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UNITED STATES OF AMERICA

AGENCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL IRSPECTOR GENERAL/AUDIT

MANILA
UNITIQ QTATES POSTAL ADDRESS INTEANATIONAL POSTAL ADDY.ESS
USAID/RIG/A/M c/o AMERICAN EMBASSY
APO SAN FRANCISCO 96528 MARNILA, PHILIPPINES
DATE: June 22, 1988
RIG/EA-88- 229
TO: Bruce Blackman
AQHAN Regional Devglopment Officer
rrse (2 7¥uSZ£
FROM: llam C. Montone
RIG/A/Manlla

SUBJECT: Audit of ASEAN Plant Quarantine Project,
Kuala Lumpur, Malaysia - Project No. 498-0258.02
Audit Report No. 2-498-88-08

This report presents thc results of audit of the ASEAN Plant
Quarantine Project, conducted in Kuala Lumpur, Malaysia.
The draft report was submitted to you for comment and your
commencs are attached to the report. The report contains
two recommendations which are wunresolved and will require
your action. Pleast advise us within 30 days of the actions
planned or taken to implement the recommendations.

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

Background

The ASEAN Plant Quarantine Project (PLANT1) established a
plant quarantine training centar and institute by providing
the xpertise and facilitiss necessary to prevent the
introduction and spread of plant pests in the region. The
Center serves as a focal point and cooroinating mechanism
for improving plant quarantine activities 1in the ASEAN
region through training, research and information exchange.
The grant agreement was signed on September 27, 1980 for a
five year period.  ALT.D. was to contribute $5.4 million and
the ASEAN countries, primarily Malayeia, agreed to provide
an dddltynnil $72.6 million. A.I.D. contributions were used

to finance the procurement of comnodities, participant
training, walaries ot professional staff, and technical
assistance for curricula and program design, The project

assistance completion date was subsequently extended to

December 31, 1987. Un September 25, 1987, the ASEAN  Human
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Resources Development Project (398-0287) grant agreement was
signed. This Phase II four year grant provided an
additional $4 million in A.I.D financing to PLANTI.
Participating ASEAN countries also agreed to provide $2.1
million in the form of.cash and in-kind contributions.

Audit Objective and Scope

The Office of the Regional Inspector General for
Audit/Manila made & program results audit of PLANTI. The
specific objectives of the audit were to determine whether
(1) project objectives will ‘be achieved, and (2) financial
management practices were adequate.

The audit included a review of project files and financilal
records maintained at the PLANYI Project Gffice in Kuala
Lumpur, Malaysia, and the Regional Controller's O0frice and
the ASEAN Regional Development Office (RDN) both located in
Manila, Philippines. We tested approximately 28 percent or
$..1 million in disbursements through March 1987. The audit
was performed during August and September 1987 and was made
in accordance with generally accepted government auditing
standards.

Results of Audit

The audit showed the development of PLANTI has been greatly
assisted by A.1.D. project funding which thelped build a
plant quarantine trairing center and has provided equipment,
participant training, salaries and other technical
assistance. Day-to-day management has been relatively good,
and the Government of Malaysia (GOM) has provided strong
project support. The oroject, however, has lacked policy
direction and monitering from the ASEAN Regional Developmant
Office (RDO) and some  expenses prohibited by project
planning documents have beern paid with ALT.D. funds.

The lack of policy direction is a substantive issuc and was
especially evident through the selection of participants to

be trained, Even  though Malaysia has fewer than 14 percent
of all the plant quarantine officers 1in ASEAN, over 35
percent of  the training provided by PLANTL was for the
Malaysia plant quarantine officers as compared to about 20
percent o1 the officers of  each of the three lesser-
developed  ASEAN countries  of Indonesia, Thailand, and the
Philippines, This disparity was particularly noteworthy
because  Malaysia s considered a developed country that does
not  warrant  bilateral or capital development assistance

programs,

)
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Internal controls as prescribed in Handbooks 3 are in need
of improvement. Conditions that merit improved monitoring
by the RDO include the failure to implement the special
covenant specified in the grant agreement which <called for
an evaluation <o be performed within six months after the
start of the project and again at one or two points
thereafter. The evaluation program was not established as
planned, and an evaluation was not made until five years
after the grant agreement was signed. Inventory
accountability lists and equipment wutilization reports were
never prepared. Some of the equipment arrived damaged and
had not been repaired or reported as defective and several
pieces of labcratoryr equipment that had arrived in 1982 had
not been used since their arrival, Finally, A.I.D. paid
approximately $375,000 in air travel costs and PLANTI
administrative salaries which were specifically excluded
from the project by the grant agreement.

To improve the effectiveness of the PLANTL project,
especially for Phase 1I,. we recommend that the ASEAN RDO
improve the documentation and collection of management
actions relative to site visits, -equipment inventory and
utilizaticn reports, evaluaticns, and project
disbursements. We also recommend that steps be taken to
obtain a refund from the GOM and participating ASEAN
countries for project expenses inappropriately paid by A.I.D.

A.1.D. HNeeds to Exert Stronger Policy Direction and

Monitoring Over PLANTI Activities - Since 1980, A.L.D. has
spent over 35 million to develop PLANTI, Although project
development has been good, many more Malaysian plant
quarantine officers have been trained at PLANTI than those

other participating countries even though the need for such
training is less in Malaysia. This condition was caused, in
part, because the ASEAN RDO did not exercise sufficient
management. control over project activities to provide
assurance that A.1.D.'s interest 1in the project had bcen
achieved,

A.1.D. policy ectablishes the necessity for developing
management  systems  with oversight responsibility to provide
project direction and assure that funds are being disbhursed
in accordance with statutory requirements.

Discusion -  Since 1980, A.L.D. has spent more than $5
million to develop PLANTL, Project development has been
good, vcopecially  the construction of facilities and the
day-to-day operational activities., This can be attributed,
in part, to «special  grant provisions which permit A 1.0D.
firancing ftor capital costs and payment of staff salaries,
For example, nNLLLD. contributed $560,000 tor the
construction of six ¢glass house/insectory wunits. Also,
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salaries of the Project Director and all other professional
staff were financed by A.1.D. for the life of the project.

However, the success of the day-to-day operational
activities of the project has lacked policy direction and
monitoring. More training apportunities have been provided
to Malaysian plant quarantine officers even though the
number of plant quarantine officers available for training
in other ASEAN countries is greater. As shown below,
Malaysian officers received over 35 percent of the training
provided at PILANTI while the number of plant quarantine
officers available for tralning comprise less than 14
percent of tihe officers available in the ASEAN region. The
lesser developed countries of Indonesia, Thailand and the
Philippines, with a larger complement of plant quarantine
officers, each received about 20 percent of the training.
For example, Indonesia in particular, has almost 50 percent
of all the plant quarantine officers in ASEAN, The
following table illustrates this fact.

Malaysia Indonesia Philippines Thailand Others*

Participants 232 133 131 136 22

Percentage 35.5 20.3 20.0 20.8 3.4
Number cf

Officers 1/ 118 418 175 124 11

Percentage 13.9 49,4 20.7 14,7 1.3

* Brunei & Singapore

In commenting on the draft report, the ASEAN RDO was unable
to corroborate these percentages. The RDO expressed the
viewpoint that an important rule in any ASEAN regional
training activity 1is. that member countries have an equal
opportunity to participate. Participants from countries
such as 1Indonesia and Thailand have difficulty in speaking
English., Malaysia is sumetimes able and willing to take wup
unfilled s3lots on short notice.

Some of the monitoring oversight activities performed by the
ASEAN  RDD  were not  adequately documented and thus not

suitabt.le  for management  analysis. For example, a special
covenant of the grant agreement called for an evaluation
program tn be  established and an evaluation to be conducted
within six wonths and again at one or more points
thereafter, - The program was to evaluate (1) progress toward
attainment of project objectives, (2) identification of

1/ Project Paper, ASCAN Human Resources Development,

Phaoe 11 Annex C-1-b
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A.I1.D. reqgulations eéncourage the establishment of management
systems with oversight responsibility. Handbook 3
recommends procedures for monitoring and managing A.I.D.
financed projects., Chapter 11 specifically highlights the
need for effective project monitoring to ensure that funds
are being disbursed in accordance with statutory
requirements and that goods and services financed are
utilized effectively to produce intended benefits.

Section 621A of the Foreign Assistance Act of 1986, as
amended, provides for the establishment of  management
systems in the belief that foreign aid funds could be
utilized more effectively. In addition, the grant agreement
called for even stronger monitoring requirements by
requiring that an evaluation be conducted within cix months
as part of the Project and at least twice thereafter.

Recommendation No. 1

We recommend that the ASEAN RDO

1. more closely manage PLANTI Phase 1! activities in
accordance with existing A.I.D. policy direction by
implementing an effective system of management
oversight, As a minimum, tne system should ensure that
PLANTI project monitoring 1is consistent with A.I1.D.
project management policies, and that the system
provides for complete documentation and collection of
management actlons relative to site visits, equipment
inventory and utiljzation reports, evaluations, monthly
reporting requirements and project disbursements.

2. initiate action to obtain a refund from the GOM and
participating ASEAN countries for project expenses
inappropriately paid by A.I.D., specifically, about
$300,000 in air fare costs and about $75,000 for
admini<trative salaries,

Management fomment s

The  ASEAHL RO disagreed with both  of our recommendations

claiming tnatl  manaygement oversight was effective and
appropriate 1o the objectives and responsibilities embodied
by the praject, o o fitting degree, the RDO relies on the
Invetiiote ! Wi management and  encourages  a  sense  of
Malayoian  proprictovship  in PLANTE. further, the ROO
considered  abtaining a  refund  from the GOM inappronriate
becauce  hoth  tiravel and  salary  support  are  incladed as
eligitde coats in the grant agreement, and, also the GOM  had

already  contriboted  cubstantially more to the project than
agreed apon,



Inspector General Comments

The ASEAN RDO's contention that an ardlequate oversight system
did exist is not ‘accurate because the evidence shows
otherwise. More training activities had been provided to
Malaysians even though the need for training is greater in
the other ASEAN countries. Project evaluations and the
preparation of various project reporting requirements had
not been completed as required. Also, the project had not
been monitored as required by A.I.D. Handbooks and Section
621A of the Foreign Service Act, but rather this
responsibility has been delegated to others as seen
appropriate by the ASEAN RDO.

Project planning documents are clear relative to fundirn
responsibility of intérnational travel and administrative
salaries. The intent is further clarified by the fact the
RDO obtained a waliver for international travel costs for
Phase T1. These costs were specifically 1identified as part
of the ASEAN  contribution and were to be paid by the ASEAN
countrinsg,

Finally, the matter of monitoring responsibility has been

discussed in two previous ASEAN reports - The ASEAN
Watersbed  Project, Audit Report No. 2-498-88-05 and The
ASEAN Participant  Training Program, Audit Report No.
2-498-88-07. Because of the s''hstance and common theme, we

believe tne Bureau for Asia and Near East should be aware of
ard  provide qguidance {if necessary for closing all of the
audit recommendations, This is especially important because
of the impending transfer of the current ROO to a new post.,
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Unused water heater purchased in

Unused distilling aparatus purchased
in 1982
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Unused drying oven purchased in 1982

Unused portabie drying oven purchased
in 1982
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For your reference, actual funding levels urder this project were as follows:

Actual Uses of Funds

Capital Budget $ 1,576,251
Staff for Centre 965,497
Training 1,892,652
Tech. Assistance 215,600

$.4.710,900

The budget cavegories in the project agreement (ProAg) are appropriate to tiy-
institutional creation nature of the project. You will note that there ha:
been relatively little variance bhetween planned and actual uses of funds.
import=nt approach in our management of this project has been to watch actn
uses of furds ad to assure ourselwves that arny variances from planned uses .
justifiable. We have exercised this approach through the review of
dicbursement roqrests and liquidation reports as weli as through periodic
visite o TTANTL by this office, the Controller's office, short-term

consutvant oy cvaluators and AID/Washington staff.

AUDIT FINDINGS

Page 3 of the draft report states:

"Ihe development of PLANLT hag been greatly assisted by ALD
project furding... of $5.4 million... Day-to-day managemsnt has
keen relatively goed, ., The Govorrment of Malaysia (GOM) has
also provided strong support to the project by providing over 2

million.. "

This stavement exprecses that the ovroject is a4 joint undertaking of AID av’
the GOM (oot ing on behalf ~7 AGEAND . Por the Funding Lovels mable above,
actual amount of ATD sopport was not $5.4 million but $4,710,000 after a
$650,()0!) deobligation of funids.  The ASFAN contribution under phase 1 is
estimated ot over £3.5 million,  This compares with $2.64 million estimat.
Eor the cot coutribation in Lhe Proag.  In short, while AID suppoit wWas
$650,000 Lo than planaced in Phase 1, GOM support was oore than planned
abont A50, 000, That ie not such o a commen trend inooar world o project
fandina,  the wverall Finanecial picture reflects a strong Malaysian commi e
bothe progect and expresses that, to date, this mombor country has been a

Wiz choleo by Arpal for the siting and support of a regional institution
as PLALTY,

The Teeport ot Aadit windings (faFs), receiyed Octolber 195, 1987, shared thi:
assesoment o stating (1, 2) that "Lhe project o concidered to e oone of the
more sweecesstal AGEATL projects to date, Progress has Loen made in every
projoct clopont and Aapeboaday project manacomert ig o excellent " We would
Like to beop this andit conslusion in mind reiative to the draft report.
Marigonent it oan especially fmportant function within rogional projects when
boenef its st e provided to coveral countries.
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Page 3 of the draft report then states:

"However, the success of the day-to-day operational
activities of the project has lacked policy direction and
monitoring from the ASEAN Regional... Offize. This lack of
policy is a substantive issue:"

This general statement is accompanied by assertions concerning (1) the
selection process for training, (2) the evaluation plan, (3) reporting, (4)
inventory of equipment, ard (5) disbursements. we appreciate the opportunity

to comment: about these assertions. The auditor's assertions and our remarks
about them are as follows.

1. Training selection. on page 3, the draft report states:

"...over 35 percent of the training provided by PLANTI was
for the Malaysia plant quarantine officers as compared to about
20 percent for the officers of each of the three lesser
developed ASEAN countries of Indonesia, Thailard and the
Philipp.nes."

We are unable to corroborate these percentages amd note that the source cited
on page 6 of the draft report--the ASEAN Human Resources Development (HKD)
Project Faper, Annex C-1-k, for the table on training percentages--is
invalid. 1In this context, the points expressed in our memorandum of January
20, 1985, bsar repeating here. The important rule in ASEAN regional training
activity is that member countries have an equal opportunity *o participate.
This rule ic observed by PLANTI In tems of offering equivalent numbers of
training slots to member countries. The offer, however, does not always
vesult in acceptance. For example, Brunei Darussalam (newest and smallest
memi>r of ASEAN) and Singapore- (essentially a city-state)  have declined tc
participate in PLANTI training. That is their choice.

Another factor bearing on participation in PLANTT training is language
capability. As a matter of ASFAN policy, regional courses are given in
English. (See HRD Project Paper Annex C-2-a containing Criteria for Student
Selection.) This often constrains the nemination of participants by Indonesia
and Thailard, many of whose Plant -uarantine (PQ) staff speak native language
only ard not English. When of fered slots are not or cannot bhe taken up by
munber countries, they then become avaiiable for distribution to other member
countries who are able amd willing to take them.

A5 host: country, Malaysia is sometimes able and willing to take up unfilled
slots on short notice, This actounts for some additional participation by the
country's English-speaking PO staff, But it is not excessive. The key policy
question from an ASEAN standpoint is whether the opportunities armd henefits
are reasonably eqally accessible to the member countries. We believe yes,

50 do several project-funded consultants to PLANTI.

Another item noted in onr January memorandum is that PLANTI has periodically
conducted short-tenn training courses for Malaysian institutions. This
training has included a course in funigation operations for the private sector
and special courses for public entities such as the federal agricultural
marketing authority (e.q. in cocoa pests, grain molds) and the national rice
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authority (e.g., in fumigation and storage). Such courses are fumnded cutside
the project.* We have encounraged the Institute to pragmatically seek to meet
such technical and training needs as a way of diversifying itg base amd
usefulness in Malaysia. This is one important way for PLANTI to sustain
itself in the longer term.

2. Evaluation plan. Oh pp. 6-7, the draft report states:

"A special covenant of the grant agreement called for an
evaluation program to be established amd an evaluation to be
corducted within six months and again at ore or more points
thereafter... The evaluation program was nevar established as
planned and it wasn't until February 21, 1985, that any
evaiuation was conducted on the project.”

Thie statement is inaccurate. The language of the Preag (Section 5.1, p.6)
reads:  "rhe parties agree to establish an evaluation progran within six
months as part of the Project." Evaluation work takes various forms,
devending of the nature and need of the project. Technical assistance (Th) is
one important €orm. With the Plant Quarantine project, a long-term advisor
was placed at PLANTI for nearly two years early in the project period
(1981-82). This individual was from the US Animal and Plant Health Inspection
Service (APHIS) and he provided important initial guidance ard evaluative
assistance.

Periodic short-term consultants have also played a kev, constructive role in
assessing and reporting on PLANTI progress.  Some 11 short—-term consultancios
were funded under the Phase 1 grant. See Annex C-2-¢ of the ASEAN HRD Project
Papor for 4 listing of consultants and dates under the Phase 1 grant. The
first short-term TA was provided in January of 1982, Ag reqiired by their
workscores, these consultante prepared reports of firdinugs and recommendations
resulting from their work with PLANTI. Consultancies and :a2sulting repocts
comprise an important source of informal, on-the-ground gquidance and
evaluative assistance to the project., Miuch of this work has been first-rate
and a credib to United States  capacity in this sector.,

The draft andit report does not repeat not ment.ion the initial and continuing
role of american TA in this project, both long and short-term. It should.

3. Reporting.  Page 7 of the draft states: 'Project Inmmlemontation
Reports (PIRs) were not prepared and docunented as required." This stateanent
1s imaccurate. PIRs have been prepared reqularly since mid-1984. Beginning
with period ending Septanber 30, 1984, semi-annual PIRs have been cn file
through the qudit period and availabl» to the auditors.

Pages 7 and 9 of the draft report refer to site visits by USAID from Manila to
Malaysia aod Jodicabe the auditors were unable to find any trip reports. Our
files contaein varioas trip reports including those by:  an ASEAN Progream
Assistant; Controller's Office financial amlysts; Supply Management Advisor;
among ol h1rn, nott to nention btrip reports by short-term american consulitants,
Here the comment of eone January memnrandum (p. 2) pears repeating:

*Participants in these separately-funded courses should not: be counted as part
of Malaysia's participation in the project.
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Also under Phase 2, we are furding the administrative salaries referred to in
the draft report. Our commitment to fimance certain costs continues. Funding
of salari~s is provided for in both Prongs (Phases 1 and 2) ard such funding
is approved in the conrse of our raview of disbursement and liquidation
reguests from PLANTI, periodic discussions about the requests, and through the
preparation of vouchers.

Employing our system of management aversight, we are aware of what we approve
for fimancing. The variamce of planned fFrom actual expenditures has been
minimal under the project. Moreover, when and if necessary, Sections 2.1 and
8.2 of the Profuy empow:r us to approve varionce in fund use patterns.

As reqgards NSEN assumption of recurring costs, this issue is being addressed
at the Dislogue level, 1t was raised st both the 7th (May 1984) and 8th
(February 198%) Dialogues and is a cehtiruing program concem.  In this case,
we mention arew that Malaysian support of PLANTI has been both impressive and
in cxecess of ProAg reqguirements,

AUDIT RECOHMIHDATIONS

Two recommenviations appear on page 11 of the draft report:

1. Recomnendation 1@ "ide recommend that the ASEAN RDO mope
closely manage the PLANTI project in accordance with existing
ALT.DL policy direction by implementing an effeccive system of
mamagement. v iaht. As o a minimm, the system should ensure
that PLANTT project monitoring is consistent wich ALT.D. project
management. policices, and that the system provides for the
docuncnitation and collection of management actions relative to
site visits, coripment inventory and utilization reports,
evaluations, nonthly eporting maquivenents and project
dishor-ement -0

We be Licv: oo moanvwrmont of the LA project has teen appropriate to the
objectives ant reopencibililiecs anbodied Ly this project as well as effective
in teoms of the poeeglte achiove, (o on Fitling cegrec, we mly on the
Institute s cans mnngemend and cncoarag: g sense of Malaysian proprietorship
InBLAHTE, B cod) aeting on iehalfl of NEAL, will contirue to be a prime
SOUTCE oF necart for the Institabe, W osecic growth in Malaysian sipport amd
rduction fo Hnited States' sopport ovier the medium=Yenn, (This is partly why
ouar o Phese et b conciderably Yess ten o car Phase 1 arant--t4.0 million
Authorisod o conn e with 4504 anthnriod.)

American TAV Loth Tang oot ot ete s, bas Teen an fportant part o ogr

AN ement cperaache s b nob nent fored or Lecoanised in the draft

report. wlen B onnised Lhats some $275,000 wias spent for TA undert Phase
Le—and thot ot £420 000 10 birdneted urder Phase 2—-then our managerieal
and evaluative aoproach Lo the project is considerably more detailed ard
substantinl than i~ coqgeated by the draft report,
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The role of TA is discussed above under the Audit Finmdings section of this
memorandum, Also provided are {lluminating comments cancerning training,
evaluation, site visits and reporting, equipment inventory and disbursements.,
Taken together, the facts brought out and the information offered above
invalidate the need for Recommerdation I. We do not believe the
recommendation follows or fits the facts of the management approach with this
project. Based on what we and PLANTI are already doing, it is not clear what
else, in specific tems, could b8 done to close such a recommendation.

2. Recommerdation 2: "We recommerd that the ASEAN RDO
initiate action to obtain a refund from the GOM ard
participating ASEAN countries for project expenses
inappropriately paid by A.I1.D., specifically, about $300,000 in
alr fare costs ard about $75,000 for administrative salaries."

This recomnendation is Inmappropriate from several standpoints. As noted
above, both travel anj salary support are included as eligible costs in the
Phase 1 ProAg. This is the document which was signed and agreed ta by the
Parties concemed in 1980. We continue to fund these same costs under the
Phase 2 ProAq signed in 1987, what would be the sense of requesting a refund
of Phase 1 costs when we are fimancing such items under the current HRD grant?

Further, as stated earlier, the ASEAN contribution far exceeded what was
called for in the Phase 1 ProAg, while AID's <upport was $650,000 less due to
the deobligation of funds. Attempting to take the recommended actiun would
ignore important provisions of the ProAgs betwzen ASEAN ard the United
States. We believe such action would be needlessly disruptive.
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Report Distribution

NMo. of Copies

ASEAN Rejional Development 0ffice, Manila 5
Assistant Administrator, Bureau for Asia

and the Near East (AA/ANE) 1
Thailand/ASEAN Desk 1
Office of East Asian Affairs (ANE/EA) 1
Office of Development Planning (ANE/DP) 1
Audit Liaison Dffice (ANE/DOP) 1
Bureau for External Affairs (AR/XA) 2
Office of Press Relatiuns (XA/PR) 1
Office of Legislative Affairs (LEG) 1
Assistant to the Administrator for

Management (NAA/M) 2
dffice of Financial Management (M/F/ASD) 2
PPC/CDIE 3
Office of the Inspector General
1G 1
D/IG 1
1G/PPO 2
1G/LC 1
IG/ADM/C&R 12
1G/PSA 1
16/11 1
Regional Inspectors General
RIG/N/Cairo 1
RIG/A/Dakar 1
RIG/ZA/Nairahi 1
RIG/A/Singapore 1
RIG/A/Teqgueigalpa 1
RIL/A/Washinglon 1
RIG/i/Manila 1



