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SUBJECT: 	 Audit of USAID/Ecuador's Compliance with Fund Control Laws and 
Regulations 

This report presents the results of audit of USAID/Ecuadorts compliance
 
with fund control laws and regulations. Please advise this office within 
30 days of the actions planned or taken to implement the report 
recomme ndat ion. 

Background
 

From September 27, 1983 through September 18, 1984 USA])/Icuador 
obligated $22 million for its Emergency Rehabilitation Project (No. 
518-0046) through grant and loan agreements with the Government of 
Ecuador. The Mission was also authorized to obligate $1 million in grant 
funds outside the project agreements for technical assistance, training, 
and logistical support for t he project. Some of these obligations 
outside the project agreements restilted in futk control violations. 
Other violations occurred under two grants. Grant No. 518-0005-G-00-5077 
with the Jose Joacpin de Olmnedo Fournation was signed on ,July 15, 1985. 
Grant No. 518-0023-G-00-5065 with the Nature Foundation, funded titker the 
Forestry Sector Development project (No. 518-0023), was signed August 12, 
1985.
 

A de finition of terms is useful for uinderstand ng the statutory and 
regulatory requi rements for fund cont rol . An ap)preiation is a 
statutory authorizatirn to make payments out. of the T s. Treasmiry for 
specified purposes. An aportioniment is a dist ribution by the Office of 
Management and Budget of fundis available in an appropriation. An 
allotment of funds within All) autk)rizes a bureau or office director to 
incir o~l igat ions. A budget allowance autthotizes a uiilt within the 
bureau or office (e.g.Ma T -Fi-s-ion)to i ncur ohligations. All 
obligation restilts when an aulthorized official places orders for goods or 
services, awards cont racts, or makes similar agreementr for payment from 
tht- Agency's appropri,tIons of fuis. A dishursement Is any payment by 



cash or check, whether an advance against future expenses or a
 
reimbursement for expenses already incurred. Under AID's accrual 
accounting system, expenditures are recorded when services are rendered 
or goods received, whether or not payment has been made and whether or 
not an invoice has been received. 

Section 307() of the Revised Stattutes (known as the Antideficiency Act) is 
intekled to prevent obligationes and expenditures in excess of or in the 
absence of fund authorizations. Section 1311 of the Supplemental 
Appropriations Act of 1955 describes the documentation which is required 
before an amount may be recorded as an obligation of the U.S. Government. 

Audit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Tegucigalla 
conducted a I imi ted scope financial and compl iance au( i t of 
USII)/Ecuador's compliance with fund control laws and regulations. The 
audit objective was to assess compliance with fund control laws and 
regulations. The scope of the audit was limited to verifying apparent 
violations of fund control laws and regulations which were brought to our 
attention or otherwise disclosed during the audit. The audit covered 
disbursements of $1.1 million made between October 1983 and September 
1986. 

Financial (doctime,;i s such as contracts, purchase orders, advance and 
licuidation vouchers, accounting ledgers, and reports were reviewed. 
UJSAI)/Ecuador and Al)/Washington officials were interviewed. The review 
of compliance and internal control was limited to the matters discussed 
in this report. 

The audit was accomplished from l)ecember 1986 through April 1987, and was 

made in accordance with generally accepted gvernment auditing staixiards. 

Results of Audit 

The aud it dlisclosed numeroms cases in whichilSAIl)/ilcuador had violated 
fund control laws adx regulations. I1owever, the %fissionbrought several 
of these violations to our attention, and was ir the process of 
streng thening its fina ucial management when we began our audit. The 
audit finding describes what in ouir opinion are viola:ions of the 
Amiiidefticiency Act, violations of Alli's fund control regul at ion, and a 
violation of Section 1311 of the Supplemental Appropriations Act (of 
1955. The first recommendation is that the Agency Controller report finy
violations of the Antidef ic irqncy Act to the President ark! tihe Congress, 
and inst ruct 11SA I)/Eicuiador to take whateve r actiolls he deems necessalmy to 
correct the violat ions. The secolk recr ,mendation (which is closed on 
the date of tit report) is that ISAlD)/Ectiador is.ii a Mitsion Oid.r oil 
fulnd colit rol I1'Pli Iliment s. 

Fund Control ILaws aid HIeeil ations Were Violatied - Several laws and 
rgiit oiTfoi iton ie- (x- of 111FlTf )anF1-'xplat- . (-S% or the 
ahsence of proper f uii i ng ailt ho il t Ioiis. 'liey al so ,pec iy what 
documentat Ion i% reqil Ired to -,ipport. liotiint s recorded a%, ohl igat ions of 
the I). (;ove rimellt. Dl)/!¢Celimdor uiur tIed tolils lFistS. IJSA I olh) igili tea 
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appropriation No. 72-113/41035 after the appropriation had expired, and 
incurred obligations in excess of the amount available in allotment No. 
LFD3-84. It also paid contractors after the funds available under their 
contracts had been exhausted, made an advance before funds were 
obligated, and made advances in excess of obligations and cotrmnitnents. 
Finally, it recorded amounts as obligations when in fact no obligations 
existed. While the Controller's Office was ultimately responsible for
 
these violations, other Mission offices shared this responsibility.
 
Controller's Office staff were poorly trained and supervised and some
 
staff were not qualified to carry out their assigned responsibilities.
 
As a result, funding limitations imposed by the Congress and by Agenc?
 
management were exceeded.
 

Discussion - Section 3679 of the Revised Statutes (31 U.S.C. 1341 et 
seq., known as the Antideficiency Act) prohibits (1) incurring 
obligations and expenditures in excess of the amount available in an 
appropriation, and (2) incurring obligations and expenditures before an 
appropriation is made. While Section 3679 does not specifically prohibit 
making obligations against an appropriation after the appropriation has 
expired, the intent of the law, in our opinion, IS to prevent obligations 
in the absence of an appropriation. 

Office of Management and Budget Circular No. A-34, "Instnictions on 
Budget Execution," requires that obligations or expenitures in excess 
of, or prior to the receipt of, any appropriation, apportionment, or 
allotment be reported to the President and the Congress. 

AID's fund] control regulation (Appeindix IA of IL'indbook 19) descri bes the 
Agency's system of manaemvnt cont.rol over fund authorizations such as 
allotments, bludget allowances, and obligations. The Agency Controller is 
responsible for detefini ng whet her violations of Section 3679 and the 
fund control regulation have occurred, arid for recoinmending disciplinary 
act ion whei( appliopriate. 0%,e rob] igat ioin,, anid ovei eXpoix!iti res at the 
allotient level or above are considered statutory violations of Section 
3679. Overobligations and overexpeiliiuretrs below the allotintit level are 
considered adlministrative violations of All)'s fulk c1it1ol reilAit ion. 

Section 1311 of the SupIletimental Appropriations Act of 195% (31 I.S.C. 
1S!01) provides ;ill shall . iicorded all of thethat amolillt as obligation 
U.S. (;ovilrllare'rtt only wiw'li it is stippoited 1q, do lifieniar )' "vid llk, of' a 
birkrliing ;gif'elllfllt Ibet WI-i aim agelcy and arllot he persol, or. Ivtieiic e of 
one of several otihf! t ypes of liahilitlf-e. 

II AD/ Vf: tc ted.apaIlnt V oliti of loi lyid(lor mlllI "ta lit oly i li, ,;vc 379 
obl igat fi ll d, after al i ipro:i ai i li had e1Xpl ied, Alkl by illmlilrilig 

oh)llgatiols Ill exiess of allaiilotieiiit . It violait'd AIl) '% fli l ('oritrol 
regolation bq iiiiiig to e I'.bmmllOllfu'y t o(11s igat lli. liihdconi igill.l ! which 
a) ready I in otwrrpill, t.iy HillidatreI, lg 'Illdv INtolf. 1|inlsnflarllan rit, had 

, lid in (W0. fth1 Igal 'lalIbeen oh igart I iniak iig lpe, -. I l of t04i 
c(4ini t It alIo 1 1i(I1mniilit1 tob I WiI'ii Iat,tiIoIlit . % Ie uil d .%i lt Ioil% lII 
oh l Igo lon., h1.1, 1W.1 I1 l iiit el, 111s violat rig SectI on 1311 of tII' 
Siltpti'viiiaaI Appropl I it lisn Act in IVr, 
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Appropriation No. 72-113/41035 was available to the Agency only during 
fiscal years 1983 and 1984. However, USAID/Ecuador continued to obligate 
funds against this appropriation from October 1, 1984 through July 29, 
1986 for support costs associated with its En rgency Rehabilitation 
Project. Net obligations (obligations minus dcobtigations) of $41,539 
were incurred during this 22-month period. lxpenditures against these 
o)ligations vere made, although we did not dete, iiii the exact aliliount of 
these expenditures. These obligations arki expenditures appear to be 
violations of the Antideficiency Act. 

USAID/Ecuador also overobligated budget allotment No. LFD3-84. Withinl 
this allotment, budget allowance No. lFD3-25518-11G43 gave the Mission 
authority to obligate up to $1 million for support costs associated with 
the Fnergency Rehabilitation Project. In fact, net obligations against
this allowance had reached $1,057,374 as of November 29, 1985. The 
Mission realized its mistake and began to deobligate funds (although new 
obligations continued to be made). Ilowever, because its records 
ukerstated the amount of obligations incurred, not enough deobligations 
were effected, and $1,003,947 was still obligated at the time of our 
audi t. Expend itlutes rever exceeded $1 million. Si rice there was no 
unobl igated hal]rce avai 1al e in the a] lotment to cove~r these 
overohl igat ions, these also appear to be violations of the Antideficiency 
Act. 

In several cases, the Mission continued to pay contractors workiig under 
the fl(ergpe.Pcy Rehabi litat ion Project after the funds available tlklder 
their coritracts had been exhaiust ed. More than $6,000 was disbuirsed 
withbout valid obligations. The Mission later collected these problems by 
alrielking the coi,tracts to inclease the obligations. Since these paymients 
exceeded the amounts the I.S. Goverlmtent was colir ractuall y obl igated to 
pay the conttactors, the excess paym(rnts may have constitlted violations 
of All)'s tijod contol +'egiilat ion. 

Numerous adlinist ia tive finId ConIt r-0 vi olat 1 rIS occur red tIder giant No. 
518-O005-G-00-5077 wit h t he ,Jose Joaqtin de Olmedio lItmflat ion. The 
Mi ssi on advanced $67, 262 to the Fmoulklation on July 1985 -- (11, ourl days
before the grat 'g ieelmient With| the l:otiiPdation was signed. By Octobe!r 
31, 1985, the Mission had advanced the Fouklationl a total of' $152,262, 
which exceeded tlhle amount obligated ullder the agleellient ($1410, 090) by 
$12,262, On ,Jaiuy 9, 10(8 in amendment was igrild which inciteased the 

tie- agi eefnnt $22, 'ilil toamoulit (f by 50, to $102,500. i 4llt',ndmilt wa% 
he i,-coIded a% a ((liftlill ient of ful tlino)tph a te gpal:.% obligatme lant 
(No. lk-0005-;-00-4124) 0ih the liniastry of Agri ultune. lkiwevet, the 
a'lm.nlllni Wa s -t I i iil' aurtnlilt IP i'( (if us. anyneVil tEfotiel tintlies i d At 
rate, the Mi ssio exceeded obligation% l Cant!ilit tmm fnts ii; (ii .tinLinuiaqy 
22, 1686 wheniu it advainced the loulkiationl an ;Iddit hunaI $.1,.300, hrti1ging 

vn.efs of t he t armietleddl shui lm 't to $166, 62, $,O2 II+,)iofe lhin amoul (if the 
0 I t 'lag reemem'nt. AdvalIK es tot a IVt ll 8,!'5'$ w 'I ti +uu~t*.t and ir.. at tl 

If tfn,' a Ill. 

Illdkiel gl,,uit SI lw -(- y-fi,"the Natmil* l.<,unl~uiln, M,"o. -nOO, o n the sitllI 
d1lSh r."'f uMt0l%4li 'x0%' , IdI flh, = o1 ghl Vit-llftr ,1r111rtthe nat l lit T'h, 
grantIIgI genlit ( ntmIttd $, lom ifie Folrle!.tly tl l),veI!opment,JSOl) r(c 
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project, but the Mission advanced the Foundation $61,500 ($5,500 more 
than the amount of the grant agreement). IJSAID/Eicuador later recovered 
this $5,500 from the Foundation. 

Finally, several amounts were recorded in the Mission's accounting
registers as obligations when in fact no binding agreement existed,
violating Section 1311 of the Supplemental Appropriations Act of 1955. 
For example, the Mission's records showed a $72,000 obligation for petty
cash expenditures in support of the Emergency Rehabilitation project
which was not supported by any type of documentation. The correct 
procedure would have been to issue open-ended purchase orders t6 
suppliers, or, where this was not practical, to simultaneously record 
obligations and expenditures. In suppcrt of the same project, a $4,000
obligation was recorded based on a project implementation order, which 
earmarks funds but is not a contractoal obligation of tie U.S. 
Government. No contract was ever signed, and therefore no obligation
should have been recorded. In numerous instances, adjustments to 
existing obligations were made without required supporting documentati'n 
such as purchase order amendments or journal vouchers. 

The Controller's Office was ultimately responsible for these statutory
and administrative fund control violations. llow'ver, other Mission 
offices should have eyercised their responsib i litv as p roj ect mnanage.rs
and overseers of p rORE11an f'llks as part of all internaln cont0l system to 
ensure that allotmnent s, appropriat ions, a d coitract payments did not 
exceed approved levels. Controller's office staff Wt-re not properly
trained or supervised, ank sone staff were not qalified to perfonn their 
assigned ,ut ,s t:or example, the project accountants did not ftilly
understa nd the di foreince hetwe(il a reservation of fllids and an1)
obligation, made !matheinaticalivirors which renalai nd tincorictil ill the 
accountiing rt'gist ci s over a period of yars, a[kI It 'Coded O)l at oII aiI 
deobl I gat ions without any supporting dctlilientat lon. Al so, I ransac t ions 
were iecorded in tl obligations status record ill the wrong order, with 
incorrect dates, so that It'tol s had to he re onstnilcted to d:t ,'nnine the 
aountl obligated oi ally gjiwn daite. The reSpolsi ble (olittolltert ;Iated 
thi;t h' had placed too much faith ill t0lie .bilities of his stiaff and that, 
In ret tOsp'c t, I.hliild hlave leviewed t he.i r 6re l closely. 

co fuln 
pe rni t manageinent cont rol o ver 1J.S. (kive Inini eXpekl it tires w,; re 
SiI iCItive'lit . 'Ihat i %, wIXen ohl igat ions Wi' re m11atte a tel I lh 
appropr at ion 'xpli Ie'd , Il at b ;posed ('oi, It's's we'e1 

The effect these control violations was that s) stems desil led to 

o tui Imi1% I i by t lit" 
violat tv . hlIWh'i ohl i Rat Iion% WereP iWitI V'd 111 exces% (t the l I tlltlt-t , aIll 
expelli I til e W I fiade' ill ('Xce%'s of rhl igat Ions ,11141 c uln i ItillIt , 
I nitat busn, imposed by Mis,,loh malllap en lt 61,11, vi ilated. Wo'in ;lottillits 
Ift'If' 11'iifWOliS ly I t'coilt't I-. 1)1)!ipit ions, lki s i on m1aliagi-eint'nt cmildI iot 
drel tllI Dt. itlch h1l ulllilv 14-t-, iated a ve dat e.how 1 ; ol oln I 

'ro collect i', 't iioation, I IAlI/Fucador %houlld ohtdtill "Itdetl.t I linttion 
WIN' t he vI $ I IIoil 3671 if Iiv ,I St tillt" Viola.1t e Ill t heItevl %(-l wis 
IsItall ti1'4Identiflet Ill thi% Icpu it [tom Ilte Agi.iKV Gtotol) .r, and take 
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whatever actions he 
deems necessary to correct these violations. Also,

USAID/Ecuador needed 
to provide written guidance to its staff specifying

the 	 statutory and regulatory requirements for fund control. 

Recommendation No. I 

We 	 recomnmend that IISA I)/.ci iador: 

a) 	ottain a determination whether Section 3679 of the Revised Statutes 
was vioiated in the instances identified in this report from the 
Agency Controller, and if so, ensure that the violations are reported 
to the President and the Congress; 

b) 	 take whatever actions the Agency Controller deems necessary to 
correct these vielations; and 

c) 	 provide its staff written guidance which describes the statutory and
regulatory requirements for fund control and assigns responsibility
for ensuring compliance with these requirements. 

IJSAII)/Ecuador generally agreed with the report, but proposed several 
changes to the finding and recommendations. Where appropriate, we have
incorporated these changes. The Mission issued a Mission Order on fund 
control requirements on May 18, 1987, implementing part 'c" of the
recommendation which is closed upon issuance of this report. We also 
provided a copy of the draft report to the Agency Controller, but 
received no response. 
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UNITED STATES GOVERNMENT 

memorandumJuly 15, 1987 


ATTN O 	 rrank imaguer, Dire tor O/CONT-8 1-322 
USAID/Ecuador
 

SUBJ-C. 	 I)raft Audit Repor t(o USAID/Ecuador 's Compliance with Fund 
Control Laws and Remulation:' 

Mr. Coinagje Gothard, LAC/RIG/A 

The Mi:s;sion la.; reviewed the(, subject draft audit repor' and has 
the following comments, observations and recominendations for 
changes: 

1. The t it I I" t-Ihe relport -ef7r; to "fund control Iaw.'-". 
There aire )ol i(' i(.;, )rocedtlres, and regu lat ion0 (joverning 
fund cont()| , hit. tihe tAerm i"|Iw,;" imay not be approprtiate. 

2. Paqe I (tin,, 3) 

Why w,,. ,it1lit. ,:owvsr.qiq e )nly tlhro ilqh !,opti)bmwr, 1980k ? Our 
under .;t,|d li n aq tlhat it- cov,,redl activit:ic-:' w Ill into ,Y 
1 9)87. 

J ( l.i:;t ' rw m l i.. "!; i m l : ", I dfn-:1)1t41coid 1.nw) 

ter;.i "ptn n';'.ist, t I he. tlit.lI "v. , WI(-I)i' r I, ,It I ,lnll lllt' 

tilt. "':i-co *m 1,wmsn., use *rI.,1, : . ht m.)Il t Lllhat 

V iol ,t. t 	 I()!1 ; ) tll l , ql'lt I 1} . " 

4. P )aq(, . (115 1 ,;t I ti.' n l )qtpim im.it t :;,. to,) 

1 ,l l 5'. .I blt.I I I'V15; ti.1 -wi tl4t,,: :;e()ll t l ,t v-i cm., u(i ;,dt 
t ,i r r14)-)ui: I hi lit :; .:; i5 l il) jW . ii lmlll t 't lld oVeg :3et'l f 
j)I OJI.1I1I itel' p!.5 {I ,mll illt' l Ii vout fl syste I t o 

hJ;I/mnI,. 	 t:; I11 "Xci'-'I (d ,l i olo''*', I I(*V(' . ! 

5. Ilk'ifw, I ( 1.1;Al !ollt .'IIw t, ) 

'tho w ilt;_ nI l | , I .,l t,. l-,l~l, ill I11IIt il:, ! 4,1114,1nctr inl 

L iIo ) ] I i )d' I, ii -Ivt,II 0 r ii1 t,'II*. II,4
 
. 1iI d tI) I '' m, ,i I l o 1 ')f. i I I t
Ifc 	 I 

'I'lle t'I 5 lt'' I V,8 t II. I Ii . 'i I tI11ilt I II -,0Il)I I I)l' 
iirv,,:tA'fi ti) lIst- A'I"itry Cmitil 'ml 11,, , .m11l llil tipl)l ,W -i 

I fli *, I" t.4 *9 'fl 
filiAtIP ' if f *f"0A 1 

0 l 6 il s*444* 40 
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determination that statutory funds control violations have
 
occurred, he directs the USAID Mission to take corrective
 
actions as he determines necessa ry to deal with the 
prob]em. This; would change recommendation la and lb.
 

Withl regard to recommend ation 1c, we bel ieve this should he 
a sepa rat recoume ndati on adiressed to the Mission,. In 
fact, we hbv t:oker acti on to remedy this problem and have 
iss ied t 23%, 1987 which providesli!:;ion Ordor datod May 18, 
Miss;;ion per:;oinnol with the, iecomonldod (Juidance. A copy of 
this Orde is b'ein') forwarded, to the III(; with tLhi's 
IeMot14ndL1m. W, would like to have this Mi:;sion action 
ref loctod in tho ina I report, or have the recommendat ion 
do le ted. 

Att.: a/s
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OFFICE OF INSPECTOR GENERAI. RESPONSE 
TO MANAGIMENT COTS 

Note: 	 The paragraph numbers below correspond to those used in 
USAID/Ecuador' s response. 

1. 	 Several laws (among them tlie Ant idef icieiy Act) prescribe 
requirements for furk! control. 

2. 	 'The audit did cover certain transactions which took place after 
Septembxer 1986. It would have taken several days, however, to 
reconstruct records and dletermine total disbursements utnder the 
lnerge-nry Rehabilitation project at the close of the audit field work. 

3. 	 See response number 1. Also, time Mission brought many, but not all 
of the fund conrol violations discus sed in this report to our 
at tent ion, 

4. 	 The language proposed b) the Mission has been incorporated later in 
the report. 

S. 	In our opinion, the piuil]ose of the outstanding advance is not 
relevant in the. context of fund control reqtuirerents. 

6. We 	 have mod ified the recoMMnemlation as suggested 1w the Hission. 



Appendix 2
 

REPORT DISTRIBUTION
 

No. of copies 
Director, IJSAID/Ecuador 5 

AAILAC 2 

LAC/AM/PAI-IJC 1 

LAC/DP I
 

I.AC/DR 1
 

LAC/CONT 1 

I.AC/GC 

LAC RI.As 1 

GAO Panama Branch 1 

GC 1 

AA/XA 2
 

XA/PR
 
lJIG I
 

AA/M 2 
M/1-1 2 

,M/ l-ASI) 3 

AA/IITC 2 
PP(C I}i;l 3 

I'VA/IF[F IIAC 1 

IG 
AIG/A 1 

IG/I'M) 2 

1G/PSA I 
I G//IX l I 

!(;tl / rl~t 12 

I I I / I 

Oir'I uI(;/As I 


