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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 MIAML 34022 TEGUCIGALPA --- HONDURAS also 32-3120/9, EXT. 293 & 296

March 17, 1986

MEMORANDUM FOR: USAID/Costa Rica, Directorlgfaniel Chaij
?&PK6?f7T'h4§u“9
FROM : RIG/A/T, Coinagée N. Gothard

SUBJECT + Audit of USAID/Costa Rica's Project Monitoring Systems

This report presents the results of audit of USAID/Costa Rica's
Developmental Assistance Project Monitoring Systems. Mission comments
have been considered in preparation of this report and are included in
full as Appendix 1. Pleasec 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 Missjons
need to establish project monitoring and portfolio oversight systems to
monitor bhorrower/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 other
loan and grant requirements.

Within USAID/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 1s
responsible for the maintenance of "official project files'" and oversight
of borvower/grantec compliance with special covenants, conditions
precedent to dishursement, 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 (ICIs) being implemented by the Mission's Private Sector Office,
a limited-scope compliance audit was made of the Mission's project
monitoring systems. The review covered the period September 25, 1981 to
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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project 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
oificial 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 1686 within USAID/Costa = Rica's Program Office, Project
Development DNivision, and Private Sector Office. We interviewed five
Mission officers and reviewed the Mission's operational directives and
files. Administrative internal controls were cxamined as they related to
project monitoring and cvaluations. This audit was made in accordance
with generally accepted government auditing standards.

Results of Audit

The review showed that USAID/Costa Rica did not have an adequate
developmental assistance tracking system to ensure that project
evaluation recommendations were promptly acted on and implemented. Also,
we determined that the Mission did not have an adequate developmental
assistance project monitoring systum to ensure compliance with special
covenants, conditions precedent to disbursement, and other loan and grant
agreement requirements. ’

Although the Mission lacked a developmental assistance project monitoring
system, the Mission did possess an automated system to track 99 special
covenants under its Fconomic Stabilizatiun 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 thosc of ESR Program.

With the above exception (of an ESR tracking system), USAID/Costa Rica
had not established the systems needed to cnsure the timely and cffective
implementation  of  recommendations made in developmental assistance
evaluation reports and to monitor compliance with developmental
assistance special covenants, conditions precedent to disbursement, and
other requirements. We are tecommending that VSAID/Costa Rica establish
procedures to cnsure the timely preparation of project evaluation
summaries and the tracking of related recommendations, and to establish a
developmental assistance project tracking system to monitor compliance
with special covenants, conditions precedent to dishursement, and other
project requirements for all projects,



1. USAID/Costa Rica did not ensure timely and effective implementation
of evaluation report recommendations as required by AID Handbook 3,
Chapter 11 - USAID/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 Mission
evaluation systems. These evaluation officers assist Project Officeis in
planning and conducting evaluations and reporting evaluation findings and
decisions. Actions critical to.an effective project evaluation are
preparing a record of evaluation findings and recommendations and
implementation of the recommendations.

AID Handbook 3, Chapter 12, Appendix 12A-1 cites the prescribed form for
completing the Project Evaluation Suwmmary (PES), Parts I and II. Part [
of the PES (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 date for the planned completion of the action. Part II of
the PES requires the Mission to sumnarize its views on the various topics
covered by the evaluation,

USAID/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, PES face sheets had not been prepared in a timely manner. This
should be completed within 30 days 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 cvaluation, the
office responsible for implementing the recommendation and the date by
which the recommendation should be imnlemented. 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 Mission for more than a month,

[t could not be determined how long the other three evaluations had been
in the Mission 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 werec not sent to that office, but rather directly to the
various project offices.

Second, a system had not been established to track the recommendations
contained on PES 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 .June 1983 but the PES face sheet was not prepared until December
28, 1983, At least one of the actions on the face shecet 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 threc
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 and which were still open. The PES face sheet
indicated only planned dates of implementation, and not the actual dates
as would a tracking svstem.

The primary cause of the delays noted in preparing PES face sheets and
for the nonexistance of a Mission tracking system for evaluation
recommendations was the 1low priority given to this by previous
management, as shown 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. USAIN/Costa Rica had not ensured compliance with all developmental
assistance special covenants, conditions precedent to disbursement, and
other Toan and grant requirements - AID Handbook 3, Chapter 11 indicates
that Missions nced to cstablish project monitoring systems to ensure
compliance. USAIl/Costa Rica gave first priority to getting projects
started with the idea that control systems would follow later. As a
result, we found numercus 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 Handbook 3, Chapter 11, Section E states:

Because of the wide variety of Bureau Programs and
Projects, an Agencywide reporting and monitoring
requirement...has not becen established. It is left up
to individual Bureaus and Missions to establish
project monitoring and portfolio oversight
systems.... At the least,...systems mus t have
monitoring  procedures or  methods to  oversece
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 and information for
subsequent Al project analyses and develop an
historical record of implementation for the official
AID project files; and prepare periodic reports for
Mission and AID Washington review.



Several examples taken from our audits of three private sector banking
projects illustrate the effects of not having such a monitoring system in
place. These examples show that project requirements were either not
compiied with or were not fulfilled within specified time frames. The
recomnendations to correct the compliance deficiencies listed below were
covered in our audit reports on the aforementioned three private sector
projects.

-- For almost 24 months, BANEX did not enter into an escrow agreement or
open an 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 the 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, PANEX did not comwply 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 required {inancial strength
was not maintained as required.

-- The Mission Director had not issued a written certificate
establishing the dollar value to be assigned to certificates in the
risk minimization fund as required 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
required,

-~ BANEX had not deposited interest earned on certificates as required
in Amplified Project Description Section 1V, Part D of loan agreement
515-0176; as a result, about $71,000 in interest was not deposited:
into the fund as vequired.

-- COFISA had not established a reserve for bad debts as required by
loan agrcement 515-0187; as a result, ncecessary reserves are not in
place and one large loan lailure rould cause the institution sericus
financial problems. (COFISA had established a reserve for currency
devaluation losses for outstanding dollar lnans, 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 he end of the audit and the institution was
leveraged more than was contemplated in the loan agreement,

.- PIC had not made an annual provision for bad debts for its equity
investments as required by special covenant 6(c¢) of project agreement
515-0204; thevefore, equity investments did not have the same degree
of protection as did the loans which had a provision for bad debts.






Pegarding part (b) of +he recommenda: ‘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 vyecars 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 December 9, 1986, "In the subject exit conference,
the Mission promised to provide a draft of the Project Management
Information System that is currently being developed by the Project
Development Division." -

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

LOAN REQUIREMENTS NOT EFFECTIVELY MONITORED

Condition Precedent to Disbursement 5.1(j) of the BANEX loan
agrecment 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 1 of the loan agreement. The Mission approved the
fulfillment of this condition precedent (based on instructions
provided in Project Implementation Letter [PIL] No. 1), with the
issuance of PIL No. 2, These instructions indicated BANEX should
provide ce.tified copies of communications between BANEX and a
USAID-approved financial institution coammitting both parties to a
specific contractual relationship to establish and open an escrow
account for the risk minimization fund. These instructions were not
complied with because the USAIP-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, BANEX did not promptly couply (about two years late)
with Special Covenant 6.1(q) which rcquired BANEX to establish and
make semiannual payments of three percent of the average outstanding
ATD loan balance into an escrow account. These deposits were to have
started six months after the first disbursement whicn took place on
February 25, 1982. The first deposit was made on February 13, 1984.
The Mission stated the deposits had not been made because the account
had not been established. An effective monitoring system would have
immediately raised the issue of non-compliance with this semiannual
deposit requirement. We calculated that the fund was still about
$89,000 short.

Special Covenant 6.1(y) of the BANEX loan agrecment was not complied
with for about 11 months. This covenant required the borrower to
"not permit 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 yecar 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 quarterly financial statements of BANEX to verify
compliance with this vequirement. For example, on December 31, 1985
the debt-to-equity ratie was 10.96 to 1. The degrce of
non-compliance increased as the ratio rose to 12,65 to 1 by June 30,
1986. The USAID project manager was receiving annual audited
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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
achicve compliance with the special covenant. As of that date (the
latest available unaudited statements) BANEX was stiltl 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 would 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.

Pledge agrcement 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 BANEX
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 valuc of $828,972. According to available information, the
estimated value of these certificates had fallen from an initial
purchasc 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.

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

BANEX payments into the fund and earnings therecon 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 AID has exclusive claim on the fund which includes
principal and interest carned on these investments. Contrary to this
agreement, BANEX 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.
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EXHIBIT 1
(Page 3 of 3)

COFISA had not established the required reserve for bad debt.
Annexes 1 and IT 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 threc years ago they were near
bankruptcy. Obviously, to avoid renetition of this problem, an
adequate rteserve should be set up.

PIC did not comply with AID procurement requirements. As a result,
PIC had to usc 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 notify 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.

Special covenant 6.1(3) required COFISA to raise $800,000 in a public
offering of new 1.S. dollar-dcnominated preferred shares during the
first three vears of the project. This covenant had not been
satisfied as of October 31, 1986, although the project was over four
years old 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.

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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- e i Apartado Postal 10053
1L

1000 San José, Costa Ficu
Teléfono 33-11.55
Telex 3550 AIDCR KR

February 5, 1987

MEMORANDUM

TO: Mr. Coinage Gothard, RIG/A/T

THRU : Mr. Daniel A, Chaij, MDIR

. - . /((\‘ "

FROM: Mro G. o Franklin Latham, Audit lLiaison Officer

SUBIECT: USAID/CR Response to RIG Draft Audit Report on Project Monitoring
Systems

The USAID/CR Controller's Office has reviewed the abovementioned report
for the purpose of assisting the Mission 1n drafting {ts response to the RIC,
We o have met  with appropriate individuals and  have incorporated thelr
comments.  The responsibility of the Controller's Office with respect to the
dratft audit report is to coordinate the Mission's formal response contained
terein.  The observations made are in the same format as that of the auditors
dratt report.,

"BACKGROUND" SECTION

USAID/CR has no comments on this section of. the auditors' draft report,

"AUDTT OBJECTIVES AND SCOPE™ SECTTON

USAID/CR has no comments on this section of the auditors' draft report,

"RESULTS OF AUDIT™ SECTTON

The two concludions reached by the auditors are not corrvect, due to ma jor
discrepancics regarding the facts which lead to those conclusions as explained
below,

The  comment  that the Mission had found that it was unable to

adequately track and monitor ,.." is not correct. [Evidence (1n the form of
ESR Covenant Compliance sheets) that the Mission was adequitelv tracking all
39 covenants was provided to the auditors. Lven though the new system s
automated for quicker and broader access by users of the fnformation, the old
manual system was adequate.  The new system is simply an improvement,
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Additional ovidence that the previous manual system was adequate is 4
0/16/86 report to AID/W describing the status of the 99 covenants; and Lhat of
those 99 covenantre USAID/CR is undertaking the official closing of 58 of
dhem.  TAAID/CR §a also discossing with rhe Central Bank of Costa Rica, how to
streaaline reporting on the remaining covenants. USAID/CR reports twice a
vear to Washineton on these covenants and the inference that the new automated
... Mission

svstem for tricking special covenants was estahlished because the "

was unahle to adequately track .07 Qs incorrect.

I. U.S. All/Costa Rica had not established required systems to ensure

the Limelv and cofteclive implementation of recommendations made in

evalnation reports

There appears Lo be some confusion in this section between fundamentals; o
project is firat startoed and subsequently evaluated. togically,
rocomaendat ions trom  eviluation  reports  are  derived  from  an  evaluation
perforacd only atter a project has begun,

The wording that "USAID/CR pave Cirst priority to getting projects started
with the idea that controls systems would ... follow” is technically correct,
Rhut  teaves the impression that this stratepy caused the project evaluation
recommendations (o not  be promptly implemented. On the contiary, if the
Vicnion hid et nsed that stratepy, there would have been no project on which
to Jdo oan vvaloation.

The auditors found no evidence that evaluation recommendations had not
been acted upon eventhouph PES face sheets  (discussed below) Liad not  been
prepared,

USATD/CR requests that the abovementioned wording regarding priorities be
eliminared from the report,

- Preparation of PES Face Sheets

The preparation of face sheets is now being done, bhut UsALD/CR believes
that 30 davs is not sufficient time to prepare  them, In wmany cascs the
evaluation recornendations are complex and require as much as 90 ddays to
deternine and nerotiate their implementation and  prepare the resutting PES
face “heets.  ather than 1ix a specific time limit (which could casily vary
trom 30 to 90 Gavs depending on complexity) USATD/CR sugpests that it fix the
Cige limit internally.  The Mission knows it has a responsibility, tet the
Mission Jdecide, Anything olse is purely arbitrary and does not  improve
cfliciency. PEATD/CR requests that  this recommendation  be changed  from 30
Jevs tooan unspecificd period of  time to  be determined by USAID/CR  iu
dqccordance with its operating, environment,

Discussion

The wording of the first part of this section leaves the impression that

M
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USATH/CR had no Evalonation Officer. Two years ago the Mission recognized its
wes aess i this area and hired o PSC to be the Mission's Fvaluation Otfficoer.
Thic individaa! Tett in October 1986 and was therefore not available to the
1wt tors, Nevertheless,  these  responsibilities  were  transfered to  the
Assistant Frogram Officer for continuac.on and improvement .

Poces e warded leaves the impression that USAID/CR  was negligent  in
tollowiag up o on the recommendations  of  the ovaluation report  which s
mialeading. PHile PES face sheets might not have been propared in 30 days (or
even B0 dava) action had been taken on all of the recommeadations as evidenced
huooa laree volume  of  correspondence  in USATD/CR files. COFISA and  BANEX
cvaluations were still being discussed with the institutions upon arrival of
the aditoes, PSATD/CR doabts that  any  Mission anywhere  has  the system
recomne wied by othe auditors and  questions whether or not  the findings,
discassion, and recommendations are usetul.

USATD/CR believes  that  much  of  the commentary in  tuis  section is
subjective and shonld  he reduced if not eliminated altopethor. lt is of
little use in supporting the auditors conelusion and does not contribute to
the improvement  monitoring systems.

- USATD/Costa Rica had not established the required systems to ensure
compliance with all special covenants, conditions precedent to
disbhursement, and other loan and prant requirements

- Establishment of Risk Minimization Fund

It is clear that the "establishment™ of the fund was not complied with on
a timely basis; however, the fund once established was properly "maintained.”

This dssue is discussed further in USAID/CR's response to the RIGC draft
audit report on BANEX project No.515=0176 and neced not be repeated here.

USAID/CR requests  that  rhe  language here be modified to retfleet that
although the fund establishment requirement was nol met on a timely basis, the

furd maintenance requirement was complicd with,

= BANENX Debt to Equity Ratio

" finding that “for 14 months,

USAID/CR does net apree with the auditors
BANEN did ot comply  with  the debt-=to-equity ratio requirements ,..".
HSAID/CR maintains that the ratio should be computed based on the consolidated
balavee sheet ot the company.,  Since the consolidation is only done annually
and USATD/CE accepts only the audited balance sheer as veliable data for the

)

calculation, BANEX was out of compliance 2 monchs, not 4 months.

Covsequentle, this example of "the offects of not having ... a monitoring

svsten in o place™ is not corvect.  The BANEX debt-to-equity issue did not
escape  the  timely  attention  of  USAID/CR. USAID/CR  requests  that  all

Page 3 of 8
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references to this issue be eliminated from the auditors' final report on
project monitoring systoems,

The debt=to-vquity issue is also treated in further detail in USAID/CR
response to the RIG auditors' draft report on the BANEX project Ho.515-0176.

- Valne of Certificates in Fund

Anditors' deseription of the facts is adequate.  USAID/CR has no further

conment .,

- Doposit of Interest Fiairned on Certificates

The comment that "for 30 months, BANEXN did not deposit interest earned on
certilicates as required ..." is correct in form but not in substance, when
viewed in light of the burcaucratic nature of the Costa Rican  banking
environment,  Khile it is true that BANEX did not leave the Interest coupons
in the Tund (which bhave a callection period of up to three or four months),
BANFE 1id put an equivalent amount in the fund in rhe form of new coertificates
ir the fund. This did not diminish the total amount which ALD could lay claim
ta in the event of detault on the loan.  Since BANEX technically complied with
the requiremcent, USAID/CR belicves that this issue is not evidence ot the lack
of adequate monitoring systems and does not support the conclusion reached by
the wuditors reparding monitoring svstems;y and, consequent ly, the issue should
boe eliniaated rrom the final report,

For the andiiors' reference, this issue is treated in further detail in
USAID/CR's response to the RIG's draft andit report on the BANEX project

o 0l h=0176,

- COFISA Rescrve For Bad Debts

PSATD/CR has consulted COFISA's auditors as well as another audit firm
regarding the aceounting treatment tor the rescrve for bad debts. Both audit
firms concurred with the Mission that the accounting treatment for the reserve
for bhad debts was, 1) in accordance with penerally accepted accounting
principles and 2) in accordance with the loan apreement. The fact that there
is a differeonce of  professional opinion  between RIG auditors and  local
wmtharitative opinion, does not constitute non-compliance on  the part of
MFIsA, Consesuent by, the  stratement  that "for 49 months, COFISA did not

establish a reserve for bad debts as required (.07 is not correct.

Tuis issue is treated extensively in USAID/CR's response to the RIG draft
audit report on the COFISA project No, 5150187,

USAED/CR  maintains that  this issue ois not  cevidence of the lack of
monitoring systems and does not support the conclusion reached by the auditors
with regard to such systems, USATD/CR requests that all reference to this

issue be eliminated from the auditors' final report on monitoring systems.

T
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= COFISA Statf Development Plan

The statement that "for 25 months, COFISA did not submit an acceptable
staflt development plan as required by conditions precedent ..." is not correct.

“Curiously, this issue is not mentioned in the draft audit report on the
COFISA proicet No,515=-0187, nor should it he.

The orivinal staff development plan was accepted but never implemented
bocause of the ancertainty of survival of COFISA until the debt settlement was
mede Loedeally, any staff development plan would not have been implemented.
Atter the debt settlement, COPISA submitted a revised plan which was also
aoceptoed, CAISA has pever been out of  compliance with this condition

procedent .,
FEATD/CR maintains that the staft development plan issue as presented by
the auditors is not corrvect and should be eliminated from the final report on

monitoring svetoems,

= Equity Capital Contribution

The increase of $800,000 in equity capital was not "required” as stated in
the auditors’ report, rather the loan agreement says that COFISA would “use
its  best  eftorts™ to  raise  this  capital, Consequently, there is 1o
non-conpliance.  Exhibit .0, of the auditors report gives no evidence that
COFISA did not use fts best efforts, only rhat the goal was not achieved.

This issue is treated in detail in USAID/CR's response to the draft audit
report of COFISA project No.515-0187,

since  there is no non=compliance, this issue does not provide evidence

that USAID/CR's monitoring systems are inadequate. AID/CR requests that this:

issne be eoliminated from the final report on monftoring systoms.

= PIC Provision for Bad Dehts

The equity investment portfolio of PIC has been outstanding for less than
six months.  Technically then, there is no non-compliance, Nevertheless, such
a provision was nade prior to the completion of the auditors' revicew. Since
there was compliance, this issue does not support the auditors' conclusion as
to the adequacy of project monitoring systems.

PSAID/CR requests that all reference to this issue be eliminated from the
auditors' final report on monitoring systems.

= AID Procurement Requirements

AL loans funded with ATD funds complied with this provision. The loans
whicl did not comply were tunded with PIC's own resources. Since there was
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total compliance, this issue is not relevant to the inadequacy of monitoring
svstens.  Nevertheless, USATID/CR sponsored a ROCAP advisor to give special
dtteation to PIC in this area,  USAID/CR requests that all references to this
fvove  he cbiminated ftrom the auditors final report on project monitoring
his issue Qs treated also jn USATD/CR's response to the dratt audit
TE project No,515=-0204,

sustoemns.
repert o ofb |

= Lack of Mission Oswrational Dircel ive

That o the auditors "o, believe  chat these compliance problems velate
directly v the tack of o Mission operational directive ..." infers that the
Misadon was o unaware of compliance problems = not true. As explained in detail
above, many ot the “compliance problems™ are in fact neither problems nor
fnstances ot eon=compliance.  Consequently, the conclusion tha* an operational
directive iy needed i nolt appropriate. Once the above comments are
considered, the nine "compliance problems”™ are really only two and hardly
justity a “Mission operational directive.

= Pecommendation No,l

Issue operational direetives to:

1"

a) “Eatablish procedures to ensure timely preparation of face sheets ...

= USAID/CR considers it not necessary to issue an operational
directive on this. The FEvaluation Officer already has this
responsibility.,

b) "Establish a4 tracking  svstem  for  all projects  to  monitor
compliance...”

= As described above, the tracking system for ESR funds already
existed prior to establishing the automated system. Further,
the Mission had initiated o Project Management  Information
System  (PROMIS)  for  all direct assistance projects  before
reciept ol the andjtors draft report. The Mission previously
used a elearance system to assure compliance with conditions
precedent as well as other dimportant covenants. The inference
that no system existed at all is not correct,

Fxhibit |

A, Patablishnent of Risk Minimization Fuad

The  "maintenaace”™  of  the  fund  was  complied with  whercas the
"ogtablishment™ of the fund was not.

This issue is discussed further in USAID/CR's response to the draft audit
report on BANEX project No.515=0176 and need not be repeated here.,
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CSAID/CR veguests that the languape in part A of Exhihit I be modificd Lo
reflect that abthough the fund establishment requirement was not met on a
timely hasi:, the fund maintenance requirement was complied with,

P BATEX Tebt=to=lquity Ratio

As explaiccd above, HSAID/CR does oot agree with this finding and requests
that it be elirioated from the auditors final report on nonitoring systems.

. Value of Certificates in Fund

Auditors' deseription of the facts is-adequate.  USATD/CR has no further

content,

2. Deposit of Interest Larned on Ceutilicates

As explained in detail above,  BANEX complied with this requirement.
USATI/CR requests that  this issue be eliminated from the auditors' final
report on project moaitoring systems,

., COFISA Dad Debt Reserve

As expliained ahove, COFISA has complied with this requirement and USATD/CR
Tequests that all references to this issue be eliminated from the auditors'
firal report on project monitoring systems,

Fo ALD Procuarement Requivements at PIC

As explained above, I'NIC complied with this requirement. USAID/CR coquests
that all references to this issue be elbiminated from the auditors' finel
repart on project monitoring systems,

.0 FTOFISA Stalt Development Plan

As explained above, COFISA complied with this requirement. USALD/CR
requests that all references to the stafi development plan be eliminated from
the auditors' tinal report on project monitoring svatems, )

H, COFISA l'fqnii'.' Capital Contvibution

As explained above, COFISA bas complied with this requirement and USALD/CR
requests that all reterences to this issue be eliminated from the auditors!'
final report on project monitoring systoms,

1. PIC Provisicn for bad Debts

The cquity investment portfolio of PIC has been outstanding for less than
siv omonths,  Technically then, there is no non=compliance. Nevertheless, such
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a4 provision wias made prior to the complerion of the auditors' review. Since
there was compliance, this issue does not support the auditors' conelusion as
to the adequaey of project nonitoring vatoems.,

VSAID/CR requests et all reference to this issue bhe eliminated from the

wticors? fiaal report on aonitoring systoems,

CONCLUGTON

he auditors Pound no substantive  §ssues Lo support  their conclusions

)
Lt

, (1 USATD/Costa Rica had not established required svstems to ensure the
tizely and  ettective  dwplementation of  recommendations mide in o« valuation
reoorts, and only two issuaes that (2) BEsAID/Costa Rica had not established the
recnired syetess tooensare compliance with all special covenants, conditions

rrecedent to dishursencot, nd other loan and srant reguirements,

The auditore final report should ctate that "no material weaknesses were
roted in the Mission's project wmonitoringe cvstems,

\\
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