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SUBJECT: 
 Audit of Latin American and Caribbean AID Missions' 
Monitoring of and Controls over Counterpart Contributions 

1his report presents the ofresults of audit Latin American and Caribbean 
(LAC) Missions monitoring of and controls over counterpart
contributions. The objective of this limited-scope financial and
compliance audit iwas to determine whether LAC Missions verified that host 
countries actually made agreed-to contributions. 

1he issions in the LAC region generally did not monitor counterpart
contributions closely enough to verify that required contributions were 
actually made. On the other hand, 
several positive examples of
 
individual close monitoring were found during the review. 
 These examples

illustrate what can be accomplished when maintaining control over host 
country contributions is a management priority. 

The findings in this report describe the need for [AC Missions to more 
closely control counterpart contributions during project implemencation
and project close-out. The report recommends that periodic reporting
host countries be required on counterpart contributions and that project 

by 

close out procedures be improved. 

Your offices agreed that host country contributions needed to be
controlled more closely, but advocated that any new requirements be made 
flexible and simple to implement. Please advise this office within 30
days of the actions planned or taken to implement the report 
recommendat ions. 

Thank you for the courtesies extended to the staff during this review. 



EXECUTIVE SUMMARY
 

Section 110 of the Foreign Assistance Act, as amended, requires that 25 
percent of the cost of bi lateral, government-to-government All)
development assistance projects be borne by the host country. The intent 
of this provision is to ensure host country commitment to AID projects, 
and to discourage over-reliance on external funds for development. AID
 
has, as a matter of policy, extended the requirements of Section 110 to
 
operational program grants. We estimate that required counterpart
contributions for active projects in the Latin America and Caribbean 
region totaled more than $1 billion as of September 1985. 

The Office of the Regional Inspector General for Audit/Tegucigalpa 
conducted a limited scope financial and compliance audit to determine 
whether Latin American and Caribbean Missions verified that agreed-to 
counterpart contributions were actually made. 

In general, Missions in this region did not monitor host country

contributions closely enough to determine if required contributions were 
actually made. On the other hand, certain individuals in several 
Missions had implemented sound control systems, and the Missions in 
Panama and Jamaica had implemented controls which were generally superior
to those in the other Missions reviewed. The positive examples found 
during the audit showed that proper controls can be put in place when 
management and staff place adequate priority on controlling counterpart 
cont ri but ions. 

The findings in this report describe the need to more closely control
 
host country contributions (luring project implementation and during the 
project close-out process. The audit also identified a need for a clear
 
policy on what exchange rate should be used for computing and determining 
whether local currency contributions comply with requirements denominated 
in U.S. dollars. This area iscurrently being reviewed in more detail by
the Office of the Inspector General's Legal Coun.'el. 

AID Missions should closely monitor the amounts host countries contribute 
to AID-sponsored programs. The importance of closely monitoring
counterpart contributions is underscored by the legislative intent of 
Section 110 of the Foreign Assistance Act as well as the fact that host
 
country contributions account for about two of every five dollars
 
budgeted for All) development assistance projects in this region. A 
monitoring system which could measure compliance or non-compliance with 
the level of contributions required by the project agreements was in 
place for only thirteen of the 41 active projects reviewed. Only five of 
these thi rteen monitoring systems also provided timely management
information. Missions in the Latin America and Caribbean region did not 
monitor counterpart contributions more closely mainly because Mission 
officials: (1) thought it was more important to ensure that 
contributions were 3ufficient to support project activities than to 
measure compliance, and they thought they could do this without 
establishing formal monitoring systems; (2) believed the effort required 
to formally monitor counterpart contributions would outweigh the 
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benefits derived; and (3) felt existing ,guidance.. did. not.specify.how. 
.... cls i~i6iisshould monitor host country contributions. As a result,
AID did not have sufficient assurance that required contributions
equivalent to about $ 1 billion would actually be made. We recommend
that AID Missions require periodic reports on counterpart contributions, 
as a condition of disbursing All) funds. Mqnagement generally agreed with
this finding and recommendation, 

contributions by the 


from new reporting requirements be 
but urgcd that the administrative 
minimized. 

burden 

AID Handbook 3 requires the preparation of 
reports which, among other things, 

project 
are to 

assistance 
include a 

completion 
summary of 

borrower/grantee, donors, and participants. Good
 
management practice 
would dictate that counterpart contributions be

quantified and verified, so that AID can determine 
whether or not 
mutually agreed-to contributions were actually made. AID had not
determined the actual amount of counterpart contributions for 36 of the
43 completed projects reviewed, and no completion report of any kind had
been prepared for 29 of the 43 projects. Preparing project completion
reports was assigned a low priority, given other demands on project
officers' time. Coupled with loose monitoring of counterpart
contributions during project implementation, this situation reinforces 
the conclusion that All) lacked sufficient assurance that required

contributions were actually made. We recommend that Missions address the 
adequacy of project close-out procedures in their annual vulnerability
assessments 
 under the Federal Managers' Financial Integrity Act.
 
oanagement concurred in this finding and recommendation.
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AUDIT OF
 
LAIIN AMBICAN AND CARIBBEAN AID
 

\1ISSI1ONS'" MON IT1ONG OF AN CONTROLAS OVIJI 
COUNTERPART CONTRIBUTIONS 

PART I - INIRODUCT'ION 

A. 	Background
 

Section 110 of the Foreign Assistance Act of 1961, as amended, provides 
that: 

No assistance shall be furnished by the United States 
Government to a country under sections 103 through 106 
of this Act until the country provides assurances to 
the President, and the President is satisfied, that 
such country provide at least 25 per centum of the 
costs of the entire program, project or activity with 
respect to which such assistance is to be furnished, 
except that such costs borne by such country may be 
provided on Pn "in-kind" basis. 

A Senate Foreign Relations Committee report states that the intent of 
this provision is "[tjo insure that the recipient country has a vested 
interest in the success of an AID-financed project or activity . .. . 
It further states that " . . . the country should be required to pay for 
an increasing portion of c project cost, in accordance with its ability 
to pay." While Section 110 of the Foreign Assistance Act is applicable
only to bilateral, government-to-government projects funded with 
development assistance appropriations, AID has administratively extended 
this requirement to operational program grants. Inmany cases, Economic 
Support Fund project agreements also include counterpart funding
provisions. However, the latter type of project was not included in this
 
review.
 

While the minimum host country contribution Is 25 percent, most All)
Missions in the litin America and Caribbean (LAC) region have required
borrower/grantees to contribute a much higher proportion of total project
costs: tLie average in our sample of 44 active projects was 41 percent.
We estimate that, region-wide, required counterpart contributions may
total more than $1 billion as of September 30, 1985. 1/ 

This audit was undertaken because several past audits Indicated that weak
 
controls over host country contributions could be a region-wide problem. 

!/ 	 Obligations of development assistance funds In the IAC region,
excluding regional projects, totaled $1,566,768,000 as of Septew-ber 
30, 1985. Our estimate iscalculated as follows: 

AID 	share of Developmmnt

Assistance-funded projects $ 1,5s66,780,000 (59%)
 
Counterpart contrimtions 1,088 771 000 (41%)
 
Total $
 



The Office of the Regional Inspector General for Audit/legucigalpa
conducted a limited-scope financial and compliance audit to determine
whether IAC Miss ions verified that counterpart contributions agreed towere actuaiy made. The audit covered 44 active and i3 completed
projects with planned counterpart contributions of $252 million and $167million, respectlvely. The projects were selected using judgment

sampling techniques 
designed to include both large aid small projects, Indifferent stages of implementation, and in as man) different technical 
offices as possible. 

The projects were managed by ten of the fourteen JAC Missions, plus theOffice of the Development Affairs Attache in 
 Paraguay (see Appendices I
and 2). The Missions in Barbados, Bolivia, and Ecuador were not included
because p)evious audits showed that weaknesses in monitorinl counterpart

contributions existed in those Missions. The Regional Office for Central

American Programs was not included because 
 it manages regional projectsfor whdch, as a matter of pclicy, counterpart contributions are not 
requi ted. 

The audit included interviews with cognizant AID officials and, in a

limited number of cases, with host country officials. The principal

records reviewed were project agreements, reports, evaluations, audits,

and other documents demonstrating how AID monitored and excercised 
control over counterpart contributions.
 

The audit work was performed from April 7 through June 6, 1986. itcovered Mission maonitoring of ccunterpart contributions through December31, 1985. T1e audit was made in accordance with generally accepted
goveinvent auditing standards. 



.- AUDIT OF 
LATIN NIEUCAN AND CARIBBEAN AIDMISSIONS' W)NIIORING OF AMI) CONTROLS OVUR
 

COUNTRPAWI CONIIBU1 IONS
 

PART 11 - RESULTS OF AU1DIT
 

In general, Missions in the Latin America and Caribbean region did notperform sufficient monitoring or establish adequate controls to ensurethat host couitry contributions agreed to were actually made.
 
On the 
 other hand, certain lninividuals In several Missions hadimplemented sound controls. Also, in Panama and Jamaica, controls overcounterpart contriutions, while not all-inclusive, were clearly superior
to those in the other Missions reviewed. To Illlstrate, USAID/Panamareceived repor:s on counterpart contributions for fuur of the five activeprojects teviewed, arid was developing a Mission-wide system for planningand reporting on the use of host country contributIons. Thesophistic.ation of the reports was quite hihlh in some cases. For example,,Lie project offltee for the levelopment Policy Studies projectworking with the inplementing agency was 

to help them allocate office rentalcosts based on not, rather than gross, square footage. The positiveexamples fourk) during the audit show what can be accomplished wienaai ntai n'l'g controls over counterpart contributions is a management
priori ty. 

Counterpart contribution monitoiing systems were deficient for 31 of the44 active projects reviewed. Actual contributions were not reconciledduring poJect close-outs for 36 of the 43 completed projects covered bytw. audit. In countries where the valtie of the local currency fluctuatedrelative to the U.S. (ollar, responsible officials were uncertain whatexcharge rate should Ir used to calculate the value of contrilutions inlocal curtency. Ilhls anwas Important issue since bortower/granteesnomally agreed to ptovide contributions equivalent to a specific amountof U.S. dollars. lis IssuO Is currently under further review by theOffice of the Inspector (Uneral's Igial (:Monsel. 
I11e report iec eiils that more specific $ullance ,on controilingcounterpait contrlbutnions be developed und that project close-out 
procedures be st rengthenled. 
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A;.
-.. Findings and..... .. 
 .	 .
 .	 . .. 
I. 	 Contributions Should Be Monitored More Closely During Project


hiplelnenta t ion
 

AID 	Missions should closely monitor the amounts host countries contribute 
to AID-sponsored programs. 7he importance of 	 closely monitoring
counterpart contributions is underscored by the legislative intent ofSection 110 of the Foreign Assistance Act as well as the fact that host
 
country contributions account for about two of every dollars
budgeted for All) development assistance projects 

five 

in 	this region. A
monitoring system which could measure compliance or non-compliano- with

the level of contributions required by the project agreements was in
place for only thirteen of the 44 active projects reviewed. Only five of
these thirteen monitoring systems also provided timely management
Information. Missions in the Latin America and Caribbean (LAC) regiondid not monitor counterpart contributions more closely mainly because 
Mission officials: (1) thought 
 it 	was more important to ensure that
contributions wcre sufficient to support project 
activities than to
 measure compliance, and they thought they could do tlis without
establishing formal monitoring syseMs; (2) believed the effort requiredto fornally monitor counterpart contributions would outweigh the benefits
derived; and (3) felt existing guidance did not specify how 
closely

Missions should nnitor host country contributions. As a result, All) did 
not have sufficient assurance that required contributions equivalent to 
aibout $ 1 billion would actually be made. 

Recommendation No. I 

We recomend that the Assistant Administrator for Latin America and theCaribbean direct Bureau issions to obtain boriower/grantee reports on 
theli corttibutions to projects on i regular basis, as a condition of
 
disbuisivig AID funds.
 

Di scuss iofn 

In Section 3.2 of the 
 standard language for AID project agreements,
 
(contained in All) iandbook 3, Chapter 6), the borrower/grantee:
 

agrees to provide or caust, to be provided for the 
project all funds . . and all other resources 
required to carry out the Project effectively and in a 
timely mantile. ihe resources provided by I the 
boriower/gtantee; for the Project will be not less 
tan the equivalent of U.S.$ _, cludingcosts borne on an "in kind" basis pInsis supplied). 

i our opinion, Missions (in particular, project officers) should IKilnitorcoUt1terpart contrilbutloni closely enough to conrt in th1t 
boltoweltglanteas actually 
leet the level of contributions specified in 
ptoject agreements, as as 25 minimumwell the percent statutory
contributlon whe it applies. 
Ouw"position is ased on the legislative
 



inteot underlying Section 110 of the Foreign Assistance Act, and on theimportance of counterpart contributions to the success of AID's
development assi stance activities. 

A monitoring system which wet this criteria wtas in place for onlythittee, (30 percent) of the 44 active projects reviewed. Only five ofthese thirteen monitoring systems also provided timely Information to
project managers. 

The 	monitoring methods used by piojecc officers included informal methods(e.g., maintaining a general knowledge 
 of 	 project activities and
progress, conversations with host country personnel, etc.), the use ofevaluations and audits to determine the actual amount of counterpartcontributions, and periodic reports (monthly, quarterly, or annually)submi tted by borrower/grantees. Two Missions went further:SAID/ibnduras regularly audited 
supporting documentation for Title I
local currency used as counterpart on AID projects, and USAID/Gosta Ricawas about to hire a local accounting firm for the same purpose. Appendix1 provides more information on the methods used to monitor host country
contributions to the projects included inour review.
 

The 	LAC Missions covered by this review did not monitor counterpart
contributions more closely because: 

--	 They believed that It was inore Important to ensure that contributions
here ,ufficient to 	 support project activities than to measurecompliance, and believed this couldthey that be accomplished using
infomal nmomii toring methods. 

-- ission management believed that the effort required to formallymonitor counterpart contributions would be greater than the benefits. 
--	 Mission managmenent assigned a low priority to monitoring counterpart


contributions, given o)her demands project
on officers' time. 

--	 Lxisting guidance did not specify how closely Missions should monitor
host country contributions; 

Given the importance of host country contributions to the success of All)projects, Missions should be 	 concerned both with rwasurins compliancewith the level of contributions specified in project agieemrentf (anid the2S percent minimum statutory contribution, as applicable), and withensuting that contributions are timely and adequate to 	 support projectactivities. We o 'not believe, in most cases, that Missions can fulfilleither responsibility without establishing sort ofsome formal monitoringsystem. Many, perhaps most, Misslon personnel believe that Missionstaffing levels constrain their to fulfill allability 	 their monitoringiesponsibilitles. Indeed, roughly half the 	audit reports this office hasissued since 1084 cite Mission monitoring weaknesses as an attendant 
cause of Implementation problems. Given this circumstance, and the facttha t mo|i tori ng host country contributlons Is often accordedprJorlty, It would unwise to 	

low seem 	 rely on project officers' penoril 
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cognizance of project activities to ensure that contributions areadequate to support project implementation, or that they comply with thelevels specified in project agreements and the Foreign Assistance Act. 

lit most cases, Mission staff overestimated the effort required tofonmally monitor host count ry cont ribut ions. If they requireborrower/grantee 
 reports on counterpart contributions, and simply review
these reports to assess whether host country expenditures have been made
 as agreed and whether reported expenditures are reasonable in view of
what has been accomplished, the amount of time project officers wouldhave to devote to monitoring host country contributions would berelatively insignificant. Of course, if an implementing agency is not
presently accounting for its contributions, the project officer may haveto spend more time at the outset helping the agency develop an acceptable
teporting system. 

As a result of monitoring weaknesses, AID had Insufficient assurance that a substantial amount of required contributions would actually be made.We estimate that, region-wide, required counterpart contributions totaledmore than the equivalent of $1 billion. all theseIf of contributions are not made, fewer resources will be available to accomplish project
objectives. 
While this review did not attempt to identify shortfalls in
counterpart contributions, several audit reports this office issued in1986 did identify serious shortfalls. For example, an audit ofLSAID/ilnduras' Natural Resources Manageiient project (report No.1-522-86-25) disclosed that the Govertmnent of Induras' support for theproject fell fir 
 short of the agreed levels. An audit of the
Agricultural Marketing l)evelopmcnt project In Jamaica (report No.I -532-8&-3) showed that the same I)roblIe had adversely affected severalprojects in that country. Readers may also wish to refer to audit report
Nos. 1-511-86-09, 1-521-86-10, 1-527-86-16
and for other examples of
cases where counterpart shortfalls adversely affected project

implementat ion.
 

A secondary effect of weak monitoring of counterpart contributions wasthat both AID and host country officials lacked information needed forproject management. That Is, they lacked infotrmation needed to compare
project inputs asd outputs, evaluate piojcct costs and benefits, and
lInt late timly corrective actions. 
AlIb MIss ios In the LAC region needed to monitor counterpartcontitbutions more closely, 
to ensure that borrower/grantees fulfilled
their obligations and to enLsure that needed resources were made oval ableIn ,a timely manner. Annual reporting by borrower/grantees would permitthe Missions to verify compliance with the level of contributions
speciftled in project agreements. More frequent reporting would providethcm with information they need to manage project Inputs and evaluateproject costs and benefits, Requiring those reports as part of thedocumentatlmi supporting reqtests for disbursment of Ain) fukis will ensure that tlxy are subnitted In a timely fashion. 



Manaement Comments 

The Assistant Administrator for Latin American 
and the Caribbean agreed
that Missions should measure actual counterpart contributions through aformal )eportingmechanism. lie maintained that Missions already requiredreports on planned and actual contributions, and that therefore theproblem for most missions trs to ensure compl iance with existingreporting requirements. Regarding the frequency of reporting, hebelieved that annual reporting would be adequate to measure compliancewith agreed-to contributions, and would also minimize the administrativeburden on AID and the host country. lie thought that reporting oncounterpart contributions should be incorporated into existing reports
the extent possible. lie did not think 

to 
that reports on host countrycontributions should be made a formal pre-condition to disbursement of

AID funds, however. 

Several Mlissions that provided comments on the draft report urged that any repotting requirement be made as flexible as possible. They wereconcerned that formal monitoring of counterpart contributions might
time away from other, higher priorities, such 
take 

as maintaining control overAID funds. They also doubted that there was a massive shortfall ofcounterpart contributions in the region.
 
Some Missions also 
suggested that Section 110 of the Foreign Assistance 
Act should be repealed or modified. 

Office of Inspector General Comments
 

Responding first to the Assistant Administrator's comments, we found thatmost MissIons require borrower/grantees to submit budgets for hostcountry contributions, but ,Jo not require reporting on actualcontributions. Ihus, lmpleenttng the recommnrendation will requiremodifying existing reports or developing new reporting systems, rather

than just enforcing existing requirements.
 

We agree that annual reporting is adequate to measure compliance. On the
other hand, It would not be adequate in all cases for project management(i.e., comparing project 
 inputs and outputs and making adjustments wherenecessaty). We do not think that quarterly reporting on host countrycontlibutions Is a necessary, (for example, smallon projects wherethe level of contriEbtb ojs are very stable), and therefore have modifiedthe recomwendatioa to leave the frequency of reporting to management'sdiscretion. We continue to believe that quarterly reporting Is necessaryon large projects where thei level of contributions does fluctuatesinificantly. ,We expect that Mission management will require quarterlyreportina where it isapplicable. 

We ag ree that reports on counterpart contributions should be Incorporatedinto existing reporting systems whenever possible. If annual reportingIs required, reports on actual contributions for the previous year couldbe included with the budget for the following year. Quarterly reportswould most appropriately be Included with requests for disbursennent of
AID funds. 

.7"
 



W~e continue to believe that reports on counterpart contributions should
be made a formal condition of disbursement of AID funds. Our experience
has showni that it is difficult to obtain compliance with an)' financial 
reporting requirement unless it is made a pre-condition to disbursement 
of AID funds.
 

lurning to the Missions' comments, the present recommendation is
responsive to the Missions' 
request that reporting requirements be made
 
as flexible as possible. We agree that maintaining control over AID

funds should be 
 accorded a higher priority than maintaining control over
 
counterpart contributions. The massive amount of 
 resources involved and
the importance of counterpart 
 contributions to project implementation,
though, makes monitoring counterpart contributions a close second 
priority, in our view. We urge LAC Missions to continue to take steps to

improve project oversight, such as funding project monitors 
funds alnd assigning some monitoring responsibilities 

with project 
to technical 

assistance teams. 

We are uncertain whether or not there has been a massive shortfall of 
counterpart contributions in this region. Given the low level of effort
applied to monitoring these contributions, this can only be a matter for
speculation. Since ue estimate 
that planned contributions totaled over
$1 billion, even a small percentage shortfall would represent a major
loss of resources for implementing AID projects.
 

Whether Section 110 of the Foreign Assistance Act should be changed is an

interesting question which was outside the scope of our review. We
recognize that some AID recipients may be hard pressed to comply with
Section 110 as it is now written. On the other hand, given current pressures on 
AID's and other federal agencies' budgets, we doubt that 
Congress would respond favorably to this proposal, especially in light ofthe fact that a large proportion of counterpart contributions are
actually generated by other AID iesource transfers such as Public 
 Law 480
'Title I commodity sales proceeds and Economic Support Fund cash transfers. 



2. Contributions to Most Completed Projects Were Not Reconciled 

AID Handbook 3 requires the preparation of project assistance completionreports which, aniong other things, are to include a sumna y ofcontributions by the bortower/grantee, donors, and participants. Goodmanagement practice would dictate that counterpart contribcutions bequantified and verified, so that All) can determine whether or notmutually agreed-to contributions weix actually made. AID had notdetermiined the actual amount of counterpart contributions for 36 of tie43 completed projects reviewed, and no completion report of any kihd hadbeen prepared for 29 of the 43 projects. Preparing project completionreports was assigned a low priority, given other demands on projectofficers' time. Coupled with 
 loose monitoring of counterpart

contributions during project implementation, this situation reinforces
the conclusion that AID lacked sufficient assurance that required
contributions were actually made.
 

Recommendation No. 2 

We recommend that the Assistant Mninistrator for Latin Ajnerica and theCaribbean require Missions to address the adequacy of project close-outprocedures in the annual vulnerability assessments required by theFederal Manager's Financial Integrity Act. Project completion reports(or end-of-project evaluations, if no project completion report isprepared) should include the information required by Appendix 14A of AID
Handbook 3. 

Discussion
 

AIl Handbook 3, Appendix 14A, requires that project assistance completionreports be prepared within six months of project completion. Among otherthings, the reports should include a "suimary of contributions inade bythe [borrower/granteej, donors and participants (i.e. planned versusactual inputs)." Sound management practice would iequlre that thereports quantify host country contributions, so that All) can determinewhether contributions agreed to were actually made. 

AlD did riot determine the actual amount of counterpatt contributions for36 (84 percent) of the 43 completed projects reviehed. No projectassistance completion report, final evaluation, or final audit of aumykind was prepared for 29 (67 percent) of the 43 proJects. Apf:rnd ix 2provides additional Information on the completed projects reviewed. 

This situation existed because preparing reports on completed projectswas accorded low priority, given other demands on project officers'tine. Together with weak monitoring of host couintry contributions durioigproject implementation, the foilure to reconcile contributions uponproject completion reinforces the conclusion that AID did not hivesufficient assurance that agireed-to contributions were actually s,.de. In
addition, when project completion reports are not prepared, a potentiallyvaluable opportunity to learn from past experience is lost. 



Project assistance completion reports serve as an important means ofcommunicating lessons learned, and of demonstrating compliance or
 ..b -compliance with the level of counterpart contributions required byproject agreements. he Bureau Assistant Administrator should see thatMissions address the adequacy of pioject close-out procedures in theannual vulnerability assessments required by the Federal Manager's
Financial Integrity Act of 1982. 1/ 

Management Comments 

]he Assistant Administrator for Latin America and the Caribbean generdlly
agreed with our recommendation, but noted that final evaluations, 
if they
contain the required information, can satisfactorily substitute for
 
project completion reports prepared 
by project officers. fie suggested
that the recommendation be modified to explicitly recognize this fact.
 
Office of Inspector General Comments
 

he recognized that final evaluations can effectively substitute for
close-out reports prepared by project officers. This finding was based on the fact that no project assistance completion report, final
evalultion, or final audit of 9 kind was prepared for 29 (67 percent)of We 43 completed projects reviewed. We have modified thereconNcRIation, however, to more explicitly recognize that finalevaluations can Ie designed to meet the requirements for project
complt ion reports. 

I lit (k~ubc 1981 ,(I', Office of Managmetr and Budget issued CircularA-121, Ittim l Witiol Systens. Citcular A-123 directed agencyIpa4i to establish ru waintain imptoved control 
 systems and make

fr-sul~l Ito#iw to twe hat the contlols are funct ioning., Ci rculalr
A-I. ws, 'ifoiced atd %trtngtlk.-ned by the Federal Manager's
IHutoIa I Integri ty A4 t of 1082. Among other things, federal.?ngloi ate uiu requited to conluct annual vulnerability assessmentsof I|wi pr.rins atul Iinit ions. A vulnerability assessment Is a*Iitus.hi, of ian ol-latirg unlt's susceptibility to loss, damage, oropferatloal difficulties due to fraud, waste, or abuse. 

S10­

http:Iitus.hi


B. Compliance and Internal Controls 

Coipl iance 

1he audit disclosed three compliance exceptions: 

--	 Frequently, project assistance completion reports were not prepared 
as required (Finding 2). 

--	 1he countelpart contributions required for USAID/fonduras' Private
Sector Population hog ram fell short oT the 25 percent hinimum 
required by AID policy (following report section). 

--	 Some project agreements executed by USAID/Guatemala and USAI)/Jainaica
denominated host country conttibutions in local currency, rather thanin U.S. dollars as required by AID landbook 3 (following report 
sect ion). 

Other than the conditions cited, tested items were in compliance with

applicable laws and regulations, and nothing car, to our attention which
iould indicate that untested items were not in compliance. 

Internal Controls 

he audit revealed four internal control exceptions: 

--	 In most cases, LAC Missions did not monitor host country
contributions closely enough ensureto that agreed-to contributions
would actual]y be made (Finding 1). 

--	 LAC Missions usually did not verify, during tLe project close-out 
process, that required contributions had actually been made (Finding
2). 

--	 No agency policy existed which specified what exchange rate should be
used to determine compliance with the level of contributions
specified in project agreements (normally stated in U.S. dollars) and
ith the 25 percent mininmum statutory requirement (following report
section). 

--	 Some project agreements signed by the AID Missions in Guatemala andJamaica denominated host country contributions in local currency.
1his introduced the risk that actual contributions, because uf
exchange rate fluctuations, would not mect the 25 percent minimum 
statutory requireient (following report section).
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C. Other Pertinent Matters 

I.. Exchange.. Rate .for ...Computing Counterpart Contributions-- AID policyrequires that Missions use the most favorable exchange rate which is notunlawful when they exchange dollars for local currency. Logically, thesame rate should he used to determine whether borrower/grantees haveprovided the counterpart contributions required by project agreements

(which are normally stated as the equivalent of a specific amount U.S.
of
dollars), and whether 
 they have provided the statutory minimum of 25
percent of the total project cost, where 
applicable. In five countries
included in this review, the local currency had devalued relative to thedollar, and Mission officials were uncertain what exchange rate should be
used to 
determine the equivalence of local currency contributions to U.S.
dollars. 
No agency guidance existed specifying what exchange 
rate should
be used to calculate counterpart contributions when the value of local
currency fluctuated in relation to the dollar. 
Using the most favorable
exchange rate available 
 instead of a less favorable rate could result in
additional contributions of between $45 million and 
 $95 million annually


countries.
in five LAC These additional contributions could permit All)
dollars to be used for other productive purposes or returned the U.S.
Treasury, if not needed. 
to 


This policy matter is receiving further review
by the Office of the Inspector ('neral's Legal Counsel. 

2. Honduras/Operational Program Grant - AID has, as a matter of policy,extended the s-tatutoty rminimum 25 percent counterpart contributionrequirement to operational program grants. lowever, the agreement forUSAID/Ibnduras' Private Sector Population Program required the grantee tocontribute only 23 percent of the total project 
cost. According to the
project officer, this level was considered sufficient since the grantee's
contributions were projected to rise from 20 to 26 percent 
over the life
of the project. 1he project agreement 
 needed to be amended to ensure
that required contributions of at least $249,750 would be obtained. OnSeptember 30, 1986, USAID/ilonduras 
 signed a project agreement amendment

which required a 25 percent counterpart contribution. 

3. Parguay/Proect Close Out 
- 1he Office of the Development Affairs
Attache in -Paraguayhad "contracted 
for a final audit of its Minifundia
Crop Intensification project, ,ut not
had followed 
 up on one
recommendation that 
 the implementing agency made additional contributions
 
to the project. In response to our inquiries, a follow-up review


showed the 
was
done which that agency made additional contributions of
$110,832 subsequen, to the final audit.
 

4. Project Agreements - Section 3.2 of the standard language for AIDproject agreements, included in All) Handbook 3, requires that the
borrower/grantee resources thefor project will be "not less than the
equivalent of U.S. $_ 
 _ , including costs borne on an 'in-kind'
basis." The agreements for two IJ)SAID/Guatenmala projects and one
USAID/Jamaica project that we reviewed, however, denominated 
host country
contributions in local currency. 
 Since the value of the local currency(lid not remain constant 
in relation to the U.S. dollar, an unnecessaryexchange risk 
was introduced, and actual host country contributions might 

- 12 .
 



not reach the minimum 25 percent level. USAID/Otatemala officials stated
that' until 
 recently, this was common practice there, since the Government
91f Guatemala._was reluctant, to agree to provide---counterpart-. cont.ributions ­denominated in dollars. USAIlD'Jamaica officials 
did not know why host
 
country contributions for one project were expressed in locai currency,
but stated that this was aii isolated case. Previous audit results lead
 us to believe that this problem was not restricted to the two Missions

mentioned aibove. 
 In his comments oni the 
 draft report, the Assistant
Administrator for Latin America and the Caribbean stated that a samplereview of 36 project agreements had, with the exception of Guatemala,

found no additional variations in the 
 standard language concerning host
country contributions. 
 At the same time, USAID/Jamaica conducted a
review of all its project agreements and did find another variation from

the standard-language. 
While we are not makTgj a formal recommendation,

the Assistant Administrator should direct Missions under his control to
review their portfolio and amend project agreements t'here necessary to

bring them into compliance with the standard language in AID Handbook 3.
 

5. Information System - No information system on either 
planned or
actual host 
 country coatributions existed in AID/ashington. Such a
system would help AID/Washington officials 
exercise oversight of field
activities, since without this information it is impossible 
 to accurately

measure the magnitude, scope, or 
 progress of project activities. The
semiannual progress reports now submitted to 
AID/Washington could easily
be modified to include this Information. We suggest that the Bureau for
Program and Policy Coordination and/or the Bureau 
for Management develop
a system which includes information on both planned and actual
 
counterpart contributions.
 

6. Counterpart Funds 
Reporting - The information in the Office
Financial Management's 

of
 
W-213 report, "Status of Foreign Qrrency Funds


Administered by the Agency for International Development," did not appear
to be complete. For example, the September 30, 1985 report did 
 not
include any information on Lconomic Support Fund or P.L. 480 Title I

generated local curiencies held in special accounts in Honduras, 
although
it did include information on the same type of accounts in other
countries. We noted similar discrepancies In the information on, for

example, El Salvador and Peru. 
We suggest that the Office of Financial
 
Management determine the reasons 
for these discrepancies and correct them.
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APPENDIX 3
 

1 1'Z IN Ti.!(N At I 0NAL )OLVIFLOf'iMrNT 

,E.lE-:ORANDUM FOR Durnil SLp 29tI9$4, 

FRe.4: AA/LAC, Dwight Ink 

SUBJECT: Response to Draft Audit Report on Latin American and

Caribbean Hissions/ Muinitoring of and Lontrols of 
Counterpart Contributions 

Tnis memorandum provides the LAC bureau's response to 
recommendations 1,2, and 7 of the subject draft audit report. 

Draft Recommendation 1: "we recommend that the Assistant 
Administrator for Latin American and the Caribbean direct Bureau
 
Missions to obtain borrower/grantee reports on their contributions 
to projects on a regular basis (at least: quarterly), as a condition 
of disbursing AID Funds."
 

ticspnnse: LAC Bureau management is interested in assuring that 
Grantee/burrower commitments are fully honored and that the intent 
of Section 1l1 of the FAA is fulf.illed. We agree that Hissions 
should monitor counterpart contributions more closely than has been 
tlhe case in some LAC Missions in the recent past. Those Missions
 
where there is non-existent or inadequate reporting of counterpart
contributions will be expected to remedy this deficiency. I intend 
to raise this concern at the forthcoming LAC Bureau Mission 
Directors' Conference in October. We agree that tisslcrls should 
assure that counterpart contributionis be measured thruogn a formal 
reporting system. However, we do not that It isbelieve necessary
 
or advisaole to make counterpart reports d formal conaition of
 
disbursement. 
 Missions already require (usually in PlL No. 1) that,
planned and actual counterpart contributions be reported. The 
established mechanism provides a de facto mechanism to suspend

tsbursements by not approving th - annual operating plan when, In 
the judgment. of the Mission, counterpart is not. being fully 
provided. We oo not; believe that, for most Missions, it is 
necessary to establish a new reporting system. Rather, it Is a 
matter of assuring that b/G irplementIng agencies fulfill those 
reporting requirements which already exist. In this regard we wish 
to note that Congress frequently complains about the red-tdpe tllat 
we impose on host countries and ourselves. Therefore, we are 
str.ivitng to minimize the administrative burden which we place on 
host countries, particularly as we try to get them to reduce the 
size of their bureaucracy. 

Regarding the frequency of reporting we believe that annual 
reporting is adequate for the Missions and the Uureau to assess tho 
degree of compliance with counterpart contribution requtremenfts. 
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Th-is is particula~rly true bercautie Of the i~e novc nvltjor uheris~quantifyinj "oinld" ti/U contrioutions t iiujctrGiven the annual plannitj aund budgetitng proccouirtb rolow~ Untei 
countries It may be overly comtplex to traick counterparttwiji
contribut ons on a quartoerly uasts. buch reportin (jois hImpuie Jr-ial burden on hust iovernirvnt tinploentirU tiui starr aswl t. 1.U. project of ficer,,. The refore. it Should iiut. be requiuti .uzeoften It'han is necessairy and, prorerdbly, tihou1O wtitie t itiud~4oaalement, of periodic reporting which is alreauy requred. (ahe relack of'~ counterpart. it; a major constraint to project iml;:ftontat, tonth , tiplero1eiitioU~ aq)enc y anid the A .I.). project ,,tayur dizo acutelydware of t hisi ract. without. reco iving a formii~ report rzurm the hothi'(Jovernrne1t. . ) 

In l ight of the above con~ide rat ions, we sujjest* that therecommendat ion road "We rocoHamnn thadt the Aws ibt.ant Admrtt6.rateorfor Lat in Amnerican and tht'o Carlobean di rect uurmiu Mi ist tons toobta to bo rrowe r/tjrtintee repo ii. on it rejula r oa~I~coic.. 1. iy t,cont ribut ions to projeti."1 

Uraft Recomrendat ton 2. 114e ru-cotnlotnd ftgjt t'ho M5sisht-ntANMMnstaor of Lai~n Ailivricaj anol thu Lai ibt,~'il Onforce thorequtru-ment. for Mlsstun5 to prepare projoct. arstinco curnplet tonrepart.f> and require them Vu .ici~rt:53 Uv w.qut ofIruj#.tclose-out, proedure5 I n the afiiwuill Vulootiat ilty Jww..s4 oitby Hr !qt trod trne aJIimdpjer1' F ioc t~l ieyr Itty i~cit.. 

Licons~le: We aqr,*.e that It t- i ippropriarv that. proj"O ~o~o1proce(Iurct -iare abeSe1In the vul.,ionafl rdtit1 ly ~~?. 16fluw !ve r , wf. do tit)t fee I t,Ii tI, I t lack~ o' trojict. CU,1)1 t tots IV , wrtby projt.ct off tr-* fecustarkly sttyniftIe thtit prujocu. CIIn- -uul.proce dures~ have been noy ltected(. WItt~t, mimfy projetctS fIMW NJVOnd-of-project Qvalltio ,i wh ich Of t,?i CUot fiiany iuot of 1.k-iproject compltion' reports. (livo thi sovete 61,taft limitt at toillwitch mnany rntIsu tons t aco , wo bitlieuye t tina~,iOt mat Ivt tit tutf-ivjluatton: to ultri Chtoi roq'utrost#.nt. it; ipprupriate * hoi s4ol ,howevyer, L-Apact that, thu sce of wuz'k proepa feu fot to oiiLvoS4JaiItnc tude tho itemts requt rufi by 1.a projict, conplot to roport.1nd re ore *e auqyyit~6. t hat ttiv i tcogmmendtle 1c e~u .iO~dV0u tthat: "1iat recommnd~c tIhat, 1,11a AfirItJt 
t I 

af hdr, t .t :aor of LI i)(huerica and the fL.irtobitin rofquirem
or sI~e~ 0 #ast 0141 *011ud-Yproject. close-out, procidtmre6 (n Chon atsil vultuirat)(I 11yabsesonmentb roqutred by Chu tr-do cal 4alitOpr' # IntefCi.1 Anjt jiltfAIct. It end of project, rivilurettoms atro done in itot ;proJo.t,orcompletiton ropurt.s they iould (t;ontt 1In Jt4 n ~rr tv1Itho iattat, t,)! snt rorth tit Ills J. 

http:roq'utrost#.nt
http:projt.ct
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M6tob~ undir hrt, contralow o viow ctitvr plutorict, ,icr~tfol, anq
amn i#y ;ijrtdr~t6 which Ou [lot ctololy otti) tiDc stiuraltu 
rotwi(rt$ Uy Alf) 11iirjIook . 

ontes e w tiavr carritj uti. oir own into.rmi1 rovtitv wr 4 'to 

4, I t r *:U h.t, tnOf Ia* t;q tfj, Iivo i o s itss111,10 mAi 1t tti 
rUt-dlat1ti poo t tructot ca avDrovtt Uistti(o lor coaJti r 
4riornWit tvo / z>"u~ liti t V4&l at Uwi t #1!: tmrV4I4 w 

JOpFt:ton 4 o"I.Iwcot.. (oryw tsiChat Urr L~.yV wouI f.~4,wtr~~l it,41 wto ZttiI won titt~i4vro C4imI i tigeutI~ 1,n wt 

ic oocjimition~i t .( Itj "to~u to 14ot outi Chat kt I ot 

' ~con~t.YiL) u oiu t. ri -0~~~,Yuji17 0os oi lll A o 

prn#-t, xtw4; ot w~j 4s projcct 4 sitrtl !U~itritio~ t-s tlI4L,6A~t, 

t41ooroctio totU4 arqu V 0 I ncalt cur(kir o1cy*4 -; Enst, , wo t' 

Whc 0S~wtyq~amt oto ltotwj~q , 

to csmt tUv dsmj(Itlao0 fnq 10 c ntrtIU 
tocuiaso~~~~~~~~~~~~~~~~~t1*t ul4,c-iu wpro' 
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