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The Office of the Regional Inspector General for Audit/Tegucigalpacompleted its aldit hasof PL 480 Title I local currency funds managed byNational Emergency Commission. theFive copies of the audit report areenclosed for your action. 

The draft audit report was submitted 
are attached to the report. 

to you for comment and your comments
The report contains two recommendations.Recommendation No. 1 is Inresolved. Recommendationand will No. 2 is resolved,be closed when the necessary correctivecompleted. Please advise 

actions have been me within 30 days of the actions takenimplement Recominendlation toNo. 2, and any further information you mightwant us to consider on Recommendation No. 1. 

I appreciate the cooperation and courtesy extended to my staff (luring the
aI(I it.
 



TXFCUTIVE SUMARY
 
Countries which purchase agricultural commodities under Public Law 480,Title I agree to use the local currency generated from the sale of thesecommodities for development purposes. Between July 1984 and July 1987,Costa Rica's National Emergency Commission received the equivalent of$9.8 million in Title 
I local currency to 
finance six road construction
projects and three emergency activities. As of April 3, 1987, theCommission was managing $10.1 million (counting income from all sources)and had a staff of 15, including 3 professionals. 

The Office 
of the Regional Inspector General for Audit/Tegucigalpa
conducted a financial and compliance audit Public 480of Law Title Ilocal 2urrency funds managed by the Commission. The audit objective wasto evaluate the Commission's system of internal control over Public Law
480 Title I local currency funds. 

The National Emergency Commission did havenot adequate internalcontrols. The Commission did not have written accounting and
dishursement procedures, did not promptly and accurately record financialtransactions, and did not properly monitor project implementation.
 

Some of the projects implemented by the Commission were closely monitoredby IJSAID/Costa Rica and the Ministry of National Planning and EconomicPolicy. Their close involvement in some projects helped to offset thelack of monitoring by the National Emergency Commission. 

The first report finding is that little advantage was gained byim?plementing Public Law Title480 I projects through the
Emergency Commission, while at the same time 
National 

the Commission lackedinternal controls needed to protect Title I funds from waste or misuse.The second finding is tha t two road projects implemented by theCommission had been abandoned by the contractors before they were
fini shed. 

Institutions chosen to receive Public Law Title local480 I currencyshohlId have the ability to properly manage and account for those funds.The National Enmrgency Commission had received the equivalent of about$9.8 million in i'itle I funds, but lacked the Qualified staff andadministrative systems needed to maintain control over these resources.The Government of Costa Rica, with ISAII)/Costa Rica's concurrence,channeled the funds through the Commission because the Commission wasexeviupt I roin most prov i sios of the li nanct a I Admi ni st rat ion lLaw,in( lud rig the provision which gave unsticces-ful offerors tile right toappeal contract awa rds. The P11sston's perceptioti was that Costa gicanbusillosses oft en ablised t his5 provision of the law, creating unreasonabledela ys ill the C(oill t A('lilg poc ss . 'iis perCe)tion was not stupportedthe actIIl experivoci' in ('ns+ti lica, however. 11%ilg 
by

the Cornmis ioll tomantiag I wa l curirency project s iltr(I'Olled all tinnec,%si ry risk of w;a ste orin! iS'', ()I t till With ot plodu i( g i COIlirenuiraleI benefit. At the same't im,, i od14 rig t o lhe (ommi ssion' s )1 rector, using the Nat tona lEiT)f'rg-ncy Commin s'; ilon 
the 

to impl, ent rout Ine pihl Ic works projects divertedCofmmi's i o from its respuonsihility to plan fr alki respond to trlle(irler'g (e.I)(. , treportThe iecomim. rvis t h. t, t lie (omm 'sion bx u sed to 



implement Title 
I activities only if a fide
bona emergency exists.
USAID/Costa Rica generally agreed with the facts 
presented in this
finding but disagreed with the recommendation on the basis that thisdecision should be left to the Government of Costa Rica. AID policyrequires that Missions ensure that Title I projects are designed inaccordance with sound technical and financial standards. Since thesestandards would presumuably include the ofuse fully competitiveprocedures (except where some special urgency dictates the use of lesscompetitive procedures), we have retained the recommendation. 

Two road projects financed through the National Emergency Commission hadben ahandone(I by the contractors in a state of partial co.riple ion. Thef irst road, het ween 1lpala and San ,Jose (Pizote), was suIppo',ed to bedli,nvoied 1w N1',v I I, 1987. '[hV coltlac ol aha oklned the proj(ct in Mar'ch1987 whei tli consulting eng i ners asked the company to redo somewhich the contractor felt was of acceptable quality. 
work 

At the end of theaudit, the contractor reversed its position and repaired the road, butthe repair work had not yet been accepted by the consulting engineersthe Ministry orof Public Works and Transport. The second road, betweenNicoya and wasCaimital, scheduled to be completed in September 1986.was abandoned by the contractor in April 1986 after the 
It 

project budgetwas depleted. The budget was spent before the project was completedbecaiist, the Ministry of Iubl ic Works and Transport significantlyun,hrest imated the cost 
some 

of the road and allowed the contractor to performwork which was not included in the contract. As a result, the workalready done on both roads was deteriorating and, to effectdue theinflation, the cost ofof eventrially ropairing and finishing the roadsi creasi n.. wasThe report recommerkls that the lipala-San Jo.e (Pizote) road,'e completed, arid that the Nicoya-(:aimital road be copleted if the. 1i 5iou decides it is still n('eded. The Mission generally agreed withthis firding and recomnendat ion, hut fn It that the finding did not 
adoquately recognize controlsthe implemented anid the actions taken topet thesr projects completed. 

IlSAMll/Costa Rica reested that the following summary of its reponse totle draft audit report he inclik!ed in the Executive Suminary: 

IJSAII)/Cost a Rica consider, its program regularof sitevisits and t he continuting efforts in developing
lIlWI'IAN into ai ff c(t i ve planni ngp and moni toring an,for 11, .180 act ivi ties, a proper oversight posture inMallag i ng P1. ,180 TiI tIf I coilnt ry-odned resollrces. The.it, vi,,it lrogram itv's IISAID/C f irst-hatOi knowledge

of t he projec t sft Iti , alii improve.s ionit orig by?III)EI'.AN ',ii iice , reUOfnn, I from that llini st ry normallyaccompany IISAI P officer% on site visiti. M PIIPiLAN's new f Ii il i.i l rugor:litagitia i tiReilution its i iie, among
I 1h1'ot hu hr rin .,, 1!1I' ll) I Sihlluneit of an ilit r l I audit

fiilicl ioll witlitn tll il'I1AN 6iind re'qi les alpioval by4tll lW'14 N if the, r'i',il vInt , 1occotllitiig oi,'%tem. These
regiilition, wti,, Ih,'oiighlv reviewed anld :ippliOVM1 bythe IIAIn i Ie' of Ulnder,tandillg No, I dated5iiept(eii'l 1,1, 1!)87, to (he FY P1,-480 Tit Ir I Sale'Agreleolmenllt hti, pollci% aill pIFovtte'llrt- coipled with 

i
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the USAII)'s monitoring of the PL-480 Title Iactivities and MIl)FPIAN reporting, appear to besufficient to ascertain compliance with all managementand implementation requirements established under the 
program.
 

USAID has been assertive in the management of PL 480Title I funds and has worked through MIDEPIAN asappropriate to correct 
 known deficiencies. The
requirement for the 1986 evaluation of MIDEPIAN is oneexample of the approach taken by the 
Mission to
improve monitoring of 480PI. country-owned resources. 
Within reason, we attempt to assure adherenceterms of the joint programming agreement. to the

Considering
that PL 480 Title I resources are owned by the 6OCR,IJSAID/Cf's assessment is that excluding a bona fideGOCR entity from managing PI. 480 Title I funds basedsolely on an audit based determination of what is aproper emergency is not warranted at this time. 

tit
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AI)IT OF PL 480 TITLE I

LOCAL CURRENCY FINDS


MANAGED BY THE NATIONAL 
IERGENCY CO4ISSION 
(USAID/COSTA RICA)
 

PART I - INTRODUCTION
 

A. lackg_'ound 

Til! I of the Apriuiltural Trade Development and Assistance Act ofas amended (Public Law 480) authorizes the President 
1954, 

agricuiltuiral commodities to sell surplusto friendly countries.
financed by concessional These food sales areloans 
with terms favorable to the
countries. recipient
In rturn for this assistance, recipient governments agree to
use the local currency earned from the sale of the commodities in their
countries for development purposes.

jointly agreedl upon 

The uses of the local currency areby All) and the recipient government. However,accordance witi ATI)'s Policy inl)eterminatioa No. the5, extentinvolvement of AID'sin programming and monitoring the use of local currencyvaries from country to country.
 

Cost a Rica has 
 part icipate, in Pi. 480tie Title I programthev system for programming and monitoring the of 
since 1982, and 

currency has evolved 
use Title I local over time. Before 1986,prog'ainined local currency wasas either "transfers" or "projects." Beneficiary institutionswho received "transfers" did not have to report on howfunds, and in they used thesome cases the intended use of the funds was not welldeffined. Since 1986, however, all new activities were approved"l)lojects." as 

the M.inistry 
These projects were formalized through agreementsof National Planning between 

beneficiary institutions, and 
and Economic Policy (MIDEPIAN), thesometimes ISAID/Costa Ricaagreements specified the intended use 

as well. These
 
of the funds, reporting
requirements, implementation arrangements, a,. so on. In general,
lJSAIl/Costa Rica participated actively with MIDUPIAN in programming Title
I funds, while MDFPIAN assiuned most of the responsibility for monitoringcompliaince with the agreement s. 

Costa Rica's National Emergency Commission (CNE), which hade(plivalent of about received the$9.8 million 1/ in Title I local currency as of July
1987, was created by the National Emergency Law, passed
1969. The law on August 11,authorze' the Executive Branch toemergency declare a nationalwie rever it thought it necessary because ofphenomenon, epidemic, a natural or huinan act. The Commi ssionplan for and respond was authorized toto these emergencies, andof was made exempt from mostthe re(ptirements of Csta Rica's Financial Administration Law (exceptfor periodic after-the-fact reviews by thie Controller General). 

h11i4)ugh!ot thi s report, Title I local rI'rre.ny is converted to
dollars at the exchange 
rate tied to generate the local currencythrough tlk- sale of Title I coo.odities.
 

I 
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The scope of the Commission's activities increased considerably whenlaw was theamended on September 23, 1983. The amendment gave the ExecutiveBranch power "to declare a condition of national emergency in any part ofthe national territory or in any sector of national activity, whenever itbelieves it necessary because of any social contingency." At this time,
CNE began to operate 
as a public works agency. 
 By using CNE to implement
a wide variety of routine development projects, the Government
ISAII)/Costa Rica's concurrence) was to 
(with


able avoid complying with whatwere seen as burdensome requirements 
of the Financial Administration
Law. In particular, 
the 

a section of the law which gave unsuccessful biddersright to appeal contract awards was widely perceived as leading to

long delays. 

Between ,hily and1984 April 1985, CNI received $968,374 in Title Ifunds. Of this aMOUnt, $232,900 was for a river dredging project, and$73S,474 was to be placed in the 
National Emergency Fund and used 
as
 
needed. 

In June 1085, the local press began to report on an alleged embezzlement
of funds from CNFi. Although 
was (not yet 

the Government of Costa Rica's investigation
complete, officials 
involved in the investigation told us
that about 
$2.6 million was stolen. The 
alleged embezzlement 
 was
accoinplished by issuing checks to non-existent businesses.
possible to determine whether Title funds 
It was not

I were among those reportedlystolen be'cause Title I funds were commingled in single accounta bankwith CNE's other sources of income. Title I furlspercent of the funds under CNI-'s 
made up about eight

control at the time the alleged fraud 
occur red. 

After the alleged fraud was discovered, some steps were taken to
strengthen CNE's internal controls. A new and larger staff was hired andin September 1986 several new administrative proc-duires were adopted.
 
Between September 1985 and .Jily 1987, 
 CNE received another $8.8 millionin,Tit le I funds. These funds towere provide production credit tocooperat ives in Southern Costa Rica and to finance six road constructionprojects. (An
directly 

additional $2 million programf.ed for CNHi was dIsbIrsedto the agency which implemented the prodtuction creditactivity.) Another $5.8 million in Title I funds was programmed for CNFprojects but had not been disbursed as of -July 31, 1987. A list of Title
I activities implemented 
 through CNB ispresented in lixhibit 1.
 
(:NF had a staff of 15, including 3 professionals. As of April 31, 1987,it was ,!mnag Irig $10. I Ii ,110, "lud I rg Income from all sources. 
11. Audit)jw,,t I and S$cow,#
 

'r,, ( il1e of 1h I-oPrmal IIspector General for AtidIt/Tegic igelpa
Colil ct,.d a iildlliti,1 allI (olmpl ilialle illdit
cUIUOrlre ' u-il, l,,I,l;I$'tl1 by CNI , 

of I'l. 4J0 Tit I local
which covered the periodl fromt' .uly 1984Thel,, tt1
tllr, l 'filly 1'187. i tI vd*,, 0 r' CNI 's,vi;latsystem of
it 'l'lilI u llllt l'tor I'l, 1 0 Ti IIf. loca'il ('Iu1l'l t;1 fun0dS. 

2
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To accomplish this objective, docunentation 
accmilnI i np. recoril ,, payment 

such as agreements,
documentat ion, report s, andwas correspondencereviewed. Interviews were conduc ted with officials in (ISAlI)/CostaRica, CNF, I IFPIAN, the inistry of PublictheOffice Works and Transport,of the Controller General, theInvestigations, the National Bank of Costa Rica, 

Office of Judicial 
the Executive Unit fortie Southern Zone, and representatives of three consulting
construction fin, s andworking on CNF projects. Twofinanced through 

of the six road projectsCNE were visited. The status of prior auditrecommendations made by the Government of Costa Rica's Office of theController General was reviewed. 

Ile audit included reviews of compliance with Costa Rica's FinancialAdministration Law and its implementing regulations, PL 480 Title I SalesAgreements and Memoranda of Understanding, Letters of Understanding, andother guidance. The audit also included an examinationfinmncial intcrnal control of CNE'3system. The financial internalconsisted control systemof controls over purchases, the receipt and disbursementfund s, and the recording of transact ions, in addition 
of 

to projectmon i to ri ig. 

The audit field work was conducted from June 20 through September 8,1987, and covered the eqjivalent of $9.8 million in disbursementsm:N.. "the audit towas made in accordance with generally accepted government
auditing standards. 



Alfl)IT OF PL 480 TITLE I 
LOCAL CURRENCY FUNDS
 

MANAGED BY TE NATIONAL
 
FMIERGENCY COatISSION 

(IISAID/C)STA RICA) 

PART If - RESULTS OF AUDIT 

The National Eanergency Commission 
(CNE) did not 
have adequate internal
controls. The 
 Comnission 
 did not have written accounting and
dishursement procedures, did not promptly and accuratelytransact ions, record financialand d id not moni tor project implementation adeqPiately. 
';flm( '', t li tLje, I " IIII)le'miI~ tied by CN[ ere closely lm1onitoI'!dllSAIl/'(:ostl Ifica anmid the byMiiistry of Na.t ional llanni ng ail Economicl'o I icy. Their close involvement in some CNhi projects helped to offset
tihe lack of monitoring by CNi. 
The f irst report f irk]ing is t hat lit tle advant age wasimplementing Pl. 480 gained byTitle I projects thiuough CNE, while at tie same timeCNEI lacked internal control s needed to protect Title I funl1sor misuse. The second fro wastefinding is that twoUNTl road projects implemented byhad been albandoneI by the cont ractors before they were finished. 

The f irst repoi t recomnrndlat ion is that IJSAID/Costa Rica agreeimplement Title I projects through CNI only 
to 

if a bona fide emergencyxISt S. ihe Hrscond IeCommnendail is that the roa(d between Ulpala anid SanJose (lPizote) Ix!(Crnpleted, and that the road between Nicoya and Caimitalbe completed if IISAI1)/0)sta Rica decides that it is still needed. 



A. Audit Findiigs and Recommendations
 

1. Local Currency Should Not Be Channeled through the National Emergency
Commission Unless a Bona Fide Emergency Exists
 

Institutions chosen 
 to receive PL. 480 Title I local currency should have(ie a bilitv to properly manage and account for those fluds, The National
Pr-ergencN, Comiiission (CNl) 
 had received the equivalent of about $9.8million in 
"ritIe I funds, but lacked 
 the qualified staff andadministrative 
systems needed 
to maintain control
The t',vrnment of over these resources.Costa Rica, with USAII)/Costa
channeled the Rica's concurrence,funds through CNE because the Commission was exempt frommost provisions of the Financial Administration 
provision which gave 

Law, including theunsuccessful offerors theawa rds. right to appeal contractThe Mission's perception was that Costa Rican businesses oftenabused this provision of the law, creating unreasonablecontracting process. This 
delays in theperception wasexperience not supported by the actualin Consta Rica, however.

projects an 
Using CNE to manage local currencyintiohuced unne,- ssary risk of waste or misuse ofwithout furKIsI oducing a commensurate benefit.

the Commission's Director, 
At the same time, according tousing CNti to implement routineproject-, diverted puh]lc worksthe Commission from its responsibility to plan for and

e'.[polid to tru vllergi *ncies. 

PiHcoIiv ii( No. I'i, tiol 

1te H-cli:iend t.ltit !1JAT 1/Cost a 
ihat it will no l(iiger 

Rica inform the Government of Costa Ricaa.g ree to chnnel Pl.tillolph .180 Title I local currency(ihe Najtional EIme rgeiwc Commission 
(except for projects already
blill), liipli'meti 
 ,) lil(le( s iiIxoiia fide emergency exists.
 

1)j sci%, i (
 

Iocal tillviik)y geineiated throltigh salethe of PL14180 Title I commoditiesin %t a Iit i Vlolinged to t he (overnneit of Costa iIISAlli,'(rst RI was involv d ca. lowever,ca 

the 

in prog ramminglu aml monitoring the uses of(1nc'.Ivf .l ti Iv. AID', ;upplemental puidance on i)rogramminln locallil 'ficv piovilve, that lt~n Alli) choo.ies to ditect!y associate localcijulrelicv witlh liost govornmient or private sector activities, theSiholill Mission)e a e thathivo leoii lni sim l,,imi the Imnplemenitation and monitori ng
ciapaollil es of t he implemntini aglc ncies are adeqtiate. 

Beh, i hily Iit0.1 and<! hilv Ik1087, CNEi receive.-d tlie ecpuivailentini I1ioii ill TitI, I ,lol iirti'llu)' to implement 
of $9.8 

it',w I i , I lito ou Iiv 
six routine load project%I I-% wii ch could Ie considered relit ed(.I'rp'l'ic iv' of to
Olilr, or anogtier. A-; of' J ly 1987, ant 


sort 

additional $5,.8inil ilioni'Ii e"l jirigriotfniivl but not 
 di sbilt'%std to (Oil-, for two rout ine
rndi, lltojtij.. iIt mna
t ,n tii plroject 

No Vt oe' Adhlr'.I - Ih (oyvlo ill)lt (if (*O',t lth t*it
oll(lillflf'lli. , ,1111",, o 1l1',tN.t Ih 
. I , I issiion's 

t iipi wlIi 
 l ii litIe road pllojeci tS l4't,b ilthe 6"$i1t,:11% 111 W.1i,i'leVtjt I loim llost Jl o'if 3)5
i ! ,,
of Cos.t a Illi i's Ftilnic lalAtllini I it lol I.iw, lili!Iii I Ill foff , provi toll Whicgli ave,ll f it,,ii ll i1 iippoiI C lut I iil I a,.irdsI toI 
I 1itt cuice,ssfil

he' Controll r Get'lerll. 



Costa Rican and Mtission officials believed 
 that Costa Rican
constnction roadfirms often abused this provisionunreasonable delays the 
of the law, creatingin procurement process. This beliefsupported by the was notactual experience Costain Rica,the regulation implementing the 
however. According toFinancial Administration Law, contractappeals must be presented to the Controller General Costathree working days after the announcement 

of Rica within 
of the contractGaceta, the official daily of 

award in Larecord government proceedings. Withti-neiglt days the isafter appeal received the thatcontract and the company 
agency awarded thewhich received the contract must present to theController General any information they feel is relevant to the appeal.The Controller General must normally resolve appealthe within 45 workingdays, but in except ional cases may take up to a maximum of 90 days.
 

The Controller Gent-ral's 
 Office kept statistics on how many contractswere appealed, how long it took to adjudicate the appeals, and how theywere resolved. Of the 17 road construction contracts awarded fromthrouph 1987, 4 were appealed. Of the four appeals, 
1984 

the complainants one was withdrawn byafter 39 (lays, and three wre decided in favor of thecontractinp agency 89,in 55, akd 22 days respectively. After reviewingthese appeals, we concluded that one had no merit. In our theother opinion,three appeals deserved consideration, even though the decisions infavor of the contracting agencies were probably the correcttime ones. Also,th, ponnitted to resolve contract appealsfavorably in Costa Rica comparedwith the time permitted in the lnited States theby FederalAcqui sit i on Regulat ions. Therefore, we concluded that there was noju;t ificat ion for using CNE to precllude the possibility of contract 
appa I s. 

In certain casets, however, CNiL was able t.) speed the procurement processby u iing less than fully compet it i- procedures. For example, CNEselocted a purclusing agent for a road and bridge project in SouthernCosta Vica in only two days, using non-competitive procedures.Similarly, it aselicted supplier of concrete bridge elements for thisprojvct in only a few days, after solicitingIf fully comipetitive lprocdur.s been 
offers fron two businesses.had followed , these procurementswo l,'I haye. likely taken several months to accomplish. 

While there Wt-O,-sltstanttal time savings
question the wisdom of using 

i1 these and other cases, we
less than fuilly competitive procurementprocedrtrs to inplement routine projects.

one 
road Against the time savingsi. st weigh the Ix-nefits of full and open competition and tilegitima tv right of IlnICct#ssful offerors to appeal wlat they perceive as1111f a i r' ont rct ilnip act iolns. 

Thr-r'f-f .)r,,thf wast,) unambigus bluefit to uing CN! a1s a cOndlit forf Inatic Inp rout inh, road project s. At Ie same time, CNF's Internalcontrol weakm. i,%,, ntrodu ei the risk of waste or nll,'duso of Pl. 480 TItie
I flld.. 

a',k linlt r ('tt risho  (:Nl. had not t-tabl shed Internal control%So,it p,~ t Ylit $10 mill ion (counti n1i p.Iit'r ug incortie froth all sources)Itl co ntiol. Thv slw ific Interill control problems disclos td bytir at,1 are 4IliSed h low., 
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-- CNF did not have written accounting and disbursement procedures.
Adeqiate writ ten procedures could have prevented many of the otherinternal control weaknesses discussed in this section.
 
-- PI. 480 
Title I expenditures 
were not 
properly identified 
in (NE's
accounting records, and the responsible CNE staff were not
two activities were aware that
financed with Title 
I funds. To prepare a reportthe source and application ofon 

the Title"budget cards" which 
I funds, CNE relied onwere not a part of its official accounting

System.
 

=-
 Th( source and applicat ion of funds report CNE prepared for uscontained 22 differences with its accounting records$411,000. which totaled
These (diflerences were due to erroneous entries boththe accounting records 
have been 

and the unofficial "budget cards" which 
in 

woulddetected if (:NI- routinely reconciled these two sources ofinfonnat ion. 

-- As of July 1, 1987, CNl' s general ledger
January 31, 1987. We 

had only been updated toalso found eight entries toaccounts. the wrongLater during our audit the general ledger was updatedthrough April 30, 1987.
 

-- CNlE's accomit;ti was not 
properly supervised and did not exercise duecare in maintaining the accounting records.
 
-- CNE's part-time internal 
 auditor spent most of his time performingoperat iona I fiinct ions such as preparing financial reports.ad itor stit t(d t hat li, reviewed the docilments support i ng 

The 
payments, but CNEi. did not document his reviewsan4y and had not preparedaudit reports. At the (end of our audit, the auditor resignedhtlase fits,pef.e1r lin lainly operational finytions,
 

"" CNE (lid ew-,ietially 11o monitoring 
 of the uses of 'Tithe I funds. itlacked the staff needed to monilor Title I projects,inatter of and did not as apolicy re(qui rv impIel elnt itng aRenci(es to stibmit progress
relpo rt S.
 

As a reslt of tlese( deficiencies, CNE was not adequately protecting
41St Title I firl; vgainst waste and misuse. It took CNE 
Pl.
 

prr-part- n report two months toon the solrc e and1 appplcationreport was tjuIsless becatise it contained 
of these fulIs, anl the 

so many' mlstakes,.fouind 'v dIe te Also, while M.no of ml sappropriat ion
which (M: pal d 

of furil s, we did filkl one case Ina colntrictor without ver ifyingNo ftils that flnkds were available.were ill fac t avaIlable, and the Milistry of National Planninga1nd4 l 'lloiri l',lit> had ,usplddhcidtlt I S ill %bulmInelrltsin (i'rtill 11r1I til ol 
to the projectColtrlactor iiageedhi s w,,k CNI: (o*red thl, 

to Correct some deficien:les In er 

IatI# ,-I hw 

eli oeotu,' payment w I it, owl fllls, and Wasmnelgmrsel the Mill %Iry(i of lhib Ic hot ksre'titv.- r'd t ho'p-lV'i11,llt 
aid 'rrlnspiort whilch had . 

In 'll , ),l llusll fhll, 
there wA,, iio, ljiiimIilolil l IxniefitI nplie-n1 to liilng CNE toi loutll . r'€ad pl')Je I.l- Inl
4Chievll I, they those ciases whitr'e tlm!, S.'avillrs were,', achieved Il t he cost of 'llI 1 11I opn) compet It 111oll 0d 
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the right of iIIIsliccessftl ofrerors appealto contract awards. At tle,sane time, CNi''s weal, internal controls introduced! a risk of waste ormisuse of Title I funds. Vinally, according to the Conunission'sDirector, using toCNI implement routine public works projects divertelthe Commission fron its responsibility to plan for and respond trieemergencies. I1SAII)/Costa Rica should 
to 

not agree to channel any additionalTit Ie I funds through CNE (except for projects presently being,implemented) unless a fidebona emergency exists. We would defineemergency as a sudden, an
unforseen event which requires an immediateresponse. lie would exclude from this definition crise'3 whicih result frombureauicratic delays in implementing projects.
 

'lalna1v;,igt Comments
 

USAID/Costa Rica 
 stated that it was managing P1, 480 Title I localcurrency in accordance with AID's Policy Detenuination No. 5,states that All) shouilid enti st the recipient country with of 
which 

as muchwork of titilizinp and accointing for country - owned 
the 

local currencypossible. The Mission noted that 
as

the decision to NE toise implementroitino &.evelopm ent projects (in order to avoid complying with normalcont racting procedlrlrcs) was made by a friendly, democratic goverinment.Therefore, ISAI)/(osta Rica did not apree witi our recominelnation thatthe Mission iiform theiGovo-rinent that itchaikii ,l 1I1, would no longer agree to,1 T itle 1 local cirreuicy throuigh CN inless a bona fiden,(1il ,rglcv ox i S t ed It g4gts : theed tt. recoIimCndat ion I changed to
read J,; follIow.;
 

We ri-c (mliCl,l t hat IlSA I D/Co st a 
 Rica i nform [ the(overnmnit of G)st a Rica] that it will have to approve( s ;accoiint ing system prior to channelinp ahdiitionalI. 180 Titlo I local currellcy through the (N.. 

rhe miss ion also made dh tailed c(miimens on the body of the finding.exar;uplTo, it stited Forthat implementing projects through CNF improved tI!Speed ikl (f f iCioll y of Cont r'ittor Select ionTile .fi%-ion al s sigip(p,%ted alk project implemeltat fon.that iisiig CE to Itplement routine projectsCould acliially oiihall itse aility to r,Spond to te emergencies.add itioi, the !li ssioii de', .ritbed several actions 
In 

taken to correct theim eri l cont ro l problems di sculll's ! in l lie fi idiil. 

(f it I r-ifsp'ec Ior Glnera] onintlit 

The lison lailliains 11 fla tlie de( ision to ise (M" w;i mid. by itso)vo ig,n gi iivUl, lit, and tdii it wtolild1 ,, iinappropriate for tll' Hti ollito ilpoe4 
act 

its owl Views on tilt, wi loll of implemnenting routl i, Titlevi? i,,s through ;Nli. Ikiwever, the 1,1sion' s formor Gilirol lI'r 
I 

ind at e, ito h(ei aillditor.s l a sepiriti a%,illmv It t hat ttil- M soi wasthiln. i h,, deiAIoii to ill CNI:, Ill. , ('t t ed I hat I the Missioll haddil,,,ov .'- i .a l'iophio ti tI Co. a R1 i ai law which would p rmi t flost.rifill)p 'uirll; at Ion of .i1It) iii pril) iiCt1%, .1ilit heI 41 ,.iollsilrc,'s, i l i ,, Gh (lll 
that l hadm I v p.'d I e1ill o (ofj,,li !oosi ia i !, ('Nh toiitolntp llicf-rt.lim high pr1,oi)i plolet I,.. 



Even lea(viug as ile the question of who developed the idea of using CNFi toimplement Title I projects, we believe that our recommendation,originally asformIlated, is aippropriate. Statewhich 327494 (October 21, 1987)provides supplemental guidance on programming local currency,
states that: 

If XII) should choose to directly associate jointly

programmed local 
 currency with host governmentprojects or private sector activities, the Missionshould have reasonable assurance that the activitieshave heen designed in accordance with sound technical,financial and environmental practices, [aru] thatimplementation and monitoring capabilites of theimplementing entities are adequate .... 

This guidance implies that fully competitive contracting
(including provisions procedures
for contract appeals) should be followed inimplementing local currency projects unless some compelling
dlictates the use of less competitive procedures. 

reason 
Therefore the originalreco nmendation has been retained.
 

In response to the first 
of the Mission's detailed comments, it isthat trueCNE could speed contractor selection by usingcompetitive procedures, and that 
less than fully

these time savings could reduce thetotal time reqjired to implement a project. As discussed in the finding,however, these time savings were achieved at the cost of full andcorfiqetition openand the legitimate right of unsuccessful offerors to appealcontracting actions. Second, in theory
does, one could argue, as the Missionthat implementing routine development projects could givepractical experience which could enhance its ability 

CNE 
emergencies. In practice, CNE acted merely as 

to respond to true 
a conduit for funds, while
almost all of the work of designing projects, preparingdocuments, and r'nitoring contracting

project implementation was performed by other
agencies.
 



2. Two Road Projects Had Not Been Completed
 

Two road projects financed through 
 CNE had been abandoned bycontractors in a state of partial completion. 
the 

Upala The first road, betweenand San Jose (Pizote), was supposed to be delivered by May1987. The contractor abandoned the project in 
11, 

consulting engineers asked the company 
March 1987 when the 

to redo some work which thecontractor felt was of acceptable quality. Atcontractor reversed its and 
the end of the audit, theposition repaired the road, but the repairwork had not yet been accepted by the consulting engineersMinistry of Public or theWorks and Transport (M0Il'). The second road, LetweenNicoya and Caimital, was scheduled to be completed in September 1986.was abandoned by tile contractor in April 1986 after 

It 
the project budgetwas depleted. The budget was

because the MOPT 
spent before the project was completedsignificantly underestimated the cost 
of the road and
allowed the contractor to perform some work which was not included in thecontract. As result, 
 the work already done
a on both roads was
deteriorating, and due to the effect of inflation the cost of eventuallyrepairing and finishing the roads was 
increasing.
 

Recommendation No. 2
 

lie recommend that IJSAID/Costa Rica:
 

a) obtain evidence from the Government of Costa Rica that the 
 roadbetween San Jose (Pizote) and Upala has been completed, and
 
b) decide whether the 
 road between Nicoya and Caimital should be
completed, and 
 if so, obtain evidence that the road has been


completed. 

Discussion
 

Two road projects funded through CNE had been abandoned by thecontractors 
in a state of partial completion. Very little work had been
done on road moreeither in than a year, and in the meantime thealready accomplished had deteriorated work
due to the effects of traffic andweather. 
The two projects are discussed in the sections that follow. 

Tipala-San Jose (Pizote) - This project consisted of upgrading and
applying a fine gravel
San 

surface to the 15 kilometer road between 1lpala andJose (Pizote) in Northwestern Costa Rica. (It is customary toinclude the traditional 
this town from the 

name of San Jose in parentheses to distinguishcapital city Costaof Rica.) The planned cost was$1.6 million. According to the original contract, the road wascompleted by April to be1986. 1lowever, 'he MOPT granted the contractorextensions totaling about months10 (roughly the term of the originalcontract). Most of this delay was attributable to the total suspensionof work between June and1986 February 1987 due to heavy rains. When thecontractor began work again on February 16, 1987, onlyremained in eight (laysthe, contract term (including all extensions), and Febnuryon21 thle coItractor asked tile MIJ1 to inspect and receive the road. 
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The MOPT and its consulting engineers inspected the road on March 11,
1987. The MOPT found the work basically acceptable, but stated that the 
contractor woulh have to correct certain deficiencies noted by tile 
consulting engineers. The consulting firm notified the contractor that
about 25 percent of the road surface would have to be scarified and 
recompacted. Several minor deficiencies were also noted.
 

According to Costa Rican law, the contractor then had two months, or
until May 11, 1987, to deliver the road with all deficiencies corrected.
The contractor corrected some minor deficiencies but refused to do any
further work on the road surface. Representatives of the contractor told
 
us that they had delivered the road in good condition. According to 
them, the consulting finn's assertion that 25 percent of the road surface
 
was unacceptable implied that their company did poor quality work. 
 They

said that they would have been willing to rework perhaps 8 or 10 percent
of the surface, hut not 25 percent. Therefore, they had removed their 
equipment from the work site without doing the required work on the road 
surface.
 

Because the contractor did not correct the deficiencies noted by the

consulting firm by May Il, 1987 the contractor was subject to the fines
specified in Costa Rica's "General Specifications for the Construction of
Roads, Highways, and Bridges." iowever, in comparison with the $1.3 
million contract cost, the stipulated fine of $80 per day had little more

than symbolic significance. Fortunately, performance guarantees totaling
$52,894 (roughly equal to the cost of correcting the deficiencies) had 
been withheld from payments to the contractor. 

In the meantime, the condition of the road had deteriorated due to the 
apparent poor quality of the road surface, lack of maintenance, the 
effects of heavy rain, and the transit of overloaded trucks. (Many of
the overloaded vehicles reportedly belonged to a consortium which wasbuilding adjoining road segments financed under USAID/Costa Rica's
Norther-n Zone Infrastructure project.) We traveled the road in July
1987, less than four months after tie road surface was completed, and
found that many sections were covered with large potholes and 
corrugations.
 

At the end of July, the contractor proposed to scarify and recompact the
entire 15 kilometer length of the road, absorbing the cost for 4
kilometers (27 percent) and charging the MOPT for the cost of the
remaining 11 kilometers. This proposal represented a reversal of the 
contractor's previous position that it would not redo 25 percent of the
road surface. Tie contractor's representatives explained that they were
anxious to put this controversy behind them. This proposal was rejected
by the consulting firm, which stated that the price the contractor
proposed to charge the MOPT for 11 kilometers ($4,800 per kilometer) was 
excessive. The consulting firm's position was that the MOPT should 
terminate the existing contract and invite new tds for repairing the 
road, charging the cost to the original contractor. 

At the end of our audit, the contractor changed its position a second 
time, and repaired the entire length of tile road at its own expense. 
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However, we did not have the expertise to evaluate the quality of this

repair work, and road not been
the had yet accepted by the consulting

firm or the MOPT.
 

Nicoya-Caimital - This project was to tq)grade and pave nine kiloneters ofroad between Nicoya and Caimital in the Pacifico Seco region of 
Costa

Rica. The estimated cost of 
this project was about $1 million at the.
time of our audit. The road was originally scheduled to be completed by

September 1986.
 

The contractor abandoned this project 
in April 1986 when the project

budget was depleted. 
 The original budget proved inadequate because

MOPT used poor cost estimating procedures, and 

the
 
also because the MOPT
allowed the contractor to perform work which was not in the contract.
 

The original budget 
of $1.6 million for this activity was to pay for the
improvement and paving of 40 kilometers of road between Nicoya and Samara
 
as well as the constnction of 
four bridges on a separate route. This

budget, which was 
not carefully reviewed by ISAID/Costa Rica, could only

have been based on wishful thinking. 
 Nine months later, it was estimated
that $648,266 would be needed to upgrade and pave only nine kilometers of
road, without building any bridges. At the time of our audit, the
estimated cost of the nine kilometer road section had climbed to more
 
than $953,895. This last increase was due 
to the fact that the MOPT's
estimate of earth movement was only 
one-third of actual
the amount

requi red, the fact that the NMOPT 0id not accurately evaluatecondition of existing drainage structures, and 

the 
other factors. Inaddition, the OPT allowed the contractor to perform work worth about

$67,000 which was not inclixled in the contrac.. The MOVF's plan was toretroactively incorporate this work in the contract through a
modification order. 

Between April 1986, when the contractor abandoned this project, and July
1987, when we traveled part of 
 the road, the work already done had
experienced some degradation. At least one kilometer of the three
kilomweters paved before the contractor left the site had begun todeteriorate. This section had only one layer of asphalt instead of thetwo layers planned, and in many places the asphalt had worn through tothe base material below. The contractor's representatives explained that
there were no funds available to lay down a second asphalt treatmentbefore they removed their e:-jipment from the site. They also stated that 
a four-kilometer of the hadsectit base layer deteriorated somewhatsince the aggregate mterial had not been stabilized with cement before
they abandoned the project. 

The (;overnment of Costa Rica had taken some to findsteps the financing
to complete the Nicoya-Caimital road. The Ministry of National Planningand I-conomic Policy NIIlIWl:JAN) had withtld distbirsement of $75,435 in PI,.180 Title 
 I fudrk% until the MOiT provided the additional finauncng
re(qJired (estimated by the MOP'T at $227,118) from its own budget.According to a Moi'r officilt1, atbout $181,694 from the 4OI'"Ts 1988 bridgethad beenr )rogamlned for this p)ut)Ose. This amount was not adequate, In 
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our opinion, since it was $45,424 less than the HOPT's own estimatethe financing needed to conplete of
this coad, and since the MOPT's previouscost estimates for this project were unjustifiably optimistic. (Moreinformation on the management of the Nicoya-Caimital project is includedin the "other pertinent matters" section of this report.) 

Because of the effects of inflation, delays in completing these two roadsincreased the cost of eventually repairing and finishing the roads. Forexample, since the Nicoya-Caimital road work was discontinued in April
1986, the Costa Rican wholesale price index had moved up about 12percent. USAID/C'osta Rica should see that the Upala-San Jose (Pizote)road is completed as soon as possible. In the audit exit conference,IJSAI)/Csta Rica's Agricultural Development Officer stated that the
Mission was not certain that the Nicoya-Caimital road would produceenough benefits to justify its completion. The Mission should decide
whether the road should be completed, and if so, take whatever actions itdeems necessary to finish the work. This will prevent further costincreases and further deterioration of the work already done. 

Management Comments 

USAID/Costa Rica generally agreed with this finding and recommendation,hut felt that the finding did not give adequate recognition to some ofthe controls implemented and actions taken to get these road projectscompleted. In part icular, the Mission felt that the statement that"fortunately" perfonance guarantees were withheld from the contractorfor the UIpala-San Jose (Pizote) road tended to dismiss the internal

controls which lhad been established.
 

Office of Inspector General Contrw-nts 

It is true that the firding d.s not discuss all of the meetings held andletters sent by IISAID/Costa Rica and MIJIPIAN in an attempt to have thesetwo projects finished. These actions were probably an important factor
in the contractor's decision to repair the Upala-San Jose (Pizote) road.The statement that "fortunately" performance guarantees were withheld isinteided to recognize, n-)t to dismiss, the normal safeguards which wereestablished in this case and in most construction contracts. 
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B. Compliance and Internal Control 

1. Compliance
 

The audit included reviews of compliance with Costa Rica's Financial
Administration Law and its implementing regulations, PI, 480 Title I SalesAgreements and Memoranda of Understanding, Letters of Understanding, andother guidance. No major instances of non-compliance were disclosed.Except for the minor compliance issues discussed in the following reportsection, the tested items were in conmpliance, and nothing came to ourattention which would suggest that the untested items Were not incompliance with applicable laws and regulations. 

2. Internal kontrol 

The audit also innludeed an examination of CNE's internal control system.The int.rnal control system consisted of controls over purchases, thereceipt and distursement of funds, and the recording of transactiops, inaddition to project monitoring. The review of the internal controlsystem showed that there were significant deficiencies in controls overdisbursements, recording of transactions, and project monitoring. Asdiscussed in finding No. I, CNE lacked written disbursement 
account ing procedures, did not accurately 

and 
and promptly record

transact ions, and did not properly monitor project implementation.
Better internal controls were needed to protect against the possibilityof waste. or misuse of resources. Certain relatively winor internalcontrol weaknesses are described In the following report section. 
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C. Other Pertinent Matters
 

The following sections discuss three relatively minor problems which do
 
not warrant formal recommendations.
 

Nicoya-Caimital Road As originally 
conceived, this activity was
supposed to be managed by a private sector organization, and was supposedto finance the construction of four bridges and 40 kilometers of road.ISAID/Costa Rica's interest 
in funding road construction in the Nicoyapeninsula resulted from 
a former U.S. Ambassador's desire 
to build four
bridges between Samara and Garza. 
 The Government of Costa Rica, 
on the
other hand, was most interested in improving 
the road between Nicoya and
Samara (a different route). We were 
told by several officials that
former Vice President Arauz, a principal proponent this
of idea, wanted
this road improved because tie 
owned property in Samara. 
When UISAlV/Costa
Rica approved this activity in March 1985, it did not specify how manykilometers of road were to be built, or 
specify that it expected fourbridges to also be constructed. It did state that the activity was to be
managed by the Association of Ifighways and Roads, a private sectorinstitution. When the Goverrunent of Costa Rica unilaterally decidedimplement the project throuigh the MOIVf instead, 
to 

the Mission did not
insist thuit the Govervnent reve se this decision because MtOPTthe hadalready issued the invitation for bids. Due poorto cost estimation, andless importantly due to poor project management, the only work actuallyfir~inced was a nine kilometer road section which had abandonedbeen whenonly partially complete(! for more than a year. IAiD/Costa Rice andMIDIEPIAN agreed to reduce the firuncing for this project because theywere, dlssatisfied with the )lPT's management of the activity. We are notmaking a recotvwi-iation becatuse all new Title I activities since 1986UvI, been funded through formal agreements which describe the activitybeing financed , managlinent and reporting responsibilities, cotiditions
prced.,enit, an other !mplementation arrangements. 

4nilticns Precedhent - 1whe activity agreements for the San Jose 
jgr(%i Upala(Gu iles nai ia Roads inclikt conditions precedent which re i r,e, the Nat ional liergency Comission to (I) establish an account ingsystem which c(vplied with generally ctcelited acctxnting principles, larn(2) engag., the services of an occotting firm which would providetpiarterly and final certifications concreiing ti uist, of fund|s under theagreeent s. Pie Hilnistry 
for National Planning ad F.conomic Policy hadi' s soun, proceturrsnot e il wd for verifying c(wpl ' e wi th conditionsprecedent, a0 in fact 
neittier condition had twen cojlied with, even
!xitogh di'%tmr. i.t of ibout $4.6 million hal leer made for bothprojtct I, Ill July 1987, the Mltiditry adrIqted new fitancial management

pot ic les sn JIiu 'dl which shoiuld pro~vide bet ter assurawer thAtcOlol I l1fl1 irere.telit ; I r O lm1ed with. 

S. itSIw ra oune A' tivity -ih .Ireut ivr I~ilit for t he ,oiltbel Zorve 
rto-Vj M a goverwitet PuitIy Its Ctarge or promotinog r~onomcdevelopw.it In ra gion) ialvr-ely 
affectod ty the departure, of its

largest rthltyerr, a ftor.nA t.oerJny. UNJNXR tecel ved attout $2.6 mill ionIn Pl. 48I Title I lo-ist cutrency for plantlng African palm trees andl 

Is 

http:developw.it


cocoa. We did not do detailed audit work at UNESUR, but limited reviewsshowed that there were some serious problems in the management of these 
funds. 

-- The agreements between IJNSUR and the 10 cooperatives whoparticipated in this activity lid not specify how muchcooperatives would receive from (and later have 
the 

to repay to) IJNESUR.In addition, many of the agreements did not adequately identify the 
party .eceiving assistance, lacked the signatures of one party or theother, were not (fated, or contained other deficiencies. At the timeof our audit, JNFiSUR was trying to get the cooperatives to sign newagreements to document their debt of over $2 million. 

-- UNESJR did not know exactly how the cooperatives used the funds they
received, because it had not enforced the requirement that thecOOperat ives submit peritltic progress reports and financial 
statements. 

-- .bst of the futkis for this activity were disbursed directly toUNE 1R, even though the funds were programmed for the National
Dmrgency Comission. At the time of the disbursements, CNE had justsuffered a large embezzlement, and the responsible officials felt it
would 14 safer to dislbjrse the funds directly to UNESlIR.Nonetlless, these disbursements were not in accordance with the
Letters of Mkriterstatling which programed these fukls for the 
Nat iona lEmergency Commission. 

Whit' 64. are not nutking a foiinal rec(tnmelbtation, IISAID/Costa Rica shouldnot ag I've to pin ram ainy add it iona I funds for UNESUR unless theorgani zation can demonstrate through an independent audit that it has
ilmpleawntetd acceptable internal controls. 
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AUDIT OF PL 480 TITLE I
 
LOCAL CURRENCY FUNDS
 

MANAGED BY ThE NATIONAL
 
EiERGENCY C(WISSION


(USAID/COSTA RICA) 

PART III -EXIIIBITS AND APPENDICES
 



EXIIBIT 1 

Pl. 480 Title I Local Currency Activities
 
Implemented through the National Emergency Commission 

Programmed 1/ Disbursed 1/ 

($000) ($000)
 

Tempisque and Las Palnas River Dredging 233 233
 

Nat ional {Imergeiiy IUnd 735 735
 

Upala-Saii Jose (Pizote) Road 1,590 1,133 

Nicoya-Caimital Road 727 651
 

(nas-tlpala Road 4,076 573 

(;Lapi.f s-Ileryed i' Road 239 0 

Imprnvement of R'.oad ' and Bridges in the 

Sot m he ,on! 1,521 1,420 

1'lanthtrig, of Arrican Palms 607 2/ 607 2/
 

San .ost-Guapi le, Road 4,221 4,056
 

Oiatro liwa s-Sm .70%. (P1 zote) Road 814 391 

Siceirres- l.imon, Road Maintemnnce 620 0 
Iarm Drl mag in tfe Solthern Zone 181 0 

15,S64 9,799 

Notes: 1. Local currency ik converted to dollar.s tit Owhexchange ratete-dl to i wneratt the leal ctirrewK-y throth ti siale of TitleI tmodj It I. I)Ietil May ItMt dd to total ('ir to roiUmling. 

2. 7.1t. aw',tmo1uu 'to iI 11It1i'1 $2.010, '97 whlth was progrAmedfoi IV Nat I )N I Itelr .wy CiMi1 %%lon 114Jt dl ONIIred di rect ly
t) Ow UImti'( tive thilt for Ohe Sout en Zone. 
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MEMORANDUM
 

November 25, 1987
 

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

FROM: 	 Richard K. Archi, MDIR, a
 

SUBJECT: 	 Audit of PL-480 Title I Local Currency Funds Managed by the National
 
Emergency Commission (USAID/COSTA RICA)
 

USAID/Costa Rica has reviewed the subject draft report and although we cannot
 
quarrel with most of the facts, we do have problems with balance in the report
 
and strong reservations about the wisdom of Recommendation Number 1.
 

Since 1983, the basic policy governing programming of PL 480 local currency
generations rias been Policy Determination No. 5. This policy determination 
encouraged AID's participation in the programming of country-owned local 
currency generated by the sale of PL 480 Title I commodities and specified 
that Missions should entrust the recipient country with as much of the work of 
utilizing and accounting for the country-owned local currency as possible.
This Mission has been and is working very closely with MIDEPLAN, our 
counterpart organization in the PL 480 area, to ensure that MIDEPLAN becomes a 
viable, effective organization that can design, monitor and implement 
activities using PL 480 resources. We believe that we have come a long way in 
implementing the Agency policy expressed in PD 5 and are basically succeeding 
in assisting in the institutional development of MIDEPLAN.
 

The audit, in our opinion, goes beyond the stated scope of a financial and
 
compliance audit of PL 480 Title I country-owned local currency and attempts
 
to interject an audit position on oversight of the program In lieu of stated
 
Agency pol icy. The basic thrust of your report as epitomized In 
reccorfwNndation I is to suggest that we, under the guise of "sound management
practices", reverse this process of relying on MIOEPLAN and become even more 
hands-on in managing PL 480 country-owned local currency. Your recommendation
 
rutntl),r I would have us substitute our judgment in declaring emergencies for
 
that of laws passed by a frienaly, democratic government.
 

We are not, in disigreeiflent witi RIG over the need to improve MIDEPLAN's review 
and approval of internal controls and accounting procedures of those 
Inrtitution. t at they select to imrplement PL 480 activities Including those 
of the Nl.tlonal Emergency Commission. As you note in the report, the Mission 
wa.. ,suft iclfvrtly concerned with the ability of the National Emergency 
Comnission to properly account for funds, that conditions precedent were 
Inserted In tni' road agreeme:nts covering the establiswnent of an adequate 
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accounting system 
and the employment of an accounting 
firm. While it is
regrettable that these actions were not fully complied with, we do not believe
that this failure on MIDEPLAN's part monitor
to these conditions precedent
renders our approach to oversight as ineffective. We believe that 
a more
appropriate recommendation for the National Emergency Commission (CNE) finding
would be to 
have MIDEPLAN continue working with 
CNE in improving their
internal controls and accounting procedures. Such a recommendation instead of
the current recommendation 
number I strikes us as particularly pertinent
since, as noted throughout the 
draft report, are
there Indications of
weaknesses in internal controls.
 

We believe tnat there is 
a lack of balance in the report and that 
some of tne
conclusions reached are 
only one of several 
equally valid conclusions that
could be drawn. 
 For example, cannot one conclude on page 7 that using CNE
implement these to
projects gave them experience in procuring and managing
thereby increasing their ability 
to

loses sigtit at 

respond to true emergencies? The report
times that these are country-owned local currencies and that
conscious decision was a
made by a responsible, sovereign, democratic government
to implement these projects using the 
procedures established in their laws.
While Mission officials may have believed 
that construction 
firms often
appealed awards creating unreasonable delays in the procurement process, we do
not believe tne conclusion can be rpacthed that no value 
was added the
process by using CNE. /s acknowledged on page 10 of the report, CNE was 
to 

able
to speed the procurement process by using less than 
 fully competitive
procedures whicth probably speeded up implementation of the projects by severalmonths. Perhaps Government of (ost Rica officials concluded that suchsubstantial time savings made the process worth while. 

CNE is nut an organization totally bereft of all internal control procedures.As the report notes on page 12, 
 no evidence of misappropriations
uncovered. [yen where the wasCNE's internal control procedures in procurementand payments were adequate and worked perfectly in protecting the interests of
tine GOCH in ensuring that work was perforned according to the contract, thereport (page 17) essentially dismisses these 
internal controls
"Fortunately, performance guarantees by stating
 
. . . . had been withheld from paymentsto the contractor.". 
 There is also scant mention in the report of the USAID
monitoring system which attempted in 
a realistic way to identify and resolve
problems in Implementation. 
 Our effort in assisting MIDEPLAN 
in developing
teir Institutional capacity to 
plan and monitor PL 480 activities should be
noted. 
 Equally important and perhaps unique in the breadth of its coverage,
Is tris Mission's 
 attempt. to ensure Independent audit coverage of all the PL480 programs to ourassist monitoring efforts. All agreements contain this 

requ Iremen t. 

! would appreclate your Inserting tne following paragraphs in the ExecutiveJummary of the f1inal report to in,ure balance in the report and to convey amorre .iccurat,
tmpress ion to Vi e reader of the prude!nce with which tihe Missionis particpatinej In the prografining and monitoring of GOCR owned PL-480 TitleI Local Currcricy reourcC,0: 

"1t0AI/Co~,t., Rica considvrrs Its piogram or regular site visits and the
continuing erforts in developing MIMPtAN Into an effective planning and
 

'i 



Append ix I
 
Page 3 of 6
 

monitoring arm for PL 480 activities, a proper oversight posture inmanaging PL-480 Fitle I country-owned resources. The site visit program
gives USAID/CR first-hand knowledge of 
the project status and improves

monitoring by MIDEPLAN since personnel 
 from that Ministry normally

accompanies USAID officers on site visits. 
 MIDEPLAN's new financial
management regulations include, among other things, 
the establishment of
 an internal audit function within MIDEPLAN and requires approval by
MIDEPLAN of the recipient's accounting system. 
 These regulations were

tnorougily reviewed and approved by 
the USAID in Letter of Understanding
No. 1 dated September 14, 1987, to the FY 1987 PL-480 Title I SalesAgreement. 
 These policies and procedures coupled with the USAID's
monitoring of the PL-480 Title I activities and MIDEPLAN reporting, appear

to be sufficient to ascertain compliance 
 with all management and
 
implementation requirements established under the program.
 

USAID nas been assertive in tne management of PL 480 Title I funds and hasworked through MIDIPLAN 
as appropriate to correct known deficiencies. The
requirement for the 1986 evaluation of 
MIDEPLAN is one example of theapproach taken by the Mission 
 to improve monitoring of PL 480
country-owned resources. 
 Within reason, W 
attempt to assure adherence to
the terms of the joint programming agreement. Considering that PL 480Title I resources are owned by the GOCR, USAID/CR's assessment is thatexcluding a bona fide GOCR entity from managing PL 480 Title I funds basedsolely on an audit based determination of what is a proper emergency is 
not warranted at this time." 

We are attaching our detailed comnents on the draft report. These commentsfollow the outline of the draft report to assist in incorporating them in thebody of the report If suchi is deemed desirable or feasible. We ask thatRecomnwndation hkinber I be rewritten as suggested above.
 

Annexes a/s
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USAID/CR Response to RIG's Draft Audit Report on PL 480 Title I Local

Currency Funds Managed by the National Emergency Commission (CNE)
 

The USAID has reviewed the above mentioned draft audit report and our
observations are presented in 
the 
same format as that of the auditors'
 
draft report.
 

EXECUTIVE SUMMARY SECTION
 

We suggest that the first sentence which reads "Countries which
 
receive agriculture commodities under Public Law 480, 
. . . . " have theword "receive" chianged to "purchase". Title I is a sales program and the

word "receive" may leave tie impression in the reader's mind that it is 
 a 
grant program. Tile first paragraph of this section mentions a total of

$10.1 million being managed by 
tie National Emergency Commission (CNE).
Tlere is similar language on page 2 of the PART I - INTROOUCTION 
Section. The annex, on the other hand, shows $15.5 million programmed
and $9.R disbursed. The reportfinal should clarify these amounts and
indicate how much of the amounts are PL 480 Title I funds.
 

The last swntence starting on page -it- of this Section infers

USAID/Costa hica uses the CNE, which is 

that
 
not correct; it is the Goverrvnent


of Cost;i Hi0jC (GO{CO) whicl chose thie (NE for the implementation of PIL 480

Title I country-owned local currency activities.
 

PART I - INTODUCIION SECTION 

A. BdckjJ
 

Tite ft,! t ;araqrapl, of tilt-; Section snould %tate that Policy
(~e:r~lnt.tor, No. 5 iss ed in 1983 covers the programming and monitoringof Pt. 480r locail curroncy. Thle vxtent of invulveenwrit in prograrriming andmonitortro P. 480 local currency -ictivities was left som wi-at ltexiwbe.
Tills explr,,; tit.-. ,jdlitor'.' Ob,,Pr vation thait involvoir rnt varie% from 
country to rou iry. 

I e(!r it.t t lt,p,it '";Ac(: I 'a.Ve tit!
tfhi t tI( varlety of rototint' d,'v,'lol nt trirojctS lqr)l cmentetd thy t 

;jr,Jr0 ,IJlI on o t In irrpression 
tli CN1:
 

frill)
are Al u toirw't.c witli ti, Mi ..on'% ct7)ntJrrerw.!, wrflcli i% W.t true. 
r ht;XS 4ihWTIne Mi ion con(Lirre(d only oft thi PL Title I projectoo, We aI fo
 

f'1I 'Vto',t .IA iI t tttl (;oVerr 0111t A
. I i s I fl] 04N' wa. fx -4)t fZt(Xo t,Iit,
requlr ,-e-it,. o-inF nclI ai %t,,iroit ton01if -ii l r% w iS t iCtjlt.aunj thaiilU te 
"°taitfri th.0 th,y w,*ri' silts tO avoid C dy)int witil tilt l,1w. 

P.1p,. 14 us'' IIt, a'moutst ofr |niominasu(t , by t se Nt, ,blit tileinfour;.it 0 i cofiAtf'u'.,luj wtiell cxrpared to Fflilfll I ,1u to tirt' tjtr t 
Niaraipli of thle VI ',*wA4Y %ectis 15~ dtk)VCI XLE(011vi , c~1ntlegj ori 

http:infour;.it


I Appendix 
Page 5 of 6
 

PART II - RESULTS OF AUDIT SECTION
 

A. Audit Findings and Recommendations
 

1. Local Currency Should Not Be Channeled through the CNE Unless a 
Bona Fide Emergency Exists
 

The Mission, as pointed out in the transmittal memorandum, is very concerned about the wisdom of this recommendation. Our approach to
oversight of the PL 480 local currency program has been to work closelywith MIDEPLAN to improve the implementing unit's ability to plan,

implement and monitor tne activities. We 
are opposed to interjecting our
decision on what is 
an emergency for those of the proper authorities in
tne Governient of Costa Rica. We strongly suggest a redrafting of therecommendation, as indicated below, to require MIDEPLAN 
to continue
working with the CNE to further 
improve 
their internal controls and
accounting procedures. 
 We suggest the following recommendation wording:
 

"Heconmendation No. I 

We recommend that USAID/Costa Rica inform MIDEPLAN tnat it will have 
to approve CNE's accounting system prior to channeling additional PL

480 Title I Local Currency througn the CNE." 

Discussion
 

On ige 8 of this Section, we suggest a rethinking of the "no valueadded" conclusion and a down playing whatof Mission officials thoughtabout Costa Rican construction firms since the most important opinion isthat of the responsible Government of Costa Rica officials.
 

We believe that greater empasis siould be placed In the first threeparagraphs of page 10 of this section, of the other Important factors
contributing to the use of the CNE, such as speed and efficiency ingetting to the point of selection and, once selection is made, executing

irnplerm.entation and payment.
 

Page II ind 12 of the draft audit report refer to various internal
control deficiencies. The CNE is in the process of correcting these andMIDEPLAN has also adupted the policy of verifying the existence ofseparate accounting records prior to the first disbursement. MIDEPLANalso developed a financial management guide for PL 480 Title Isub-grantees. The Mission reviewed and approved tWe guide prior itstoIssuance and reports on PL 480 Title I sub-grantee accounting systems are 
already coming In. 

With rv"ard to the progress reports referred to in the secondparagraphl ot page 12, the Mission is now requiring that the reports bemade In a timely anner as disbursements are requested by the beneficiary 
Institutions. 
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Also on page 12, last paragraph, the fact that only one case ofpayment without verification of availability of funds could be found, and
that that case was properly resolved, suggests that the issue should not
be included in the report.
 

Paragraph one of page 13 discusses the bona fide emergency issue.The Mission does 
not see any problem with the GOCR 
establishing a
mechanism 
wnicn is exempt 
from certain bureaucratic procedres if it
considers the exemption appropriatu regardless of whether 
the issue at
hand is un emergency or not.
 

The Mission, based on a reading of the Costa Rican law, believes thatthe GOCR has a different idea of what a bona fide emergency is. Webelieve that the GOCR should be left to determine what the legitimatejurisdiction of the Commission should be.
 

2. Two Partially Completed Road Projects Had Been Abandoned
 

Discussion
 

Since a major thrust of the report is that CNE did not have adequateinternal controls 
which introduced 
an unnecessary 
risk of waste or
misuse, 
we believe the treatment of their contracting and payment
procedures on page 17 of the report is unfair. Wy is it "fortunate"that their procedures called for withholding of performance guarantees
and 
were complied with in overseeing the project? 
 We believe that
section should be rewritten giving credit to the 
the
 

organization for
controls adequate to protect the interests of the Government of Costa
Rica.
 



Appendix 2 

Report Distribution 

No. of Copies 
Director, USAID/Cota Rica 5 
AA/LAC 

2 
LAC/CAP/HCR 

I 
LAC/DP 

1 
LAC/DR 

1 
LAC/CONT 

1 
LAC/GC 

1 
LAC RLAs 

1 
GC 

I 
AAIFVA 

1 
FVA/FFP/LAC 

2 
AA/XA 

2 
XA/PR 

1 
LEG 

I 
AA/M 

2 
M/FMIASI) 

3 
PPC/CDIE 

3 
GAO Panama Branch I 
IG 

I 
AIG/A 

1 
IG/PPO 

2 
IG/PSA I 
IG/LC 

I 
G/IM)i/C&R 

12 

IG/I 

RIG/II/T 
1 

Other RIG/As I 


