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SUBJECT: Audit of the Maharashtra Social Forestry
Project in India, Projecc No. 386-0478
(Audit Report No. 5-386-88-6)

The Office of the Regional Inspector General for
Audit/Singapore has completed 1its audit of the USAID/India
Maharashtra Social Forestry Project No. 386-0478. Five

copies of the audit are enclosed for your action.

The draft audit report was submitted to you for comment and

your comments are attached to the report. The report
contains ten recommendations. Recommendation Nos. 1, 2(a),
8 and 9(b) are considered closed and requite no further

action. kecommendations Nos. 2(b), 2(c), 3, 4(b), 5, 6, 7,
9 (a) and 10 are considered resolved and will not be closed
until completion of planned or promised actions.
Recommendation No. 4{(a) is unresolved, Please advise me
within 30 days of any additional actions taken to implement
the resolved recommendations, and further information you
might want us to consider on Recommendation No. 4 (a) .

I appreciate the cooperation and courtesy extended to my
staff during the audit,



EXECUTIVE SUMMARY

The objective of the Maharashtra Social Forestry Project in
India was to develop the institutional ability of one state
(Maharashtra) in 1India to assist villages to manage their
communal and private lands for increased and sustained
production of forest products. The objective was to be
achieved by accomplishing four essential components:
establish and sustain community and private plantations in
4,300 wvillages; establish and sustain district and private
nurseries; train extension staff assigned to the project;
and prepare research reports.

The project was approved on August 31, 1982 and was to be
completed by September 30, 1990. The total estimated cost
of the project was $60 million, with A.I.D. and the
Government of India each providing $30 million. A.I.D0. head
disbursed $17.6 million as of Decemter 31, 1987.

The Office of the Regional Inspector General for
Audit/Singapore made a program results audit of the
prcject. Audit objectives were to evaluate (1) progress in
achieving the project objective, (2) the adeguacy of
USAID/India management of the project, and (3) Government of
India compliance with the terms and conditions of the
project agrecement.

The project accomplished the target of 4,300 villages
participating under the project. However, progress 1in
achieving the overall objective - to develop the
institutional capability of the Government of Maharashtra to
assist wvillages to manage their communal and private lands
for increased and sustained productiorn of forest products -
could nct be accurately measured. Some components essential
to accomp’ish the project objective were seriously delayed
and may not be achieved. USAID/India needed to improve its
management of this project especially to ensure propriety of
payments made to the Government of India and to ensure that
components essential to  achieve the project objective are
accomplished and sustained. The Government of India did not
fully comply with the terms and conditions of the project
agrecmoent. .

The audit disclosed four problem areas. First, the project
method of  payment did not comply with A.1.D. payment
policies, second,  USALD/India's monitoring and reporting on
project achievements were  inadequate . Third, the mid-term
evaluation report recommendations  were not implemented.

Fourth, the Government of India did not fulfill its project
commitments .,



USAID/India used the "fixed amount reimbursement" method for
funding project activities. However, A.I.D.'s prescribed
criteria for establishment of reimbursement amounts and
inspection of project outputs using this method of funding
were not satisfied. The problem was attributed to (1)
inadeguate project design such as unreasonable cost
estimates for each output and (2) failure to implement the
project as designed such as failure to hire contract staff
to assure required outputs were completed. Failure to
comply with the A.I.D. policies resulted in inadequate
assurance as to the propriety of about $17 million which
A.I.D. had reimbursed to the Government of India wunder this
project. This report recommends that USAID/India take
actions to ensure the propriety of A.I1.D. payments .
USAID/India generally concurred with the finding and
recommendations.

A.I.D. is required by 1law and U.S. Government management
standards to monitor and evaluate the use and resuits of
development assistence to ensure that U.S. Government funds
are used as effectively as possible. These requirements
were not met on the Maharashtra Social Forestry Project
because USAID/India did not have quantifiable indicators

(targets and timeframes) to measure achievements and
adequate procedures for monitoring and reporting on project
accomplishments. As a result, USAID/India did not have
sufficient information to (1) measure project achievements,
(2) detecrmine what could be accomplished within the
remaining time and budget, and (3) make timely decisions on
deobligation of funds. The inadequate monitoring also
resulted in some essential components which were seriously
delayed and may not be achieved. This report recommends

that USAID/India take actions to improve its monitoring and
reporting on project achievements and its maragement of
project funds. USAID/India concurred with the finding and
recommendations except for a recommended action to establish
quantifiable indicators,

A.I.D. policy requires that A.I.D. missions ensure that
recommendations in project evaluation reports are resolved
and appropriately implemented. Most of the recommendations
in the mid-term evaluation report for this project were not
implemented because USAID/India did not have a follow-up

system to ensure that the recommendoed actions woere
appropriately resolved and implemented. As a result,
problems identified in the c¢valuation report continued to
seriously impair project implementation and preclude
measurable achievements two  years after corrective actions
were rcecommended. This  report  recommends that USAID/India
establish a system  to ensure  recommendations in project
evaluation reports are resolved and implemented.,

USAID/India concurred with the finding and recommendation.
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The project agreement required the Government ¢f 1India to
perform certain actions which included providing all funds
and staff necessary to carry out the project effectively and
in a timely manner. The Government did not fulfill all its
project commitments in the areas of project funding,
training project staff, and establishing a monitoring and
evaluation unit. This occurred because USAID/India did not
ensure compliance. The failure t. meet these commitments
impaired project implementation and USAID/India's ability to
assess project implementation problems and to take timely
corrective actions. This report recommends that USAID/India
take actions to ensure the Government fulfills its project
commitments , USAID/India concurred with the finding and

- 1ii -



AUDIT OF
MAHARASHTRA SOCIAL FORESTRY
PROJECT IN INDIA
PROJECT NO. 386-0478

TABLE OF CONTENTS

Page
PART I - INTRODUCTION 1
A. Background 1
B. Audit Objectives and Scope 2
PART II - PESULTS OF AUDIT 3
A. Findings and Recommendations 4
1. The Project Method of Payment Did
Not Comply With A.I.D. Payment
Policies. 4
2. USAID/India's Monitoring and
Reporting on Project Achievements
Were Inadequate. 13
3. Mid-Term Evaluation Report
Recommendations Were Not Implemanted. 22
4. Government of India Did Not Fulfill
Its Project Commitments. 27
B. Compliance and Internal Control 30

PART III - EXHIBITS AND APPENDICES

A. Ex

l .

hibits

Analysis of A.I.D. Obligations and
Expenditures by Budget Categories as
of December 31, 1987.

Analysis of the Implementation Status

of Selected Recommendations In the
December 1985 Mid-Term Project Evaluation
Report as of December 31, 1987.



B. Appendices
1. Management Comments

2. List of Report Recommendations

3. Report Distribution



AUDIT OF
MAHARASHTRA SOCIAL FORESTRY
PROJECT IN INDIA
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PART I - INTRODUCTION

A. Background

The objective of the Maharashtra Social Forestry Project in
India was to develop the institutional ability of one state
(Maharashtra) in India to assist villages to manage their

communal and private lands for increased and sustained
production of forest products., The objective was to be
achieved by accomplishing four essential ccmponents

establish and sustain community and private plantations ir
4,300 villages; establish and sustain district and private
narseries; train extension staff assigned to the project;
and prepare research reports,

The Government of India was responsible for providing all
funds, in addition to A.I.D. funds, and all other resources,
required to <carry out the project cffectively and in a

timely manner . The Government of Maharashtra was
responsible for overseeing all aspects of project
implementation. Technical assistance contractors were to
assist the Government of Maharashtra to achieve the project
objective. USAID/India was to monitor project
implementation to ensure compliance with the terms and
conditions of the project agreement and to ensure the

effective and efficient use of A.T1.D, funds.

The project was approved on August 31, 1982 and was to be
completed by September 30, 1990 . The total estimated cost
of the project was $60 million, with A.I.D. and the
Government of India each providing $30 million. A.I.D.
funding of $30 million included $25 million in 1loan funds
for plantation activities and $5 million in grant funds for

technical assistance, training, research, motivators, and
evaluations, A.1.D. had disbursed $17.6 million as of
December 31, 1987. See Exhibit 1 for an analysis of A.I.D.

obligations and expenditures by budget categories.



B. Audit Obiectives and Scope

The Office of the Regional Inspector General Sor
Audit/Singapore made a proqgram results audit of the
project. Audit objectives were to evaluate (1) the progress

in achieving the project objective, (2) the adequacy of
USAID/India management of the project, and (3) the
Government of India's compliance with the terms and

conditions of the project agreement.

Audit work included a review of project reccrds and
interviews with USAID/India officials and Indian officials
at the state and village levels. Selected tree planting
sites were visited in three villages. Review of internal
centrols, compliance, and host country contributions were
limited to the 1issues raised in this report.

The audit was performed during the period November 1987
thrcugh January 1988, The audit covered the period from
inception of the project on August 31, 1982 to January 28,
1988 and covered A.I.D. expenditures of $17 .6 million. The
audit was made in accordance with generally accepted
government auditing standards.

USAID/India's comments to our draft report were received on
May 26, 1988. Their comments have been incorporated into
this report as appropriate and the full text of the comments
is included as Appendix 1.



AUDIT OF
MAHARASHTRA SOCIAL FORESTRY
PROJECT IN INDIA
PROJECT NO. 386-0478

PART II - RESULTS OF AUDIT

The project accomplished the target of 4,300 villages
participating under the project. However, progress in
achieving the overall objective - to develcp the
institutional capability of the Governmert of Maharashtra to
assist wvillages to manage their communal and private lands
for increased and sustained production of forest products -
could not be accurately measured. Some components essential
to accomplish the project objective were seriously delayed
and may not be achieved. USAID/India needed to improve its
management of this project especially to ensure propriety of
payments made to the Government of India and to ensure that
components essential to achieve the project objective are
accomplished and sustained. The Government of India did not
fully comply with the terms and conditions of the project
agreement .

The audit disclosed four problem areas. First, the project
method of payment did not comply with A.I.D, payment
policies. Second, USAID/India's monitoring and reporting on
project achievements were inadequate.. Third, the mid-term
evaluation report recommendations were not implemented.

Fourth, the Government of India did not fulfill its project
commitments.

This report contains ten recommendations directed toward
ensuring the propriety of A.1.D. payments, improving project
monitoring and reporting on project accomplishments,
implementing recommendations in the mid-term project
evaluation report, and ensuring the Government of India
fulfills its project commitments .



A. Findings and Recommendetions

1. The Trroject's Method of Payment Did Not Comply With
A.I.D. Payment Policies,

USAID/India used the "fixed amount reimbursement" method for
funding project activities. However, A.I.D.'s prescribed
Ccriteria for establishment of reimbursemen amounts and
inspection of project outputs when using this method of
funding were not satisfied. The problem was attributed to
(1) inadequate project design suct as unreasonable cost
estimates for each output and (2) failure to implement the
project as designed such as failure to hire contract staff
to assure required outputs were completed. Failure to
ccmply with the A.I.D. policies resulted in inadequate
assurance as to the propriety of about $17 million which
A.I.D. had reimbursed to the Government of India under this
project.

Recommendation No. 1

We recommend that prior to authorizing any additional
Plantation activities under the project, USAID/India:

a. ensure that the amcunt to be reimbursed for each
output is fixed 1in advance based upon reasonable

cost estimates, and

b. develop an inspection program and assign sufficient
A.I.D. or contract staff to that program to ensure
that project outputs are completed in accordance
with plans and specifications.

Recommendation No. 2

We recommend that USAID/India in coordination with the
respective A.I.D. Regional Legal Advisor:

a. ascertain the propriety of the retroactive increase
in reimbursement  amounts under che fixed amount
reimburscinent payment method prior to making
additional payments established by the revisions;

b. determine and appropriately perform actions
necessary to ascertain if the Government  of
Maharashtra completed the outputs for which it was
reimbursoed and, 1if not completed, determine the
related propriety of the 417 million paid te the
Government of India under the fixed amount

reimbursement procedures; and



C. recover any unallowable A.I.D. payments made as
determined by actions taken to ascertain the
propriety of payments made under the project.

Recommendation No. 3

We recommend that prior to paying the remaining installments
totaling 34.8 million for plantation activities already
authorized, USAID/India ensure the required 1inspections are
per formed and that the required outputs for those
installments are completed in accordance with plans and
specifications stipulated in the project agreement.

Discussion

A.I.D. and the Government of 1India agreed to use modified
fixed amount reimbursement (FAR) procedures to finance the
establishment of 4,300 village programs. Fach program was
to be reimbursed for outputs in three installments: approval
of the wvillage management plan; completion of planting
activities: and 1issuance of a survival report indicating
that an ecceptable level of seedlings had survived. The
amcunt to be reimbursed at each of these stages and the
minimum conditions to be met at each stage in order to
warrant reimbursement was to be established in Project
Implementation letters.

USAID/India had paid the Government of India about §17
million for the above outputs as of December 31, 1987. This

included:

-~ 811.8 million for 4,300 village management plans under
the first installment;

-- 31.6 million for completion of village block plantation
planting activities at 3,240 villages under the second

installment; and

== 83.7 million for submission of 2,160 wvillage survival
reports under the third installment.

Total A.T.D. payments for completion of the remaining
village activities required for the second and third
installments were expected to be $4.8 million. At the

completion of the audit, USAID/India was deciding whether or
not to authorize funding for about 570 additional villages
at an estimated A.1.D. cost of about $3.2 million.



A.I.D. Handbook 3, Appendix 3J, prescribes criteria for
using the FAR method for funding project activities. The
criteria specify that:

-- the amount reimbursed for each output 1is fixed in
advance based upon reasonable cost estimates;

-- A.I.D. and the host government accept the risk that
A.I.D. payments will not be increased or reduced per
output if there are unforeseen «cost increases or
reductions; and

-~ USAID/India either through its own staff or through

contract provides for periodic inspections of the
project as well as certificaticen that the outputs have
been completed in accordance with plans and

specifications.

The audit disclosed that USAID/India practices did not
comply with prescribed FAR requirements concerning
establishment of reimbursement amounts and inspection of
project outputs. The problems of not satisfying these
Criteria were attributed to botih inadequate design and
failure to implement the project as designed. The problems
are discussed below.

Establishment of Reimbursement Amounts - The A.I.D. project
paper stipulated that direct and indirect plantation costs
were to be divided -equally among the village programs.
These costs were estimated to total Rupees 508 million (or
about 454 million at Rupees 9.4 to $1.00). This worked out
to Rupees 117,600 (312,500) per plantation, of which
A.I.D.'s contribution was to be Rupees 54,500 ($5,800) per
plantation.

The A.1.D. project paper provided that payments to the
Government of India were to be made 1in three installments.
The first installment of Rupees 30,080 (43,200) was for the
acceptance of the village management plarn by the Government
of Maharashtra and the respective village officials. The
second 1installment of Rupees 5,640 ($3600) was for the
completion of all site preparation work and the initial
Planting of the wvillage block plantation. The third and
final installment of Rupees 18,780 (42,000} was to be for
the submission of a comprehensive survival report indicating
the progress of the community and private plantations in the
village and that an acceptable level of seedlings had
survived within the village two years after planting.



Project Implementation Letter No. 3, dated March 23, 1984,
established that the reimbursement amounts provided for in
the A.I.D. project paper were expected to remain fixed
unless a revision, based on a review of actual costs, was
requested in writing by either the Government of India or
A.I.D. The agreement stipulated that costs incurred over
and above the installment amounts would be considered after
mutual discussion and would be specified in subsequent
Project Implementation Letters.

On Mmarch 31, 1987, USAID/India issued Project Implementation
Letter No. 12 which increased A.I.D. reimbursement for each
installmint., The respective local «currency increases and
respective dollars based on an exchange rate of Rupees 13.0
to 391.0 were Rupees 10,240 (4788) for each management plan,
Rupees 1,690 (34130) for each completion of planting
activity, and Rupees 6,880 ($529) for each survival report.
For project activities approved as of December 31, 1987, the
additional A.T.D. payments attributed to the 1increased
reimbursement amounts were expected to be about $2.7 million.

There were several problems concerning the establishment of
the reimbursement amounts. One problem was that the amounts
origiially established for ecach output were not based on

reasonable cost estimates. Although the project paper
stated that the Rupees 30,080 (43,200) established for the
first installment represented the estimated direct and

indirect <costs to develop each village management plan,
available documentation and discussion with USAID/India
officials 1ndicated the amount greatly exceeded the actual
average cost to develop an approved plan. In addition,
USAID/India paid 9 1.6 million for 540 management plans
which Government of Maharashtra officials said were
essentially completed prior to March 31, 1983; whereas, the
Government reported to USAID/India that total project costs
as of that date were about $1.0 million. USAID/India also
did rot have documents to support that the reimbursement
amounts established for the other two outputs were based on

reasonable cost estimates.

In its comments to the draft audit report, USAID/India
believed it was pertinent to mention that at the time
USAID/India disbursed the $1 .6 million in October 1983, the
actual project costs incurred by the Government of
Maharashtra wecre about 84.6 million. USAID/India also
wanted the final report to note that (1) although the
individual outputs were not supported with cost estimates,
the total amount fixed for the three outputs collectively
was based on cost estimates and (2) the project paper stated



that the amounts of 83,200 established for the first
installment reflected the impor tance placed up~. the
preparation of carefully developed and fully agreed
management plans by both USAID/India and the Government of
Maharashtra. 1In our view, these comments do not refute but
support the finding that the amounts fixed for each output
were not based upon reasonable cost estimates.

A second problem concerning the establishment of
reimbursement amounts was that the revised amounts were not
fixed in advance. For example, Project Implementation

Letter No. 12, dated March 31, 1987, retrcactively increased
the reimbursement amounts which were already agreed upon and
which covered costs already incurred by the Government of
India to produce the outputs. For example, the revised
amount for the first installment resulted in additional
A.I.D. payments of $833,000 to the Government of India for
1,060 management plans that the Government of Maharashtra
repor ted were completed and for which USAID/India had
already approved payment (based on the original
reimbursement amount) prior to March 31, 1987. 1In another
example, an additional 9428,000 was paid for the third
installment related tc seedlings planted in the summer of
1984. Between March 31, 1987 and December 31, 1987, A.I.D.
had paid 31.4 million ard was expected to pay an additional
81.3 million due to the revised reimbursement amounts .

In addition, USAID/India wused actual project costs reported
by the Government through the end of March 1986 as part of
the total estimated cost which was a basis for the revised
reimbursement amounts. Thus, the 1inclusion of the actual
Costs as a basis for the reimbursements negated A.I.D.'s
policy that A.I.D. and the recipient country accept the risk
under the FAR payment method that A.I.D. payments will not
be increased or reduced per output if there were unforeseen
cost increases or reductions.

Also, some proposed costs used to justify the upward
revision of the fixed amount reimbursement rates were not
incurred. For example, the estimated total direct

plantation project costs for the year ended March 31, 1987
were 36 .5 million, whereas, actual reported costs were only
$4.7 million. USAID/India said the reasons for the lower
costs were because the proposed wage hikes were not
approved, and the Government of Maharashtra imposed funding
constraints on project activities.



USAID/India Inspections and Certifications - USAID/India
monitoring and administrative approval of vouchers were not
adequate to assure that outputs had been completed in
accordance with approved plans and specifications and that
A.1.D. payments of 917 million to the Government of India
were efficiently and effectively spent. A.I.D. Handbook 3
specifically states that reimbursement must be refused when
the plans and specifications were not met. USAID/India had
not refused any reimbursement claims. Examples of
inadequate assurances as to the propriety of reimbursements
and examples when reimbursements probably should have been
refused for the three outputs are noted below.

-- USAID/India did not ensure that management plans
required for the first installment satisfied importart
requirements prescribed in the guidelines which
USAID/India approved as a condition precedent to A.I.D.
disbursements for the plans. Of the 4,300 plans paid
for by A.1.D., USAID/India officials reviewed only five
plans. This review consisted of reading the one plan
that was in English and relying on brief and informal
translections given by Government of Maharashtra
officiais on the other four plans reviewed. The cne
plan that was 1in English did not adequately discuss or
include several pertinent issues required by the
guidelines. Examples of these 1issues 1included (1)
involvement of women for project implementation, (2)
prevalent markets for disposal of surplus forest
produce, (3) time schedules and training programs for
certain activities such as nursery production and
planting operations, and (4) details on the method of
tending and protecting the plantations. In December
1987, USAID/India confirmed in a letter to the
Government of Maharashtra that USAID/India and the
Government agreed that the 4,300 management plans
prepared under the project were of little value. Both
this letter and the mid-term evaluation report on this
project issued in December 1985 identified problems in
the above four areas and concluded that the management
pPlans neceded to adequately address these issues.

-- USAID/India did not monitor nor ensure that the number
of acres identified in the Government of Maharashtra's
management plans were actually planted as required for
the second installment., Some payments were
questionable, Fnr example, the Government reported to
the auditors that 15 wvillages for which A.I.D. made
reimbursement for planting did not include community
block plantations. Payments for these wvillages were



questionable because the planting on community block
Plantaticns was required for this installment according
to the project agreement. Furthermore, USAID/India did
not require the Government to report and did not have
data available to compare and assure the hectares
required under the management plan for community block
Plantations were actually planted.

-- USAID/India did not assure a survival report was
prepared and acceptable stocking levels had been
achieved which were the bases for the third
installment. The stocking level was to indicate (1) the
percentage of tr2es that were viable compared with the
number of seedlings specified by species given in the
village management plan and (2) wnether a sufticient
number of trees had survived and thus whether the area
had become a viable uni% of production for the village.
USAID/India relied almost completely on the Government
of Maharashtra to monitor the survival rate of scedlings

planted and to assure the survival reports were
prepared. For example, USAID/India reimbursed the
Government of India $1.6 million for 810 village

survival reports on sesedlings originally planted around
July 1985. The payment was based almost entirely on a
certificaticn by the Government that the reports were
prepared as required. USAID/India officials did not
review any of the survival reports to assure they
included the required data and only performed a cursory
inspection at two of the 810 villiages to verify the
survival rates reported by the Government. An example
of specific questionable payments under this installment
was for the 15 wvillages mentioned previously that did
not have any community block plantations. As with the
installment for tree planting, a requirement for the
third installment was an acceptable stocking rate at
community block plantations.

USAID/India officials attributed the inadequate inspections
to insufficient A.I.D. staff resources assigned to perform
these functions. However, this problem could have been
alleviated 1t USATD/India had contracted for technical
assistance as provided for in the A.I.D. project paper and
in the initial project agreement ., These documents allocated
$3.1 million for technical assistance contractors who were
to assist A.T.D. staff in project management and monitoring
responsibility. UsAID/India, however, never hired the
contractors because it decided the Government of Maharashtra
could satisfactorily perform the respective monitoring and
evaluation functions.,



As previously mentioned, one of A.I.D.'s criteria for using
the FAR method of payment requires that A.I.D. through its

own staff or through contract provide for periodic
inspections to assure that project outputs have been
completed in accordance with plans and specifications.

A.T.D. Handbook 3 adds that since savings from the estimated
costs accrue to the recipient country, it is particularly
important that attention be given to guaranteeing that
ptojects be implemented in accordance with agreed plans and
specifications and that any possible collusion between

implementation and inspection personnel concerning
modifications in inputs be avoided. Thus, USAID/India's
practice of relying almost entirelv on Governmen: of

Maharashtra personnel to assure the outputs were completed
in accordance with prescribed plans and specifications was
contrary to A.I.D. payment policies.

Conclusion - USAID/India used the FAR procedures to pay the
Government of India even though the A.I.D. criteria for
establishment of reimbursement amounts and inspection of
prcject outputs were not satisfied. Failure to comply with
these criteria resulted 1in inadequate assurance as to the
propriety of about $17 million which A.I.D. reimbursed to
the Government of India under this project.

Management Comrents

USAID/India generally concurred with the three
recommendations under this finding. USAID/India stated that
no additional plantation activities will be funded under the
project. USAID/India also stated that: (1) 1in coordination
with the Regional Legal Advisor, it has ascertained that the
retroactive increase in the reimbursement amount was
inappropriate -- absent extraordinary circumstances; (2) a
Project Implementation Letter was issued rescinding the
upward revision of fixed amount reimbursement rates; (3) a
random sample survey will be performed to determine whether
or not the outputs required for reimbursement were completed
as pianned; (4) appropriate action would be taken to recover
unallowable A.T.D payments; and (5) additional A.I.D.
payments were being withheld unt:il the survey on project
outputs 1s completed.

In addition to its cumments on e¢ach recommendation,
USAID/India strongly objected to the generalizaticn that
failure to comply with A.I.D. policies resulted in both
inadeauate assurance as to the propriety and inefficient use
of a substantial portion of about $17 million paid under the



fixed amount reimbursement procedure. USAID/India stated
that payments have been made for work that has actually been
done, the project's plantation targets have been achieved,
and supporting documentation for the payments are available
at field 1locations which the audit report does not mention.
USAID/India, however, agreed that its inspection efforts
were less than those required under the fixed amount
reimbursement procedures.

USAID/India also suggested changes or provided other

comments concerning the establishment of reimbursement
amounts and the completion of survival reports.,

Office of Inspector General Comments

Based on USAID/India's corrective actions. Recommendation
No. 1 and part (a) of Recommendation No. 2 are closed upon
issuance of this report. Part (b) of Recommendation No. 2
is considered resolved and will be closed when USAID/India
provides evidence that the survey of project outputs is
completed, and USAID/India has determined the propriaty of
payments made to the Govecrnment of India under the fixed
amount reimbursement procedures. Part (c) of Recommendation
No. 2 will be clesea upon recovery of any unallowable
payments . Recommendatian No. 3 1is resolved and will be
closed when USAID/India provides evidence that required
outputs for the remaining inctallments were completed.

Concerning the additional comments by USAID/India, this
audit report supports that there was inadequate assurance as
to the propriety and inefficient wuse of A.I.D. funds. An

example would be the $1.4 million in A.I.D. payments which
had been made for the retroactive increase 1in the fixed

arnount reimbursement rates., In addition, the fact that
USAID/India will perform a random sample to determine
whether the outputs required for reimbursement were

completed as  planned substantiates that WUSAID/India had
inadequate assurance as to the prepriety of A.I.D. payments
to the Government of 1India. However, duc to corrective
actions taken or agreed to by USAID/India, the specific
statement on inefficient use of funds 1is not included in
this report.

USAID/India comments concerning the establishment of
reimbursement amounts  and survival reports have been
considered and incorporated into or deleted from the report
as appropriate.



2. USAID/India‘'s Monitoring and Reporting On Project
Achievements Were Inadequate.

A.I.D. 1is required by law and U.S. Government management
standards to monitor and evaluate the wuse and results of
development assistance to ensure that U.S. Government funds
are used as effectively as possible. These requirements
were not met on the Maharashtra Social Forestry Project
because USAID/India did not have quantifiable indicators

(targets and timeframes) to measure achievements and
adequate procedures for monitoring and reporting on project
accomplishments. As a result, USAID/India did not have
sufficient information to (1) measure project achievements,
(2) determine what could be accomplished within the
remaining time and budget, and (3) make timely decisions on
deobligation of funds. The 1nadeguate monitoring also

resulted in some essential project components which were
seriously delayed and may not be achieved.

Recommendation No. 4

We recommend that USAID/India in coordination with the
Government of India:

a. establish quantifiable indicators to measure project
achievements; and

b. revise the project implementation plans to include as a
minimum specific targets and timeframes for extension
training of Government of Maharashtra officials,
prevaration of research reports, and disbursement of

grant funds.

Recommendation No. §

We recommend that USAID/India deobligate any grant funds
determined not needed based on the revised project
implementation plans.

Recommendation No. 6

We recommend that USAID/India develop a system to monitor
and report on progress in achieving the four project
components essential to accomplishing the project objective.



Recommendation No. 7

We recommend that USAID/India reassess the need and
propriety for funding project motivators with A.I.D. grant
funds and, as appropriate, ensure the motivators are used
for project implementation or deobligate/recommit the
8$500,000 committed for motivators.

Recommendation No. 8

We recommend that prior to authorizing additional village
pParticipation under the project, USAID/India assess whether
the project objective and essential project components (e.g.
nurserics and plantations) will be achieved and sustained.

Discussggg

The Foreign Assistance Act requires A.I.D. to establish a
management system that includes: (1) the definition of
objectives and programs; (2) the development of quantitative
indicators of progress toward these objectives; (3) the
orderly consideration of alternative means for accomplishing
such objectives; and (4) the adoption of methods for
comparing actual versus anticipated results. 1In addition,
Office of Management and Budget Circular A-117 requires that
A.T.D. ansess the effectiveness and efficiency of
development  programs on  a continuing basis. In short,
A.I.D. 15 reqguired by law and U.5. Government management
standards to monitor and  evaluate the use and results of
development assistance  to  ensure that U.S. Government funds
are used as effectively as possible.

A.1.D. Handbook 3 requires that: (1) the project design
ldentity specitic quantiflable indicators to measure
progress  In providing project inputs and achieving expected
outputs and related project objectives; (2) the project
include aetailed implementation plans  for achieving project
objectives; and  (3) project budgets and implementation plans

be updated periodically or, at a minimum, whenever
significant delays  occur. The updating requirement was
considered essential  for  effective project management and
monitoring, The Handbook 2150 states that project

implementors must  have specific measurement and reporting
systems which will keep everyone advised on  the status of
activities and  identify deviations from plans and schedules
in a timely manner.,

The importance of quantitative indicators to improve
A.I.D.'s monitoring and cevaluation systems was stressed in a



May 1987 cable (State 164240) to all A.I.D. missions. The
cable stipulated that the A.1.D. Administrator strongly

endorsed the position that improved monitoring and
evaluation systems can be instrumental in generating
empirical data for measuring the results and accomplishments
of A.I.D. programs . The Administrator was especially

interested in having A.I.D. work toward the use of targets
and indicators in the monitoring and evaluation process.
The Administrator also noted that good data on project
accomplishments can have a powerful positive effect when
presented to host country officials and the United States
Congress.

The sbjective of the Maharashtra Sccial Forestry Project in
Ind.a was to develop the institutional ability of one state
(Maharashtra) in India to assist villages to manage their

communal and private lands for increased ané sustained
production of forest products. The objective was to be
achieved by accomplishing four essential components:
establish and sustain community and private forest

plantations in 4,300 villages; establish and sustain private
and district nurseries; train extension staff assigned to
the project; and prepare rescarch reports. At the end of
the audit, USAID/Jndia was in the process of deciding
whether or not to authorize funding for about %70 additional
villages at an estimated A.I.D. cost of about $3.2 million.

USAID/India did not effectively monitor and evaluate project

achievements to  ensure that A.I.D. funds were wused as
effectively as possible. This occurred because USAID/India
did not nave gquantifiable indicators (targets and

timeframes) to measure achievements and adequate procedures
for monitoring and reporting on project achievements.

The nonitoring and reporting problems related with
achievements of cach of the four essential project
components and  problems  1n  using A.I.D. grant funds are
discussed below.

Establicsh and Sustain Forestry Plantations - This output was
for establiching  and sustalning communilty and private

plantations of fuelwood, fodder, fruit and other species.
The project design projected the planting of 81,000 hectares

of community and  private lands In 4,300 villages and
establishea  timetrames  for incrementally  achieving thege
targets, An 1mportant  part of this output was to assure an
appropriate distribation  of  project  produce., Impover ished

groups were  to  recelve  priority in the distribution of the
produce . However, specific targets and  timeframes for the
production and distribution of produce under the project had
not been established,



USAID/India generally monitored and included in its
management reports the achievement of the targets
established for the number of villages participating and
hectares planted under the project. However, USAID/India
did not monitor and report on the sustainability of
community and private plantations established under the
project. For example, USAID/India did not have a cystem or
the data to ascertain the operating status of plantations

established under the project (i.e., how many of the
plantations were still operating and what percentage of the
seedlings provided under the project had survived).

USAID/India also had not established a system to monitor and
report on the distribution of project produce. These data
and systems were needed by USAID/India to ascertain whether
or not the output for establishing and sustaining forestry
plantations was being achieved and to take corrective
actions on project implementation problems .

Also, the Government of Maharuchtra did not have an
effective system to (1) monitor achievements of this output,
(2) determine 1if the achievements were sustained, and (3)
identify and take actions to resolve project implementation

problems . For example, the Government's monitoring of
community block plantation activities was generally
terminated three vyears after the planting and before any
significant distribution of produce . A Government ol

Maharashtra official said a system was initiated in July
1987 to monitor the activities after the three year period,
but sutficient data had not yet been obtained or compiled at
the time of  the audit to determine the adequacy of the
system., The  Government also had not established a system to
measure achievenents in sustan ing private plantations.

Additionally, our audit work disclosed there could be
problems 1n  achievina or sustiining achievements under this
output. For example, 1,350 villages should have accepted
Management  responsibility  for  community plantations as of
July 31, 1987. The Government  of  Maharashtra reported  to
the auditors an November 1987 that 662 of these villages had
not yet accepted or  the Government did not know 1f  the
villages  had  accepted responsabillity . Government officials
stated that the moilor reesons the villages did  not accept
responstbility  were  because  they did not  have  funds  or
experienced people to maintain the plantations.

In addition, gt the request of the auditors, the Government
of  Maharashtia  developed  data on the operations  of 25
villages which  were  selected based on o random sample . The
data indicated o high rate of  s5ecd] 1ng  losses, The ALI.D.
project papeg and  project  agreement  provided  that  the
end-ol-project. target  was  to  increase  survival  rates  of
seedlings the first  year  after planting to more than 60



percent and, after replacing casualties at the end of the
first year, a stocking level in excess of 80 percent by the
end of the second year. Examples of problems concerning the
viability of plantations identified for the 25 villages
included the following.

-- Three of the five villages where plantino was done in
1983 repor ted survival rates in 198¢ or 1987 for
community block plantations of 3 percent, 4 percent and
29 percent, respectively.

=- One wvillage planted 16,155 seedlings for a community
block plantation in 1985. Replacement of seedlings due
to losses over the next two years were reportedly 10,500
and 5,775 seedlings, respectively. Thus, the project
provided 32,430 scedlings for this plantation. The
Government reported that 11,496 (35 percent of total
planted) had survived as of November 1987. Furthermore,
the number of casualty replacements were more than the
number of seedlings initialiy plantea under the project.

== A wvillage where planting was done in 1984 had reported
survival rates in  May 1987 of 4C percent for block
Plantations and 34 percent for all plantations included
under the project.,

== The reported survival rate was 15 percent in October
1987 for 40,000 seedlings planted 1in 1986 for private
plantations in one village.

The data provided the auditors did not identify the reasons
for the hi1gh rate of seedling losses, However, the
Government  of  Maharashtra reported in its reimbursement
claims for the third installment under this project that
seedling losses were  generally  attributed to little rain,
poor so1l conditions, and damage by stray cattle and other
animals .,

Establish and Sustain Private and bistrict Nurseries - This
component was lor  establicshing 54 district nurseries and
4,300 private nurseries by June 30, 1984 and May 31, 1988,

respectiavely The project design projected  that the
district nurseries  would  produce 76 million seedlings
annually and  the  pravate nurseries would produce 6% million
seedlings during the cight-year project period, The project
paper  did not nclade incremental timeframes for production

by the private nurseries. The project paper stated  that  the
private  nurseries  were  a o key  element  in developing the
expertise  for  continuaing  the social forestry program after

the project wans completed,



Data developed during the mid-term project evaluation in
Cctober 1985 showed that the projection for establishing
private nurseries was far from being achieved. The data
showed that only 472 of the 2,160 private nurseries which
should have been established by that time had been
established. The evaluation report recommended that private
nurseries be substantially expanded.

Neither the Government of Maharashtra nor USAID/India knew
how many private and district nurseries established under
the project had sustained operations. The Government only
had reports to identify how many nurseries were established
in a given year and the secedlings produced that vyear. The
Government did not monitor or have reports on the nurseries'
operations after the first vyear. USAID/India's management
reports did not identify quantified data to measure progress
in achieving this output,

The audit attempted to determine the extent private
nurseries were established and sustained operations under
the project. The auditors requested the Government of
Maharashtra to 1identify the number of such nurseries in the
25 willages which were randomly selected that produced
seedlings for the June/July 1987 planting season. The
Government of Maharashtra reported that no private nurseries
established under the project in these villages produced

seedlings for that planting season., Government of
Maharashtra officials said the Government of India began a
national program In  October 1986 to establish private

nurseries but the officials did not consider establishing
private nurseries as  an  objective of this A.I.D.-funded
project after that date. USAID/India officials were not
aware of the Government of Maharashtra decision not to
include private nurseries under this A.I.D.-funded project.

Train Extension Staff - This  component was  to provide for
about 700 trained and experienced extension staff. The
project design included a yearly in-country training

schedule for this gstaff during the project period, The
project paper stipulated that the extension program would be
the key celement necessary to achieve ALT.D. project goals.

U.5.A.1.h/Indie did not monitor or include in its management

reports  cither  the number of  extension staff  trained or
information on  the success of  such in-country training.
Government. of Maharashtra officials  also could not provide
the auditors witn this 1nformation when requested  in

November 1987.  The officials  said  they would develop  the
information but did not have it available when the auditors
followed up on the request in January 1988,


http:Governm.nt

The mid-term evaluation report issued in December 1985 noted
that extension training for all staff was severely lacking,
In December 1987, USAID/India notified the Government of
Maharashtra that the Government's plantation officers and
assistant plantation officers, who were expected to do the
most extension work, were grossly undertrained in extension
methodology. USAID/India also noted that villages had
generally not cooperated largely due to the lack of time
availanle to these officers to function in their primary
capacity as extension agents.

Prepare Rescarch Reports - The project paper identified the
"objectively verifiable indicator" for this component as the
preparation of 150 research reports. The paper did not
identify the specific timeframes for preparing the reports.
The primary purpose of this output was to address technical
constraints encountered in pooject implementation.

USAID/India's management reports did not identify progress
in achieving this output or discuss problems in this area.
In fact, no research reports had been issued under the
project as of December 31, 1987.

The mid-term project evaluation report 1issued in December
1985 noted that numerous technical problems had surfaced
which reduced the Government of Maharashtra staff's ability
to effectively discharge their duties. The report concluded
that research activities were needed to find solutions to
the problems. In December 1987, USAID/India sent a letter
to the Government of Maharashtra stating that 1increased
priority and funding for research activities were neecded to
achieve the project objective.

Grant Funding - Grant funds of 85 million were approved
under the project for such costs as technical assistance,
training, resecarch, motivators, and evaluations. The
project design and USAID/India officials considered these
components essential to achieve the above outputs .

Very little of the grant funds had been used. As  shown 1in
Exhibit 1, only about $550,000 of the 85 million A.I.D.
grant.  funds  had  been  spent  as  of  December 31, 1987.

USAID/1India did not revise the original budget to show
projected needs over the remaining life of the project.

In our opinion, there is  a good chance that a revision of
the 1mplementation plan would show the potential to
deobligate  or  reprogram  funds. For example, the project
agreement allocated grant funds of $500,000 for payments  to
motivators. No  funds were spent and  the Government of
Maharashtra decided to discontinue the use of motivators
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under the project effective April 1, 1987. Government
officials said the motivators were not useful for project
purposes. Furthermore, Jjustifi-zation for using grant funds
to fund motivators was questionable because about $2.0
million for motivators was already included in the estimated
costs used as a basis for A.I.D. loan fund reimbursements to
the Government of India for plantation activities. Training
would be another example for potential deobligation. Only
about 8$500,000 of approximately $2.5 million allocated for
training were spent. The project paper projected that
essentially all of the training funds would have been spent
by December 1987.

Conclusion - USAID/India did not have sufficient information
to (1) measure project achievements, (2) determine what
could be accomplished within the remaining time and budget,
and (3) make timely decisions on deobligation of funds.
Some components essential for accomplishing the project
objective were seriously delayed and probably will not be
achieved. USAID/India needs to establish quantifiable
indicators to measure project achievements and adequate
procedures for monitoring and reporting on project
accomplishments, USAID/India should also have reasonable
assurance that the project objective is being achieved and
will be sustained prior to authorizing additional wvillage
participation under the project.

Management Comments

USAID/India concurred with all recommended actions under
this finding, except part (a) of Recommendation No. 4 to
establish quantifiable indicators to measure project
achievements. They requested closure of part (a) because
field 1implementation of the project was completed in August
1987 and no additional field activities were anticipated.

USAID/India agreed to revise the project implementation
plans and were in the process of discussing the plans with
the Government of Maharashtra. They further agreed to
deobligate any arant funds determined not needed based on
the revised plans, and to establish a system to monitor and
report on project progress through the establishment of a
Monitoring and FEvaluation Unit by the Government. of
Maharashtra. In the event the Government of Maharashtra
does not establish the evaluation unit, USAID/India will
utilize project funds to monitor the project through
contractors. After reassessing the situation and  based  on
the revised implementation plans, USAID/India intends to
deobligate/recommitt any unneeded grant funds set aside for
motivators. Also USAID/India stated that no additional
village plantations will be financed under the project and
negotiations were being held to deobligate che remaining
unutilized project loan funds.

- 20 -



Office of Inspector General Comments

Based on USAID/India actions as noted in their written
response to the draft report, Recommendation No. 8 js closed
upon issuance of this report. Part (a) of Recommendation
No. 4 is unresolved because we believe that even though no
additional field activities were anticipated, quantifiable
indicators should be established for the production and
distribution of produce under the project. Timeframes
should also be established for the preparation of the 150
research reports identified as the "objectively wverifiable

indicator" for the research component of the project. Part
(a) will be closed when USAID/India provides evidence that
the recommended targets and timeframes have been

established.

The remaining recommended actions in this finding are all
resolved . Part (b) of Recommendation No. 4 will be closed
when the revised implementation plans have been finalized.
Recommendation No. 5 will be c¢closed when USAID/India
deobligates any unneceded grant funds. Recommendation No. 6
will be closed upon development of a project monitoring
system which includes specific USAID/India actions within
the system. Recommendation No. 7 will be closed when
USAID/India provides documentary support on the propriety of
using A.I.D. grant funds for motivators and evidence that
the remaining unutilized grant funds allocated for
motivators have been deobligated.



3. Mid-Term Evaluation Report Recommendations Were Not
Implemented.

A.I.D. policy :equires that A.I.D. missions ensure that
recommendations in project evaluation reports are resolved
and appropriately implemented. Most of the recommendations
In the mid-term evaluation report for this project were not
implemented because USAID/India did not have a follow-up
system to e¢nsure that the recommended actions were
appropriately resolved and implemented. As a result,
problems identified in the evaluation report continued <to
seriously impair project implementation and preclude
measurable achievements two Yyears after corrective actions
were recommended.

Recommendat}gn No. 9

We recommend that USAID/India:

a. ensure that the recommendations in the mid-term
evaluation report for the Maharashtra Social Forestry
Project are resolved and implemented; and

b. establish a system to assure recommendations in project
evaluation reports are resolved and implemented.

Discussion

A.I.D. Handbook 3 and the A.I.D. Evaluation Handbook
stipulate that A.I.D. missions should respond to
recommendations presented in evaluation reports. The
response may be a complete or partial acceptance of a
recommendation, a proposed alternative action that
accomplishes the same objective, or rejection of a
recommendation. The course of action to be followed must be
documentced  and rejections or modification of recommendations
must be explaired., The missions are also required to
establish a system for following-up on the decided course of

action in response to  evaluation recommendations to ensure
that these actions are implemented.,

The A.T.D. Iivaluation I'undbook states that the primary
purpose for conducting an cvaluation 1s to obtain
information that «c¢an help managers improve the performance
and effectiveness of  the activity, The Handbook further
states that the woevaluation process is not complete until
action is taken on the evaluation report recommendations.



The mid-term project evaluation report issued in December
1985 included 41 recommendations. USAID/India officials met
in February 1966 to discuss the report's findings and
concluded that each of the report's recommendations should
have been implemented by December 31, 1986. Notwithstanding
this decision, USAID/India and Government of Maharashtra
officials indicated that most of the recommendations in the
report still had not been implemented as of December 1987,
Exhibit 2 identifies the implementation status for 30
selected recommendations in the report as of December 21,
1987.

USAID/India did not take the appropriate corrective action
pPrimarily because they did not have a follow-up system to

ensure that the recommended actions were appropriately
resolved and implemented. In March 1986, a USAID/India
official was assigned responsibility to (1) initiate

discussions with the Governments of 1India and Maharashtra
regarding their response to the evaluation recommendations,
(2) document actions taken to implement the recommendations,
and (3) provide USAID/India managemernt with quarterly
reports on the status of implementation. However, these
tasks wers not performed and mission management did not
ensure that they were accomplished.

As a result of the audit, USAID/India sent a letter to the
Government of Maharashtra in November 1987 requesting the
Government to submit to USAID/India a written report stating

the current status of actiors being taken or already
completed to address the recommendations. This was a good
start to resolve this problem. However, the Government had

not vyet provided its response to USAID/India when the audit
field work was completed at the end of January 1988.

USAID/India officials acknowledged that. the 1lack of an

effective follow-up system to assure evaluation report
recommendations were resolved and implemented was a systemic
problem. The auditors noted that USAID/India Orders (i.e.,

Numbers 650 and 660) issued in 1987 which related to this
issue did not assign specific responsibility and establish
procedures to follow-up on evaluation report
recommendations . At the completion of the audit,
USAID/India was revising onc of the orders to resclve the
problem.

The failure to implement the actions recommended in the
evaluation report on the Maharashtra S5ocial Forestry Project

resulted in many problems which continued to seriously
impair project implementation and preclude measurable
achievements two years after corrective actions were
recommended. Examples of these problems for three specific

project activities are noted beiow.



Training - The evaluation report identified several problems
concerning the training component. One of the problems was
the Government of Maharashtra staff fell far short of the
training needed and outlined in the A.I.D. project paper.
The report noted that training of senior staff and extension
training for all staff was severely lacking and that
overscas training was virtually non-existent, The
evaluation report recommended that (1) bottlenecks impeding
the nomination, selection, and approval of individuals
associated with overseas training be eliminated, (2) the
training program for extension workers be improved, and (3)
village motivators be given specialized training.

None of the three recommendations mentioned above were
implemented. For example, the training schedule provided
that 78 participants should have received overscas training
by December 31, 1987 -- only 24 participants had received
such training by that time. Government of Maharashtra and
USAID/India officials could not identify at the time of the
audit how many of the 950 participants scheduled under the
project design had actually attended the senior staff
extension program and the plantation officers extension
course. Concerning the training for metivators, the
training was not provided and the Government of Manarashtra
discontinued the wuce of motivators for project purposes
effective April 1, 1987.

Transfer of Plantation Management Responsibilities -~ The
report stated that many villages were expressing a
reluctance to assume the management responsibility of

community plantations. One of the report's recommendations
was that the Government of Maharashtra structure activities
involving the acceptance of responsibility for management of
the community plantation starting with the development of a
village management plan and continually increase until three
years after tree planting at which time the village was
expected to assume management of  the plantation. This
recommendation was not implemented as of December 31, 1987.

USAID/India did not know how many of the 1,350 villages
which should have assumed management responsibility for the
plantations at the time of the audit had done so. The
Government of Maharashtra provided the auditors a list that
showed 662 of the 1,350 villages either nad not yet assumed
responsibility or the Government did not know if they had
assumed responsibility,

USAID/India and Government of  Maharashtra officials said
many villages were reluctant to accept management
responsibility for the community plantations because of

inadequate financial resources  and training to protect and

manage the plantations.,



Monitoring and Evaluation - The evaluation report stated
that the Government of Maharashtra's 1aformation systems on
project activities were very limited. The systems did not
adequately (1) provide data on productivity, (2) identify

problems which constrained project effectiveness, 2
provide information to formulate plans, (4) justify program
actions and budgets, and (5) provide information to

formulate management alternatives, The report concluded
that the rapid implementation of monitoring and evaluation
Systems was essential to the long-term sustainability of the
project objectives.

The report recommended that the Government of Maharashtra
needed to implement the plan proposed by the project
implementing agency to strengthen the monitoring and
evaluation systems. The report also stated that the systems

should be computerized so information could be rapidly
recorded, summarized, and reported, The need to develcep
detailed monitoring and evaluation systems were noted for
the following activities; nursery and plantatcion
accomplishments, extension work, training, and market

conditions.

Very little action had been taken on the recommendations.
The Government of Maharashtra had not approved the plan
proposed by the project implementing agency even though the
Plan was consistent with Government of India quideclines for

monitoring and evaluating social forestry activities in
India. The guidelines provided for a monitoring and
evaluation unit consisting of about 27 full time management
and technical personnel. Not more than two staff persons
had performed this function at any one time for this
project. The Government of Maharashtra purchased the
required computer but it was not installed because the
installation 1location was not decided upon. Government

officials said at the time of the audit that the computer
should be installed in February 1988, No action was taken
to develop the required monitoring and evaluation systems
for the four components identified in the report.

Conclusion - The failure to implement the actions
recommended  in the mid-term evaluation report resulted in
many problems which continued to seriously impair project

implementation and preclude  measurable  achievements  two
years after corrective actiong W e recommended ,
USAID/Tndia necds t, establish a follow-up system to ensure
that project evaluation report recommendations are

appropriately r<solved and implemcn -ed.



Management Comments

USAID/India concurred with the recommended actions under
this finding. USAID/India stated that it has confirmed that
the Government of Maharashtra had prepared and was
processing the written report requested by USAID/India on
the implementation status of recommendations included in the
evaluation report on the Maharashtra Social Forestry
Project. USAID/India issued a revised USAID Order No. 650
(dated February 24, 1988) which specifically provides
procedures for following up on recommendations in project

evaluation reports to ensure the recommendations are
resolved and implemented. USAID/India also stated that
tracking the progress in implementing evaluation report

recommendations is now a formal part of the semi-annual
project implementation report system.

Office of Inspector General Comments

Part (a) of Recommendation No. 9 is considered resolved and
will be closed when the mid-term evaluation report
recommendations are resolved and implemented. Part (b) is
considered closed upon issuance of this audit report.,



4. Government of India Did Not Fulfill Its Project
Commitments .

The project agreement required the Government of India to
perform certain actions which included providing all funds
and staff necessary to carry out the project effectively and
in a timely manner. The Government did not fulfill all its
project commitments in the areas of project funding,
training project staff, and establishing a monitoring and
evaluation unit. Thisz occurred because USAID/India did not
ensure compliance. The failure to meet these commitments
impaired project implementation and USAID/India's ability to
assess project implementation problems and ©o take timely
corrective actions.

Recommendatign No. 10

We recommend that USAID/India develop timeframes and a plan
of action to ensure the Government of India fulfills its
funding, training, and evaluation commitments to the project.

Discussion

The project agreement required the Government of India to
provide all funds, 1in addition to A.I.D. funds, and all
other resources required to carry out the project
effectively and in a timely manner . Government of
Maharashtra staff were to receive training and work for a
specified time under the project.. The agreement also
required the Government of India to establish an evaluation
brogram as an 1ntegrated part of the project and adequately
staff a monitoring and cvaluation unit within the
implementing agency .

The Government of  India did not fulfill all its project
commitments . Examples of  non-compliance with the project
agreement included the following:

== The Government of  India did not provide its required
financial contributions for specific  budget categories
and did not approve certain activitiss to be funded by
A.T.D. For example, as  of  December 1, 1987, the
Government provided only  4508,000 of the 46.7 million
required  under  the  project  aqgreement for equipment and
burldings . Government of Maharashtra officials sal1d  no
funds  were  authorized for these  items  for the year
ending March 31, 1948 . A specitic example of  the
Government  of India not approving activities to be
funded by A.I.D. was Utechnical support . The project



agreement allocated $800,000 for this support but none
of this had been spent as of December 31, 1987.
USAID/India sent a letter to the Government of
Maharashtra in December 1987 stressing the need for the
Government to ensure that increased funding be
authorized for training, research and housing
construction for project personnel.

-- The Government of Maharashtra had approved only 24
candidates for overseas training as of December 31,
1987. The training schedule provided that 78
participants should have received overseas training by
that time.

-- The Government of Maharashtra did not establish and
adequately staff a monitoring and evaluation unit in the
implementing agency. Government of India gquidelines
provide that such a unit should have about 27 full time
management and technical staff. Not more than two
persons had performed this function at any one time for
this project. The evaluation program was to evaluate
progress toward attainment of project objectives and
identify and resolve problems which inhibit such
attainment. The project agreement stipulated that the
unit was essential to assist A.I.D. in managing the
project and was to be adequately staffed by June 1983.
USAID/India notified the Government of Maharashtra in
December 1987 that the failure to adequately staff the
unit had a negative impact on the way the project had
been managed, and that actions should be taken to fully
staff the unit as provided for in the Government of
India guidelines.

A USAID/India official said he had discussed the 1nadequate
Government of India commitments to the project with
Government of Maharashtra staff buil had not been successful
in getting the Government of India to fulfill its project
commitments . USAID,//India officials said no timeframes and
Plan of action have been developed to ensure the Government
of India fulfilled its funding, training, and evaluation
commitments to the project.

The fairlure by the Government of India to fulfill its

project commitments  impaired  project implementation and
USAID/Tndia's ability to assess  project implementation
problems  and  to  take timely corrective actions, The
mid-term cvaluation report 1s5ued in December 1985
tdentificd that increased  funding  for  specific project
component g (1.0., buildings, technical support, training,
and  rescarch)  and  an improved  cevaluation Program were
essential Lo the  long-term sustainability of  the project
objective. USAID/India oftficials said the report's findings
on this matter were still valid,
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In conclusion, USAID/India needs to develop timeframes and a
Plan of action to ensure Lhe Gevernment cf 1India fulfills
its funding, training, and evaluation commitments to the

project.

Management Comments

USAID/India concurred with Recommendation No. 10 to develop
timeframes and a plan of action to ensure the Government of
India fulfills its funding, training and evaluation
commitments to the project.,

folSSnQE_lﬂiPQSEQK General Comments

Recommendation No. 10 1s considered resolved and will be
closed when USAID/India provides evidence that it has
completed the recommended actions.



B. Compliance and Internal Control

Compliance

Findings 1, 2, and 3 identified that USAID/India did not
comply with A.1.D. requirements for funding project
activities, monitoring and reporting on project
achievements, and following up on recommendations made in
evaluation reports. Finding 4 discussed cases when the
Government of India did not fulfill its project
commitments . The audit review of compliance was limited to
the findings presented in this report.

Internal Control

All four findings in this report identified inadequate
internal controls. Finding 1 discussed the need for better
controls to ensure the propriety of A.1.D. payments.
Finding 2 1dentified the neced for improved monitoring and
reporting on project acaievements. Finding 3 addressed  the
need to establish a follow-up system to ensure evaluation
report recommendations are resolved and implemented.
Finding 4 discussed  the need for controls to ensure the
Government  of  India fulfills its project commitments. The
audit review of  internal  controls was limited to the
findings presented in this report .,
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Analysis of A.I.D. Obligations

and Expenditures by Budget

Exhibit 1

Categories as of December 31, 1987 (in 8000)

Budget Category 1/ Obligations
Plantation Costs 325,000
Technical Support 800
Training 2,460
Research 1,190
Motivators 500
Evaluation 50

$30,000
1/ Plantation «costs are A.I.D.-loan

Disbursements

$17,033
2

498

49

0

0
317,582

SES=ss=m=

funded

and the

remaining budget categories are A.I.D.-grant funded.
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Analysis of the Implementation Status
of Selected Recommendations In
The December 1935 Mid-Term
Project Evaluation Report
as of December 31, 1987

Issue Area/Recommendation Implementation
Status
Training

1. Training should be modified and targeted at
specific social/economic groups within each
village. No Action

2. Village motivators be given specialized
training, No Action

3. Bottlenecks impeding the nomination,
selection, and approval of individuals
associated with overseas training be
eliminated. No Action

4. A reasonably permanent training program
which uses professional extension educators
should be developed. No Action

5. Opportunities for staff members within the
state to exchange information on successes
and failures in both extension and Partially
forestry activities, Implemented

Extension

6. All villages should be assigned motivators
a5 soon as possible. No Action

7. Directly recruit Assistant Plantation
Officers., No Action

Seedling Production and Distribution

8. Private nurseries be substantially expanded. No Action
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Issue Area/Recommendation Implementation
Status

9. Seedling distribution policy be carefully
evaluated since the current policy is a
disincentive to the establishment and Partially
continual operation of village nurseries. Implemented

Transfer of Plantation Management
Responsibilities

10. The village management plan should identify
all tasks related to nursery and plantation
maintenance and management. The plan
should clearly specify the roles and
responsibilities of the participating
parties and define when and how the
rules and responsibilities will change. No Action

1l . Villages that successfully resume
management of their community plantation
be used as "demonstration villages" for
other communities. No Action

Distribution of Produce from Community
Plantations

12. Government of Maharashtra should develop
three to five alternative models for the
distribution of produce from community
plantations and allow the villages to select
the most appropriate one for their situation. No Action

13. Production of products from community
plantations through time be considered
in the distribution scheme. No Action

14. The question of who should and can enforce
the benefit distribution schemes adopted
by the villages needs to be addressed., No Action
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Issue Area/Recc.iiendation Implementation
Status

Resedarch

15. The research proposal on agro-forestry
systems submitted by ar agricultural
university needs to be initiated Partially
immediately. Implemented

16. Collect and analyze plantation data so
trends in production can be quickly
made available to extension of ficers. No Action

17. A detailed wood marreting Study be
undertaken so present and future market
conditions for forest products can be
realistically estimated, No Action

Monitoring and kEvaluation

18. Monitoring and evaluation of social
forestry activities should pe strengthened
ana computerized, No Action

19. Detailed monitoring and evaluation
activities need to be developed for
cach of the ftollowing components:
nursery and plantation monitoring;
extension monitoring; training
monitoring; and market condition
monitoring, No Action

Departmental Organization

20, State forestry department needs to
expand from five to s1x reqional
offirces so 1te divisional boundaries
are alligned with revenue divisions. Implemented

21, Complete stattang in all 29
administrat ave distoroeby ., No Action
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

NLEW DELHI, INDIA

May 24, 1988 CoTosvizy

26 MY 88
MEMORANDUM

RIQ/A/S
T0 : Mr. Richard Derrick - RIG/A/S ( c} . .

e
FROM @ Gary A. Eidet - CO/USAID, New Delhi ,/‘/\U’/
1\ i

SUBJECT : Mission Comments on Draft Audit Report ‘of

Maharashtra Social Forestry Project (386-0478)

Attached herewith are Mission Comments to the subject draft audit
report.
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Mission Comments on the Draft Audit Report on the
Maharashtra Social Forestry Project {NSFP)

I. BACKGROUND

Mission requested audit of all three of its social forestry projects
in 1985 & 1986, However, only MSFP was selected. The project audit was
not performed until several months after the end of field activities
(i.e. August 1987) and was conducted by two auditors during two,
three-week TDYs in India, beginning in November 1987. The team reviewed
records in the USAID/New Delhi office for the entire period except for
2-1/2 days during the first trip and two days the second trip. One half
day of the first trip was spent on a visit to three adjacent villages in
a semi arid zone, about one hour southeast of Pune, the HQ of the
Maharashtra Social Forestry Directorate (SFD). One day of the second
trip was spent in travel to Bombay and a 2 hour discussion with the
Forest Secretary, We feel this extremely limited audit effort at the
field Tevel was insufficient to draw realistic conclusions about the
project's field operations.

During the period 21-25 February 1988, the project officer and two
Mission FSNs, one from the PRJ and the other from the CO made a record
search at five sites in Maharashtra outside of Pune. The findings are
presented in Attachment I11. In all cases records were reviewed which
support the aggregate FAR requests of the SFD. This corroborates the
Mission's position that the GOI/GOM did keep and retain project records
as required. Based on the above, the following presents the Mission
response to the audit findings and recommendations.

F. FINDINGS, RECOMENDATIONS AND THE MISSION RESPONSE

FINDING #1: Project method of payment did not comply with AID

Payment Folicies — ~

Response -- Mission acknowledges that PIL #3 establishing the FAR did
not comply with AID FAR policies. To respond to this finding,
Mission has already issued a PIL #14 dated March 29, 1988 rescinding
the increase in FAR amounts and is reverting to the rates established
originally. As a consequence, the original FAR amounts will now be

fixed and not be subject to revision absent extraordinary
circumstances.  Set-off(s) will be used as appropriate. FYI: The
fncrease provided in PIL #12 reflected significant changes in the

wage rate structure throughout the labor market in Maharashtra. The
wage change, however, was taken to Court by the GOM and s yet to be
ruled on. 11 approved by the Supreme Court, the new wage rates will
be retroactive, :fnd FYI,
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RECOMMENDATION 1: We recommend that prior to authorizing any
additional pTantation activities under the project, USAID/India:

a. ensure that the amount to be reimbursed for each output is fixed
in advance based upon reasonable cost estimates.

b. develop an inspection program and assign sufficient AID or
contract staff to that program to ensure that project outputs are
completed in accordance with plans and specifications

Response -- No additional plantation activities will be funded
under the project, Request that recommendation be closed,

RECOMMENDATION 2: We recommend that USAID/India in coordination with
the ATD Regional Legal Advisor:

a. ascertain the propriety of the retroactive increase in
reimbursement amounts under the FAR payment method prior to mak ing
additional payments established by the revisions;

Respcase -- Mission, in coordination with the Regional Legal
Advisor, has ascertained that the retroactive increase in the
reimbursement amount was inappropriate - absent extraordinary
circumstances. Accordingly, PIL No. 14 has been issued rescinding
the upward revision in FAR rates contained 1n il No. 17. Request
recommendation be closed,

b. determine and appropriately perform actions necessary to
ascertain if the GOM completed the outputs for which it was
reimbursed and, if not completed, determine the related propriety
of the $17 million paid to the GOl under the fixed amount
reimbursement procedures; and

Response -- As discussed above, the Mission has rescinded the
upward rate revisions in PIL No. 12 and intends to directly
contract for a true random sample survey. The survey will establish
whether or nut the outputs were completed as planned, Attachment 11
contains the scope of work for the sample survey,

C. recover any unallowable ATD payments made as determined by
actions taken to ascertain the propriety of payments made under the
project.

Response -~ Action on this part of Recommendation 2 will depend on
the findings of the survey described above,
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RECOMMENDATION 3: We recommend that prior to paying the remaining
instalTments totaling $4.8 million for plantation activities
already authorized, USAID/India ensure the required inspections are
performed and that the required outputs for those instalments are
completed in accordance with plans and specifications stipulated in
the Project Agreement,

Response -- Mission is withholding a GOl claim for approximctely
S?ﬂgAﬁTTlion pending completion of the survey and adjustment of the
excess payments of about $1.4 million made earlier at the higher
revised FAR rates. Action on this recommendation will be taken on
the hasis of the survey results,

E}NDIHG i 2: USAID/Lpﬁja repo[t{pg_anq_mgni(gripgﬂpfﬂggpjfct
achicvements were nut adiquate, ™ 0T

- gﬁCOﬁHENDATION ”91,4: We recommend that USAID/India in coordination
with the GOT: i

- a. establish quantifiable indicators for achieving project
objectives, and

Response -- Because field dmplementation of the project was
completod in Auqgust 1947 and no additional field activities are
anticipated, this recomnendation will not be followed., Request
recommendation be closed,

- b, revise the project fmplementation plans to include as a minimum
specific targets and timeframes for extension training of GOM
of ficials, preparation of research reports, and disbursement of
grant funds,

Responue - - Proposed implementation plans for trafning of GOMP

of ficiaTe, proparation of research reports, and disbursement of
grant fund. are presented on the following page.  These plans are
now beeing reviewed by, and negontiated with, the GO,

- R["{“,‘(’)Pi‘.?’.i NOATTON S0 We recommend that USAID/India de-obligate any gqrant
funds determined not needed based on the revised project
fopYementation plane,

Response - Misaion has tarted divcussions with the GOM and will
deobT{gate unneceded grant fundy a4 soon as reasonable estimates of
future requirenents of grant funds arve available,

= RECOMAENDATION G Weo vecommsend that HSATD/ Tndva develop a wystem to
monitor and wmeaure progress an o achiceving the four profect components
eosential to accomplishing project objective,

Respunee Mivnion will continue to press 08 taft to entablish and
fund a Ponitoring and Fvaluation Unet (M), following GOT quidelines
fn the "Opeaational Guide to the Honftoring and Fvaluatton of Socfal
Forestey dn india”, and conure that the MU o dnstftutionalized as
an Anteqgral undt of the D, In the event Mivston to unvuccesnful fn
getting the GOM ta do this, U will utilize project funds to monitor
the project through contractors,















4)

5)

6)
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Audit Comment (page 13): "“The second problem was that revised
reimbursement amounts were not fixed in ggvancq:.

Response: In tnhis regard, please note that the rates were revised on
the basis of an evaluation recommendation and after verifying the
supporting cost information available with the GOM/HSFD at that time
(please sce the following paragraph also). Disbursements at these
revised rates were made only after issuance of PIL #12 for
reimbursement ¢laime received subsequently,  The word "advance” in
the audit report gives an impression as if the amounts were disbursed
before fixcing the revised FAR rates, which 1s not true.

Audit Comment (age 14): "USAID/T also did not review the
Goverment™s votimates for future costs to assure the costs were
reasonable for project activities.  Thus, USAID/T could not say why
the eotimatea total direct plantation project costs for the year
ended Morch 41, 1987 were 6.5 million, whereas, actual reported
costs were only $4.7 million,”

Responae:  Thin is not correct,  The Mission did review the GOM/HSFD
estimaten in June 1946 on the basis of the proposed rate structure
which, according to the information available at that time,
represented regsanable costy of carvying out the plantation
activitieog to meet the project objectives, In establishing the
revised ratesowe had reviewed the acutal expenditures incurred by
SOM/HSD thraugh March 810 1956 and the projections of costs through
the PA L baed an the proposed rate structure,  However, the GOM
subsequently didg not approve the proposed rate steycture for various
reason, tnchuding hudgetary constratntys, but USALD was not informed
of thiy development,

Nevertheles, it o pertinent ta mention that the daily wage rate of
an unc b {1 hed o worber wan tes than Ry, 4/« when the FAR amournt was
fnftially eotablinted,  This rate was assumned to be R, B/- in the
propoyed rate wtractare of June 19845 {(not approved by the GOM) and,
haved on o court caee filed by the workers, {t has been ordered to be
Mo, 147 per day effective YMay 145, 1986 by the Auranqgabad High
Cowrt, Howeyer, the G000 D has dectded o go An for an appeal
agamrast this order, TE the G0M faily then the financial burden on it
wWill Leopach e than even that envisfoned in the proposed rate
e Vg,

A the proposed wate were not approved and because of funding
constrainte . MIO 0 in order to meet fte profected targets, had to get
the work done through contoascty o g Jower cont,  This was the reason
way Yhe actugd ecapenditure an plantation for GO FY-1987 way $4,7

il ton o againnt the prsdect o of 86,0 el T {on,

Audft Coament (Page 17)0 "HUALD Inspecttons and Certifications -
UTATD/ India monitoring and voucher certificatfon processes 070"
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Response: Please change the words “"voucher certification" to
administrative approval of vouchers.

Audit Comment (Page 20): "In November 1987, the auditors requested
GOM For copies of 20 survival reports selected as nart of a random
sample. The officials were unable to provide the reports by the end
of audit field work in January 1988."

Response: We were informed by HSFD that all the requested survival
reports were given to the auditors. Copies of these reports were
also shown to USAID staff during a subsequent visit. When we pointed
this out to the auditor in April 1988, he informed us that they were
provided with current survival reports whereas they had asked for
survival reporte for the period covered by the third FAR instalment
paid. The GOM officials, however, stated that the auditors had at no
time specified that they wanted the reports for the earlier period.
They further said that the information on survival for the earlier
period was available in the respective blocks as well as the
districts. 1n addition, summary reports of the survival counts were
also available at HSFD and were used by them for preparing the
reimbursement claims.

Clearly, there appears to have been a communication gap which the
auditors should have clarified when they were given the current
survival reports instead of survival report after onc year of
plantation. The written request by the auditors asking for copies of
survival reports made no mention of the dates or period of the
survival reports.

Audit Comment (Exhibit 3 page 5): "The validity of stocking level
aftor the First year 75 also questionable because the GOM continues
to replace casualties in subsequent years. Thus, the inflated
stocking levels identified in the above example would continue in
subsequent years.”

Response: 1n this connection, we wish to draw your attention to the
TB1¥6WTHQ quote from PIL #3 and the Project Paper: “Most plantations
establ ished during the project will be planted on relatively poor
sites where soil fertility, water availability, climate, or all three
factors are problems. Past experience indicates that survival rates
on such sites are frequently as low as 50 to 60 percent. To improve
the survival rates, planting stock will be selected from the more
vigorous nursery stock. (About 15 percent of the nursery stock will
be discarded.) With survival rates of 50-60 percent and replanting
in Uu)auunulypdﬁfﬁ&dﬁﬁT“iﬁﬁEfﬂfﬂﬁ?éﬁfﬁf7HY§5ﬁiﬁ{“&ﬁFBE‘
Eipédhﬁfdt‘um'Hmrbf‘Uﬁfﬁﬁdﬁﬂ”{&ﬁf”“ﬂ@'ﬁ&fbf“bﬁﬁéEf?ﬁFget15
Yd'Ihcﬂﬂﬁnzhurv1VJ1“r&tvh‘bhd“ﬁkhiéﬁﬁ“ﬁtdék?ﬁ@’TEV&Tf“fh‘ﬁiEEEE‘EF’"
BU percent.” Vival rates and aChitve »LOLR I IRYRDy L poeiee 2o

Thus, 1t 15 evident from the above that replacement of casualties was
anticipated and {5 also an accepted forestry practice to achicve
viable and sustainable unfts., You will also note from the
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underscored lines above that the 80% stocking level was made a
benchmark on the premise that replanting will be done in the
subsequent years,
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Recommendation No. 1

We recommend that prior to authorizing any additional
pPlantation activities under the project, USAID/India:

a. ensure that the amount to be reimbursed for each
output 1s fixed in advance based upon reasonable
cost estimates, and

b. develop an inspection program and assign sufficient
A.T.D. or contract staff to that program to ensure
that project outputs are completed in accordance
with plans and specifications.

Recommendation No. 2

We recommend that USAID/India in coordination with the
respective A.1.D. Regional Legal Advisor:

a. ascertayn the propriety of the retroactive increase
In reimbursement amounts under the fixed amount
relmbursement payment method prior to making
additional payments established by the revisions:

b. determine and appropriately perform actlions
necessary to ascertain Lt the Government of
Maharashtra completed the outputs for which it was
reimbursed  and, 1f  not completed, determine the
related propriety of the 317 million paid to the
Government of India under the fixed amount
reimbursement procedures; and

C. recover any allowable A.I.D. payments made as

determined by  actions  taken to ascertain the
propriety of payments made under the project.

Recommendation No. 3

We recommend  that prior to paying the remaining installments

totaling $4.8 million for plantation activities already
authorized, USAID/India  ensure  the reqguired inspectione are
performed  and that the required outpulyg for those

installments  are  completed  in accordance  with plans and
specifications stipulated in the project agreement.,
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Recommendation No. 4

We recommend that USAID/India in coordination with the
Government of India:

a. establish quantifiable indicators to measure
project achievements; and

b. revise the project implementation plans  to  include
as a minimum  Specific  targets  and timeframes for
extenslon training of  Gov:rnment of Maharashtra
officials, preparation  of rescarch  reports,  and
disbursement of grant funds .

Recommendation No. 5

We recommend that USAID/India deobligate any grant funds
determined not needed based on the revised project
implementation plans,

Recommendat ion No. 6

We recommend that USAID/India develop a  system to monitor
and report on prougress  in achieving the four project
components essential to accomplishing the project objective.

Recommendation No, 7

We  recommend  that USAID/ Indla reassess the need and
propriety  for funding  project  motivators with A 1. grant
funds and, a5 appropriate,  onsure  the motivators are  used
for pProject tmprlement ot ron or deobligate/recommit the
3500,000 committed tor motivators .

Recommendat von No. H

We 1 ecominend ot o to authorizang  additional villaqge
pParticipation  ander  the project, USAID/Indta anneor whet her
the project objectaive and esoent gl project components  (o,q,
nurserted and plantations) will be achieved and sast afned,
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Recommendation No. 9

We recommend that USAID/India:

a. ensure  that the recommendations in  the mid-term
evaluation report for the Maharashtra Social
Forestry Project are resolved and implemented; and

b. establish a system to assure recommendations in
project evaluation reports are resolved and
implemented,

Recommendation No. 10

We recommend  that USAID/India develop timeframes and a rlan
of action to epsure  the Government of 1India fulfills its
funding, training, and evaluation commitments to the project.
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