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AGENCY FOR INTERNATIONAL DEVELOPMENT

U. S. MAILING ADDRESS: OFFICE OF THE REGIONAL INSPECTOR GENERAL TELEPHONES:
RIG/T AMERICAN EMBASSY 32-0044 & 32-0092
APO MIAMI 34022 TEGUCIGALPA — HONDURAS also 32-3120/9, EXT. 293 & 296

September 5, 1986

MEMORANDUM FOR: D/USAID/Panama, Ronald D. Leyin

FROM . RIG/A/T, ngi'na“ g%'ﬁi 6o Lﬁgr‘d‘j. Jr.

SUBJECT : Audit of Idle United States Donated Dairvy Commodities
Observed in Panama

This report presents the resuits of an audit of idle United States
donated dairv commodities observed in Panama. Please advise us within 30
days of any additional information relating to actions planned or taken
to implement the recommendation. We appreciate the cooperation and
courtesy extended our staff during the audit.

Background

During a recent audit of USAID/Panama's Situs Excess Property Program, a
substantial quantity of idle nonfat dry milk and butter o0il was observed
at the warehouse of one of the program's recipient organizations -
Primera Dama. Some of the commodities had deteriorated while in storage
and were not considered safe for consumption. The existence of these
commodities indicated the potential for serious economy and efficiency
and/or other problems which warranted additional audit work. The results
of this audit are the subject of this report.

Audit Objectives and Scope

The Office of the Regional Inspector General for Audit, Tegucigalpa,
Honduras, conducted 1limited aspects of an economy and efficiency audit to
determine whether USAID/Panama had any responsibility for the idle
commodities and to identify reasons for their current status.

To accomplish the audit objectives, discussions were held with
USAID/Fanama and Primera Dama staff, and with Department of Agriculture
officials in Kansas City and Washington, D.C. Pertinent Mission files
were also evaluated. The audit was made during the period May 19, 1986
to July 29, 1986 and covered commodities with an estimated current value
of $525,000. The audit was made in accordance with generally accepted
government auditing standards.

Results of Audit

The audit showed that USAID/Panama was not a party to the agreement which
authorized the shipment of these commodities to Panama. However, the
audit showed that the Mission had a vested interest in the commodities
and in the underlying causes for their current condition because AID, in
1984, became responsible for the program under which these commodities
were approved, and because the Mission has been requested to participate
in another food distribution program.



As of May 19, 1986, 6.111 fiftv-pound bags of nonfat dry milk (305,550
pounds) and 586 fifty-five-gallon drums of butter oil (253,152 pounds),

with an estimated value of $525,000, were observed stored in the Primera
Dama warehouse in Panama City. Some of the drv milk had reportedly

deteriorated and could not be used.

r

Donated Nonfat Drv Milk




According to a Primera Dama ‘spokesperson, the commodities were not
presently being used in anv.program. He said, however, that some of the
comodities had been used in a school milk-pellet program. Equi pment
used to manufacture the milk pellets was located at the same warehouse,
but had been partially dismantled and could not be repaired without the
assistance of trained technicians.
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Donated Butter Oil Drum with Source Information




Donated Butter 0il

Based on information maintained in Mission files, it appeared that the
dairv commodities were donated during fiscal vears 1983 and 1984 by the
Commodity Credit Corporation (CCC), under the authority of Section 416 of
the Agriculture Act of 1949, Under the Julv 1983 agreement between the
CCC and the Office of the First Ladv (Primera Dama) of the Republic of
Penama, 3,225,300 pounds of nonfat dry milk and 401,200 pounds of bLutter
oil were scheduled to be delivered. In 1984, AID became responsible for
administering Section 416 dairy commodities (previously administered by
the United State Department of Agriculture).

The Section 416 commodities were reportedly delivered to schools and
health centers. In a January 1985 program progress report, it was noted
that nonfat drv milk inventories were reportedly low, with only 833,700
pounds or about 26 percent of the original deliveries remaining.
However, the report stated that butter oil inventories were high, with
339,552 pounds or about 85 percent of the original deliveries remaining.
The high level of butter oil was attributed to problems associated with
the distribution of heavy S5S-gallon drums in the rural areas and the
suspension of the milk-pellet program.

The GOP has proposcd another food distribution program for Panama and
requecsted USAID/Panama's participation in this effort. In May 1986,
USAlu/Panama recommended to AID/Washington that the Mission not
participatc in a new food distribution program because of GOP increased
capability to carry out such a program on its own and because of the
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Mission's inability to provide required program monitoring.
Nevertheless, USAID/Panama staff said that the Mission was still
receiving requests from the GOP and the American Embassy to participate
in a new food program.

Recommendation No. 1

We recommend that USAID/Panama not participate in any new food
distribution program until existing commodities have been used and unti?
distribution and other problems disclosed in earlier programs have been
resolved.

USAID/Panama concurred with the report findings and recommendations. It
has clearlv stated its position, in correspondence to AID/Washington and
to the GOP, not to participate in a new food program until problems
identified in the report have been satisfactorily resolved. In view of
the Mission's actions, the recommendation was closed upon issuance of the
report.
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UNITED STATES GOVERNMENT

oot 20, 1 memorandum

Den san, Controller, USAID/Panama
Draft Report of Idle United States Donated Dairy Comodities Observed in
Panama

M. Coinage N. Gothard,Jr. RIG/A/T

USAID/Panama has reviewed subject report and concurs with the find
and recammendations. Attached please gee oopies of the English
translation of a letter to the First Iady transmitting a copy of the
draft audit report and her response to the audit findings. Also,
attached is a recent exchange of cables between Washington and the
Mission regarding Panama's participation in a new Section 416~dmated
dairy products program.

You will note fram the attached that we have put both the initial Record
of Audit Findings (RAF) and the draft audit report to good use.
USAID/Panama concurs in subject report and we are committed to resist
external pressures to participate in a new program wntil utilization of
existing commodities and problems with earlier programs are
satisfactorily resolved.

In view of actions taken, we request that the audit recommendation be
closed.

Attachment: ajs
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July 31, 1986
£--1598

Mra. Mariela D. de Delvalle
First lady of the Republic
Panarma, R. P,

Dear Mrs. Delvalle:

The projects and programs of USAID/Panama are audited from time to time by our
Mency's Office of the Inapector General. In May of this year, one such auwdit was
conducted to examine our progroms of donated cammodities, Among the recipients of
such comodities is your office and accordingly, your facilities were examined and
your staff intervicwed to assess the effectiveness of our past programs and their
campliance with our requlations. Once the report and any recomnendations are
finalized, we are required to comply with the recarmendations.

Vle have now received a draft audit report for comment and corrective action. As
Controller for USAID/Panana, 1 am responsible for submitting comments and
monitoring actions necensary to correct any deficiencies noted in Agency aulit
reports.

The attached draft auvlit report entitled "Idle United Statea Donated Dafry
Qummodities Observed in Panama", requests that we provide comnents and informtion
related to actions planned or taken to irplerment the report ‘v recamendaticn within
30 days. I would appreciate any comments you may have that will asnist me in
respavling to the draft report. Of particular une would bo your plans to utilize
the existing conmodities in campliance with their intended purposc.

Thank you for your cooperation and assistance.

Sincerely,

Damnton E. Larson
(ntroller

QONTDELarson/y £

7/31/06

Clenrances hct.D/DsMlackers in draft
DIR:RLevin: in draft
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1. MISSION HAS RECONSIDERBDTCAREFULLYfOUR,RESPONSE TO
.SECTION 416 SUGAR QUOTA OFFSET 'INITIATIVE. . WE HAVE -
" MADT €VSRY EFFORT TO ARRIVE- AT An?AVORABLE'CONCLUSION.
QUK CCNCLUSION, HOWEVER, IS _THAT OUR ORIGINAL RESPONSE
 (REFTEL €) WAS. CORRECT IN RECOMMENDING - THAT PANAMA NOT
PARTICIPATE IN THE “PROGRAM AT THIS TIME.
~2. 1IN ADDITION,TO-THEfREASOMSjOIVBNfINfREFTEL;G FOR
‘RECOMHENDING~THA$*PANAHA;NOT;PARTICIPKTE IN THE - o
“PROGRAM, WE HAVE JUST.BEEN PROVIDFED PRELIMINARY AOUDIT
-FINDINGS BY RIG/A/T OF OUR EXCESS PROPERTY PROZRAMN IN
YEICE; UNDER THE HEADING QUOTE OTHER MATTERS, UNUSEpD
ONATED DAIRY COMMODITIES UNQUOTE; THE FOLLOVINQ D
Z INTORMATION -1S PROVIDED: ‘QUQTE DURING A MAY. 19, 1986
VISIT TO THE.PRIMERA DAMA’S. YAREROUSE . IN PANAMA CITY, .
WY ORSERVED SUBSTANTIAL QU&NTITIES-OFAPOWDERED»HIL& AND
- BUTTEZR OIL.. WE ESTIMATED THERE VWERE 8,520 53-pOUND
EAGS OF POWDERED MILs (430,030 POUNDS) AND 580 = -
25-3ALLON DRUMS OF. BUTTER OIL'(ZSH.QGHEPOUNDS)'IN .
STORAGE, SOME OF TEE POYDERED. MILK "HAD REPORTEDLY. -
DETYRIORATED AND COULD MNOT BF USED.'“ACCORDING.TO A
- PRIMERA DAMA SPOAESPERSON, THE COMMODITIES VERE NOT:
“PRESSNTLY BEING USED IN ANT PROGRAM, ~ HE SKID,ZBOU!VER.
yFHAT SOME OF THE COMMOLITIES HAD BEEN USED IN A SCHOOL
MILs PELLET PROGRAM. FQUIPYENT USED -TO MANURACTURS THE
'M1L\ PRLLETS WAS LOCATED AT TBE SAME PRIMERA DAMA’S
YARSHOUSE BUT HAD BEEN PARTIALLY DISHANTLED AND ‘COULY
NOT BE RBPA!RED.HITEOUT ASSISTANCE OF TRAINED .- .
TECHNICIANS, IT:APPEARS THAT THE COMMODITIES WERE
FITHER PAKRT OF SECTION 418 COMMODITIES DONATED DURING,
YISCAL YEARS 1983 AND 1994 BY THE COMMODITY CREDIT
.CO9PORATION (CCC) OR COMMODITIFES DONATED UNDER AN
RARLIER CARS PROGRAM. UNDER THZ JULY 1983 AGRB!HBN* -
YETWFEN THY CCC AND THE OFFICE OF TREZ-FIRST LADY OF THR
“RE¥PURLIC OF PANAMA, 3,225,300 POUNDS .OF POYDERED HILs
] C C ' '
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KD 4¢1,2¢0 POUNDS OF BUTTER OIL VERE SCEEDYLED TO BE
DFLIVERED. THE SECTION 416 COMMODITIES WERE . - = -

A JANUARL 1985 PROSHESS KFPORT ON THE PROGRAM, -IT WAS

THE INVENTORY 'OF BUTTER OIL WAS. FIGR, VITH 339,552 = .
POQUNDS OR AEOUT 85.FERCENT OF THE ORIGINAL DELIVEKIES

TO PROBLEMS ASSOCIATED ¥ITE TH¥ DISTRIBUTION OF EEAVY
~35=GALLON DRUMS IN THF RURAL AKEAS, AND TBE SUSPENSION °
OF TH: MILs PSLLET PROGRAM, .THIS INFORMATION IS BEING
PROVIDED - BECAUSE AID NOW HAS RESPONSIBILITYSFOR .

ADMINISTERING SECTION 416 DATIRY COMMODITIES (PREVIOUSLY
ADMINISTERED BY TEE UNTTED STATES DEPARTMENT OF ' ---"
umGRICULTURE) AND EECAUSE THE GOVERNMENT: OF- PANAMA-BAS
EPORTEDLY EXPRESSED INTEREST IN.STARTING -ANOTEER FOOD
DISTRIBUTION PROGRAM. ' IN TEIS REGARD, ¢E RECOMMEND. - .
TEAT NO NE¥ FOOD DISTRIBUTION PROGRAM FE’STARTED UNTIL
LYISTING COMMODITIES HAVE BEEN USED AND UNTIL THE -
DISTHiBUTION AND OTSER FROBLEMS ‘YNDICATED,IN. EARLIER..
PROGRAMS HAVE BEEN RESOLVED.. UNQUOTE. . - -

)3." IN VIEW OF TBE ABOVE, WE AGAIN. RECOMMEND: THAT
FANAMA -NOT PARTICIPATE IN' TEE SUBJECT: PROGRAM. ‘DAVIS
BT |

UNCLASSIFIED : ' PANAMA 9938

REPORTEDLLY .DELIVERED 10 SCHEOOLS AND BEALTH CENTEKS. IN -
VYOTED THAT TE INVENTORY OF POVDERED MILK WAS LOV, VITH'

NLY 633,70¢ POUNDS OR ABOUT 26 PFRCENT OF THF ORIGINAL:
DELIVERIES REMAINING. ROWEVER, TEE REPORT STATED 'THAT

REMAINING, THE BIGH LEVEL'OF'BUTTER"OILﬂVAS'ATTRIBUTED
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Translation

Office of the First Lady
Note No. DPD/380-86
Panama, August 6, 1986

Mr. Denton E. Larson
Comptroller
United States Agency for International

Development
Dear Mr, Comptroller:

Many thanks for your kindness to send us the draft of the audit report
prepared in our warehouse by members of the Auditing General Inspector's

Office of the United States Agency for Intern:iional Development.

As much of the information and concepts which appear in the draft report
forwarded by you, do not conform with reality, may I inform you of the
following:

1. As you indicate in the first paragraph of your letter, USAID is in
charge of "inspecting the excess proparty that has been donated to
the First Lady's Special Projects". For this purpose, last May we
received a call from Ms. Arlene hay, requesting authorization for Mr.
Mario Hall and auditors Eugene Van Dick, Rolando Barahona and Ricardo
Callejas, to visit on May 19, at two. p.m. in the afternoon the
Warehouse of the Community Matters Secretariat to perform an
inspection of the excass property, which consists of furniture,
electrical appliances, pots, lamps, etc. all second hand items, which
we have received throughout the last years. This Office repairs
these items when they are repajirable, and distributes them to charity
institutions and other organisms that may request this sort of
assistance.
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The visitors were received by Licenciate Jorge Sarasty, who is in
charge of the Warehouse, and with whom they discussed the manner in
which the inventory cards are handled. They also inspected the
materials and could observe that some of it had to be disposed of
because their repair represented a financially prohibitive expense.
Also, Mr. Sarasty advised them about the different donations that we
have made, thanks to USAID's support.

At no time the Auditors advised that they were undertaking to review
the food stock in the warehouse. The only question they made to Mr.
Sarasty was regarding the origin of the milk, to which he replied
that all of it came from the United States of America. In the
presence of Licenciate Sarasty there was no revision of inventory
cards, nor counting of the pieces in the Warehuse neither/fgz:;\giz/
any other question made regarding the origin of the food. This, at
no time, surprised us as until that time, we had never before had an
audit of our milk program in our warnhouse made by USAID. We have
indeed been visited by officials from the Foreign Agricultural
Service, to whom we have presented our programs as wall as the

difficulties encountered during their execution.

Therefore, we are extremely surprised to know that it is
USAID/Panama’'s concern to supervise the Milk Program being
implemented by this Office as there is no such requirement in the
Agreement signed on July 29, 1983 between the Commodity Credit
Corporation and the Government of Panama. This Office has not been
informed prior to, during or after the signature of this Agreement,
that USAID will undartake this supaervision; on the other hand, we
understand that USAID does not have competent staff to counsel on the
development of this program. All our reports have heen sent directly
by this Office to the Foreign Service of the Department of
Agriculture of the United States of America, sas established by the
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referred agreement. FAS has knowledge nf the difficulties we have
had regarding the distribution of butter oil, as originally we were
talking about 5 gallons containers and later the Commodity Credit
Corporation was forced to send us 55 gallons barrels, which have

caused serious problems that just now we have been able to overcome.

On the other hand, we wish to remind you that the preparation of the
milk tablet was a proposal of an experimental type which could not be
continued because of failure in the type of plant to be used and lack
of adequate technical advice. When this Office had made substantial
investments for the installation of a laboratory for the production
of this tablet and received technical advice from the Office of the
First Lady of Mexico, USAID decided to oppose to Panama's receiving

more milk, thus causing the lack of raw material and the automatic

conclusion of the above mentioned experimental project,

Regarding the figures that appear in the Draft Report, I wish to
state that these do not agree with reality, as it assures that there
are 8,700 milk bags and 580 butter oil barrels in the warehouse. You
will observe that these are estimated figures as there was no real
counting of the stored food. For this purpose we can supply you with

the exact figures so that you can make the necessary corrections:

In this Office's Storeroom we had on that date 6,111 milk bags. Of
these, 1,020 are hardened, 523 are broken and 4,568 repraesent the
total good bags. I also wish to state that the total oil barrels is
586 and not 580. If the question about the origin of this milk had
been clear, we could have expiained that part of this milk,
particularly the hardened one, came from a donation made by the World
Food Program (PMA) to the Province of Veraguas, in 1963, und which
with the nssistance of the United Nations Office, who were about to
withdraw it because the program expiration, we could have been able
to obtain its adjudication for programs others than for human use.
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The deteriorated bags correspond to four shipments which have been
received throughout the years and which for accounting reasons we
cannot dispose of or destroy without a special authorization. On the
other hand, of the 4,568 good milk bags, one third corresponds to a
PMA donation.

All these 4,568 milk bags are committed to rural programs, which are
gradually withdrawn as they are consumed, due to lack of adequate
storage space in the respective provinces. 1I wish to emphasize,
mister Comptroller, that this Administration has been very careful
regarding keeping the control of all the milk that is not being
immediately used. At the same time, a series of evaluations are
being carried out of all the programs that are conducted in different
areas of the country and in those places where the evaluation has
been insatisfactory, we are reviewing the systems and asking for a

new programming.

Regarding the economic value of these donations, I would like to
clarify that even using the current milk price, it is greater than
the one two years ago (the metric ton of skimed powdered milk today
has a price of $625.00) the value of the 4,568 good milk bags is of
$64,875.00, which as you can see is significantly less than the
amount mentioned in the draft report.

Finally, I want you to know that we are willing to make any
clarification that may be necessary, and would equally like to know
the report submitted by the auditors about the handling of the excess
property, which was the expressed purpose of their visit, We deeply
regret that the auditing team did not use in this occasion a conduct
pattarn more in accordance with the elemental courtesy standards
which regulate the friendly relationship that have always prevailed
among cur officials. Coming to this Office for purposes other than
those stated, deteriorates the image of the auditors and lead us to

think that we are dealing with spies that are gathering supposedly
secret information,
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Believe me, Mr. Comptroller, we are more than willing to discuss any

aspect related with the assistance that friend governments can offer to
alleviate the difficult financial situation which is afflicting thousands

of Panamanian families in great risk of malnutrition.
With the expressions of our highest consideration, I am pleased to remain,
Sincerely,

(Signed)(Mariela D. de Delvalle)
First Lady of the Republic of Panama

15688
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No. of Copies

Director, USAID/Panama
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LAC/CAP/PNG
LAC/DR
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