures.

We therefore concluled that USAIL/honduras, in cooperation with the
Government of Honduras, needed to determine past expenditures for project
Components 1 and 11.

Mission Comments

The Mission is 1issuing a PIL classifving reporting requirements, as
suggested by the audit report.

Inspector General Comments

Draft project mplementation letter number 123 appears to adequately
address the thrust of recommendation number eight. Upon receipt of a
copy of the final PIL, we will close this recommendation.
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B. Compliance and Internal Controls

Compliance

The audit disclosed six compliance exceptions:

-- USAID funds were disbursed despite the fact that four of the six
special covenants had not been met (Finding 2).

== Project officers were not filing site visit reports (Finding 3).

The GOH was not furnishing the agreed upon level of support to the
project (Finding 4).

-~ Project funds were commingled with other USAID project  funds (Finding
6).

-- Annual  project financial audits were not performed by the GOH
(Finding 7).

-- Host country financial and activity progress reports were inadequate
(Finding 8).

Other than the conditions cited, tested items were in compliance with
applicable laws and regulations and nothing else came to our attention
that would indicate that untested items were not in compliance with
applicable laws and regulations.

Internal controls

Ke noted si1x 1nternal control exceptions:

-- Annual project plans for subcomponent implementation were incomplete
and late (Finding 2).

-- There was no Mission Order on actions to be taken by Project
Officers and others when special covenants were not being met
(Finding 2).

-- There was no Mission Order differentiating the use of Project
Implementation Letters versus loan or grant amendments to project
agreements (Findinpg 2),

== Controls over project funds dishursed were inadequate because the
Mission did not have a system to ensure that  the host countrvy  was
contributing proportionately to the project as required (Finding 4).

== Project Implementation Iletter Number 104 did not include programming
of almest 50 percent of COH project  budget  resources:; as g result,
$3.4 million ecquivalent in counterpart funds remained unprogrammed at
a time when the project was almost Six vears old (Finding 4).
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NATURAL RESOURCES MANAGEMENT
PROJECT STATUS SUMMARY
FOOTNOTES

On June 11, 1985, this component was de-emphasized; funds were
reprogramed.  New budget for policy and planning is $244,700 of
which 90 percent had been dishursed.

There are no GOH reports on counterpart expenditures for this
component.

Amount authorized for this component was increased to $3,753,800, an
increase of $434,800.

There are no GOH reports on counterpart expenditures for this
cemponent, even  though  $1,260,700 in ESF local currency generations
had been allocated to the National Cadaster office (implementing
unit).

Reports  prepared by the GOH showcd a total of 1,301 individuals that
had benefited from the project, but there was no  breakdown by
activity., Also, data was available for numbers of beneficiaries only
through June 30, 1985,

Activities under  this subcomponent were included in the reforestation
subcomponent.,
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LIST OF REPORT RECOMMENDATIONS

Recommendation No. 1

We recommend that USAID/Honduras, in consultation with the Government of
Honduras, formally revise the Project Agreement's goals and objectives to
reflect both the results of completed land-use studies and other ongoing
economic  and  governmental activities in the region and adequately
quantify project goals and objectives so that progress can be measured.

Recommendation No.?2

We recommend that USAID/Honduras:

a. suspend further disbursements on this project until the GOH and
USAID/Honduras determine how to obtain compliance with these special
covenants;

b. amend the project agreement, as necessary, if it is determined that
certain covenants need to be revised or waived; and

c. reimburse the Ministry of Natural Resources only that percentage of
costs for which USAID/Honduras is responsible,

Recommendation No.3

We recommend USAID/Honduras:

a. identify and resolve the various administrative and implementation
problems affecting this project in consultation with the Government
of Honduras in order to improve the project's performance ;

b. i{aprove its project monitoring by issuing a Mission Order which
specifically addresses actions to be taken by the Project Officer in
monitoring Mission projects; and

c. ensure that project officers prepare site visit reports upon

completion of field trips as required by the AID Handbook and Mission
Orders.

Recommendation No. A

We recomiend USAID/Honduras:

a. obtumn from the Government of Honduras formal programming of the $3.4
million in unprogrammed local funds which represent nearly 50 percent

of their project commitments;
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b. designate sufficient local currency generations for this project to
ensure that the GOH will meet its agreed upon requirements; and

c. reconcile the difference between the $1.6 million equivalent expended
by the GOH and the $3.0 million equivalent in 1local currency

generations for the project, and determine if expenditures were
project related.

Recommendation No. 5

We recommend that, if it is decided to continuec or expand this project,
USAID/Honduras, in consultation with the Government of Honduras, review
the project's design to ascertain if the project's short and medium-term
strategies could b2 improved by a fire fighting component to include:

a. campesino training programs in fire fighting;

b. increasing training programs and subsidi.ed demonstration activities
for proper care of existing forests; and

c. determining the appropriate amount and type of forest fighting tools
to be distributed throughout the Choluteca watershed (ie. rakes,
portable sprayers etc.).

Recommendation No.6

We recommend that USAID/Honduras, in consultation with the Government of
Honduras, reconcile and subsequently establish a separate account for
funds advanced wunder this project and close out outstanding advances for
other projects no longer active.

Recommendation No. 7

We recommend that USAID/Honduras, in consultation with the GOH ensure

that required annual audits are performed and that the ensuing reports
are forwarded to AID.

Recommendation No. 8

We recommend that USAID/Honduras ensure that the Government of Honduras
prepare  counterpart  funding reports for nonreporting project implementing
agencies; these reports should be prepared from the time the activities
were  started until their completion;  the instructions should indicate
what, when, and how often these reports are to be prepared and forwarded
to AID.



Director, USAID/Honduras

AA/LAC
LAC/CAP/H
LAC/DR
LAC/DP
LAC/CONT
LAC/GC
LAC/RIAs
AAM
S§T/RD
GC

LEG
M/MM/ASD
PPC/CDIE
AA/XA
XA/PR

GAO (Panama)

IG
AIG/A
1G/PPO
1G6/1C

1G/EMS/C&R

IG/11
RIG/TI/T

Other RIG/As

REPORT DISTRIBUTION

APPENDIX 2

No. of Copies

Lo B o T A i " B 7~ B 7 B R R I S R N T R R T, |

b
— et b BN



