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This report presents the results of audit of USAID/Costa Rica's 
commentsDevelopmental Assistance Project Monitoring Systems. Mission 

have been considered in pieparation of this report and are included in 

full as Appendix 1. 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 to 

our staff during the audit. 

Background
 

AID Handbook 3, Chapter 11, Section E states that Bureaus or Missions 

need to establish project monitoring and portfolio oversight systems to
 

monitor borrower/grantee compliance with AID policies, procedures, and
 

regulations. AID Handbook 3, Chapter 12 provides detailed guidance for 

project evaluation officers. Two activities integral to project 

monitoring are: tracking and implementing recommendations contained in 

project evaluations; and establishing systems to ensure compliance with 

all special covenants, conditions precedent to disbursement, and othei 

loan and grant requirements. 

Within USAII)/Costa Rica, the Mission's evaluation officer is located in 

the Program Office and is responsible for oversight of the project 

evaluation process. The Mission's Project Development Division is 
project files" and oversightresponsible for the maintenance of "official 

with special covenants, conditionsof borrower/grantee compliance 
precedent to disbursement, and other grant and loan requirements. The 

responsibility for ensuring that the borrower/grantee complies with loan 

agreement requirements resides with the project officers. 

Audit Objectives and Scope 

As part of the scheduled audit of three intermediate credit institution 

projects ([CIs) being implemented by the Mission's Private Sector Office, 
made of the Mission's projecta limited-scope compliance audit was 

review covered the period September 25, 1981 tomonitoring systems. The 

November 13, 1986. The specific objectives of this review were to: (1)
 

determine if the Mission had an adequate tracking system to ensure that
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proj ect evaluation recommendations were promptly acted on and
 
implemented, and (2) verify if the Mission had an adequate project
 
monitoring system that would ensure compliance with special covenants,
 
conditions precedent to disbursement, and other loan and grant agreement 
requirements.
 

Seven Mission project evaluation reports were reviewed as well as the
 
o-ficial project files for the three ICI projects: Private Sector
 
Productivity Project No. 515-0176, managed by the Agricultural Industrial
 
Export Bank (BANEX); Private Sector Export Credit Project- No. 515-0187, 
Industrial Finance Corporation of Costa Rica (COFISA);- and Private
 
Investment Corporation Project No. 515-0204, Private Investment
 
Corporation (PIC). These reviews were undertaken between September and 
November 1986 within lSAID/Costa Rica's Program Office, Project 

and Private Sector Office. We interviewed fiveDevelopment Division, 
Mission officers and reviewed the Mission's operational directives and 
files. Adwinistrative internal controls were examined as they related to 
project monitoring and evaluations. This audit was made in accordance 
with generally accepted government auditing standards. 

Results of Audit
 

The review showed that USAIID/Costa Rica did not have an adequate 

developmental assistance tracking system to ensure that project 

evaluation recommendations were priptly acted on and implemented. Also, 
we detenined that thc Mission did .not have an adequate developmental 
assistance project monitoring syst:m to ensure compliance with special
 

covenants, conditions precedent to disbursement, and other loan and grant
 

agreement requi rements. 

Although the Mission lacked a developmental assistance project monitoring 
system, the Mission did possess an automated system to track 99 special 
covenants under its Economic Stabilization Recovery (ESR) Program. This 

system was established because the Mission had found that it was unable 
to adequately track and monitor the status of special covenants on this 

program without such a mechanism. The requirements of developmental 
assistance are somewhat different than those of ESR Program.
 

W'ith the aLove exception (of an ESR tracking system), USAID/Costa Rica 
the timely and effectivehad not estahlished the systems needed to ensure 

implementation of recommendations made in developmental assistance 
wi th developmentalevaluation reports and to monitor compliance 


assistance special covenants, conditions precedent to disbursement, and 

other requi rements. We are recommending that lUSAIl/Costa Rica establish 

procedures to ensure the timely preparation of project evaluation 
summaries and the tracking of related recommendations, and to establish a 

tracking system to monitor compliancedevelopmental assistance project 
with special covenants, conditions precedent to disbursement, and othef 

project requirements for all projects. 
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1. I1SAI/Costa Rica did not ensure timely and effective implementation 
of evaluation report recommendations as required by AID tandbook 3, 
Chapter 1l - USAI1)/Costa Rica gave first priority to getting projects
started with the idea that control systems would naturally follow later. 
As a result, recommendations contained in project evaluation reports may 
not have been promptly implemented, thus diminishing or negating their 
presumed benefits for successful project implementation. 

Discussion - AID Handbook 3, Chapter 12 requires AID Missions to appoint 
an Evaluation Officer who is responsible for management of the evaluation 
system. Duties of Evaluation Officers are defined within MJsnion 
evaluation systems. These evaluation officers assist Project Officers in 
planning and conducting evaluations and reporting evaluation findings and 
decisions. Actions critical to, an effective project evaluation are 
preparing a 
implementation 

record 
of the 

of evaluation 
recommendations. 

findings and recommendations and 

AID Handbook 3, Chapter 12, Appendix 12A-1 cites the prescribed form for 
completing the Project Evaluation Summary (PES), Parts I and II. Part I 
of the PFS (face sheet) requires that all decisions and/or unresolved 
issues be listed along with the name of the officer responsible for the 
action and the (late for the planned completion of the action. Part II of 
the PES requires the Mission to summarize its views on the various topics 
covered by the evatluation.
 

IISAID/Costa Rica had not established the required systems to ensure 
timely and effective implementation of recommendations made in evaluation 
reports as required by AID Handbook 3, Chapter 11, 

First, PFS face sheets had not been prepared in a timely maimer. This 
should be completed within 30 (lays after receipt of the final evaluation 
report (similar to response times for IG draft reports). The face sheets
 
-contain the recommendations to be implemented from the evraluation, the 
office responsible for implementing the recommendation and the date'by
which the recommendation should be implemented. As of October 28, 1986 
seven evaluations had been completed, but PES face sheets had not been 
prepared for six of them. At least three of these evaluations had been 
available to the M.,ission for more than a month.
 

It could not be determined how long the other three evaluations had been 
in the 'Aission as they had not been logged in by the Program Office or 
the project offices. The auditors were told that the Program Office 
lacked control procedures to ensure receipt of all evaluations and, in 
fact, many were not sent to that office, but rather directly to the 
various project offices. 

Second, a systm had not been established to track the recommenda tions
 
contained on PFS face sheets to ensure their effective implementation by
 
assigned offices within established time frames. For example, the BANEX
 
interim project evaluation (first evaluation) was received by USAID/Costa
 
Rica in ,Kne 1983 but the PBS face sheet was not prepared until l)ecember
 
28, 1983. At least one of the actions on the face sheet was not
 
accomplished by the date planned. The escrow account for the risk
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minimization fund was not established until April 12, 1984, over three 
months later than planned on the face sheet. Documentation was not 
available to show when the other recommendations were actually 
accomplished. A PES tracking system would have documented which actions 
had been completed ard which were still open. The PES face sheet 
indicated only planned dates of implementation, and not the actual dates 
as would a tracking system. 

The primary cause of the delays noted in preparing PES face sheets and 
for the nonexistance of a Mission tracking systen. for evaluation 
recommendations was the low priority given to this by previous 
management, as shmm by the absence of operational directives on these 
subjects. The Mission indicated they gave first priority to getting 
projects started with the idea that control systems would naturally 
follow later. As a result of the above, the Mission did not have 
adequate assurance that projects had received the benefits of prompt 
implementation of recommendations made in evaluation reports or that the 
considerable cost of these evaluations to AID had been well spent. 

2. USAlI/Costa Rica had not ensured compliance with all developmental 
assitance special covenants, conditions precedent to disbursement, and 
other loan and grant requirements - AID Handbook 3, Chapter 11 indicates 
that Missions need to establish project monitoring systems to ensure 
compliance. USAID)/Costa Rica gave first priority to getting projects 
started with the idea that control systems would follow later. As a 
result, we found numerous examples where special covenants, conditions 
precedent to disbursement, and other AID requirements were not met while 
disbursements continued to be made, thus limiting the chances for 
successful project implementation.
 

Discussion - AID landbook 3, Chapter 11, Section E states: 

Because of the wide variety of Bureau Programs and 
Projects, an Agencywide reporting and monitoring 
requirement.. .has not been established. It is left up 
to individual Bureaus and Missions to establish 
project monitoring and portfolio oversight 
systems....At the least,... systems must have 
monitoring procedures or methods to oversee 
Borrower/Grantee compliance with AID policies, 
procedures, and regulations; ensure the timely and 
coordinated provision of AID...financing and/or 
inputs; support the Borrower/Grantees' efforts re the 
effective utilization of resources and accurate 
forecasting of future problems; identify 
imnlementation issues and projects not performing 
satisfactorily; collect data ind information for 
subsequent All) project analyses and develop an 
historical record of implementation for the official 
All) project files; and prepare periodic reports for 
Mission and All) Washington review. 
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Several examples taken from our audits of three private sector banking 
projects illustrate the effects of not having such a monitoring system in 
place. Tiese examples show that project requirements were either not 
complied with or were not fulfilled within specified time frames. The 
recommendations to correct the compliance deficiencies listed below were 
covered in ouir audit reports on the aforementioned three private sector 
projects. 

-- :or almost 24 months, BANEX did not enter into an escrow agreement or 
open aIn escrow account for the risk minimization fund as required by 
condition precedent to initial disbursement 5.1(j) of loan agreement 
515-0176; as a result, when loan monies were disbursed thme required 
three percent set aside for the risk minimization fund was not 
deposited and AID was left uninsured, which, in the absence of a GOCR 
loan guaranty, left the Agency exposed to greater risk. 

For 14 months, BANFX did not comply with the debt-to-equity ratio 
requirements established in special covenant 6.1(y) of loan agreement 
515-0176; as a result, the bank was exposed to more financial risk 
than mandated by the agreement. and the requlired financial strength 
was not mai nta i ne(d as requi red. 

The Mission Director had not issued a written certificate 
establishing the dollar vlue to he assigned to certificates in the 
risk minimization fund as requi r , by the pledge agreement under loan 
agreement 515-0176; as a result, the Mission did not know until 
informed by BANEX that the market value of the bonds placed in the 
fund had significantly dropped in value and that the dollar interest 
associated with these bonds had not been deposited in the fund as 
requi red. 

BA,-IX had not deposited interest earned on certificates as required 
in Amplified Project Description Sect ion IV, Part D of loan agreement 
515-0176; as a resnlt, about $71,000 in interest was not deposited 
into the fund as rrqu ired. 

)COFISAhad not established a reserve for bad debts as reqiired by 
loan agreement 515-0187; as a resu lt, necessary reserves are not in 
place and one large loan fai lure could cause the institution serious 
financial problems. (COFISA had established a reserve for currency 
devaluation losses for outstanding dollar loans, which, contrary to 
Mission and COFISA views, is not a reserve for bad debt.) 

COFISA had not raised $800,000 in equity as contemplated by special 
covenant 6.1(3) of loan agreement 515-0187; this debt-to-equity ratio 
had not been raised by Lhe end of the athlit anrd the institution was 
leveraged more ham was conterltpated in the loan agreemnent. 

PIC had not ma,!e ain annual provision for bad debts for its equity 
investments as required by special covenant 6(c) of project agreement 
515-0204 ; therefore, oqulity investments did not have the same degree 
of protection as diId the loans which had a provision for bad debts. 
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vg+tJi*13vt ccsv ,ty vt h All) priwurement, requirements as required b), 
p 1__ _ir*owt 1-0204: As a result, the PIC could not 

Ow twit pric, for goixxs had been obtained, anid 
Fovoitn iuni,4-cr At reqirements had bren adhered to. 

__a 

rotiance sgAeq directly to the of a Missionrelate lack 
1tl'| I A4irctIve to Onsure that, AID Handbook guidance on 

jwl ,wta| it n pcoject monitoring systems is followed. Since 
1 Ne i-tw, ,fist. It Is the responsibility of the Bureau or 
it, f -tA l I?'% i isten that can effectively monitor 

lorP,,s- tr1W 1'an AID 'procedures,co! iace with policies, and 
frfvlp! Oto- .at ;el*Wnv'ntw l m-sttancc, spccial covenants, conditions 
r,~ t ei ,t, mu,! other project requirements). LLSAID/Costa 

-tkt N+jl .fjttOM..dd,y.,,trot far mgiltoring special covenants under its 
'+,Oo4,#+ M;tt+tton 4ecovrry Program. This system was started because 
the lt+v+',+ ),,i ei'ri,cS 4Jiff..:ttes in monitoring Its 99 covenants. 

, , p trams and Developmental Assistance programs are 

+l 1t 
4 .r") t s0 i irVe' for de'lopo,ntal assistance special covenants, 

t+ s.t other 

e +:rtA4 g N41Aon operationail directive was needed to establish 

*i+m++lltbt prei:, to dt10xrsesent, and requirements. Such a 
,ttsm rjh utl -ont., n Infortoin on the actions to be complied witll, 

'N:stf~ln, i .~Li+4 mtMl -ccvplshiment, description of the evidence 
I- ;xntt utWsfisctiton of the requirement, a description of the 

toaent imt~ ,:, ad perixlic reporting from the project officers 
r for 'rn,%uring co |iance with project requirements. 

M+ P MA 	 ltht , Rkalnsuv. operational directives to: 

, 	 - -iLM h pft rr to insiure the timely preparation of face sheets 
t r prorievt ,v#ahuttio ,mtries and the tracking of recommendatibns 
tW1r,1O++a4 4i tfw, fste ',hrets to ensure effective implementation by 
r,4toe- oi ie i in aficor Lice qtth established time frames; and 

I; 1 Ah r.rtcking s ystem for all developmental assistance projects 
ranit, t1clplince with slecial covenants, conditions precedent to 

1'?Y'A-i n,tr .d othr project requirements. 

+4A+ri C:+.st R* i d40ot cmider it necessary to Issue an operational 
d r' t iv oil, proiezt f&A1 tiOn"s to ensure their effective and timely 

qI nt t ton, Thy aiso did not concur with the recommendation to 
,n iraNzktng s ttm for all developmental assistance projects to 
ienit t c , M 4 cV'1 dtming ihey had initiated a Project Management 
1t0)fwtk:, 'te (FitlrS) ho(ore receipt of the audit report. 

w,' xiOntlMn to Niie'ye there in a need for an operational directive to 
', 1v ' ,010, wl (4n4th, tiOly preparation of PM-S face sheets. It may 

N tIr 1w ilh v;'Mtinn Officers have this responsibility but these 
c ttr -wrv- not heirn i.dressed in a timely fashion. 
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Pegarding part (b) of he recommendai ;on, much of the Mission response 
was not relevant since it dealt largely with an ESR tracking system which 
is not the subject of the audit report. The PROMIS system was not 
actually functioning at the time of the audit, and the lapses mentioned 
previously occurred in the four years preceding this audit. A 
Developmental Assistance Tracking System was only in draft at the time of 
the audit, as evidenced by the Mission's response to Record of Audit 
Finding No. 10, dated TDecember 9, 1986, "In the subject exit conference, 
the Mission promised to provide a draft of the Project Management 
Informat ion System that is currently being developed by the Project 
Development Division." 

Receipt of a formal operations directive fully describing an)' system to 
be put in place will suffice to close this recommendation.
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EXHIBIT 1 
(Page I of 3) 

LOAN REQUIREENTS NOT EFFECTIVELY MONITORED
 

A. Condition Precedent to Disbursement 5.1(j) of the BANEX loan 
agreement required evidence from the borrower that it had entered 
into an escrow agreement and opened an escrow account for the 
establishment and maintenance of the "risk minimization fund" as 
described in Annex I of the loan agreement. The Mission approved the 
fulfillment of this condition precedent (based on instructions 
provided in Project Implementation Letter [PILl No. 1), with the 
issuance of PIL No. 2. These instructions indicated BANEX should 
provide centified copies of communications between BANEX and a 
ISAID-approved financial institution co'umitting both parties to a 
specific contractual relationship to establish and open an escrnw 
account for the risk minimization fund. These instructions were not 
complied with because the IISAIP-approved financial institution did 
not accept the offer to become pledge agent for the risk minimization 
fund. As a result, some $3,288,825 was; disbursed before this initial 
condition precedent to disbursement was actually met on April 12, 
1984. 

Furthermore, BANFX did not promptly coitrply (about two years late) 
with Special Covenant 6.1(q) which required BANEX to establish and 
make semiannual payments of three percent of the average outstanding 
AID loan balance into an escrow account. These deposits were to have 
started six months after te first disbursement which took place on 
February 25, 1982. The first deposit was made on February 13, 1984. 
The M11ission stated the deposits had not been made because the account 
had not been establislhed. An effective monitoring system would have 
immediately raiised the issue of non-compliance with this semiannual 
deposit requirement. We calculated that the fund was still about 
$89,000 short. 

B. 	 Special Covenant 6.1(y) of the BANEX loan agreement was not conplied 
with for about 11 months. THis covenant required the borrower to
"not perl]rit its debt to net worth ratio to exceed 6:1 during year 

one, 7:1 during year two, 8:1 during year three, 9:1 during year four 
and 10:1 during years five through twenty of the loan agreement." 
AID officials were apparently unaware that BANEX's debt-to-equity 
ratio was not in compliance by about June 1985 because they were not 
requiring quarteily financial statements of BANEX to verify 
coipliance with this requiremeut. For example, on December 31, 1985 
the debt-to-equity ratio was 10.96 to 1. The deg ree of 
non-compliance increased as the ratio rose to 12.65 to I by June 30, 
1986. The IISAID project manager was receiving annual audited 



EXHIBIT 1 
(Page 2 of 3)
 

financial statements and BANEX notified AID of non-compliance on
 
February 27, 1986, about eight months after compliance was no longer 
present. AID subsequently gave BANEX until August 31, 1986 to 
achieve compliance with the special covenant. As of that date (the 
latest available unaudited statements) BANEX was stil-l technically 
out 	 of compliance with a ratio of about 10.3 to 1 compared to the 
required ratio of 10 to 1. An effective monitoring system with 
adequate data submissions woutld have promptly detected this 
non-compliance, and corrective actions could have been initiated 
sooner. An effective monitoring system would have identified what 
data submissions would have been needed to promptly and timely
 
monitor compliance. 

C. 	 Pledge agreement reporting requirements were not adhered to. The 
account value of any certificates delivered to the pledge agent was 
to be determined by the AID Mission Director as of the delivery dates 
of the certificates; the Mission Director was also to issue to BANFXA 
and the pledge agent a written certificate stating the U.S. dollar 
value assigned to these certificates. We believe a monitoring system 
would have alerted management that this requirement was not being 
adhered to. 

The 	 Mission did not comply with this requirement even though several 
such deposits had been made starting in February 1984, totaling a 
face value of $828,972. According to available information, the 
estimated value of these certificates had fallen from an initial 
purchase price of 73 percent of face value to between 35 percent and 
48 percent. A good monitoring system would have alerted officials
that the value of these certificates was plummeting.
 

D. 	 Risk rinimization fund requirements of the BANEX loan agreement for 
retaining interest earned on fund investments had not been complied 
with. Section IV, Part ) of the Amplified Project Description states: 

BANEX payments into the fund and earnings thereon less 
escrow fees, if any, will pass to AID, should AID 
communicate to the escrow agent that the loan is in 
default. 

This means that All) has exclusive claim on the fund which includes 
principal and interest earned on these investments. Contrary to this 
agreement, IIANEX did not deposit an estimated $71,089 in interest 
earnings on dollar-dencminated bonds in the risk minimization fund. 
Instead, BANEX used these scarce dollars for other banking operations 
contrary to the provisions of the Risk Minimization Fund. 



EXHIBIT 1. 
(Page 3 of 3) 

E. 	 COFISA had not established the required reserve for bad debt. 
Annexes I and II of the loan agreement required COFISA to maintain a 
reserve for bad debts of not less than two percent of all outstanding 
loans, and to follow generally accepted accounting principles in 
reporting this item on its financial statements. COFISA had not 
established the required reserve nor followed generally accepted 
accounting principles in the reporting of the reserve on its 
financial statements. Bad debt reserves are a significant issue for 
COFISA, for as recently as three years ago they were near 
bankruptcy. Obviously, to avoid repetition of this problem, an 
adequate reserve should be set up. 

F. 	 PIC did not comply with AID procurement requirements. As a result, 
PIC had to use its funds to finance $307,953 in subloan costs for 
commodities, transportation and citrus investments that were 
ineligible for reimbursement under the AID loan. AID officials did 
not notif)y PIC of these requirements. A good monitoring system would 
have included information on this and other requirements and would 
have alerted management to remind the PIC of this requirement. 

G. 	Special covenant 6.1(3) required COFISA to raise $800,000 in a public 
offering of new U.S. dollar-denominated preferred shares (luring the 
first three years of the project. This covenant had not been 
satisfied as of October 31, 1986, although the project was over four 
years o(d and the projected completion date is December 31, 1986. 
Desired financial leverage which is an indication of the financial 
strength of the bank, had not been achieved. 

H. 	Special covenant 6(c) of the PIC project agreement required that PIC 
make an annual provision for bad debts of at least two percent of its
 
annual average outstanding loan and investment portfolio. PIC had 
made an annual provision for its loan portfolio but not for its 
investment portfolio as of the( date of the review. As a result, the 
equity portfolio did not have the same protection as did the loan 
portfolio.
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Apargdo Pailal 10053 

1000 Sai J0 6,Coon P;cuI 
Tel6fono 33-11-55 

Telex 3550 AIDCR KR 

February 5, 1987 

METMORANDU! 

M:,r. Gotiri,:,i,Iago hirdA/T 

T11R0 : ,r. ),,niel A. Cl,,ij, MI)j R 

,FKR: MIr. G. F"rankliln Litian, ,ti It liIs, on Officer 

SUB.JECT: ISAID/CR Response to RIG Dra ft Audit Report on Project Mon itoring 
Sys t eins 

The USAII)/R Controller's Office has reviewed the abovernentioned report 
for the purpose of assisting the Mlssion in drafting its response to the RIG. 
We hi]ve met with app1)r opr ia te iId i vi du Ils and have i ncorpora t ed their 
( 'Om: I t q. Tie responsib Ility of t he Controller's Off ice with respect to the 
drift andit re.port is to coordinate the Mission'- formal response contained 
hirer ii. The ohb;orvations made are in tHie same format as that of the auditors 
draftt report . 

"BACKGROUND" SECTION 

U'SAID! CR hals no coiments oil this section of. the auditors' draft report. 

"AUDT OB.IECTIVES AND S;CO('.':" SEC'T'ON 

USAID/CR has no comments ol tiis soection of the auditors' draft report. 

"RESILTS OF AUDIT" SECTION 

The two (' iwlI iion.,s reached by tlie anditor.; are not correct,(idue to major
discrepucn ies rigardlng tlu l ,icts; wihi cli lerd to those coinclusions as. explained 
he Im. 

Te commlllt tliiL . .'. t ,i i ion haid fonid that it was uin hi e to 
aidequ tie ly trick ;ind ioi tor . . ." [s no t (.orrect_ . Evidence (i1 the Form of 
ESR Covena ii t p e ' t Ira. tit' Mission was;iadeql,i!!,l trac king a11C mll iain si;,tets ) 
99 covenmits was provided to the ;aditors;. Even though the new syst iii 1 '; 
,atomited for qlidi ci er and broader 'wcef:;! by isers of the inlfoirmat ion, the old 
nmllill .system wls adeqriflt ('. new sy; t([Lci i,; simply an improvement.. [lie 
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Additiona ] evidence that the previous manual system was adequate is a 

9/l0.8h r'port ofA/./ de,.;ribing the .latus of the 99 covenants; and Lhat of 

tiose 99 ,nverni'n: IAI)/HR is under ;rk in the official closing of T8 of 

:, 2.. IA I CR s)/ I so di irsi lug wi ti h Ih e, ntral Bank of Costa Rica , how to 

st rw,.l ino report iog ti remaini ng covenants. USAHf/CR report: twicerig a 

v,.. to .ashi g'ton on these covenants; ani:d tie inferem' that the new ant"lunated 

.qvsrtm [or t rack iug :;pov ilI covenants was est ahl sied because the "...MissIon 

we- jnnbleo lunate Iy track " is 1 reorrectpr ...

1. :. S. .A I /Cost a Ri c, Ihad not -esi ihl i hed reqj i r,( systems to ensure 

tiho t io Iv aid v f i,t i vi. lp Itien I a tLioil of recotlrrienda t ioos made in1 
evalhin il reOports{ 

"Th re . p..!; t e he t i 'm lf'- inn/ i II Is sec t ion between ftlndamenr t al s; a 

prirj, i ti r nL tarted anid .u s,lnlireiitlv evnli;Ltdi Logically, 

reci .'L t,, I ov)It l , s ul(rlvodveda ;ari~ri:.. . , !ii rporilr ' de 1m evaluoatio 

, "P , iIf r a p)ro tj,.' bg im.perforn has 

DSuIKdi i n, mit "AIAI)/CR gave first priority to getti ng projects stLrted 

with the idet hi.t control; systems woould ... follow" is technically correct, 

but H,.v,,;itplr.ssinn Hurt this ;tratg' caused the project eval nationth,. 


ro'ur,ndr tdinns o not he prompt I y iplemnented. On the con a r, if t: le 
hat thire have projectY.isi,,n h n, t ,'-dt IL s ratpe'y, Vouild been no ol which 

in do 1i V;l it ju . 

TIhea nd it.orl; I i evidence t hit- eva I miut ion r,:cointiiriiiat i OIls li il notIi no 

nnn face 

firepa red. 
been ict 1 eventioungh IF'I lhiee ts (di scussed below) iill not been 

iSA I b/CR reu,ests thlat the abovumertioned wordingj regarding priorities he 

elii ,ared frumn Ihe report. 

- Pirop. riliin of PE 'F a he t,; 

Th, ir PAr, r iin, of 1.'i' sheet s I'" now being done, but U"Atl)/CR bel ieves 
cases tietiIt 0 dil's i , rint sulficie'ilt tI rii' to prepare tlnem. In maniiy . 

ev;il lion row,ortm' datfini; ;are romp] ex ;ari(d rerlire as imirh as Q" lays to 

d tri t and i,.i, , their implet aerit and prepare the resultinrg PlSate tion 

li tt-,, net; , It Klr t hill I ix a speC i ILi t ime I in i t (wi 'hi coir Id ts i I v. vary 

trc;m li to j i's depirnd ing on complxit y) USA[fD/CR s:ggets that it fix t he 

t i ';I( i mit 1,,I': Ii. ,Mission I'now'; it has a respons ibil ity , let Iliei 1, li 'hi 

Missioun W.ile. Anytlhinig wise is purely airbitrary and (Ioe; nio ilnrfriove 

,ff i ,,n,'v. AH:A<I/:R reI lest; hiat ( hi'; recot,mmenda t ion be uhang id rnl 30 

k .; to i)in, iqp,'if ied peri(d of tim to he ue termined by USAII)/CR ir] 

,cnridrsc' with its operat ir, envilrorment. 

s cir ss i run 

Tihe wording of tMe first part of this sect Ion leaves the impression that 
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" .AT.,'." i!i o Evallatinn Officer. wo years ago the Mission recognized its 
w it'', . tli: r,.t lired PS( to he tire Hission's Evaluatlion Offirer.ill s and a 
"i' i ': livilir! left in flrhc't, r 1986 a1d w,-S therefore tnt availah e to the 

,I. tor . Nevertheless, these responsibilities Were transfered to the 
.'-, inrot ir o r.iri Offic r For v ntilnrlln ,on and improvement. 

."' t, k,',rd,ed V i that- [JSA II/CR was -tlre , ig en t in.: Iea'v,: lie pnre;;;ior 
i oln i ,, pi in tilh r' oromme-da ions whitvh, or the eva luat ion report- , is 
i ,! i A"! PI'. Ware !l IeLts ni ght not have been pr'p;ired in 30 days (orirg. 


evtn qO()dAi ,.) .Act ion had bean taken on a I I of the recommeodations as evidenced 
:I ir voio te of rotrro;pondorce ii IS:\AI)/CR fi lcs. COFISA an! IBANEX 

,.v sat iens: w,:,, c i I li le i di;ctssed with l e instiLuti ons upon arrival of 
0 nd i t . . ISA1i)/(l I hnii; thiAt .any . issionI tnywliere Ilats the systert 

r,,i,:nr,, ,ie liv t he alnd i Lor; and qI ti ottI; whet h r or not the f tind ligs 
disr ssio , ni retcommn dti iO ns are itseflul. 

CSA I II/ ', !v I i e ve, that- much fI l p commentary in this section is 
.qh jrcr iv e .ni shic ld lie redtced i f not elimintated aI togotlIrcr. It is of 
litt I us e in N;tipport iny the ad i tors voncl s ioi" and does not c)nt'ibute to 
t he improve nt' monmitor. ring my tours. 

2. USA\l/Cos;ta Rica had not estahl isled the required systems to en.;ure 
cop I i anev with a ll special covenants, cond i tions precedent to 
dishtr:,,merrt, and other loan and ,rant requirements 

- Estaihlishment of Risk Minimization Fund 

It is levar that: tre "establishment" of the fund was not complied with on 
a ti mel hasii; however, the fund once established was prnperly "maintained." 

Thi- is-l:r, is dl:serlssei further in ISATD/CR's response to the RIG draft 
Wrdit report or BANEX projore No. 515-0176 aind need tot he repeated here. 

USA I )/ CR reqIlest; t ha I the 1 n graue here he mod if ied t:o reflect t'hat 
.Ithnrih ihd Fr t .stablisrnet requiirement was 'tot met on a timely basis, the 
ford mair t , naric, r, quir iment w;a s complied withi. 

- BANEl-'.X Ilebh to Equity Ra tio 

Pi;A i/C ,1,)a,; nlI a),,rev w i ith Llie a d i t ors' f i oiing t ia r "for .14 montlhs , 
3AX!:.X .I i d ,,t ( ilp I y wi th tLe i edht-to -eqnii ty rati o reqrnrements . 
PSAi)/('mg t int.i :; Lt, tl. r at in should he computei i based on the consolidated 
bnl.~sr el e,t I lie rorpral. '. Si ie(, tire consol lat ion is only done annual ly 
.Awl ISA Ilb/C. .r ,t' s ol I v the itii i Lted h.a anc, ;heet as re aila)1e data for tir 

at lAflKEX u " , ' 2 , oc, ir i on, was tl c,(,rplinint, r; ,th not 14 mnonths. 

(,pt';eqrtrr I'", this; example, of "Wie eff ctl s of rotl having ..... a moni toring 
.v.;tem in l re" is not correct . Tire BIANEX dceht-to-equitv issue did not 
Cs,;5 I p Il l, t i"ii y attont i n of [5A I I)/CR. ISA I1/CR r'equests that all 
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references to this issue be eliminated fr(om the auditors' final report oil 
pro ect monitoritng systems. 

Th dlebL-t,-equity isste i's also treated in further detail in USAII)/CI 
rcspon'e to the R[c; auditors' draft report on the BANEX project No.515-0176. 

- Vdli , o f Ce r ificates in Fund 

Atuditors' des-ription of the facts is adequate. IISAI!/CR has no further 

- D posit of Interest l',rnd on Cert ificatet; 

Te commient that "for INt months, BANX did not d(lpos It interest earned on 

certifictetis as required . .." is conrrect in forun bitt not in substance, whetn 

viewed in li cht of the hureauc'rati c natpre of the Costa Ri can banking 
environmenet. ,liile it is true that HANEL did not leave the interest coupons 

in the. fundil (,,hicb have a ('l lociiOn period of up to three or four months), 

lidiNFXnut .in eqtivalent tAmtnt in lie fund in the form of new cert ificates 

in th fnund. 'isii did not dimini.sh toe totala moutt which AlD could lay claim 

tO in theWvent of detatl t on the Inin. Since BANIX technically complied with 

tho requirmtn t, CPAID)/CR believes lit tilis issue is not evidence of the lack 

Of Adequate monitoring systems and oes not support the conclusion reiched by 

the , it<r r,.irdinfi monitori ,ngsystms; nti, consequent ly, the isste should 
hr elliii:ntt'dt irnm tlie I il reptort. 

Ffr the ,ntdiiors' reference' , this; i.sue is trt tcd in further detail in 
USA I IR 's r'.ionseto l RIC'; r t Iatnd it report on the BANEX project 

. -(o 76. 

- Cb [ISA Reserve For Ba;ud )ebts 

:;I !/CR ht,; cons I t ,,lCOFISA'.!; :tidi tors as wIelI as another audit firm 

rag, riI ip Lhi treniitL1 t riatti ttt nL r he resetrve for bad debts. Both audi t 
firm cot'nctrret with the .issi nmuthnt tht'accottin lotreatment for the reserve 

for had let : was, 1) in .'tccord;ance wiith genteral ly accepted account ing 

principlos And 7) in accordantoe witlI the lonn agreement. The fact that there 

is a :IiffFr,, (t, of professional opinion between RIC aui tors and local 

inthotitat We o,p ttinion, does not ronst itute ntton-cm)tpiliance on the part of 
(D:1.ISA. hins,ti n't ly, tie ,stitement thit "for 49 tmonthts, COFISA did not 

e;IAhII iih;t; resnjrve for baid delbt s ;s teqtt itred . . . ' is not 'orrei't. 

TAi 1s iss;tue i treated extntsnievely in IISAI)/CR's rtespontse to the RIG draft 
aiiudit report on tilie COISA piroject No. 515-01H7. 

ISA I /CR iilt ai its th:i tatthi's isste is not cvideilet of lite lirck " f 
mtonitori op ';yq tpnl aind dloes; tot support lie conclus io reached iy the audito's 

wit h ria rd t ( !-,uch syst es . IS:,AfI)/CR requests tLhat alI reference to ihis 
i te W I inliial ,d flromt ai" mt; report, oil oring systets.I tlid ' ifinal nonit 



APPENDIX 1 
Page 5 of 8
 

- COFISA Staff Development Plan 

"( ,:tnatelmnt ta "for 25 montis, COF ISA did not suhmit an accoptable 

sLaff :i(vplpm,,nt plan as required by conditions precedent ... " is not correct. 

;:IriCn, sly, thi; issue is not mentioned in the draft audit report on the 
CHFPIiA pro i!, t No.515-0! 57, nor slId it he. 

!T- ,',ila staff (levIloprment plan was accepted but never impl.emented 
because nf wastih, nrcvrtai oty of survival of COFISA until the ilttlt settlement 
m,,. l.(1'icil Iv, anv st aff develoipmeLnt ul an would not ,ive been imp]emeited. 

i- . t l im,'ou (Y.)I'IS;A revised planAl, t[ eudl out , sihm itted a which was also 
(0,!I. F I S.A Ill1I, ii. vi r beeti ot lf compl i ancre with thi co i i I io 

I'1/Ct,' ;'i, l lf~lu ins that the staIff' devel opnen t plan issue as pre nted by 
I h, ii! i irs in not corre t and should he eliminated from tie final report on 
mi uil i t u) r"il I ; v %tS' e{llS;. 

- Hqiil y (11L. it ionl(ip ital Contr 

The lirti,; Of $p0,n(t) in equiity capitil was not "required" as stated in 
the aiu:ItLr'e repuort, IaLher tlie Ina agreement sa ys thaL COIW';A would "I se 
it. s b"t e I t (orts" to raise th i s capItal Consequently, thl-ere is nO 
nfl-n'IlCLpl i.i i,. Exhibit 1.Iu. of the auditors report- give, no evidence that 
( 'ISA did nl't ls, its le;t efforts , only that tIhe goal was not acliev d. 

Ih i s i w5s1u i t rv, i ,d in de ta ii in LSAIA)/CR's response to the draf t aud it 
r l.jirt f OI'I:;A priject No. 515-0187. 

TInCe t I r,, s no loll-c I i (e:,, this i . u ( o ]O , liOt provide evidence 
tlia USA IIDt'; moi-toring systems ire inadequate. AID/CR requests that this 
sslu' he ,11luniaLatsud from thIl, final report on moniitorinog systeml.S 

- 'IC ir'r v i i on for Hi Debt!; 

The equity vllmvet llpL pert folio( of PIC has been outstanding for less tihan 
Six mionth si. T,, ' nival ly thlen, there is no non-compiiance. Nevertheless, such 
a pro'visinn ',, : :iil prior tc the (OlpL]letion of the andi tors ' review. Since 
there was vmpl ian-e, tis!; issue does nit support the auditors' conrits!inn as 
to th a cv oIf proje('t mLul it Iori n sys tems ..ihe quai 11 ( 

'AI)/CH reolquvst.H that ill referen( to this issue be eliminated From the 
alitoi ' final i repourt on mon i tI 'ing Systsll . 

- AI) Irouilr vntei. Rd IIiiliri lts 

AI I lJlls fllnded wIth All) funds compliiled with this provision. 1Tie loainsi 
whici. didiilot IlmillpIy were l unded with Ii.'.s own resouirces. Since thlere was 
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tot ll coip ianc,, Lhis; is;ue is not ,rewIvant to the idnaeqiracy of monitoring 
SvS't~els. Wvortheles;s, U!SAID/CR spn;ored a ROCAP advisor to give special 
.atr,,t i:r t , IC in this area. USAFD)/CR requests that all references to this 

1w.:J,(-.I ii t "d I roll t he andli t ()r:; I l a I repo~rt on pr'oject monito)rin,, i, 

'slM . Thi:; issue in tr,,ilvd also inilSAIl)/CR's respons;e to the draft audit 
rt .r ri ,of PIC( ipr im , No.515-O204. 

- l,,,.l ,,t .li!.,sin. ()e'ration an l Dir(-ct ve, 

a tiht-i'! aid i toF,. - ... hol i eve h i, t these vompliarice problems re at 
. ret Iv [ t he lack nf a t si on ,,,'rat ional direeL ive . . . infers that the 

'.!i -;,: ini .V:ii narware of comp i;Ince prihl ems - not true. As explained in detail 
.,,. , Man\ "! the "cOMpl itlll('O iroIlU:, are in fact neither problems nor 
i ist .11:l1's o r-',I-compl n Conseqluentl I \', concluision th.,, an operational,11'p. the 
iIrer t i Vt s needed i ,; not apprpri ate. Once the above comment s are 

csI.sideri, e, I iwne 'c mp Kne problems," are rea 11y only two and hardly 
jIust ify a "iNssion nperation1 l directive,. 

- Peco: :, ,n Ii t i on No. I 

is ue, "pI.rtional dirv'vl i es tit: 

a) 	 "Wt. .l li:h prorliris to ensure l imely prepar.'atioin of face sheets . 

- USAII)/CR considers it not necessary to issue an operational 
directive nn this. 'hp Evaluatio'n Officer already has this 
responsibi lily. 

b) 	 "Estah l ish a tracking system for a [L proje cts to mon Itor 
compliance... 

- As descrihed above, the track ing qysstem for ESR funds already' 
,xIsted prior to es5tablishisihng the automiated system. Further, 
tlie Mission ]liard initiated A Pro jc t Management Iriformat ion 
System (PlI)MIS) for ,11 di rect ass istance projects before 
reciept of I 0 anditors Iraft relbort . The Nission pr'eviou;ly 
used a rleari nce sys[lm o a ;aunre compl[-lan U with conditions 
precedert I; we ll as other import ant covelants. The inference 
that io s,'7 em exi sted I a ll is not corrert. 

Exhi hit I 

A. Est.ahli s mont of Risk linimizm ion &V 

Tile m itll cniice" of the frl'd was crnpi led with wier,,as tire 
".s ta l i shmlr " of 1hv fuiii'da; inot 

Thli:s i;sin is dis cus:sed furthr ir USAl1)/;R '.s response Lu the draft aiudit 
r,,ort on HAN"X pro ject No.515-01)76 and need rnot he repeated here. 
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-SAI)/C!R re,;ue;Is IMt I li, language in pa rt A of .xhhith . he vnodifi ed to 
h.l hougi nL was no " met on aI ic I I I it Ire Iiuil taI)] i lulisihm requri remnen t 

tim iv hasi,, t te fund maiit ,naore reirqu menln was comp iel withI. 

l-i R:I1'. ;Ft I.I) -'Vqnit 


As xpkih, .1 aibiv, I \)/CR dloon nort agree wil1 thli:; finding and re~quests 
t!hL it hitMM"w ied the aindit€ors Final report on monitoring systems., fromn 


'.i icat,-;
" . , of(Ir in lund 

Auiditors' Itsr'ript ion of the fact',; i ;adeiua t , IISAII)/CR ha.- no furt her 

['pos it i-flnt,,r st Earned on Ceu tificlrtes 

A,-; .:liiurd in deti. iI ahove, IJANEX complied with tiis requirement. 
L'.A, /N r,.it"ts tLhat this issue he el iminiated from the auditors' final 
r"';,,rt on Pror ject Pon itor ring :ystim;. 

K. (OFI.\ Bad Itbt Resterve 

As expl.,i Iind Aiove, C()IIA has roimpli ed with this requireient and IJSAI)/CR 
r'qieonts MtAll reforoni'es to tis issife be eliminated from tite aiicli itirs' 
Ciro! reptort n ir i(ct mon itorinrig systeis. 

F. AID Prtuqr',iFltvit Rf'qinentnis at. PI1C 

As ,xpl iin'd aihtw , IIC cotplile with tlis require'mrent. USAII)/CR ,eqtiv ts 
t1; it ol I r! trnces to thi .,issue he eliminairted from tHie auditors' fInv I 
rlort on pro ist onitonl iiig :;yst-;_mi. 

K, M(ISA . tatl I I(tUent Wont'v,l ii;
 

i,t'd Ch" (
As e:: p la a; V P ,oinlSA I tid witlh I siirequti remrent USA I1)/CR 
rot'quts thit ill rlertut; t.o tie staff devlonouL plan be eliinainted from 

nthe ;iudit"or ' iinalirept rLton trojirt monitorinrig svstems. 

* (01'ISA F"qtilt': (ap ita 'tr
ihitLiii 

A: oiii-ii a' ' ahove , (Q)11SA hasi crmpIivld witi tisn reqiilrement rnd USAI11/CI 
rt'qiit'sts tilit !I relerinlnt, to thi.; i ;.srre lie e limtinarted froml tiei auditors' 
finaln repart aOH prt joct nori ioriirg Nys,;7.n!.; 

1. P'IC IPrvis;i, flor Ba d 1),1h1: 

'flit, t(Iiivi i port fol iii PlC hv'r,; ing for less tLhan.' investmrent af Ias out .stand 

s tionllis. let liuicaiilly Ihe , t re lie n )li-ciipi lil'n, e ye r h,viI ss , slli 
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d pro-iSion wa- made prior to the conmp [on of the audi tors rcview. F)i nce 
t ht .rt, ('soili t, i dt)ev- not Slpport r he and it orm' r Ctto ' I ts i ol as S Iaore, Iii, -tie. 

to thie Ot('lid ('. t i jwnj't ionittorim, ii t. .'t 


,. t"S,\ I.// R s1.5I ,.1ar1 I I ro It'vr nt'c, t:) t hIiq j s e he v I imina ed f romt Lhth 
II' i orys' IIh I"rL(rlo (ill liI or i.n n, t o . 

Ci()N('I-, ICIN 

'1 ii tlr,; fJ n, ii, ;a h!taii:t i i i' .to ;IipporL thei' r ('Olclh;io.i 

j[ia'I \ ,ItWl! !th'{ IVL ion rt200.p emt ant.r of !:i'il;atin in; (tI xii I(1at: i on 
Ii)/(ont d had 

',.',11ir,.(l ;; t,"!",. t;il , I' ;I I ', , in IIO -. , I a)Iii iiia I (I it .- co'nd i ( io n. 

r "non,. .a .. Iv o imsalt'. I hit (2) I D. Rica.: not v'; tahli;shed the 
k Il' I1I 

A';h0llr'.i.Itt.' nd
iu jP , iid othe l Wan l rm, rtuwmiiriumie ts. 

The il or,, Ii ia I reo ti' s;hio Il! .t.ii e tha t "no m't 'ril weakncs-,, were 
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