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UNITED STATES OF AMERICA

AGENCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL INSPECTOR GENERAL/AUDIT

UNITED STATES POSTAL ADDRESS INTERNATIONAL POSTAL ADORESS
BOX 232 POST OFFICE BOX 30261
APO N.Y. 08875 NAIROBI, KENYA

January 22, 1988

MEMORANDUM FOR DIRECTOR, USAID/Yemen, Nu? ’ennﬁé%ﬁiﬁ\

FROM: RIG/A/Nairobi, Richard C. Thabet

SUBJECT: Audit of USAID/Yemen's Agricultural Development
Support Program's Fruit Tree Improvement Fund

This report presents the results of an audit of the Fruit Tree
Improvement Fund, established under the Agricultural
Development Support Program.

The draft report was submitted to USAID/Yemen for comments and
those comments are included in the report. The report contains
two recommendations. Please provide written comments within 30
days of any additional information relating to actions planned
or taken to implement the report's recommendations.

We appreciate the cooperation and courtesy extended to our
staff during this audit.

Background

The Agriculture Development Support Program (ADSP), which
started in June 1979, is a 10 to 15 year program which complies
with requirements of Title XII of the Foreign Assistance Act of
1961 as amended. Title XII of the Foreign Assistance Act is
titled "Famine Drevention and Freedom From Hunger" and
prescribes the wuse of land-grant and other eligible U.S.
universities to participate 1in 1institutional development and
research in the agricultural sector of less developed countries.

The ADSP will eventuallvy total $137.8 million. It was being
implemented by the Consortium for International Development
(CID). CID operates the program, consisting of five
subprojects, through three principal universities, 2regon State
University, New Mexico State University and California
Polytechnic State University. Oregon State University was
implementing three subprojects which relate to administrative
and logistical support (Called CORE 1), a poultry extension and
training activity, and development of a Faculty of Agriculture



within the University of Sanaa. New liexico State University
was responsible for the Ibb Secondary Agricultural School. The
California Polytechnic State University at Pomona was
implementing the Horticulture Improvement and Training
Subproject (HITS).

The Fruit Tree Improvement Fund was undertaken by CID and the
MAF and began under the CORE I subproject as a
pre-implementatiun achtivity of the HIT Subproject. HITS was
intended to expand Yemen's capacity to support increased fruit
production through extension, plant production, training, and
delivery of disease-free clanting stock to the fruit
sub-sector. The Fruit Tree Improvement Fund was started
partially with ADSP funds. USAID/Yemen, through HITS, financed
the importation of 26,700 citrus fruit trees at a cost of about
$300,000. Of these, 20,000 trees were donated tc the people
affected by the 1983 carthquake disaster. The remaining 6,700
trees cost A.I.D. about $62,645 and were used, as seed capital,
Lo start the Fruit Tree TImprovement Fund. These trees were, 1in
effect, sold to farmers in Yemen and the receiots used to start
the funi, According to USAID/Yemen officials, the theory of
this fund was to have some sort of self-sustaining mechanism to
import or arow fruit trees, sell them to farmers, and replenish
them w.tih the sales proceeds. These activities, among others,
were conducted at the Al-Irra and Al-Jarouba horticulture
staticncz.

Audit Objectives and Scope

The Office of the Regional Inspector General fo: Audit, Nairobi
(RIG/A/N) made a financial and compliance review of the Fruit
Tree Improvemen: Fund as a part of a much broader audit of the
Agricuitural Development Support Program. The results of the
broader review will be later reported in a series of reports
covering the Consortium For International Development, Oregon
State University, New Mexico State University, <cCalifornia
Polytechni~ State University, local support costs, and a review
of economy, efficiency, and program results. This review of
the Fruit Tree Improvement Fund had two objectives: (a) to
determine the amount of funds flowing throuah the account, and
(b) to determine the adequicy of internal controls over this
fund.

To accemplish these objectives, we reviewed bank statements
related to the Fruit Tree 1Improvement Fund, assessed the
procedures used with the fund, and discussed the issues with
CID and USAID/Yemen. The analysis of bank statements covered
the period from June 1983 to June 30, 1987, Due to the unclear
titie of this fund and political sensitivities related to it,



we did not contact any Yemeni Government oOfficial who might
have been directly connected with the fund and we did not
attempt tc determine the source or use of funds either
deposited or withdrawn from the account. As a result, we were
not able tL answer questions related to either source or use of
funds. For the purpose of this report, the Yemeni Rial is the
official currency. Between 1983 and 1987, the Yemeni Rial
fluctuated from about YR 5 to over YR 10 per U.S. $1. At the
time of this review, U.S. $1 equaled 9.75 Yemeni Rials. Thus,
the exact U.S. Dollar eguivalent was not available and the
dollar eyuivalents shown in this report are illustrative only.

Our fieldworx in Yemen was done during the period November 10
to November 12, 1987, Except as stated above, this review was
made in accordance with generally accepted government auditing
standards.

Results of Audits

The audit showed that (a) the Yemeni Rials (YR) equivalent of
over U.S. $1.5 million (YR 14.7 million) had been deposited in
this fund; (b) the exact amount of project related generations
was not known; and (c) procedures and internal controls were
inadequate to identify the source of deposited Ffunds or to
assure that withdrawn funds were usad for project purposes.

To improve fund controls, this report recommends changes in the
banking authorizations and requires the Mission to specify
procedures to ensure adequate fund accounting.

The Fruit Tree Improvement Fund Lacked Mecessary Controls -

Although deposits into the Fruit Tree Imorovement Fund exceeded
the YR equivalent of U.S5. $1.5 million (YR 14.7 million), exact
amounts generated hy the H TS projects were not known. The
internal contrcls and procedures covering financial deposits
and withdrawals were inadequate. The Fruit Tree Improvement
Fund was nrot mentioned by &ither the agreement or Project

Implementation Letters. Hevertheleass, some criteria were
provided by several documents interchanged bv <CID and MAF.
According to these documents, the funds dgenerated hv the sale

I
of trees under the proiject were to be placed in an account to
be Jjointly administersd bhy the Ministry of Agriculture and

Pisheries (MAF) and CID. The loss of control occurred because
the grant aareement and the Project Implementation Letters were
silent as to how the «cash reflows were to be used. In
addition, there were no procedures in place to control these

funds. As a result, the fund was viulnerable to possible abuse,
and funds withdrawn from the account might not always have been
used for project related purposes.



Discussion - The Fruit Tree Improvement Fund was started around
January 1983, Funds were deposited into an interest bearing
savings account at the International Bank of Yemen. As of June
30, 1937, the bank statements showed that the YR equivalent of
U.S. $1,509,646 (YR 14,719,048), had been deposited and that
the YR eguivalent of U.&. 1,379,652 (YR 13,451,606) had been

withdrawn. This left a balance of YR equivalent of $129,994
(YR 1,267,442), Exact amount of funds generated by the two
HITS horticulture stations -- Al-Irra and Al-Jarouba -- was

difficult to determine. According to USAID/Yemen and CID/Yemen
officials, generations were about $500,000.

Although the agreement and PILS were silent, several documents
established the criteria on how the fund was to operate:

The first work plan prepared by CiD, covering the period
January 1, 1983 to September 30, 1983, stated that the HITS
subproject was to assist "...the MAF in ordering imported
deciduous trees which will be sold by the MAF with money
deposited in the Fruit Tree Improvement Fund which will be
administered by the MAF and the CID/Y Program."

The work plan covering the period October 1, 1983 to
September 30, 1984 stated "A separate fund was established
from proceeds from the sale of the Jarouba produced budded
citrus and lime trees and the imported deciduous trees.
This fund (is to be) developed and administered jointly by
HITS and the MAF Agricultural Service Office..."

. A letter dated January 5, 1983, from a former CID Chief of
Party to the General Director of Agriculture Services of the
Ministry of Agriculture and Fisheries (MAF) sets out the
procedures for administering, managing, accounting, and
using the Fruit Tree Improvement Fund. Briefly, (a) CID
staff were responsible for diagging and storing seedlings
prior to distribution; (b) NAF personnel were responsible
for transporting seedlings to various parts of the country,
identifying buyers, selling the seedlings, and turning over
the funds to CID for deposit into the Internatinnal Bank of
Yemen; (c) CID was to be responsible for accounting and
depositing into the fund; and (d4) both CID and MAF were to
have joint control over decisions on how the proceeds of the
Fruit Tree Improvement Fund were to be used.

. The HITS annual workplans for fiscal years 1985, 1986 and
1987 did not mention the Fruit Tree Improvement Fund or what
the money was to be used for. According to the HITS fiscal



year 1988 work plan, the MAF, USAID, and HITS were to work
together to develop a procedure for utilizing the funds
generated by the sale of trees and fruit purchased and/or
produced by the project to support the operational costs of
the project.

We found, however, that the Fruit Tree Improvement Fund was not
being jcintly administered, Actual and complete control over
deposits and use of funds rested with the MAF Deputy Minister.
Further the only signature authorized to withdraw funds from
the account was the Team Leader of the CORE sub-project, an
employee of Cregon State University. This official, however,
only wrote checks as directed hy the Deputy Minister, While he
received bank statements, he did know the source of funds for
deposits. Neither this employee or anyone at C1D or
USAID/Yemen knew what the funds were used for.

The 1loss of control occurred because that portion of the grant
agreement or the related Project Implementation Letters which
added the HITS sub-project were silent as to what is to be done
with the cash reflows resulting from tree sales. According to
usaidb/Yemen, these documents were silent because tree
importation was never considered one of the important
activities of the subproject. 1In addition, CID did not develop
procedures to comply with the informal letters, setting the
criteria, exchanged with the MAF. We also found no procedures
in place to contrel and administer such funds, although Jjoint
cont:ol was called for in the 1988 work plan, which commenced
October 1, 1937,

The MAF sccms to have deposited funds to the account that were
generated by activities not supported by USAID/Yemen. For
instance, deposits to the account amounted to the equivalent of
$1.5 million. According to USAID/Yemen's best estimates,
project supported activities generated the equivalent of
$500,000. Thus, the remainder ($1.0 million) «came from
activities which werz gstrictly supported by the Government of
Yemen. Nothwitstanding *the non-oroject deposits, &the USAID
financed HITS subproiect has generated, and will continue ro
generate sigrificant sums of money through the sale of imported
and locally produced fruiz trees to Yemeni farmers. There was
clear intention for these funds to be controlled jointly by MAF
and prolect officials and be 1354 for Dproject purposes,
Somewhere thisg <oncept was lost, Conseguently, one project
official was marely writing checks as directed by  MAF
officials. Neither CID/Yemen nor USAID/Yemen had any knowledge
of the source of funds or what the funds were used for. While
the fiscal year 1983 work plan called for using these funds to



support project activities, there was no plan or procedures
developed to do so. Under such circumstances, the role of the
CID official needs to be reassessed and his name disassociated
with the bank account. Also, procedures and controls need to

be established for future deposits and use of funds. Without
them, the project financed activities are vulnerable to
significant abuse and misuse; and denied the use of any

available funds *to maintain the self-sustaining mechanism
contemplated for this program.

Recommendation No. 1

We recommend  that USAID/Yemen require the Consortium for
International Development in Yemen to remove the signature of
its official from the bank account at the International Bank of
Yemen.

Recommendation No., 2

We recommend that USAID/Yemen issue a jointly signed Project
Implementation Letter delineating procedures and internal
controls to account for and administer funds generated in the
future from the Horticulture Improvement and Training
Subproject.

USAID/Yemen reviewed the draft of this report prior to its
release, USAID/Yemen concurred with the two recommendations
(See Appendix 1). ISAID/Yemen's comments were considered in
this report and are includcd as an attachment to this report.
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APPENDIX 2

REPORT DISTRIBUTION

Director of USAID/Yemen
Assistant Administrator for Bureau of Near East
ANE/MENA Yemen Country Desk
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