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SUBJECY Audit Report No. 1-520-86-04-N, "Audit of Cooperativa

Agricola Integral Magdalena, R.L."

This seport presents the results of a non-Federal financial and compliance
audit that your Mission requested of Cooperativa Agricola Integral Magdalena

(Coopmative), R.L., a Guatemalan famm cooperative. The certified public

accomting firm of Touche Ross § Co. in Guatemala prepared the report which is
dated pril 22, 1986. '

The pmpose of this audit was to detemmine if the financial statements of the
Coopmtive fairly present its financial position; to identify any material
weakmses in the Cooperative's system of internal controls; and to detemmine
if tefooperative complied with applicable laws, regulations, and agreements.

In % opinion of Touche. Ross § Co., the financial statements do not fairly
presat the Cooperative's financial position. Their study and evaluation of
the fmperative's system of internal controls disclosed that it is not
funclmal. As a result of their review, they believe that the Cooperative
has st complied with all the applicable Guatemalan 1laws, regulations, and
agrams. For items not tested, nothing came to their attention that caused

themmbelieve that untested items were not in compliance with applicable
lawsad regulations.

The Buche Ross report contains 19

Coopmive's internal controls and seven recommendations to achieve
comfimce with applicable 1laws, regulations, and agreements. The project
unde ghich this Coorerative received funds is completed; however, we
undamnd that the (ooperative may receive future technical assistance. We
belim that the recommendations contained in this audit report will
sigileantly improve the Cooperative's administrative and compliance
wealmmes and that any future technical assistance to the Cooperative should
incle implementing the recommendations contained in this report. As a

resl the following recommendation will be included in the 0IG's audit
recamlation follow-up system.

recommendations to improve the



Recommendation No. 1

USAID/Guatemala include the recommendations in the Touche Ross audit report as

a part of any future technical assistance to the Cooperative Agricola Integral
Magdalena, R.L.

Please advise this office within thiriy days of the actions planned or taken
to implement this recommendation.



Lara & Gonzilez, CPA

Member Firm

Touche Ross International

COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
AUDIT REPORTS

DECEMBER 31, 1985
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Mr. Coinage N. Gothard

Regional Inspector General for Audit

U. S. Agency for International Development
Tegucigalpa, Honduras, C. A.

Dear Mr. Gothairxd:

This report presents the results of our audit of Cooperativa
Agricola Integral Magdalena, R. L.

Background

Cooperativa Agricola Integral Magdalena, Limited Liability (R.
L.), domiciled in the Department of Sacatepéquez, with its
headquarters in Municipio of Magdalena Milpas Altas, Department
of Sacatepéquez, was organized on April 28, 1981. On August
25, 1981 it obtained 1legal status as a Cooperative and the
approval of its statutes and registration under No. 349
in the Folio 349 Book 1 of the National Institute of Coop-
eratives.

The Cooperative's principal activity is the sale of vegetables
and other products that are peculiar in the region, such as
snow peas, broccoli, cauliflower and brussels sprouts. Accord-
ing to its bylaws, the Cooperative is to help improve the econ-
omic and social well being of its associates and to develop
activities that tend to improve their agricultural production,
including industrialization, transportation, storage, sale and
distribution of their products.

The Cooperative receives financial and technical assistance
in accordance to loan agreement 520-T-030 between the Govern-
ment of Guatemala and the Agency for International Development
(USAID), to strengthen the Cooperative and business mechanisms

for producing, packing, storing, processing and selling vegetables
and fruitc grown in the highlands and by means of:

1. Financial assistance from Banco Nacional de Desarrollo
Agricola (BANDESA) to at least three agricultural cooperat-
ives of fresh vegetables grown in the highlands.

2. Financial assistance from BANDESA for one cooperative and
other organized groups of apple producers.

3. Credit assistance from the banking system for processing

APARTADO POSTAL 317-1- GUATEMALA, C.A. - TELEPHONE : 665085/315466
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and commercialization of vegetables.

The funds to be financed by BANDESA are constituted by a modified
trust agreement with the Government of Guatcmala.

Objective and Scope of the Audit

The overall objective of the examination was to perform a finan-
cial and compliance audit of Cooperativa Agricola Integral Magda-
lena, R. L. as a participant in the small farmer marketing pro-
ject (USAID/Guatemala Project number 520-0238) for commerciali-
zation of vegetables and fruits,

The audit was performed in accordance with generally accepted
auditing standards and with the "Standards for Audit of Governmental
Organizations, Programs, Activities, and Functions” (1981 revision)
and accordingly included such tests to determine if the funds
and/or commodities have been properly accounted for and used
as directed by agreements or other applicable programs and as
to the compliance with the laws of Guatemala.

The examination of the Cooperative included sufficient work
to determine if the financial statements present fairly the
financial position and the results of its financial operaticns
in conformity with generally accepted accounting principles,
and if ttr: Cooperative has complied with laws, regulations
and project agreement terms that may have an effect on the finan-
cial statements.

The review was performed 1in conjurction with the accounting
technical assistance work previousl; carried out by our Firm
for the Cooperative, so that the findings and recommendations
are consistent with the system developed under such contract,.

The scope of the work consisted of:

1. Examining the financial statement of the Cooperative as
of December 31, 1985,

2. Performing a review and cvaluation of the accounting system
to determine if the system is consistent with Cooperative
law and statutes and generally accepted accounting principles,

3. Performing a detailed review ot the expenditures of funds
maintained by the administrative staff fromr January 1,
1982 through December 31, 1985 to determine if the cxzpendi-
tures are accurate and adequately supported.

4, Reviewing the internal control system of  the Cooperative
with emphasis on cost transactions and purchases and hand-

ling of supplies and materials,
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6.

Reviewing warehouse functions.

Examining the sales systemn.

Results of the Audit

1.

Financial Statements

A summary of the results of our examination indicates that

due to limitatiors in the application of our audit procedures,
because of inadequate accounting registers, a non-functional

internal control system, and no minutes of the General
Meeting and tne Administrative Board; the financial state-
ments of the Cooperative do not include the adjustments that
might be necessary to present fairly its financial situation.

Internal Control

Our study and evaluation of the Cooperative's internal con-

trol system determined that it is not functional nor contrib-
uting to control objectives, basically due to a:

A. Lack of an active participation of the Board of Directors
for its operation.

B. Lack of qualifisd personnel and training programs,
C. Inadequate accounting records,

D. Lack of knowledge of gencrally accepted accountingprinci-
ples and fiscal requlations which affect the Cooperative.

E. The manager was hired and is being financed by an
external institution,

Compliance with Laws, Regulations and Applicable Agrcements

As a result of our review we believe that the Cooperative

has not complied with applizable laws, aqgreements and con-

tracts including the value added tax, social securi'y law,

and bylaws of the Cooperative, This has caused a contingent

liability for the omission Hf taxes, penalties and moratorium
interest that affect the Cooperative and currently cannot
be quantified,

The noncompliance with its statutes s telated to the dof-
ficiencies in the internal control  system,  and 1t has
or‘ginated an inefficient operation ond lack of controln,

For those items not tested, nothing came to our attention
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that caused us to believe that untested items are not in
compliance with applicable laws and regulations.

ke S @ 67

TOUCHE ROSS & CO.
Certified Public Accountants

April 22, 1986
Guatemala
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EXAMINATION OF FINANCIAL STATEMENTS OF
COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.

AUDITOR'S OPINION

We have examined the balance sheet of Cooperativa Agricola Inte-
gral Magdalena, R. L. as of December 31, 1985, and the related
statements of income, retained earnings, and changes in financial
position for the year then ended. Except as explained in the
following paragraph, our examination was made in accordance with
generally accepted auditing standards and, accordingly, inclvded
such tests of the accounting records and such other auditing pro-
cedures as we considered necessary in the circumstances. The
financial statements of Cooperativa Agricola Integral Magdalena,
R. L. for the year ended December 31, 1984, were not audited
by us and, accordingly, we do not express an opinion on such
financial statements, which are included in this report for com-
parison purposes.

The scope of our procedures was restricted due to the following
reasons:

1. We did not observe the taking of the physical inventory
of vegetables and agricultural supplies as of December 31,
1985 and 1984, since that date was prior to the time we
were appointed as the auditors of the Cooperativa, Due to the
nature of the accounting records of the Cooperative we were
unable to satisfy ourselves as to the inventory amount by
means of other auditing procedures.

2. Due to impourtant deficiencies in the records of the Coopera-
tive for the previous year, it was not practical to extend
our audit procedures to express an opirion on the result
of itn operations and the changes in the financial position
for the yoar ended December 31, 1985 or about the consistency
of the applied inventory pricing method commented in policy
A-1,

3. The minutos ot the Associates  General  Meot inge  and
the Administrative Hoard woere not submitted to ug,

An mentioned in noten A-4 and 1, vehticlen, turniture and a portion

of land value, receisved an a qrant, whone amount hati not been  de-
corminoed, have not been recorded,

APARTADO FOSTAL 3171 GUATEMALA. C/\,‘ TELEPHONE 66505154606
)
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In our opinion, except for the effect of such adjustments, if
any, as might have been determined to be necessary and discussed
in the preceding paragraphs, the balance sheet referred to above
present fiairly the financial position of Cooperativa Agricola
Integral Magdalena, R. L. as of December 31, 1985 in conformity
with generally accepted accounting principles applied on a con-
ssistant basis.

Because of the matter discussed in the second paragraph, the
Scope of our work was limited and was not sufficient to enable
us to express, and we do not express, and opinion on the state-
ments of income and changes in financial position for the year
ended December 31, 1985,



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.

BALANCE SHEETS

Current Assets:

Cash
Accounts Receivable:

Trade

Associates

Other

Total Accounts Receivable

Inventories {(Note C)

Advanced Expenses

Total Current Asscts

Property and Equipment - (Note D)

LIABILITIES AND ASSOCIATES' EQUITY

Current Liabilities:
Accounts Payable
Accrued Expenscs
" Advances from Customers
Comité¢ de Reconstrucciédn Nacional
(Note F)
Accounts Payable to Associrates

Total Current Liabilities
Contingent Liabilities (Note G)
Asgociates' Equity:

Cooperative Capital (Note H)
Grants (Note I)

Resarves (Note J)
Retained Earnings

Sac lNotes to Financial Statements

December 31,

1985

Q. 83,313
28,336
38,833

5,268
72,437
13,932

2,155

171,837

27,270

Q.199,107

IR B-S-B-5 -8

5,371
2,201
4,330

20,714
61,288

93,9614

4,625
5,225
22,990
_72,303

105,143

Q.199,107

AP aAaBRBDR

1984
Q.29,255
28,0009

28,009
4,659
8,055

69,978

11,819

Q.81,797

588
109

20,258

20,955

4,361
5,225
9,947
41,306

00,842

©.81,797

BULAE "



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.

STATEMENTS OF OPERATIONS

Year Ended
December 31,

1985 1984
Net Sales Q.473,548 0Q.325,186
Cost of Products Sold 407,505 296,140
66,043 29,046
Operating Expenses:

Selling and Administrative Expenses 42,612 30,946
MNMet Earnings (Losses) 23,431 (1,900)

Other Income and (Expenses)
Interest Expenses (665) (108)
Other Income 21,515 20,203
20,850 20,095
Net Earnings Q. 44,281 Q. 18,195

Seo Notesn to Financial Statoments



COOPERATIV2Z AGRICOLA INTEGRAL MAGDALENA, R. L.

STATEMENTS OF ASSOCIATES' EQUITY
Cooperative Retained
Capital Grants Reserves Earnings
Balance, December
31, 1984 Q. 4,364 Q. 5,225 Q. 9,947 Q.41,306
New Affiliations,
Paid-in Capital 374
Resigned Affilia-
tions (113)
Period Net Earn-
ings 44,281
Period Net Earn-
ings Legal
Reserves 13,2864 (13,284)
Use of Legal
Reserve _ _(241)
Q. 4,625 Q.22,990 0Q.72,303

800 Notes to Financial Statoments

n N
n N
" w

RSz w - -



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1985

SOURCE OF FUNDS:

Operating Results

Net Earnings Q.44,281
Plus: Items not requiring the use
of working capital
Depreciation 5,340
Total Svurce of Funds from Operation 49,621
I *id-in Capital 374
Q.49,995

APPLICATION OF FUNDS:

Acquisition of Property Q.20,791
Use of Legal Reserves 241
Reimbursement for Resigned Affiliations 113
Increase in Working Capital 28,850

Q.49,995

sE=sz==mme

INCREASE (DECREASE) IN WORKING CAPITAL
COMPONENTS:

Cash Q0.54,058
Accounts Receivable 44,428
Inventories 9,273
Advanced Expenses (5,900)
Accounts Payable (4,783)
Accrued Expenses (2,152)
Advances from Customers {(4,330)
Comité de Reconstruccién Nacional {(456)
Accounts Payable to Associates (61,288).
Q.28,850

Sce Notes to Financial Statemunts

- 10 -



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 1985 AND 1984

A. Summar_of Significant Accounting Policies:

l. Inventories. Are valued at the lower of cost or market. Cost
is determined under the fifo method.

2. Property and Equipment. Are valued at cost. The deprecia-
tion is computed on a straight line method, based upon the es-
timated useful lives of the assets. The cost of maintenance
and repairs is charged to expenses when incurred. The improve-
ments to increase the useful lives ofassets are capitalized.
The cost of the assets sold or disposed of and the accumu-
lated depreciation are eliminated in the year when the sale
or disposal occurred.

3. Provision for Severance Compensation. Compulsory compensation
for one month of salary for each year of service is paid when
an employee dies or is dismissed without justification. 1In
case of death the severance payment will go to their
beneficiaries. The policy of the Cooperative is to record
this benefit when the payment occurs. As of December 31, 1985
this liability amounts to Q.400.

4. Grants. Non-supported grant and the technical assistance re-

ceived as part of the grant originated from the loan agreement
520-T-030 between the Government of Guatemala and Agency for
International Development is not recorded (Note 1).

B. The Cooperative:

The Cooperative was organized as a Cooperative of first grade and
limited liability, with no protit objectives and integrated by 140
associates. It was constituted in Magdalena Milpas Altas, Depar-
tament of Sacatepéquez, and its bvlaws were approved on

August 25, 1981, Its main objectives are to obtain econonmic

and social improvements for its associates and to develop activi-
ties that tend to improve their agricultural production. Its
principal activity is the sale of vegetables and agricultural
supplies,

C. Inventories:
December 31,
1985~ 19B4 (1)
Fertilizoers Q. 6,706
Sceds 3,627



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 1985 AND 1984

December 31,

1985 1984
Agricultural Equipment Q. 1,980
Other 1,019
Q. 13,932

(1) As of December 31, 1984 non-itemization of this Balance
exists. '

D. Property and Equipment:

December 31,

Depreciation 1985 1984

Furniture and Equipment 15% Q. 2,575 Q. 2,091
Vehicles 25% 19,819 19,819
Implements 60% 160 -
Glassware 20% 244 126
Depreciable Property 22,798 22,036
Less: Accumulated Depreciation (15,757) (10,417)
Depreciable Property - Net 7,041 11,619
Land 18,375 200

Installations in Progress 1,854 -

Q. 27,270 Q. 11,819

==Z=E=== =E==s===
E. Taxes:

The Cooperative enjoys exemption from income tax, stamp (documen-
tary) taxes, sale taxes, legacies and donations of real estate
Qesignated for Cooperative operations and import duties on work-
ing machinery, vehicles, working tools and eguimment. It remains
under the audit auspice of the Government of Guatemala through
the National Institute of Cooperatives (INACOP). In accordance
with the Decree-law No. 97-84, the Coopecrative is a contributor
to the Value Added Tax.

- 12 -



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 1985 AND 1984

F. Account Payable to Committee for National Reconstruction:

In May 1983 the Committee for National Reconstruction delivered

fertilizers as a loan to the associates. Such credit is col-

lected through a deduction when the payment of the received agri-
cultural products occurs, increasing a fund for the furhter pay-
ment of this liability.

G. Contingent Liabilities:

The Cooperative has not complied with the regulations of the Gua-
temalan Social Security Institute (IGSS). Its pending share of
payments amounts to Q.2,300 without fines and interest.

H. Associates' Equity:

The capital of the Cooperative is variable, and it is made up with
obligatory contributions with nominal value of Q.50 each, and
which can be paid through one sole amortization when entering as
an associate; or 25% when entering and the rest should be paid
during a term of no longer than twelve months. These contributions
do not earn interest.

Moreover the associates can subscribe additional contributions for
specific purposes, agreed in General Associates' Meeting, which
will earn interest that cannot be higher than the actual rate
used by the banking system for savingsdeposits. Mo associate
can own more that 5% of the Cooperative Canital.

I. Grants:

Switzerland Grant:

The following Grants amounting to Q.5,225 were obtained on August
25, 1982:

One vehicle Q. 4,500
One scale 325
One check protecting machine 300
One electrical handsaw 100

Q. 5,225

Additionally a payment for the purchase of land for the warehouse
operation, two vehicles and furniture and cquipment were received.

Those asset are not registered because supportina documentation does
not exist.



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 1985 AND 1984

Agency for International Development:

The loan agreement No. 520-T-030 signed on February 15, 1984
between the Government of Guatemala and USAID includes the finan-
cial assistance project for:

a) Producing, packing, storing, processing, and selling fresh
vegetables.

b) Credits for production.

c) Credits for consulting services and engineering supervision,
building, equipment, microcomputers, vehicles and working
capital.

d) Technical assistance and training.

The project provides funds from the USAID to finance the technical
assistance and training. BANDESA will grant credits to the coop-
eratives and/or participating associations td finance the production,
packing, storage and commercialization of fresh vegetables at
an-interest rate of 8% annually. The term for amortizating the
credits and the days of grace will be established in accordance
with the policies of BANDESA.

As of December 31, 1985 the Cooperative has received assistance con-
sisting of a technical consultant who works directly with the Coo-
perative to improve its administrative and accounting systems, un-
der the supervision of the Committee of Coordination of the ayri-
cultural, Cattle and Nourishment Ministry, of the AID project and
technical assistance to improve the administrative and accounting
systems through the implementation of a dynamic and efficient ac-
counting system.

J. Legal Reserves

The bylaws of the Cooperative establish obligatory reserves
on the operating results of each vear, amounting to:

December 31,

1985 1984
10% as minimum for non-Distributable
Reserves Q. 17,744 Q. 3,316
10% for Reserves for Education 7,582 3,316
10% for Reserves for Social Works 7,664 3,315

Q. 22,990 Q. 9,947



COOPERATIVA AGRICOLA INTERAL MAGDALENA, R. L.
NOTES TO FINANCIUAL STATEMENTS

YEARS ENDED DECEMBER 31, 1985 AND 1984

K. Monetary Unit:

The financial statements and its notes are expressed in Quetzales
(Q.), the national currency of Guatemala which have an official
exchange rate of (Q.1:USS1. Since April 1980 exchange controls
were introduced for transactions in foreign currency.

On November 15, 1984 the Emergency Regime for Transactions in Fore-
ign Currency was introduced replacing the measures introduced in
April 1980, establishing, among other things the following conditions:
a) Imports of goods which are handled with a special exchange rate for essential
items, and the rest of imports have to be cancelled with foreign
currency acquired in the free market; b) The foreign currency
from exports proceeds should be declared and sold to the Cen-

tral Bank, a portion at the official exchange rate and the other

on the free market, depending upon the type of articles that were
exported and the country of destination. The aforementioned
regulations created three legal markets:

a) The controlled market for essential payments where the parity
is maintaired with the dollar of the United States of America,
- controulled by the Central Bank.

b) The auction market. for the sale of the remaining foreign cur-
rency not used by Central Bank, for the payment of im-
ports that are not essential and that can be left behind,
through the auction of exchange licenses. The exchange rate
fluctuates based on the supply and demand of each auction.

c) The free (parallel) market utilized to negotiate trore gn ex-
change coming mainly from investments and loans not assign-
€d to the essential market, to cover payments other than
those classified as essential or not included in the auction
market. All payments other than those classified as essential
or not included in the auction market have to be made through
this market. ©n December 31, 1985 the free market exchange
rate reported an average of Q.2.983:USS1.
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COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
REPORT ON THE INTERNAL CONTROl SYSTEM

AUDITOR'S OPINION

We have performed a study and evaluation of the internal con-
trol system of Cooperativa Agricola Integral Magdalena, R. L.
for the four years ended December 31, 1985. Our study and evalu-
ation was performed in accordance with the standards for audiu
of programs, activities and functions for governmental organiza-
tions of the United States of America.

The management of Cooperativa Agricola Integral Magdalena, R.
L. 1is responsible for the implementation and maintenance of
the internal control system. To fulfill this responsibility,
the management needs to make appraisals and judgements to
be able to evaluate the cxpected benefits and the related coste
of the control procedures. The objectives of an internal control
System are to provide reasonable, but not absolute, assurance
that the assets are édequately safeqguarded from loss due to
unauthorized disposition or use, and that the operations are
executed in accordance with management approval and that
they are correctly recorded to permit the preparation of finan-
cial statements in accordance with generally accapted accounting
principles.

Due to the inherent limitations of any internal control system,
there may occur errors and irregularities which might not be
detected by the system.

Our study and evaluation revealed some conditions in the internal
control system of Cooperativa Agricola Integral Magdalena, R,
L. for the four years ended December 31, 1985, which are de-
scribed in the sgsections No. 1 to No. 19, and which taken
as a whole, in our opinion, may result in more than a relatively
low risk that errors and irreqularitics might occur in amounts
that may be signiticant in relation with the financial statements
and that may not be detected in a timely manner,

70»40«(4 Lo 2 €2

APARTADO POSTAL 317-1- QGUATEMALA. C r TELEPMONE 66405315400
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COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
REPORT ON THE INTERNAL CONTROL SYSTEM

YEARS ENDED IN DECEMBER 31, 1985, 1984, 1983 AND 1982

l. Inventory Control

Condition:

‘No control exists in the warehouse and store for receiving and
transfering agricultural supplies and agricultural products.

Criteria:

Internal Control procedures should exist to allow the protection
and safety of the inventories against their inappropriate use.

Cause:

A. Lack of administrative and operational organization.

B. Lack of knowledge of the inventory control objectives,
Effect:

There is no way to verify if the purchases of agricultural
supplies have recally oroperly entered or left in the warehouse
and agricultural store of the Cooperative.

Recommendation:

A. Institute an inventory control system, for agricultural
supplies and agricultural products,

b. Instruct the personnel on the objectives and handling of the
inventory control,.

2. Cash Salces not Invoiced

Condition:

In July 1985 cash sales of agricultural supplies amounting to
Q1,611 were not invoiced, they were only supnorted by cash

receipts,

Criteria;

As a mecan of intecrnal control, all sales must be invoiced; it is
required by law (Value Added Tax).

Causce:

A cash register ticket s extended at the moment that a sale
occurs. At that time they ignored the law that requires an
invoice.



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
REPORT ON THE INTERNAL CONTROL SYSTEM
YEARS ENDED I DECEMBER 31, 1985, 1984, 1983 AND 1982

Effect:
The lack of an adequate internal control system makes it

impossible to verify that all sales are billed and collected
‘in favor of the Cooperative.

Recommendation:

Design and impiement a sales internal control system that includes
the use of invoices to adequately control agricultural supplies,

3. Journalizing of Sales of Agricultural Products

Condition:

The credit sales of agricultural products are journalized at the
time of its collection.

Criteria:
Generally accepted accounting principles require that sales arr

carried-out at tne time the product is delivered to the purchaser
and when they are billed, and not when naid,

Cause;

The sales price depends on the quality control analysis of the
purchasers.,

Effect:
The nales of a period are registered in another period,
Recommendation:

A. Journalize as Inventory in consicnment the productsa not
collected at the closing of the accounting perijod.

B. During the year the sales should he recorded at the moment the
product {s accepted by the client,

4. JnurnﬂltzxggrQLﬂggigggggu

Ce. dftion:

The agricultural supplies purchased by credit are reqgistered the



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
REPORT ON THE INTERNAL CONTROL SYSTEM

YEARS ENDED IN DECEMBER 31, 1985, 1984, 1983 AND 1982

moment they are paid for and/or a partial payment is made.

Criteria:

All purchase must be registered at the moment the warehouse recei-
ves the merchandise.

Cause:
The accountant does not receive the supporting documents in a time-
ly manner.

Effect:

Tiie books do not show the accurate balances. Purchases may not be
journalized.

Recommendation:

Require the use of a purchase journal, using the warehouse

receipt slips, as support ocuments, independent of the form of
payment,

5. Insurance

Condation:
The asscts of the Cooperative are not insured.
Criteria:

Asscts should be insured to the value required for replacement.

Causo:

The Cooperative lacks the economic capacity to contract for
insurance.

Effoct:

In case of a disaster the Cooperative will not be in a condition
to replace itn assets, which could cause it to close its operations,

Recommendat fon:

Obtain the necessary insurance coveraqge to protect the assets
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of the Cooperative against disaster.

6. Transfers of Funds in Cash

Condition:

On June 10, 1985 a withdrawal of Q5,000 was made from the savings
account in Bandesa, and deposited in the monetary account of the
Cooperative, in the following manner:

A. In June 12, 1985 Q875.15.

B. In June 20, 1985 Q4,124.85.

Criteria:

Cash transfers must be deposited the same day.

Cause:

Lack of adequate controls and procedures.

Effect:

It may causc an inappropriate usc of funds of the Cooperative
because it lacks the corresponding authorization.
Recommendation:

Deposit funds on the same day the funds are :ransfered.

7. _Transfer of Funds with Checks

Condition:

In July 1989 the General Accountant extended checks #104294
thru 104297 in the name of several persons amounting to Q1,200
intending to make a bank transfer. These checks were cashed
and deposited in the accounts of the Cooperative by the General
Accountant.

Criteria:

The use of checks to transfer funds should bo ane out to the name
of the bank where the money in going to be deposited.
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Cause:

Lack of knowledge of appropriate control procedures.
Effect:

It could cause an inapprooriate use of funds.
Recommendation:

Prepare checks for transfer of funds in the name of the bank
into which the money will be deposited.

8. Reference of Bank Deposits

Condition:

No reference is made on the deposit slips with regard to the source
documentation (Income receipts, invoice, etc.)

Criteria:

All collections should contain the supporting documentation with
the necessary information to identify the collection.

Cause:

Unknown.

Effect:

Weakens the internal controls for collections, as it prevents the
verification that all that was sold was billed, collected and
deposited in the bank.

Recommendation:

Use a form to monitor collections clearing and ipstruct the Ge-
neral Cashier of the importance of its use and fill-out correct-
ly and adequately all the bills and cash recciots with their

denosit slip.,

9. _Reference and Information in the Support Documentation

Condition:

Up to January 1934 the supporting documentation was not referenced
with regard to the check number ana/nr the cash disburscnent.
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Criteria:

The disbursement supporting documentation must be referenced with
the number of check or the respective receipt with which it was
paid.

Cause:

Lack of administrative and operational organization.

Effect:

Difficulty in identifying the supporting documentation of each check
and/or receipt.

Recommendation:

Enclose with each check and/or receipt the supporting documen-
tation, identifying it with the check number respectively.

10. Supporting Documentation

Condition:

The supporting documentation for disburszments is not identified
with a stamp that reads "PAID",

Criteria:

As means of an internal control principle, all supporting documen-
tation must be cancelled.

Causc:

Lack of administrative organization.
Effect:

Payments may be dupplicated.
Racommendation:

Identify all supporting documentation nf dishurscements with a
stamp made for this purpose, including: PAID, CHECK HNo. L
BANK .+ DATE .

11, Journalizing of the Payments
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Condition:

Up to August 1984 no jcurnal entry existed which detailed the monthly
disbursements.

Criteria:

All accumulation in the accounting books must have an adequate
reference regarding the supporting documentation.

Cause:
The current personnel are unaware of the need for this control.
Effect:

The records for the cash account of the Gencral Ledger do not
allow an easy identification of the supporting documentation.

Recommendation:
Record in a correclative and chronological manner the dishburscements
in the journal entry of payments, as a basis to nsepare the month-

ly voucher.

12. Banking Rcconciliations

Condition:

No bank rcconciliations were made during the years 1982, 1983 and
from January to August of 1984.

Criteria:

The balances of bank statements and accounting books must be
reconciled nmonthly, as a means of controlling or detecting
irreqularities and errors in the income  and disbursement nystoem
of the Cooperative.

Causc:

Lack of {ulfi'lment of establinhed proceduren,

Effect:

It 18 a weaknens {n the internal control system tha. ecould

affect the financial situation of the cooperative and/or allow
irregularities to go undotected.
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Reccamendation:

Reconcile the bank statements in a monthly basis against the
accounting books and leave writen evidence of its revision and
approval.

13. General Ledger Reconciliations Against Auxiliaries

Condition:

A. No reconciliation is done with the accounts of the General
Ledger with auxiliary records.

B. At the end of 1985, Q6,205.68 were recorded in accounts re-
ceivable as an adjustment to the balance reported in the
auxiliary records. This adjustment was credited against
sales of agricultural supplies without any investigation.

Criteria:

All General Ledger accounts must be reconciled monthly as a means

of detecting errors or irregularities to allow a reasonable secu-

rity of the operations journalized.

Cause:

A. The auxiliary records were inadequate.

B. The accounting was not up-dated.

Effect:
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Criteria:

GAAP requires that the depreciation of a property be recorded when
it beains to be used.

Reason:

The current accountant does not know the reason since he was hired
in 1984.

Effect:

The principle of consistency is ignored which affects the reliabi-
lity of the financial statements.

Recommendation:

Establish a formal policy to compute the depreciation.

15. Payroll

Condition:

A. The payroll is not adequately documented to show its computa-
tion; it is only supported with a disbursement receipt.

B. They do not comply with the Social Security regulations.

Criteria:

A. Payrolls must be preparcc including all the necessary informa-
tion for an adequate control of salaries and wages.

B. As required by the Social Security Law, the Coopcrative must
withhold taxes from employeces as well as pay the employer's
respective share.

Cause:

A. The Administration was not aware it had to orepare a Social
Security Pcport,

B. The Cooperative is not earolled in the Social Security Systen.

Effect:

Non authorized salaries might be included.

- 25 -
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Recommendation:
Introduce the use of a form for payrolls that contains as a minimum:
A. Period covered,

B. Employee's name,

C. Position held,

D. Days of work,

E. Ordinary and overtime salary earned,

F. Deductions,

G. Net salary,

H. Signature of the employee,

I. Signatures of "made by" and "authorized by", and
J. Date.

16. Control of Paid-in Money

Condition

The paid-in obligations of each member are not supported by any docu-
mentation.

Criteria:

An auxiliary ledger for each member must exist to verify the
entries of the paid-in obligations from the moment he becomes part
of the Cooperative.

Cause:

Lack of operational control,.

Effect:

Incorrect balances in the paid-in entries.

Recommendation:

Begin an auxiliary ledger of paid-in obligations.

- 206 -
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17. Bank Deposits

Condition:

No daily deposit is done. Balance of Q.536.50 in General Cash as
of December 31, 1985 was deposited on January 9, 1986.

Criterion:

All cash must be deposited the day after its reception.
Cause:

Cash was kept by the General Accountant.

Effect:

Risk of robbery or fraudulent use of cash.
Recommendation:

Deposit all cash the day after its reception.
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18. Disturbance of Expense Vouchers

Condition:

Several expense vouchers are incorrect with respect tc their orig-
inal value, apparently to report a payment in excess of the real-
ly paid amount.

Criteria:

Voucher expenses must be mantained intact, without any disturbance
or alteration, when issued by the supplier.

Cause:

Lack of supervision on the job of accountant, Concentration of
functions.

Effect:

Risk of possible fraud.

Recommendation:

Separate the functions of payment and keeping in custody of docu-
ments. The Committee of Vigilance must review expense liquida-

tion.

19. Weakness in the Internal Control System

Condition:

As a result of the matters discussced in this section and lack
of compliance with laws, we observed lack of active participation
trom the management of qualified personnel and of training plans.

Criteria:

The bylaws of the Cooperative and improvement of internal control
procedures must be accomplished.

Cause:

Lack of knowledge of 1legal and technical matters referred to
the Cooperative.

Effact:

Findisgs observed as a result of the audit.
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Recommendation:

A. Register the Cooperative in a Federation to increase its
capital through saving of its associates and new loans;
project Cooperative education in the long term.

B. Verify the implementation of the accounting procedures manual
specially designed for the Cooperative.
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Lara & qulz”mzdlez, CPA
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COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
REPORT ON THE COMPLIANCE WITH LAWS, REGULATIONS AND AGREEMENTS

AUDITOR'S OPINION

We have examined the financial statements of Cooperativa Agricola
Integral Magdalena, R. .. for the year ended December 31, 1985
and we have performed a study and evaluation of the accounting
internal control system for the years ended December 31, 1985,
1984, 1983 and 1982. Our examination and study were made in
accordance with generally ac-:epted auditing standards and with
the standards for audit of programs, activities and functions
of Governmental organizations of the United States of America,
vhich include, as additional standards and requirements, the
review of the compliance with laws, requlations and agreements.

The scope of the matters subject to our examination included
the following:

A, General Law for Cooperatives.

B. Value Added Tax lLaw,

C. Social Security Law.

D, Fiscal Stamp Tax l.aw,

E. Income Tax Law, whenever applicable.
F. Statutes of the Cooperative.,

Due to the inherent limitations of every intcrnal control system,
there may exist errors, frauds, abunes or illegal acts which
may not be detected,

There is no  agreement  betwoeoen the  Agency far International
Development (USAID) and the Cooperative that entablinhen specific
requirements for an assistance program for the Cooperetive,

APARTADO POSTAL 317-1- GUATEMALA.C A - TELEPHONE 606505/316400
2,0
2



Lara & Gonztlez, CPA

Member Firm

Touche Ross Intermational

Our examination and study revealed certain matters which are
described in sgections No. 1 to No. 7 enclosed that, in our opi-
nion, the Cooperative has not complied with agrecements and con-
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1. Default of Statutes of the Cooperative

Condition:

Article
No. Title Paragraph Comments

4 Objectives a) Theéy have not collected
all the funds.

8 Cooperative Capital - They have not complied
with the 12 month term
for the collection of
contributions,

10 Certificates of - No certificates have been

paid-in capital issucd for paid-in cap-
ital.

13 Affiliation Quotas - They don't record the af-
filiation shares within
the nondistributed reserve,

16 Duties of the mem- b) They don't comply with

bere bylaws.

c) They are not up-to-date
in the payment of their
contributions,

f) There are members whe do
not nell their productg
to the Cooperative,

20 Withdrawal of AsBoO-

ciates - They have not received the
dividends that belong to
thoem,

32 Ganeral Asscmbly
Muet ings - They have been carried out
yearly., In 1985 4t vy not
held during the g quartor
as required  4n the hylawn,

55 Obligations of the c) The Supervising Committec
Administrative Board docs not monitor the acti-
vities developed by the

Administrative Board,
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Articulo
No. Title Paragra, Comments

the budget layout, the bal-
ance, the income statement;
and on the project for the
distribution of dividends.

m) The fce admission certifi-
cates have not yet been
sent to the monitoring
section of INACOP for their
authorization.

u) hs yet they have not deter-
mined the amount of the
bond to cover the officials
and employees that handle
valuables,

63 Duties of the b) The operations of the Coop-
Supervising Com- erative have not as yet been
mittece revised,

c) They have not carried out on ¢
monthly basis a cash count of
store, petty cash and general
cash of the administration,

d) Has not approved the re-
ports and accounting docu-
ments that the Administra-
tion Committee must submit
to the Ordinary General
Atinembly.

e) Doer not verify that the
cmploycen of the Couperat ive
comply with their responni=-
bilityen,

1) Han not required the
rules by which the ansoct-
ates can examine the bookn
and documents of the Coop-
erative,



COOPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.

REPORT ON COMPLIANCE WITH LAWS, REGULATIONS AND AGREEMENTS

YEARS ENDED DECEMBER 31,

Article
No,

66

71

73

7

n

Crisia:

Title

Duties of the
Education Com-
mittee.

Inventory

Legal Reserve

Project on Dis-
tribution of
Benefits

Loss Compensation

Paragraph

e)

a, b,
¢ and d

Thesylavs of the Cooperative.

Cnen

1985,

1984, 1983 AND 1982

Comments

Does not extend a report
to the ordinary General
Assembly on the activities
developed during the year.

No physical inventory

was made during the years
of 1981, 1982, 1983 and
1984.

No deductions were made
from the net results of
the year 1983 for the non-
distributable reserves,
for education and social
work which amounted to
Q.5,428.65.

The Administrative Board
has not yet ellah-.rated

the project for distri-

buting benefits since

1982,

The Ordinary General As-
sembly did not comply with
the dispositions of this
article to compensate the
loss of 1981 in the amount
of Q.922.79; it was regis-
tered as an cexpense of year
1982,

Ladsf interent on the part of members and officials of the Coop-

0l'fvo.
Lifm,

Nommpliance with the law can mean fines of Q.25 up to Q.1,000;
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suspensioan of the benefits that the law gives them or cancellation
of the legal capacity.

Recommendation:

A. Comply with those regulations established in the law of the
Cooperative as well as in its bylaws.

B. Activate and stimulate the participation of the members
in all the activities developed by the Cooperative.

2. Book of Purchases of the Valued Added Tax - VAT

Condition:

A. On November 1985 the column“llet Purchases Affected" shows the
total amount of the invoice, including the value of the tax.

B. The documents recorded in the book of purchases are not iden-
tified as operational.

Criteria:

A. As per Law Decree 97-84, the column "Net Purchases Affected”
it should record only purchases without including the tax.

B, Prevent duplication of supporting documents in the VAT records,
which might cause a fine.

Causc:

A, Lack of lnowlecdge about how the documents must be recorded in
the book of purchases,

B. Lack of knowledge of control procedures,.
Effect:
A, Possible fines from future audits on the part of the Internal

Revenue Department .

B. To declarce fiscal credits that don't correspond to the Coop-
crative will cause adjustments after fiscal inspections

Recomnendat ion;

A Instruct all personnel an charge of the purchases and sales
records of how to account for VAT in these books.
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B. All documents recorded in the Book of Purchases VAT should be
stamped with a seal "OPERATED VAT MONTH OF 19 "

3. Labor Benefits

Condition:

An adequate policy for estimating vacation and severance
payments is nonexistant. They are made by the judgement of the
technical advisor.

Criteria:

By the Constitution of the Republic, Law Decree No. 76-78, labor
Code of the Congress of the Republic, the "Christmas Bonus Law",
established the legal procedurc for estimating labor benefits.
Cause:

Ignorance of these laws.

Effect:

They don't comply with the existing legél regulations.
Recommendation:

Prepare a social bencfit policy that will comply with all re-
quirements that the labor law establishes and instruct the
gencral accountant to follow the laws and to make proper esti-

mates,

4, Social Work Reserve

Condition:

In January 1984 they charged to profits and losses the cost of
the purchase of books for the member's children and the Social
Work Reserve was not used.

Criteria:

Article No. 73 of the bylavs establishen that cducation cxpenncs
must be applicd to reserve for social work.,



COCPERATIVA AGRICOLA INTEGRAL MAGDALENA, R. L.
REPORT ON COMPLIANCE WITH LAWS, REGULATIONS AND AGREEMENTS

YEARS ENDED DECEMBER 31, 1985, 1984, 1983 AND 1982

Cause:
Ignorance on the part of the personnel in the use of this reserve,

Effect:

Expenses that must be applied to capital reserves are incorrectly
charged to profits and losses.

Recommendat ion:

Instruct the accounting personnel in the proper use of capital re-
serves.

5. Cash Sales not Invoiced

Condition:

The sales made in July 1985 were not invoiced. (See paragraph 2
Cash Sales of the Report on the Internal Control System)

6. Social Security (IGSS)

Condition:

Apparently they have not complied with the laws (Sce Paragraph 15
Payroll Report on the Internal Control System),

7. Invoicing on Sale of Agricultural Products

Condition:

To those clients who worovide agricultural suoplies to the
Cooperative, the net sale price of sale g invoiced, 1,0, 1n-
voice No. 4 from August 1989

Sale regintered Q. 10,909,748
Discount for Supplies

Recerved . 3,000,00
Invoiced Sale Q. 7.,90u.78

oo Rk oa

Criteria:

The total amount of the salo must be invoiced, an ntipulated in
Law Decree 97-84 Value Added Tax. All purchadens must be supported
with invoicoes.
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Cause:

Due to lack of knowledge about the law, the amount collected
was invoiced.

Effect:
A. Possible fines from future audits.
B. Penalties imposed by INACOP.

Recommendation:

Invoice the total amount of sales.
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