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The Office of the Regional Inspector General for Audit/Tegucigalpa has 
comp1 eten its aud i t of USAID/Costa Rica's Northen Zone Infrastructure 
Deve lopment proj ect (No. 515-0191). Five copies cf the audi t report are 
enclosed for your action. 

The draf t aud it report was submi t ted to you for comment and your comments 
arc attached to the report. The report contains two recommendations. 
Both recoJTImendat Ions are resolved, and wi 11 be closed \.;rhen the required 
actions have been completed. Please advise me within 30 days of the 
actions taken to implement the two report recommendations. 

I appreciate the cooperation and courtesy extended tQ my staff during the 
aun i t. 



FXFClITIVE SlIM,'I1ARY 

The pllri10se of the Northern i:one Infrastructure Development project was 
to provide a hflsis for the efficient and eqlli table development of the 
rroif'ct area, locaterl in northwestern Costa Rica on the border with 
Ni carag:!?_. The 13 rgest pro j cc t component was to [i nance 152 ki lometers 
of ;111-\-;eather rOCld. Three SMaller components were to finance: 
vil1c\~~p-1('vel in[rastructun~ projects such as schools and community 
centers: feasibility studies and pilot projects; and land purchases and 
thc' provi sion of land ti tIl'S. The project agreements were Signed on July 
20, lC)g), and the project ~lssistance completion date had been extended 
on(' year to Apri I 30, 1988. The $20.8 million project budget included 
$14.7 million in AID loan and grant funds and the equivalent of $6.1 
r~illion in COllTlterpart contrihutions. As of July 31,1987 a total of 
$16.2 million b3d becn disbursed. 

The Office of the Regional Inspector General for Audit/Tegucigalpa 
perfonncd i:) program reslllts audit of the Northern Zone Infrastructure 
Deveiopr;lent project. The audit objectives ",ere to determine Hhether the 
project \vas achieving its planned results, ami t.o selectively evaluate 
internal controls and compliancf' with applicable la\..Js and regulations. 

The resu1ts of the project will be less than expected. Th~ road 
construction component? area development studies component, and land 
purchase and tit 1 j rg component were less successful than planned; whi Ie 
on the other hand, (he communi ty development component was producing very 
good results. 

Three sc riolls i nterna 1 control \oJeaknesses were found. First, the results 
of the project coorrlination and area development studies component and 
the results of the land purchase activity suggf'sted that USAln/Costa Rica 
,1 it! not slIrervi se these nctl vi ties closely enough. Also, it was evident 
that the goals for the land purchase and titling component \oJere 
established arbitrarily, without sufficient participation of the 
implement ing agency in the project design. Finally, the original 
j rnplementat ion schedule for the road construction component was overly 
optimistic, leadi.ng to unanticipated increases in the cost of the 
component and a reduction jn the number of kilometers of road buil t. 

The audit shO\..Jed that the project's land purchase activity \-las not 
implemf-~ntcd in accordance with the relevant legal and policy guidance. 
Also, t\oJO stud ies requi red hy the loan agreement, which could have helped 
mit igate the ad verse envi ronmenta 1 consequences of the project, had not 
heen undertaken four months after the ori.ginal project assistance 
cornp 1 eli on date. 

The Mission marie many attempts to correct the problems experienced on 
thi s project, and its efforts led to the replacement of two project 
directors in two years. It sholJld also be noted that while the project 
\</i 11 not comple1:ely acilieve its intenrled reslllts, there were several 
sirnificant accolo,)lishments. Perhaps ttw principal achievement was the 
construction of 89 kilometers of all-weather road in a region which had 
bpen a1most inaccf'ssah1e dllrinr, the rain .f~ason. 
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The first report findi.ng is that three of the project's four components 
were less sllccessful than planned. The second fincling is that additional 
Clctinlls Here required to mitigate the project's adverse environmental 
eHects. 

The road construe t ion component, area deve lopment stud ies component, and 
1 and pu rchase al1li tit 1 i ng component were signif jcantly less successful 
than planned in the project agreement. On the other hand, the community 
deve lopment component wi 11 like ly exceed its goal of 65 community 
development projects. The most important factors Hhich prevented the 
project from completely achieving its objectives were: limited 
managerial capability in the implementing institutions, an unrealistic 
implementat ion schedule, inaccurate cost estimates, a lack of interest in 
implementing the project on the part of some project staff, a lack of 
oetf:ll led planning for the land purchase and titling component, and weak 
management of the area development stud ies component. As a result, the 
project will only partially achieve its purpose of providing a basis for 
the efficient and eqlll table clevelopment of the project area, as measured 
by the objecti vely verifiahle indicators in the project paper. The 
report recommends that USAID/Costa Rica: ensure that the Government of 
Costa Rica mai ntai ns the roads hui It under this project, deobligate or 
reprogram excess fund~ from one project component, and ensure that 
famj lies recei ving land under this prject have signed agreements 
spec Hying the i r right sand ohligat ions vi s-a-vi s the implementing 
agency. USAID/Costa Rica ag reed with the intent of the recommend at ion 
but di sagreeo ,,,i til som~ of the finding's conclusil,lIs. 

The fooreign Assistance Act and policies adopted by AID emphasize the need 
to protect humid tropical forests and endangered and threatened species. 
By provid i ng easier access into and wi thin the proj ect area, the Northern 
Zone Infrastructure Development project introduced the possibility and 
ir~eed the prohability of environmental degradation of a remote region of 
Costa RiccI. Not enough had been done to prevent deforestation, or to 
protect or even to identify endangered and threatened species in the 
project area. Planned studies which were expected to lead to the 
~ stablishment or expansion of biological reserves, forest reserves, and 
prot ec t ion zones had not been started because nei ther the responsible 
pro j ec t staff nor USAID/Costa Rica placed slIff ic ient priority on the 
stlldl~S. In adclition to the indirect environmental effects of the 
project, the project's lano purchase and titling component had actively 
contri huted to deforestation by converting forested land to agricultural 
Ilses. The conversion of these lands was accomplished without meeting 
certrlin preconditions imposed by the Foreign Assistance Act and AID 
poli cy. 0leither IJSAID/Cost.a Rica nor the implementing agency for the 
land purchase and titljng ccmponent had developed criteria establi.shing 
vlhen (lnd under what circumstance s it might be acceptable to clear forests 
to penni t col ani zat ion. If nothing further is done to minimize the 
adverse environmental effects of this project, the project's benefits may 
he pJftially Of complet e ly offse t by the loss of valuable forests and the 
habi tf'lts of endangered and threatened species. The report recommends 
t hCl t USAIn/Costa Rica obta ina commitment from the Government of Costa, 
HicCl to f inish planned ecological studies Hith its own funds after th~ 
pro j ec t ends, (HId tha t the Mi. ssi on not approve any further land purchases 
lIntll the impll~rnellting agency adopts procedures which protect forested 
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lands. lJSAID/Costa Rica suggested minor changes to this finding but 
ag reed Ivi th the recommendat ion. 

The Mi ssion asked that the following summary of its response to the draft 
audit report he inserted in this Executive SUffiPlary: 

USAIJ)/Costa Rica does not agree with the finding that the road 
construction component \Vas significantly less successful than 
planned. The road that was actually constructed did not follow 
the identical trajectory as the road discussed in the project 
paper but was shorter, less meandering, and constructed using 
improved standards in order to become an effective link in the 
roao system between the Atlantic and Pacific regions of Costa 
Rica. Because of the change in the t raj ectory, the number of 
residents wi th access to all-weather roads vlaS increased from 
the plclOned 35,000 residents to 38,000 residents. The USAID 
consi .. iers this a successful mid-course correction of a project 
design which controlled cost and increased the numher of 
beneficiaries. 

Further, we do not believe that completion of the repayment 
ag rcements by the settlers should be a pre-cond it ion to future 
financing o[ the planned Northern Zone Consolidation Project. 
Under a local currency project signed Hi th the Agrarian 
Devf'lopment Institute (IDA), 1,000 titles are to be furnished to 
settlers in UlC Northern Zone. The provision of titles will 
rc~qlli re that the settlers sign a repayment agreement with IDA. 
LJSAID is conJinited to having IDA include in their agreements with 
set tIers not only cla\lses covering :--ayment terms but also future 
services that settlers under the land purchase and titling 
cOlnponent may expec t. In our opi nion, cleve loping a vi able, 
eHective plan to having the repayment agreements signed and 
lIioni toring the plan's implementation is more practical and 
relevant than either option offered in the draft audit report. 
USAIn does not agree \<1ith cond i tioning the future financ ing of 
the proposed Northern Zone Consolidation Project to obtaining 
cvidf"ncf' tha t the ag reements ha ve been signed. Further, USAID 
does not ag ree wi th closi ng the recommendation, as suggested 
[in] the draft audit report, based on notification to the 
Governmet of Costa Rica that the agreements must be signed 
before the new project is signed. The first option could lead 
to a delay in signing the follow-on project Cwhlch contains a 
significant envirorunental component) and the second could leave 
t he :'~i ssion j 11 the position of ha vi ng the recommendation closed 
hut not complied with at the time of signing the proposed 
project. ~1oreover, fu]]y signing all repaYlilent agreements, 
\,rhi 1c oesirable, is not reJated to the effective implementation 
of the proposed new project and we see no logic in the artifical 
linkage that the audit report is making. We request that the 
recommendation be revised to eliminate 311 pre-conditioning on 
on r llllll c f j na nc i ng • 
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A. Rackg round 

AUDIT OF USAIO/COSTA RICA'S 
NORTHERN ZONE INFRASTRUCTURE 

DEVELOPMENT PROJECT (NO. 515-0191) 

PART I - INTRODUCTION 

The Northern Zone project area, located in northwestern Costa Rica near 
the border with Nicaragua, covered 1,023 square miles and had a 
populat ion of about 3S, 000 people in 1983. The inhabitants' average 
income and standard of 1i ving in tenns of health, education, and housing 
were among the lowest in Costa Rica. The major development constraint in 
the area \vas a lack of adequate all-weather roads. Land suitable for 
intensi ve annual and perennial crop production \"ras being used primarily 
for beef production, at least partly because cattle could walk to market 
wili le frui ts and vegetables had to be transported. By improving access 
into and \Vithin the project area, it was thought that the area could 
SllppOrt a larger population dedicated to more intensive agriculture. In 
addition, the Government of Costa Rica placed a high priority on 
integrating the project arpa into the national economy because of 
cont i IlId ng d iff Lcul ties and border j nc idents \vi th Nicaragua. 

The purpose of the Northern Zone Infrastructure Development project (No. 
SlS-019I) was to provide a basis for the efficient and equitable 
d(>velopf1lpnt of the' project area by (1) improving access to markets, 
Sl~rv ices, and land; (2) expand i ng communi ty-level infrastructure; and (3) 
expand i ng the knO\vlcdge base requi red to plan ancl initiate product i ve 
investments. The project included four components. By far the largest 
~oJas the road consl ruc t ion component, which was to finance 152 ki lometers 
of all-'\.,realher gravel roads. The community development component was 
pl,mncd to finance 65 villap,e-Ieve1 infrastructure projects such as 
schools, community centers, and small bridges. The project coordination 
dlld area development studies component \vas to finance the cost of 
(>stahlishing and operating the project office in Upala, as well as an 
unspecified numher of feasibility studies and pilot projects. The land 
purchasf> anci titling component, financed entirely \vith PL 480 Title I 
counterpart funds, was to finance the purchase of 15,000 hectares of land 
for eventual colonization, as \.,;c11 as the provision of titles to 1,000 
sliJall- and medium-sized farflJf'rS in the project area. 

':'he r.1jnistl)' of National Planning and Economic Policy was in charge of 
coordinating the project, and also operated the pre-investment fund which 
\\'as used to fllnd feasibi1ity studies and pilot project.s. The Ministry of 
Public Works Clnd Transport manap,ed the road construction component, and 
the Nat iona1 Community Development Organi zation implemented the community 
df!velopment component. Finally, the Agrarian Development Institute Has 
ill charge of the land purchase and titling component. 

The proj0ct agreements \vcre signed on July 29, 1983, and the project 
;]ssistance comp:etioll date had been extencled one year to April 30, 1988. 
The $20.8 million project budget included $14.7 million in AID loan and 
~rant funds and the equivalent of $6.1 million in cash and in· kind 



counterpart cont ri but ions. 1 I As of July 31, 1987, a total of $16.2 
million had been disbursed-:- Additional infonnation on the project's 
Financi;:!} status is presented in Exhibit l. 

B. Audit Objectives and Scope 

The Off ice of the Reg lona 1 Inspector General for Aud it/TegL:cigalpa 
performed a program results audit of USAID/Costa Rica's Northern Zone 
Infrastructure Development project. The audit objectives were to 
det e rmi ne \'lhether the project \'las achievi ng its planned results, and to 
selectively evalllat(~ internal controls and compliance with applicable 
13\-Ig and regulat ions. 

To accompl ish these object i ves, documentation stich as agreements, 
report s, account i ng records, "nd correspondence was reviewed. Interviews 
were conducted ,,,i th officials in USAID/Costa Rica, the Ministry of 
N~tlonal Planning and Economic Policy, the Hinistry of Public Works and 
Transport, the National Community Development Organization, the Agrarian 
neve lopment Inst i tllte, the Hi lli st ry of Ag riclllture and Animal Husbandry, 
the Central Bank, and the National Bank of Costa Rica. Project 
bcncficL'lfies were also interviewed, and activities in the project area 
\.Jere obs('rved. Th(~ project had not been audited previously. 

The projl'ct internal control s implemented by the Hinistry of National 
Planning 8nd Econorni.c Policy, the National Community Development 
Orp,anization, and the Agr:1rian Development Institute were selectively 
reviewed as d i sClIssed in the Interna 1 Control sect ion of thi s report. 
Thi s exami nat ion covered conl ro1s over hoth AID funds and counterpart 
contributions. The audit also inclllded revie\.Js of compliance with 
u'rt a ill sec tion s of the Fore ign I\ssistance Act of 1961, as amended, AID's 
Policy a nd Progral:J Guidanc ~ on I1umid Tropi c al Fore sts, and the provisions 
of the loan and g rallt. ag reement s. 

The audit covered activiti e s from July 1983 to September 1987, including 
$11.9 million in AID disbursements. The audit \-Ias performed from June to 
Sf'P t<~mber 1987, find was made in accordance wi th generally accepted 
government audi ting standards. 

JI Throughout this r eport, Economic Support fund and PL 480 Title I 
local curn~ llc )' is conve rted to dollars at the exchange rate llsed to 
"ge nerate" the local currency. 
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AlmIT OF USAID/COSTA RICA'S 
NORTIIERN ZONE I NFRASTRllCnmE 

DEVELOPMENT PROJECT (NO. 515-0191) 

PART I I - RESULTS OF AUDIT 

The r{-~slll ts or tht' project wi 11 be less than expected. The road 
construction component, area development studies component, and land 
p'lrchasC' and titling component were less successful than planned; while 
on the other hand, the communi ty development component was producing very 
good rc sult s. 

Three seriolls internal control \vea],nesses were found. First, the results 
of the project coordination and area development studies component and 
the results of the land purchase activity suggested that USAID/Costa Rica 
did not supervise these activities closely enough. Also, it was evident 
that the goals for the land purchase and titling component were 
estahlished arbitrarily, without sufficient participation of the 
i:nplciflenting agency in the project design. Finally, the original 
implementation schedule for the road construction component was overly 
optimistic, leading to unanticipated increases in the cost of the 
cor:lponent and a reduction in the number of kilometers of road built. 

The audit showed that the project's land purchase activity was not 
imp lemented in accordance wi th the relevant legal and AID policy 
gllidancf'. Also, two studies required by the loan agreement, which could 
have helped mitigate the adverse environmental impact of the project, had 
not yet been undertaken. 

The ~1ission made many attempts to correct the problems experienced on 
this project, and its efforts led to the replacement of two project 
clirectors in two years. It should also be noted that the project 
accomplished the construction of 89 kilometers of all-weather road in "l 

previously isolated region, the completion of 52 commumty development 
projects with 30 more undenvay, the creation of 31 ne\v development 
c~mnittees, and the creation of 21 new development associations. 

The fi rst report fi nding is that three of the project's four components 
were less sllccessful than plannl'd. The second finding is that additional 
actions were needed to mitigate the project's adverse environmental 
effects. 

The first recommendation is that USAID/Costa Rica: ensure that the 
Government of Costa Rica maintains the roads bui It under this project, 
<leobl igate or reprogram excess funds [rom one project component, and 
ensure that fami lies recei ving land under the project sign a2reernents 
specifying their rights and obligations vis-a-vis the implementing 
agency. The second recommendation is that USAID/Costa Rica obtain a 
cOI'1ll1i (f1(;nt frum th0 GovcfIllnent of Costa Rica to finish planned ecological 
studies \."ith its own funds after the project ends, and that the Mission 
not approve any fllrther 1 and purchases unt i 1 the implement i ng agency 
adopts procedures to protect forested lands. 
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A. Audit Findings and Recommendations 

1. The Projec t' s Achievements Were Less than Expected 

The road constrlle t ion component, area development stlld ies component, and 
land purchase and tit ling component Here s ignif icantly less successful 
than planned in the project agreement. On the other hand, the community 
deve 10pll1cnt component wi t 1 likely exceed its goal of 6S community 
development projects. The most important factors \vhich prevented the 
project from complptely achieving its objectives were: limited 
rnanageri al capabi U ty in the implementing inst itutions, an unrealistic 
implementation schedule, inaccurate cost estimates, a lack of interest in 
implementing the project on the part of some project staff, a lack of 
detailed planning for the land purchase and titling component, and weak 
m(lnagement of the area development studies component. As a result, the 
project will only prtrtial1y achieve its purpose of providing a basis for 
the eff ic ient and equi trtble deve lopment of the project area, as measured 
by the objectively verifiable indicators in the project paper. 

Recornmendat ion No.1 

We recommend that USAID/Costa Rica: 

a. obta i n evidence that the Government. of Costa Rica has made 
arrangements for maintaini ng the roads bui 1t under thi s project, 

b. deobligate or reprogram as required $82,000 from the project 
coo rd i nation and area development studies component, and 

c. obtain evidence that the Agrarian Development Institute has a viable 
plan for signing agreements with settlers specifying loan repayment 
tenns and what further services settlers under the land purchase and 
titling component may expect from the Institute, before financing the 
plannec1 Nor.:hern Zone Consolidation project. 

Discllssion 

The road canst ruc t ion, (lrea development stud ies, and land purchase and 
tit 1 i ng components were less successful than planned, whi Ie the commllni ty 
development component will likely exceed expectations. Each project 
component is discussed. in the sections that follow. 

Road Construction - Originally, 152 kilometers of all-weather roads was 
to be bui 1t under thi s component. Thi s goal l"ras later revi sed downward 
to 89 ki10meters. The final design for the main truck road \Vas 17 
ki lometers shorter than planned, and no funds ",ere left over to bui Id 4S 
ki lometers of planned feeder roads even though the component budget was 
increased from $13.4 million to $14.3 million. Cost increases under this 
component occurred for at lf~ast tloJO reasons. 

First, the implementation schedule developed during the project design 
ullder('st IHwted by up to 15 months the length of time requi red to m"rard 
the a rchi tecttJral/enp, i nee ri n[! (supervi sion) and construct ion contracts. 



Tlw original scheduk assumed that the supervIslon contract could be 
signed by January 1984, but the contract \.,ras not actually signed until 
December 1984. The const ruc t ion contract \'las planned to be signed by 
August 1984, but was not actually awarded unti 1 December 1985. As a 
result of these unanticipated contracting delays, the road was not likely 
to be completed unti 1 at least September 1987, rather t.han in December 
1986 as originally planned. These procurement delays led to cost 
inc reases due to the effects of inflat ion (whi ch was gl'owing at an annual 
rate of abollt 10 percent) . 

.\ s('cond reason for cost escalation which led to reduced gcals for the 
road component \vas the redesign of the main tnlPk road. The study done 
during the project design estimated that earth movement totaling 467,51 S 
('utie meters would be requircn. According to Mission officials, the 
f ina 1 road design called for mOVement of 1. 4 mi 11 ion cubic meters of 
ca rth, or an increase of ab0ut 200 percent. 

Whi lA much less road than was planned wi 11 be bui It, 
prohlem at tile time of our audit Ivas the lack of 
1'12intaining the new roads bui It under the project. 

a more serious 
provision for 

The road maintenance issue \.Jas first. raised during AID/Washington's 
review of the project identification document. The Development 
Ass i st ance Execut i ve Commi ttce ad vi sed the Hi ssion that the project paper 
should: 

i.nclude an analysis of the maintenance 
requi rements for roads in the project area. The 
analysis shou1rl disclls~; the institutional capacity 
of organi zations invo1 ved in maintaining the roads 
Hhich should include an assessment of the amount of 
avai.lable resources, manpO\ver, and machinery. 

The project paper stated that the Ministry of Publ ic Works and Transport 
(~10IYr) had a hack} og of road mai ntenance work. It pointed out that the 
~linistry was receiving technical assistance directed toward installing 
modern admi n1 st rat i ve systems and preparing a mrti ntenance program. The 
project paper anticipated that this technical assistance would improve 
the r,1inistry's road maintenance capability. In its review of the project 
paper, AID/Washington raised the road maintenance issue a second time, 
questioning whether the f1ission had a firm commitment from the Government 
of Costa Rica to provide the reSdurces needed to maintain the roads, and 
quest ioning \vhether a covenant: to this effect sholl1d be included in the 
loan agreement. No such covenant was in fact included in the agreement. 

In September 1987, the roads Here almost completed, but the MOPT had made 
no arrangements to maintain them. According to the company which 
designed the roads and the t,'10PT engineer in charge of the roads 
component, the road design was unique in Costa Rica in that the surface 
material consisted of a homogeneous mixture of fine gravel and earth. 
~1aintaining the roads would require training as well as dedicated 
equiprnE-;1t and personnel. The MOPT had set aside no funds for this 
purpose, altholJgh presumably either PL 480 Title I or Economic Support 
Fund 1 oea 1 cur rency could be made avallab1e if necessary. 
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Thp Project AdVlsor expldineci that it would have been difficult to engai;e 
tile t··IOPT in a dialogue on road maj nteli.:lTlCe until the roads~hemsel yes 
\'Jere in existence, He was also c.oncernec:l that a "quick fix': sclutlion, 
such as programming AID-conuolled luca'l C!.lTCcnc/ {Clf n'ad maint.~nan(:e, 
could it;;t)ede (~i=' fort s to dev~'/ op a mo re su s ,_",\1 r::I,~) ,,~ in,l:, It;;'1anCe so lat ion. 
The A(vi.~;or hl:::'S hopc:ft~l th8 t . J. system .::y,I,~ be ';V1S2\~ ,:or mainto. .. l~'ng 
tbe roads \·Jtt.h rC"C~;:le~ T:3.: :Je.i itl -I:he pre ;c ___ t JT'~,;i. Ip CA",: 'pinicn, i:.his 
\oIo"ld f·~ 1:1f> most :'-;;ir~!)l::) ;l:<"·:r.eme~t It a 1cig"_,:;,-" solution ca~:E'-L 
be deVf'~np;,l YIOn, llC, ,..... ,~- t'r:\ ',~~a<-1res wi1:i h3.ve to be ta\en. 
Without '::2 .. nt ;'\anc(", ~_.:t' \<' I" l'x'~)erience signi[i.'.:~'nt. d":!teriorat i or~ 
ill only; f,;1.< 'nonth~ 

Project COI)rdir;ati(~~ and Area :')t;v(.~,?£!!lent _,';t:.,~:1;~_? - T;.i ~ component was to 
finance the operat~L6 costs o~ ti,e pt::>j<>c ',ination office, as \Y~'l1 
as a:1 unspecified number of [c:asih: Ii tys pilo j ' projects. 

TIl.' 1'I'I'j('I'! C()lll'dill:l! il)1l n!-ri,r' ,lid I~q( ',::), ~ : Ill', ',;11 ist,)c\llri Iy. Dllrillg 

IIlost oj till' pr()j(~ct, kt-y stall III th~' CIIO[\ii.lation ,)ffice were seemingly 
ItI()rt~ interested in political inLghting thm in implementing the 
project. According to the Pr()jt;ct Advisor, there was no real analysis of 
til,· factors affectillg the progres:; of each project component, no 
collective establishment of goals, and little communication between the 
stafEs of the agencies ("hich \'Jere implementing the project. Inadequate 
administration of the offici" was evidencecl by inappropriate use of 
project v(~hicles, a lack of control over telephone use, late salary 
pZl~rmt'nts, anel unpaid. bi lis. It was hoped that a neH project director who 
ani verl in June 1987 would improve the effecti veness of the coordination 
office. 

The fcasihi Ii ty study and pi lot project activity had progressed very 
slowly. Project staff attributed the poor perfonnance of this acti vity 
to a lack of coordination between the two offiCf~S in the Ministry of 
Nat iona1 P1anni ng and Economic Pol icy (~lIDEPLAN) which were responsible 
for designing and approving the studies. It was also evident to us, 
j udg i IIg f rom the minimal results achieved, that lJSAID/Costa Rica had not 
done enough to try to accelerate implementation of this activity. It is 
true that the ~<1ission repeatedly infonned the Government of its concern 
over the lack of progress under this activity, and Hithout the Mission's 
d[orts additional cle1ays probably would have occurred. HOHever, we 
believe that at some point the Mission should have taken some additional 
steps. For example, two studies recommended by the project environmental 
analysis and requi red by the loan agreement had still not been undertaken 
Hhen our aud it was completed in September 1987, four months after the 
orig i na 1 proj ect ass i stance completion date. The Miss ion must bear some 
responsi bi li ty for this unacceptable delay. In our opinion, USAID/Costa 
Rica should have sllspended disbursements under thi s component or taken 
stronger action if necessary to get these studies underway. 

Four teasibi li ty studies had been started. T\vo studies (performed by the 
same group of consultants) were to provide advice on establishing two 
agTicultural input stores in Upala and San Rafael de Guatuso. The 
consultants die! a poor job and the studies were susper:ded after $15,608 
had been spent. }\cconlj ng to the head of MIDEPLAN's pre- investment 
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:)f" iCf-, : ::f~ cc,nSIIJtants were selected because of thei.r close personal 
(:.1',) \-lith the fClIner project director. A thjn: study was supposed to 
provide V":.tct lcal ~ui(!ance on pursuing agricul tural, 1i vestock, and 
dgr.-rorestry act!vities in the project area. In Let, the study lacked 
prJ(: H::a1 ;"xommendations, although the project director indicated that 
l'e. 'I!d provide lIseful reference information on the agrtc;.lltural potential 
of the aTsa. The fourth study successfully demonstrated the feasibility 
of J (';n"n; tun': factory in Buena Vista. The French Government had donated 
'~qulplllent (.y- thi s purpose, and the factory hldS about to begin operations. 

Four pilot projects haei been approved, to conduct trials of black p~pper 
cocoa, vanilla, and ginger in the project area. The field acti vities on 
tl'JQ of these projects bep,an in June 1987. 

Becallse of the slow progress in this activity, only $167,667 in AID funds 
\.,rere needed to pay for the studies and pilot projects already approved, 
j ncluding the two studies recommended by the project environmental 
asseSSf!lf'nt. Therefore, $82,333 \lJas avai lable for eleobligation or 
reprogramming from this compow~nt (see Exhibit 2). In its comments on 
the draft report, lJSAID/Costa RicR stater! that of the $167,667 in AID 
fUIl(;s disbursed or committed, over half had been committed within the 
last six months. It noted that the project coordinating office was 
devploping [ollr ne\11 projects \l1ith an estimated AID contribution of 
$77,500, and stated tha tit would be unwi se to deobl igate or reprogram 
$82,333 f rom a component vlhich had begun to show signif icant signs of 
recllperClt ion. Whi]e there is no need to deoDl igate o!' reprogram funds if 
they can be \.,risely spent on development studies, He question whether now, 
four months before the project assistance completion date, is an 
Clppropriate time to be designing new activities. We urge the Mission to 
consider whether ~ome of these monies might not be better spent 
elsewhere. Also, He would eiiscourage fundillg any studi~s which cannot be 
complE'tPd by the April 30, 1988 project assistance completion elate. 

Land Purchase and Ti t li ng According to the loan agreement, thi 5 

component was to finance the pl:rchase of 15,001) hectares of land for 
eventual colonization, as well as the provision of 1,000 titles to 
farmers owning less than ]00 hectares oE land. The titling activity 
spec if ically excluded mmers of land fJ.djud icated by the Agrarian 
Df'velopment Institute (IDA). As of July 1087,4,292 hectares of land had 
been purchased and 117 land tit les had been issued. 

During project ifllplementation, the land purchase activity was expanded to 
include the parcellation and distribution of land to IDA settlers. 
(These additional activities were pla.lned in the project paper, but not 
inclllded in the 10<1n agreement.) According to IDA' 5 project director, it 
nade no sense to stClte the goal of this activity in terms of a quantity 
of land (i.e. l5,000 hectares) because this did not take into account the 
qlBlit~' of land purchased. He said that IDA's current goal was to 
p,!rchasc enough land of sllfficient quality to settle betHeen 700 and 800 
families. /\s of '.1(11"ch 19117,4[5 families had t)een settled, and it 
appeared th3( Sllfficient money and time were available (0 settle ahout 
700 or 800 fami lies by the project assistance completion date . 
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The fam1118s settled through this activity received payments to permit 
them (.0 bui 1(1 thei r homes, as \VeIl as subsistence payments intep-:1ed to 
SlIPPOrl them during t;" first six months of their residence. In 
accordance with InA's i":'licy of recovering its costs, these payments, as 
\.Je 11 as the price of " 1 and, were considered loans which the settlers 
hTould have to repay. cxpec ted terms were that the loans would earn 
interest at 8 percen ,be paid back over 20 years, after a five-year 
grace period during which interest would accrue. 

Even at a subsid i zed interest rate of 8 percent, we doubt that the 
settlers \..;i11 he ah1E' to pay back the full cos~ of the land, the housing 
subsidy, and the suhsi steTlce payments. We estimate that after the 
five-vedt' grace period, the average settler \oJill owe IDA about $5,150. 
Using ,'lon annual interest rate of 8 percent, the settlers would have to 
'nake annllal payments of more than $500 a year to retire the debt in 20 
years. A 1982 survey in the project area found that the average income 
of small farmers using mc< ly family lab:)r was only about $800 a year. 
We dOllbt that families at this income level will be able to devote 60 
percent of their income to retirii1g debt. 

None of t.he settlers had signed a repayment agreement with IDA, and none 
of them knew how much they were expected to pay. Thi s issue was rai sed 
in a July lY86 report by the Project Advisor which described how the 
absence of forma 1 ag reement s could encourage dependen~y. The report 
stated that: 

The lilaj or [deterents] to Northern Zone economic growth and 
socio-political stability a[(~ the lack of definition and 
delimitation of IDA functions, titling of IDA settlers and the 
i ntegrat ion of IDA beneficiaries into the nat ional social, 
economic and political systems. 

The project advisor noted that the selection process for IDA 
beneficiaries had been heavily influenced by political pressure groups; a 
factor \Jhich favored the selection of beneficiaries who \Vould look to the 
government to solve their prohlems. He went on to point out that: 

Beneficiaries of IDA who are currently being settled have no 
cont ract arrangement I~l tl1 IDA to cstabl ish when or how much they 
wi 11 pay for their land, what [IDA's] obligations are, or \vhen 
t i tIes wi 11 be available . . . . By not placing limitations on 
IDA's acti.vities in either time or function, the identity of 
settlers as IDA beneficiaries and thei r dependency on IDA are 
perpetuated. Integration with traditional farmers is not only 
impeded; it is made virt.ual1y impossible. 

The lack of title to the individual fann units 
benef iciary dependent on IDA for cred i t through 
Agraria" or dependent on IDA to provide the guarantee 
loa D. 
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IDA needed to determine what portion of its costs it could reasonably 
expect to recover from families settled under the purchase activity, and 
sign repayment agreements ~..,i th the families. It should also sign 
ag reements spec ifying the rights and obligat ions of both IDA and its 
beneficiaries, and specifying when the beneficiaries will recei'Te title 
to their land. Completion of these agreements should be made a 
precond i t ion to f1 nancing the planned Northern Zone Consolidation 
pro j ect. Duri ng the remai nder of the Northern Zone Infrastructure 
project, it would be ver)' desirable for IDA to enter into fonnal 
agreements with beneficiaries before the beneficiaries receive land under 
the project. In this Hay, fami lies wi 11 know thei r rights and 
obligations before they decIde to participate in the project. 

The t i tl i ng act i vi ty got off to a slow start. Due to a lack of detailed 
design work, 1 t was assumed that there were large, concentrated groups of 
0ligihle fanners ioJho lacKed land titles. In fact, the potential 
beneficiaries vJcre somewhat dispersed throughout the project area. 
Through a survey and radio advertisements, IDA was eventually able to 
identify five areas tc work in. A dispute over the rate to be paid to 
contracted topographers also impeded progress in this acti vity. As a 
result of this rate dispute, ~DA did not contract the first of six 
topographers until August 1986. A third problem was that resources for 
this activity were dilerted to other activities. Some of the 
topographers were detailed to the land purchase activity to measure 
parcels for IDA settlers, and two vehicles purchased for titling work 
wen~ use,! by the President and Manager of IDA. Mission staff later had 
the vehicles retllflled to the project. We were told that a delay in 
reva l id<lt ion of tit ling legislation by the Costa Rican Congress also held 
up this activity. As a result ()f these problems, the Chief of IDA's 
Titling Department estimate(l that Slightly less than 800 titles could be 
isslled by the project assistance date, rather than the 1,000 titles 
planned. 

Commlln l ty Development Th1 s component was to finance 6S small 
infraslructure projects such 3S schools, community centers, and bridges. 
As of July 1987, 47 projects were completed and 26 were underway. 
BecaUSf~ the beneE iciaries cont ri buted some materia Is and unski lled labor, 
successful complet ion of the projer.ts reinforced social cohesion and 
encouraged the beneficiaries to undertake other projects to benefit their 
communi ties. 

~ac t of Imp lementaU on Problems - Because of the problems experienced 
on three of the four project components, the project will only partially 
achieve its purpose of establishing a basis for efficient and equitable 
deve 1 oprnent in the p roj ect area, as measured by the objecti vely 
verifiahle indicators established in the project paper. 

The first indicator \o/as that 35,000 area residents (the estimated 
population of the project area) would have all-weather access to markets 
and services. Si nce 4S ki lorneters of planned roads wi 11 not be bui It 
,<]i th project funds, we concluded that fewer residents would have 
a1l-weather access. Accordi ng to USAID/Costa Rica, however, a study 
conducted in ant ic ipat ion of a follow-on project found that 38,000 people 
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\.;i 11 have access. We find it di fficult to believe that the 89 ki lometers 
of road actually bui 1t wi 11 reach more people than the 152 kilometers of 
road orig i nally planned. S1 nce we were not provided a copy of the study, 
hm.Jever, \.;e have no means of evaluating the Mission's figure. 

The second ind icator was that an estimated 20,000 people would benefit 
directly from 65 communi ty development projects. More projects than 
planned \vi 11 probably be completed, but as of July 1987 only 6,640 people 
were beneH ting di rectly f rom the 74 projects undenoJay or completed. 

The LhirJ indicator cstClblishc(i in the project paper was "feasibility 
studies completed and ne\o/ agriculturally related investments started." 
Little haei been accomplished in the area development studies component. 
To the best of our knmvledge, the only new investment started as a result 
of the studies and pilot. projects activity was the furniture factory in 
Dupna Vista which was about to begin operations. 

The fourth indicat.or was that an estimated 700 to 800 landless fami lies 
would become landowners. At least close to this number of families will 
probably be settled by the project assistance completion date. However, 
the \.;ay IDA chose to implement the land purchase acti vity has probably 
llone more to encollrage dependence than to help the settlers make a 
positive contribution to deve10pment in the project area. 

The fifth and final indicat.or was that an estimat.ed 1,000 farmers would 
receive title to their land. The Chief of IDA's Titling Department 
est hnate<i that sl ightly less than 800 titles could be issued by the end 
of the project. 

Whj le the project wi 11 not fully achteve its pUll)ose as measured by the 
objective criteria established in the project pap8r, some observers have 
concluded that the project ",ould achieve its purpose, citing subjective 
evidence. For example, the author of a FebrualY 1987 evaluation (who had 
visited the project area during the project design) concluded that "the 
project is well on the road to achieving its stated purpose." He stated 
that since he first visited the area there had been visible change in 
physica 1 inE rast ructure and in the organi zat ion and acti vi ty of local 
groups. He further stated that: 

There a1 so seems to be a sense of optilni SIn about the future on 
the part of the inhabi tants of tte area with whom I conversed. 
The very fact that there is a considerable level of complaint 
about the s10\mess of cArtain government actions, can be taken 
as ('>vidence of the energizing impact of the project on the 
menta 11 ty of the population and its leaders. 

USI\.ID/Costa Rica cited other signs of development in the project area, 
such as the number of fami lies \",i th access to all-weather roads, potable 
Hater, and electJ'icity; new businesses established in Upa1a and San 
Rafael; new ag ricultura1 pract ices; and new agribusiness investments. 

In conclusLon, fewer roads were built at a higher cost than planned, but 
the road construction component did achieve the construction Jf 89 
kj lometcrs of all-weather gravel road in a region of Costa Rica which had 
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been vi.rtually inac:cessablc during the rainy season. Arrangements for 
Illa i nta i ni ng the roads needed to be made quickly, to prevent 
deterioration of the roads after their expected completion in September 
1987. The performance of the project coordination and area development 
studies component \Y"as unsatisfactory, and $82,000 was available for 
deobligation or reobligation from this component. The land purchase and 
t i. t 1 i ng component had not achieved its objecti ves, but part of the 
shortfall was (:Uf) to the arbitrary nature of the goals set for these 
act i. vi ties. The Ag ra rian Development lnst itute needed to establish a 
formal, contractual relationship with the beneficiaries settled under 
this component, so that the settlers would fully understand their rights 
and obI tgat ions. Whi le we are not maki ng a formal recommendation, 
lJSAID/(,osta Rica should secure the active participation of the Governrnent 
of Costa Rica in the design of the Northern Zone Consolidation project to 
avoid mt staken assumptions such as those which underlay the land purchase 
and titling component. The project's success story, the community 
development conq)onent, wi 11 likely surpass its goal of building 65 small 
infrastructure projects. USAlD/Costa Rica was considering financing a 
similar activity, which would emphasize potable water projects, under the 
planned Northern Zone Consolidation project. 

~~nagement Comments 

lJSAID/Costa Rica agreed \oJi th most of the facts presented in the finding 
and agreed with the intent of the recommendation. It suggested that 
parts of the recommendat ion be reworded, however, and disagreed \oJith some 
of our conclusions. 

:'10st importantly, the Mission did not agree that the road component was 
1 ess successful than planned. It stated that reductions in the 
ki lometers of road built and increases in the cost of this component 
reslll ted in an increase in the number of residents with access to 
all-weather roads. 

The Mission also disagreed \oJith our conclusion that it had not supervised 
the area developloent studies and land purchase activities closely 
enough. It stated that: 

Apparently, the RIG's position is that, irrrespective of the 
cfforts uwlertaken by the Project Officer in monitoring and 
ove rseei ng PI':) j ect implementat ion; unless the results of such 
progress :He uniform progress aCCfOSS the board, then the 
supervi sion and moni toring are not sufficient. 

The ;·1ission also rejected our suggestion that it should have suspended 
disbursements under the area cleve lopment studies component to provide an 
i ncent i ve to the Government to get the planned hydrology and flora and 
fauna studies underway. 

Office of Inspector General Cowncnts 

We have adopted USAID/Costa R icC!' s proposed changes in the recommendat ion. 
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In r0sponse to the Hission's COmlllf'lts on the road component, it is 
difficult to accf'pt that the 89 kilometers of road actually built (at a 
highf'r cost than pro5cctf'd for 152 ki lometers) wiD reach more residents 
than the 152 ki lometers of road originally planned. In its comments, the 
~1l ssion stated that 38, 000 ff'si<ients han all-\.,reather access, rather than 
35,000 residents planned. It is important to remember that the original 
figure \.,1as an estjmate of the population of the entire project area. 
~Jhi le we \.,rere not furnished a copy of the study cited by the Mission to 
support the higher figure, we suspect that the discrepancy may be a 
r~sul t of the inher~nt difficulty in estimating how many people will 
benefit from a new roarl. Alternatively, the figure cited by the Mission 
mClY simply be a new estimate of the populat ion of the entire project 
a rea. At any rate, we cont i nue to believe that the roads bui It under 
thi s project \.,ri 11 n~ach [c'wer residents than the much more extensive 
net\vork originillly pJanned. 

VIe also continue to believe that the Mission's supervision of the area 
development studies and land purchase acti vities was less than 
satisFactory. We agree with the t·1ission that implementation problems on 
hi lateral projects sho1lld preferably be dealt with in a collegial 
fashion. When our counterparts cannot or \Vi i 1 not work ' .... i th us to remedy 
prohleills, however, AID has no choice but to take stronger measures to 
correct deficiencies or, if necessary, to redirect resources where they 
can 1)f~ better spent. In OlJr opinion, the very slow implementation of the 
dcvc lopment stud ies act i vity and the unsound implementat ion of the land 
p!lrchase acti vi ty represent t\Vo situations where closer monitoring and/or 
more active Mission management \.,1ould have had a beneficial effect. 

- 12 -



2. Further Actions Were Needed to Minimize the Project's Adverse 
Envi ronmental Effects 

The Foreign Assistance Act and policies adopted by AID emphasize the need 
to protect humid tropical forests and endangered and threatened spectes. 
By providing easier access into and within t.he project area, t.he Northern 
::on(~ Infrastructllre Development project introduced t.he possibility and 
indeed the probahi 1 i ty of envi ronmental degradation of a remote region of 
Costa R lea. Not enough had been done to prevent deforestation, or to 
protec t or even to ident ify endangered ami threatened spec ies in the 
project area. Planned studies \.,rhich were expect.ed to lead to the 
establi shment or expans i on of biological reserves, forest reserves, and 
protectlon zones had not been started because neither the responsible 
project staff nor USAID/Costa Rica placed sufficient priority on the 
studies. In addition to the indirect environmental effects of the 
proj ect, the proj ect' s lanel purchase and tit Ii ng component had act i vely 
contributed to deforestation by converting forested land to agricultural 
Ilses. The conve rs i on of these lands was accompli shed wi thout meet ing 
certain preconditions imposed by the Foreign Assistance Act and AID 
policy. Neither USAID/Costa Rica nor the implementing agency for the 
land purchase anel titling component had developed criteria establishing 
when and under what circumstances it might be acceptable to clear forests 
to permit colonization. If nothing further is done to minimize the 
a:lverse environmental effects of this project, the project's benefits may 
be partially or completely offset by the loss of valuable forests anci the 
hahi tats of endangered and threatened species. 

Recommendation No.2 

We recommend that USAIJ)/Costa Rica: 

<1. obtain a commitment from the Government of Costa Rica to fund the 
planned hyd rolog ic and flora and fauna stud ies wi th its own resources 
af ter the proj ect ass i stance complet ion date and take appropriate 
act ions based on the results of these studies, before funding the 
planned Northern Zone Conso1i<iation project; and 

b. obtai n evidence that the i\g rarian Development Inst i tute has adopted 
land purchasing procedures which protect forested lands, before 
approving any further land purchases under the Northern Zone 
Infrastructure Development project. 

Discllssion 

The Northem Zone Infrastructure Development project area was originally 
covered by humid tropical forests. Before the project began, the area 
was extremely isolated. Notwithstanding its isolation, a large portion 
of the area had been deforested, and the largest remaining forests \.,rere 
on the slopes of the Guanacaste mountain range. In the lower lying 
areas, most of the remall1lng forests consisted of relatively small 
patches covering less than four square miles each. Although the region 
\.,ras poorly surveyed bio10g ica11y, a sub stant ial number of endangered and 
threatened plants and animals were thought to be found there . 
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Section 118Cc) of the Foreign Assistance Act of 1961, as amended provides 
that: 

In providing assistance to developing countries, the 
President shall lio the following: Place a 
Iii gh P ri ort ty on conservat ion and sustainable 
management of tropical forests. support 
projects and activities ... which help developing 
count ries identify and implement alternati ves to 
colonizing forested areas ... support projects and 
act i vi ties to conserve forested \vatersheds and 
rehabi 1 j tate those \.Jhich have been deforested . 
H.equi re that any program or project under this 
chapter significantly affecting tropical 
forests ... be based upon careful analysis of the 
alternat i ves avai lahle to achieve the best 
sustainable use of the land, and take full account 
of the envi ronmental impac ts of the proposed 
activities on biological diversity. 

Another paragraph of Section 118(c) prohibits the use of development 
;l5Si stdllce fllnds to colonize forest lands unless: 

. . . an cnvi ronmenta 1 assessment ino icates that the 
p roposecl act i vi ty wi 11 cont ri bute s ignif icantly and 
directly to improving the livelihood of the rural 
poor and wi 11 be condllctel~ in an envi ronmentally 
sound manner \o/hich supports sustainable 
development ... 

lYhj l(~ thi s prohi bi t ion did not apply to the counterpart funds used to 
flml the land purchase and titling component, in our opinion project 
counterpart funds should not be used for envi ronmentally unsound 
activities which AID is prohibited frolIl supporting. 

The concerns expressed in the Foreign Assi stance Act are the same as 
those reflected in AID's Policy and Program Guidance on Humid Tropical 
Forests. This guidance states that: 

In the case of humid tropical forests ... there is 
a special need to recognize that the m03t valuable 
products of these forests may not as yet be fully 
identified, [may bel unique to humid tropical 
ecosystems and essent ial to the survi val of other 
ecosystems, or have a value which is not now nor 
will he in the immediate future accurately reflected 
in the market. 

Given that the world's scientific community is just 
begi Ilni ng to understand the importance of humid 
tropic forests, i.t is AID's general policy to 
exercise extreme calltion in purslIing development 
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projects which lead to the ful t or partial 
conversion of these forests. The development of 
programs affect j ng these types of forests should be 
approached from the perspective that a top priority 
is corservation and sustainable management of these 
L1ni que resources. 

AID recognizes that in the near term, the pressures 
of increasing population and development investments 
wi 11 cont i nue to result in the convers ion of humid 
tropical forests to other uses. HO\vever, AID's 
part icipat ion in act i vi ties which produce thi s 
result must follow from a careful analysis of the 
best sustainable use of the land and the impact of 
the activity on biological diversity. 

By providing easier access into a previously isolated area, the Northern 
Zone Infrastructure project introduced a strong likelihood of 
envi rorunental degradation unl ess steps were taken to prevent thi s 
consequence. A wi ldl lEe refuge had been established on the Eastern 
border of the project area, as requi red by a covenant in the loan 
agreement. Sti ll, more needeo to be done to prevent deforestation and to 
identify and protect threatened and endangered species in the project 
area. 

The project environmental analysis recommended that a flora and fauna 
study and a study of the hydrological potential of the Eastern slopes of 
the Guanacaste rnountai n range be conducted. The envi ronmental analysi s 
recommended that t.he f10ra and fauna study be conducted over a period of 
al least one year and preferably over a two-year period. It was expected 
that the resu!ts of these studies would lead to the creation or expansion 
of biological reserves, forest reserves, or protection zones in the 
project area. By August 1987, when only eight months remained before the 
proj ec t assi stance complet ion date, nei ther study had been undertaken. 
There Iv3S not enough time to finish the flora and fauna study, and it 
would be very difficult to finish the hydrologic study, before the 
project assistance completion date. The project staff responsible for 
cont rae t i ng these stuel ies did not place suE ficient importance on thei r 
accompli shment. liSAID/Costa Rica made many attempts to get these studies 
(jrprovr~d, but these attempts \vere not sllccessful. In our opinion, the 
1,11 ssion shollld have suspended disbursements or taken stronger action if 
neceSS:1ry to get the studies underway. Therefore, the Mission had to 
accept some responsi hi II ty for the llnacceptable delay in beginning these 
stud i es. 

In arldition to the project's indirect environmental effects, the land 
purchase and t i tl ing component of the project contributed directly to 
deforestat ion by converting primary and secondary forest to agricultural 
uses. By September 1987,4,291 hectares of land had been purchased with 
project counterpart funds to he parcelled and sold to settlers. Of this 
amollnt, 18 percent was covered with primary forest, 8 percent with 
secondary forest: or brush, ilnd 14 percent wi th forest Ivhich was not 
specHiccdly described in the studies perf o llned by the Agrarian 
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Development Inst i tute (IDA) prior to each purchase. In all, 40 percent 
of the land purchased was covered with some type of forest \oJhi Ie the 
remalmng 60 percent was being used as pasture. (According to an 
cst imate prepared by IDA in September 1987, only 36 percent: of the land 
purchased was covered by forest.) 

Some properties purchased had a much higher than average percentage of 
forest cover. For example, 73 percent of the "El Valle" property was 
covered by primary forest before it was purchased and settled. When we 
visited this settlement in July 1987, it appeared to be almost completely 
deforested. "Rio Celeste" was 68 percent covered by a combination of 
primary and secondary forest. "EI Recreo" was 90 percent covered by a 
combi na t ion of primary and secondary forest. 1'hi s property had been 
hca vi 1y deforested by July 1987 (see page 1 of Exhi bi t 3). 

Significant deforestation harl also occurred on properties which had less 
than the average amount of forest cover before they were purchased by 
IDA. Before it was purchased, "El Salto" was 21 percent covered by 
primary forest. We met wi th one settler on thi s property who said that 
hi s parcel \oJas completely covered by forest when he arri ved to take 
possession. By July 1987, he had completely deforested the parcel, 
except for one small patch of virgin forest he had decided to preserve 
for fllturc enjoyment (see page 2 of Exhihit 3). 

The conversion o[ forested lands to agricultural use through the land 
pllrcha se and tit ling component did not comply with the relevant guidance 
in at least two respects. First, no consideration was given to the 
effect of this conversion on biological diversity, as required by the 
Foreign Ass i stance Act and AID pol icy. There was no way to assess thi s 
effect since the project area \oJas poorly surveyed biologically, and the 
planned flora and fauna study had not been undertaken. Second, 
lJSAIJ)/Costa Rica d i<l not pursue the land purchase act i vi ty in the 
caut iOlls, dell berate manner requi red by AIDl s Policy and Program Guidance 
on Humid Tropical Forests. This was evidenced by the fact that the 
project environmental assessment did not cover this activity. The 
consultant who prepa red the en vi ronmenta] analysi s told us that he \Vas 
not asked to evalua te the land purchase ac t i vi ty, and that he was not 
3\.,rare that this activity '",us being contemplated. 

IDA chose to convert forested lands to agricultural use, with USAID/Costa 
Rica's concurrence, for several reasons. First, IDA had no procedures or 
criteria specifying under what circumstances it might be acceptable to 
convert forest lands to farm lands, and the Mission had not required the 
agency to develop sl,lch procedures. Also, the Hission had not adopted its 
OHn pol icy on how much forest cover land purchased by IDA could have. 
Accord iog to the Project Advi SOl', he verbally recommended that AID 
requi re IDA to adopt appropriate procedures before approving land 
purchases. However, he sa id, Mi ss ion staff took the posi t ion that AID 
should not create obstacles to the implementation of this component. 
Second, forested land may have been less expensi ve than land which was 
al ready deforested, because IDA reduced its reference price for 
nep,ot j at ion for forested land. Thi I'd, \\'hi Ie the Project Advisor agreed 
that IDA shoulcl adopt better procedures, he helieved that land which \oJas 
suitable; 



for dgricll)tun~ should probably be converLed to "gricultural use, given 
l he demand for farm land in Costa Rica. (Eighty-one percent of the land 
IDA purchased was descri bed as being sui table for i ntensi ve agricultural 
lise, and 18 percent was slli table for tree crops or pastures.) We find 
ourselves in disagreement with the Advisor on this issue since AID has 
adopted the posi tion that {-he value of humid tropical forests may not be 
flllly understood or reflected in market prices, and since this component 
wa simp lemente<i \Vi thout the bcncf i t of an envi ronmental assessment or a 
hiologic;)( inventory. 

If nothi ng further is clone to mi tigate the adverse environmental effects 
of this project, the project's social and economic benefits may be 
partially or completely offset by the loss of valuable forests and the 
habt tats of endangered and threatened species. According to projections 
dOllo b)' the Ministry of Economic Policy and National Planning in 1978, 
Costa Rica wil1 have to import more than 1 lIIillion cubic meters of lumber 
a year within the next 25 years. Given that the average price of lumber 
in 19H2 iI/aS $500 per cuhic meter, this will represent an impossible 
hurJen for the country. Forests are also needed to maintain the quality 
and quantity of useable \"ater, to preserve the genetic reserlOir of plant 
and animal 1 ife, and to minimize soil erosion and soil depletion. 

IJSAID/Costa Rica should ensure that the Government of Costa Rica funds 
the planned hydrolog ie and f lora and fauna stud ies wi th its own resources 
after the project assistance completion date. The flora and fauna study 
should be carried out ove r a two-year period. The Government's 
commitment to taking appropriate actions based on the studies' results 
should be made a precond i t ion to funding the planned Northern Zone 
Consolidation plOject. The Mission shoUld also require IDA to adopt land 
pun'hasing procedures which protect forested lands befo"!."'e approving 
flJnher land purchases under the Northern Zone Infrastructure project. 

qission Commcnts 

USAID/Costa Rica gencrally agreed with this finding and recommendation. 
The t1i ss ion po i ntecl out that four fore sty reserves on the southern border 
of the project area existed before the project began, and that a new 
\.,ri I,ll i fe preserve was created as a result of a covenant in the loan 
agreement. It also stated that studies and pilot projects directed at 
increasing tree crop production had been started and that an 
cnvi ronmental assessment would be done as part of the design of the 
planned follow-on project. The Mission also obtained a report from IDA 
which est imated that 80 percent of the forested land purchased by IDA had 
not yet been deforested, and that 7 percent was being held as forest 
reserves. 

The ~1ission disagreed wi th ollr statement that the Mission had to accept 
some responsibility for the unacceptable delay in beginning the hydrology 
and flora and fauna studies. 

- 17-



Office of Inspector General Comments 

In response to ollr request for the contracts for the hydrology and flora 
and fauna studies, the t·1ission on November 30, 1987 sent lIS copies of 
agreements \.;hich specified thnt the contractors Hould to chosen at a 
later date. Therefore He conclude,j thc:t the studies still had not 
begun. Ilad pro jec t staff pI aced suff ic ient importance on these stud ies, 
they would have been undertaken at the beginning of the project. Because 
they dhl not, the intended end result (creation or expansion of reserves 
[Inti protf'ction zone's) has been delayed several years, during \.;hich 
significant PT1vironmental degredation to some areas probably occurred. 
In 0111' OplnlOn, t~~se studies were sufficiently important that the 
1-1i5s10n shouJd havc~ suspended disbursements or taken stronger action if 
l1f'cessary to get the stud ies approved. 

- 18 -
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B. Compliance and Internal Control 

1. COI:1P li a nee 

The audit included reviews of compliance with certain sections of the 
Foreign Assistance Act of 1961, as amended, AID's Policy and Program 
Guidance on Humid Tropical Forests, and the provisions of the loan and 
grant agreements. As disc\lssed in finding No.2, the land purchase 
ac t ivi ty was not implemented in accordance with the relevant legal and 
policy gllidanc~. Also, two studies required by the loan agreement, which 
could have helped mi tigate the advel -; envi ronmenta1 consequences of the 
project, had not begun four months af: ter the original project assistance 
completion date. Other than the conditions cited above, tested items 
wen~ in compliance, and nothing came to our attention which would suggest 
that untested items were not in compliance wi th applicable la\oJs and 
regulations. 

Z. Internal Control 

The audit also included a selective examination of administrative 
controls and accounting controls. 

The revie\.J of administrative controls was limited to the problem areas 
d i sCllssed in finding No. 1. The results of the project coordinat ion and 
area development studies component and the results of the land purchase 
act i vi ty suggested that USAID/Costa Rica did not supervise these 
ac t i vit ies closely enough. Also, it was evident that the goals for the 
land purchase and titling component \-Jere established arbitrari ly, without 
sufficient part ic ipat ion of the implementing agency in the proj ec t 
design. Finally, the original implementation schedule for the road 
construction component was overly optimistic, leading to unanticipated 
increases in the cost of the component and a reduction in the nwnber of 
ki lometers of road bui 1 t. 

The examination of accounting controls viaS limited to the controls 
establ ished by the Agrarian Development Institute, the Ministry of 
National Planning and Economic Policy's Pre-Investment Unit, and the 
Nat ional Communi ty Development Organi zat ion. The accounting controls 
estahl i shed by these ent it ies consi sted of controls over the recording of 
transactions and the receipt ancl disbursement of funds. The examination 
did not disclose any material \-Jeaknesses in these controls . 

- 19 -



C. Other Pertinent j-1atters 

Sound management practice requi res that all resources provided for a 
project be included in the project budget. USAID/Costa Rica programmed 
the equivalent of $1. 3 mi 11 ion (this is the total of three separate 
programming actions) in PL 480 Title I and Economic Support Fund local 
currency as add i tional counterpart for the Northern Zone Infrastructure 
Development project, but did not modify the project budget accordingly. 
The fonner Project Officer stated that he preferred not to incorporate 
the add i t ional planned counterpart contri but ions into the proj ect budget 
until the amounts actually spent were known. This explanation was not 
v:llid, in out opinion, because the purpose of a budget is to pellldt a 
comparison of the estimated cost of a project with actual expenditures. 
As a result, the project budget did not reflect the true planned cost of 
the project. Whi Ie we are not making a formal recommendation, 
LJSAID/Costa Rica should review its project budgeting procedures to ensure 
th(lt rIl1 local currency used as counterpart for AID projects is included 
1 n the proj ec t budget s. 

- 20 -



AUDIT OF USAID/COSTA RICA'S 
NORTI-IERN ZONE INFRASTRUCTURE 

DEVELOPMENT PROJECT (NO. 515-0191) 

PART III - EXHIBITS AND APPENDICES 



Component 

Road Construction 

Community Development 

Project Coordination 
and Area Development 
Studies 

Land Purchase and 
Titling 

Total 

Notes: 

AID 

f$dge) 000 

13,400 

550 

750 

0 

14,700 
====== 

Project No. 515-0191 Financial 
as of Jull 31, 1987 

AID Counterpart 
Disbursements Budget 1/ 

($000) ($000) 

11,066 859 2/ 

469 304 3/ 

380 924 5/ 

0 4,006 

11,915 6,093 
====== -----

Status 

Counterpart Total Total 
Disbursements 1/ f$dge) Di sbursements 

($000) 00.0 ($000) 

391 14,2:;9 11,457 

434 4/ 854 903 

839 6/ 1,674 1,219 

2,604 7/ 4,006 2,604 

4,268 20,793 16,183 
----- ====== ====== 

1. Economic Support Fund and PL 480 Title I local currency is converted to dollars at the exchange 
rate used to generate the local currency. In some cases, local currency programming deci sions were 
made using a different exchange rate. For example, the loan agreement called for counterpart 
contributions equivalent to $2,500,000. The Government programmed 176,375,000 colones from 1984 PL 
480 Title I sales proceeds for this activity, implying an exchange rate of 41.50 colones to 1 
dollar. In fact, the aVerage excr..ange rate used ::0 generate PL 480 Title I local currency in 1984 
was 44.03 colones to 1 dollar. 

2. Of this rutlount, $814,038 was never incorporated into the project budget (see page 20). 

3. This amount represents planned in-kind contributions from the beneficiary communities and the 
National Community Development Organization. 

4. This is the amount of in-kind contributions provided by the beneficiary communities only as of 
August 31, 1987. 

S. Of this amount, $4SS,610 was not incorporated into the project budget (see page 20). 

6. This is the amount disbursed to the r1inistry of National Planning and Economic Policy by the 
Central Bank of Costa Rica. 

7. This is the amount disbursed to the Agrarian Development Institute by the Central Bank of Costa 
Rica as of June 30, 1987. 



Loan Financing Required for 
Area Development Studies and 

Pilot Projects 

EXHIBIT 2 

Cost in 
Colones 1/ 

Exchange Cost in 
Activity 

Agrosilvipastoral study 365,119 

Upala input store study 769,410 

Guatuso input store study 33,628 

~lrniture factory study 49,971 

Hydrologic study 2,409,700 

Flora and fauna study 2,697,404 

Cacao pilot project 2,145,000 

Black pepper pilot project 587,314 

Vanilla pilot project 728,000 

Ginger pilot project 73,112 

Total 

Amount budgeted 

Amount avai lable for reprogramming 

Rate 2/ Dollars 
--'---

44.50 

51. 45 

51. 45 

51. 45 

62 

62 

57.20 

58.15 

62 

62.60 

8,205 

14,955 

654 

971 

38,866 

43,506 

37,500 

10,100 

11, 742 

1,168 

167,667 

250,000 

82,333 

Notes: 1. This is 50 percent of the cost of each activity. 

2. Colones per dollar on the date each act i vi ty was approved. 



Pictures of Deforestation Occurring on Land 
Purchased by the Agrarian Development Inst i tute 

EXHIBIT 3 
Page 1 of 2 

--- .. ----~ ---- ----~.-- --,------------"--- - -----~-- -_ ... _-.-._- --_._--"-

"EI Recreo" settlement. This picture shows the destruction of primary 
forest to create agricultural lands. 



---------.----.-.--.-------"-'----~".-...... '----- •• - .-- -----~.-~----.~- •••• -- ->- _. -----.~- .. -----•• __ •••• - - _. 

EXHIBIT 3 
Page 2 of 2 

A parcel in "El Salto" settlement. This parcel was completely forested 
vlhen the settler took possession. He had preserved a small patch of 
virgin forest for future enjoyment in the corner of his parcel. 
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tvEMORANOUM 

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

Richard K. Archi, MDIR, a.i.~-~4\\ 
\ ~ 

Ff-~OM: 

SUBJECT: Audit of USAIO/Costa Rica's Northern Zone 
Development Porject (No. 515-0191) 

USAID/Costa Rica has reviewed the subject draft report and generally 
agrees with most of the facts and Ule thrust of the recommendations 
presented. However, as further explained in the attached comments, we do 
not agree with some of the conclusions reached nor with the idea of 
conditioning the financing of the planned Northern Zone Consolidation 
follow-on project with the completion of actions recommended under this 
audi t. Neither are we in agreement with th':! finding that achievements 
were significantly less successful ttlan planned. Our arguments are 
includ8d in the accompanying detailed comments on the draft report. 

We would appreciate your inserting the following paragraplls in the 
Executi ve Surrrnary section of the report to assure balance in the report 
and to convey a more accurate impression to tne reader regarding the 
Mission's concern with implementation and capability to plan and achi8ve 
results: 

"USAIO/Costa Rica does not agree with the finding that the road 
construction component was significantly less successful than 
planned. The road that was actually constructed did not follow the 
identical trajectory as the road discussed in the project paper but 
was snorter, less meandering, and constructed using improved 
standards in order to become an effective link in the road system 
between the Atlantic and Pacific regions of Costa Rica. Because of 
the change in the trajectory, the number of residents with access to 
all-weather roads was increased from the planned 35,000 residents to 
38,000 residents. The USAID considers this a successful mid-course 
correction of a project design which controlled cost and increased 
the number of beneficiaries. 

Further, we do not believe tnat completion of the repaym~nt 
agreements by the settlers should be a pre-condition to future 
financing of the planned Northern Zone Consolidation Project. Under 
a local currency project signed with the Agrarian Development 
Institute (IDA), 1,000 titles are to be furnished to settlers in tne 
Northern Zone. The provision of titles will require that the 
set tlers sign a repayment agreement wi trl IDA. USAIO 



is committed to having IDA include in their agreements with settlers 
not only clauses covering payment terms but also future services that 
set tIers under the land purchase and titling component may expect. 
In our opinion, developing a viable, effective plan to having the 
repayment agreements signed and monitoring the plan's implmentation 
is more practical and relevant than either option offered in the 
draft audit report. USAID does not agree with conditioning the 
future financing of the proposed Northern Zone Consolidation Project 
to obtaining evidence that the agreements have been signed. Further, 
USAID does not agree with closing the recommendation, as suggested on 
page' 23 of the draft audit report, based on notification to the 
Government of Costa Rica that the agreements must be signed before 
the new project is signed. The first option could lead to a delay in 
signing tIle follow-on proj ect (whicll contains a signi ficant 
environmental component) and the second could leave the Mission in 
the position of having the recommendation closed but not complied 
wi th at the time of signing the proposed project. Moreover, fully 
signing all repayment agreements, while desirable, is not related to 
the effective implementation of the proposed new project and we see 
no logic in the artifical linkage that the audit report is making. 
We request that the recommendation be revised to eliminate all 
pre-conditioning on future financing." 

The detailed comments accompanying this letter follow the outline of 
the draft report to assist in incorporating them in the body of tIle 
report if deemed desirable or feasible. 

Attachment a/s 
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USAID/Costa Rica's Response to RIG's Draft Audit Report on tne 
Northern Zone Infrastructure Development Project (No. 515-0191) 

The USAID tlas rev iewed the above mentioned dra ft audi t report and our 
observations are presented in the same format as that of the auditors' draft 
report. 

"EXECUTIVE SUMMARY" SECTION 

We are requesting that the two paragraph Mission position in the 
transmittal memorandum be inserted in the final report in order to assure 
balance in the report and to convey a more accurate impression to the reader 
regarding the Mission's concern with implementation. Our comments on the body 
of the report will, if accepted, require appropriate changes in the Executive 
Summary Section. 

PART I - INTRODUCTION 

The Mission has no comments on this part of the draft audit report. 

PART II - RESULTS OF AUDIT 

On page 5 of the draft audit report, the conclusion is reached tha t 
USAID/CR did not supervise the project coordination and studies component nor 
the land purchase activity closely enough. The Mission believes such a 
statement to be unfounded considering that a full-time, effective advisor was 
resident in Upala for this purpose. The Mission's belief that this conclusion 
is unsupportable is strengthened by the factual comment on page -ii- of the 
Executive SUfMlary that the Mission made many attempts to correct problems 
experienced on the project. Further, the report acknowledges on page 12 that 
"witt1oUt the Mission's efforts, additional delays probably would have 
occured." Apparently, the RIG's position is that, irrespective of the efforts 
ur,jertaken by the Project Officer in monitoring and overseeing project 
implementation, unless the results of such oversight are uniform progress 
across the board, then the supervision and monitoring are not sufficient. The 
implied suggestion on page 13 that we could have taken our money and gone home 
is not a particularly useful suggest.ion in implementing this bilateral 
project. We believe our efforts to strenghten the top leadership in the 
implementing unit represented the correct approach which will yield the 
greatest results over the long run. In our opinion, the report's conclusion 
that the project coordination and studies component were not supervised 
closely enough cannot be drawn from a reasonable review of the facts. 
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Page 6 of the report states t/"lat two studies required by the agreement tlad 
not yet been started four months after the original project assistance 
completion date. Considering ttle difficulties that were experienced in 
getting an effective management team assembled in the implementing unit, 
slippage in some implementation dates were inevitable. Tt-,e Missi.on was 
concerned about implementation of all components of the projac~. Because of 
implementaticn delays, the project assistance comp "i.e tion date ',vaG extended to 
April 30, 1988 and the new date was in effect at the time of the audit. The 
Mission suggests that the report point out that the Mission was serious about 
seeing these two studies completed and extended ttle completion date in a 
successful attempt to get the studies unuen!JY. 

The first full paragraph of page 6 mentions that there were several 
significant accomplishments but names only one. The Mission believes that 
significant accomplishments also include: (1) t~e conclusion of 52 community 
development projects with an additional 30 projects in process, and (2) the 
creation of 31 development committees in the area (none were envisioned in the 
project paper), and (3) 21 new development associations in addition to the 
prev iously existing 31 associations (the project paper envisioned a total of 
only 35) covering 100% of the project area. These associations were expected 
to contribute 30% in counterpart but have already contributed 70%. Further, 
altllough the road component was shortened by 17 kilometers, it was redesigned 
in such a way as to increase the number of beneficiaries. 

A. Audit Findings and Recommendations 

1. The Project's Achievements Were Less than Expected 

The Mission does not accept the conclusion that the road construction 
component of the project has been Significantly less successful than planned 
in tne project agreement. Our specific comments in this regard are detailed 
in the rest of this section of our response. 

Various studies on file at MIDEPLAN demonstrate that "a basis for the 
efficient and equitable development of the project area" has been achieved. 
Development in the project area is evidenced by improvements in the number of 
families wi tIl access to all-weather roads, potable water and electricity, 
increase in the number of business establishment in Upala and San Rafael, the 
number of sustainable agricultural practices, and the number of agro-business 
investmEnts, since 1984. 

Recommendation No.1 

The Mission beLieves ttlat Recommendation No.1, subparts (a) and (c) are 
consistent with the project purpose, even though they are outside the 
parameters of boHI the project paper and the loan agreement. Ttle Mission 
believes these are significant steps in the on-going process of development in 
tne Nortllern Zone but that they should be programmed and implemented in that 
context. We do not agree, however, with the attempt in part (c) of the 
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recommendation to link financing of a proposed Nortrlern Zone ConsolieJation 
Project with the settlers signing repayment agreements with IDA. Moruover, 
the Mission does not agree witt, subpart (b) of Recommendation No. 1 unless the 
qualifing words, "reprogram as required", are inserted. 

We recomnend that USAIO/Costa Rica: 

a. obtain evidence that the Government of costa Rica has made 
arrangements for maintaining the road built under this project, 

The Mission will solicit a letter from MUJT outlining the 
responsibilities for road maintenance. It should be noted that 
a component of the proposed Northern Zone Consolidation Project 
is the maintenance of the trunk road. 

b. deobligate or reprogram $82,000 from the project coordination 
and development studies component, and 

The Mission's first priority in using these funds will be for 
development studies. In the event that not all funds are 
required for this purpose, the plan is to use the funds in the 
community development component. 

c. obtain evidence that the Agrarian Development Institute has 
signed agreements specifying loan repayment terms and what 
further services settlers under the land purchase- and titling 
component may expect from the ins ti tutei-as a precondition to 
financing the planned Northern Zone Conso idation Project. 

Discussion 

An agreement is already signed to provide for obtaining the 
settlers' signatures on repayment agreements. However, even 
wi th this agreement the plan could take a year to eighteen 
months to fully implement. We suggest serious consideration be 
given to rewording the recommendation so as to require that a 
plan be developed and monitored by the Mission as discussed in 
the accompanying transmittal letter. 

Road Construction 

This section of the report states (pages 8 and 9) that the 152 kilometer 
road component was reduced because of (1) contractinD delays, (2) inaccurate 
cost estimating, and 0) cost escalation. However, it should be noted tnat 
redesign of two sections of the proposed project trunk road resulted in 
increasing tr1e number of beneficiaries while reducing the overall lengttl of 
the road by nearly 17 kilometers. This is an indicator of significant 
accomplishment rather than underachievement as alluded to in the report. 

/' 
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Tne second paragraph of page 9 of tile report maKes a comparison between 
the cost of the original project design (in terms of cubic meters of earth to 
be moved) and the final road design. This comparison is not valid because of 
trle redesign of two sections of the trunk road. The redesign was made to 
increase ttle number of beneficiaries. Consequently, the conclusion that 
inaccurate cost estimating is one of the reasons for results having been less 
tllan planned is not valid. This comparison should be eliminated from HIe 
final report. 

Project Coordination and Area Development Studies . 
Page 14 of the report states in the first paragrap~l that $82,333 is 

available for reprogramming because only $167,667 out of the $250,000 for this 
project component would De needed to pay for the studies and pilot projects 
already approved (Exhibit 3). 

Efforts toward maximum achievement of the project purpose would be reduced 
by deobliga tion or reprograming of the $82,333 from tt1e feasibility studies 
and pilot projects components. Largely as a result of continuous effort on 
the part of Mission management, this component has begun to move forward under 
tIle current MIDEPLAN Project Director. Of the $167,667 in AID funds disbursed 
or committed, 53% has been committed during the past six months. The MlDEPLAN 
Project Coordinating office is now participating with I)eneficiaries in the 
elaboration of the following projects: 

1. 

2. 

3. 

4. 

Development of Wind Brakes and Macadamia Nurseries 
in Bijagua - Total estimated cost 

Improved Cacao Production through Selection and 
Grafting - Total estimated cost 

Second Phase of Black Pepper Production - Total 
estimated cost 

Feeder Pigs on the Small Diversified Farm - Total 
estimated cost 

The AID dollar input from 041 Loan funds is estimated at 

$ 35,000 

65,000 

10,000 

45,000 
1155,000 

$ 77,500 

Deobligating or reprogramming $82,333 from a component, which has taken on 
significant signs of recuperation, is inconsistent with recommendations that 
tl 'le Mission take extended actions witt) respect to supplementary activities in 
road maintenance and management of IDA settlements. 

Land Purchase and Titling 

The Mission has no comments on this section of the draft audit report. 



Community Development 
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The Mission has no comments on tllis section of the draft audit report. 

Impact of Implementation Problem~ 

The second paragrapll of tllis section (page 18 of ttle draft) erroneously 
concludes that since 45 kilometers of planned roads will not be built with 
project funds, fewer residents will Ilave all-weather access. The Mission 
insists that this is a factual error. The project paper indicated that 35,000 
area residents would have all-weatller access to markets and services. With 
the two design changes, however, 38,000 people will have access. These 
figures can be verified by a recent study conducted by sociologist in 
anticipation of the Northern Zone Consolidation Project. Consequently, the 
assertion made by the auditors that fewer people will Ilave access to all 
weather roads because of less kilometers being built is not true. The 
statement that no one knows exactly how many people would have benefited from 
these f~5 kilometers of rOClds is irrelevant because SUctl figures can only be 
estimated and never stated with precision. 

2. Further Actions Were Needed to Minimize the Project's Adverse 
Environmental Effects. 

The Mission's comments on this section of tIle draft audit report 
(which starts on page 25) are included below. 

Recommendation No.2 

a. We recomm.:~nd that USAID/Costa Rica obtain evidence trlat the 
Government of Costa Rica has funded the planned hydrologic and 
flora and fauna studies with its own resources and made a 
commitment to take appropriate actions based on the results of 
ttlese studies, before funding the-pranned NorUlern Zone 
Consolidation Project. 

The hydrologic and flora and fauna studies Ilave already been 
signed and copies provided to RIG/A/T on November 30, 1987. The 
study is funded with dollars until the April 1988 PACD. To 
close out the recommendation, the Mission plans to obtain a 
letter from MIDEPLAN regarding their intention to continue 
funding the stUdies until 1989 and to take appropriate actions 
on any recommendations once the studies are concluded. The 
action to be taken will be better defined in the environmental 
assessment of the Northern Zone Consolidation Project. 

b. We recommend that USAID/Costa Rica obtain evidence that the 
Agrarian Development Institute has adopted land purchasing 
procedures whicll protect forested landS, before approving any 
furttler land purchases under the Nortllern Zone Infrastructure 
Project. 



Discussion 

The Mission plans to send a letter to IDA stating that no land 
purchased with remaining funds will be approved if the property 
has more than 10-15% in primary forest whetl1er or not 
t1igh-graded. Tt1e Mission would expect assurance from IDA and 
the settlers that the land presently in primary forest remains 
as a forestry reserve, irrespective of its agricultural 
potential. 

Tne discussion section for f incling number 2 begins on page 25, but the 
Mission has no comments until page 28. 

On page 28, the last 3 sentences of the first paragraph do not flow from 
the preceding discussion on flora and fauna studies. Further, it is 
inconsistent within itself stating on one hand that project staff responsible 
for contracting the studies did not place sufficient importance on their 
accomplishment and then stating tt1at USAIO/Costa Rica made many attempts to 
get the studies approved. The Mission believes that "sufficient importance" 
is a comment too subjective for purposes of the scope of the audit. 

B. Compliance and Internal Control 

The Mission has no comments on this section of the draft audit report. 

C. Other Important Matters 

Trle Mission has no comments on tt1is section of tile ejraft audit report. 
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