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EXECUTIVE SUMVIARY
 

The first half of the 1980s witnessed a prolonged recession in Guatemala 
which served to reduce real per capita income by 16.5 percent. The 
economic decline was caused by a variety of unfavorable factors. The 
Guatemalan government first tried to counter the decline in output with 
expansionary fiscal policies, leading to rationing of hard currency and 
increased foreign borrowing. In addition, in 1985 Guatemala had a new 
democratically elected civilian government, the first in 30 years. The 
new administration entered with a seiious commitment to economic policy
reform. In response to this economic crisis and positive political
change, TJSAIi)/Guatemala solicited economic support funds for the 
Government of Guatemala for balance-of-payments support to promote 
financial stabilization and economic recovery. The program operates 
according to cash transfer agreements which are signed between the United 
States Government and the Government of Guatemala. 

The Office of the Regional Inspector General for Audit/Tegucigalpa made a 
program results audi t of IlSAID/Guatemala's Economic Support Funds 
progrim. The audit objective was to determine if LlSAID/Guatemala and the 
Gcvernment of Guatemala had established adequate monitoring controls in 
orde- to ensure that the Economic Support Fund assets were adequately
safeguacded and utilized for their intended purposes. 

The audit found that neither IJSAID/Guatemala nor the Government of 
Guatem~tla had implemented monitoring systems in order to adeqmtely 
tafeguard Economic Support Fund assets from fraud and waste or to ensure 
that the funds were being utilized for intended purposes. 

However, ISAID/Guatemala wrote a Mission Order entitled, "Local Currency 
Programming" dated April 7, 1987, which, when implemented, will institute 
an active Economic Support Fund monitoring system. In addition, 
USAI])/Guatemala was in the process of hiring two financial analysts to 
monitor these activities and an experienced A.I.D. contractor had been 
hired to train these people. 

This ---port contains three findings. USAID/Guatemala's lack of a 
monitoring system led to faulty reporting, commingling of funds, lack of 
guidance on interest utilization and non-use of funds from 1986. In 
addition, due to a lack of monitoring, the 1986 dollar attributions 1/ 
could not be certified because 25 of the 50 transactions judgmentalTy 
sampled reveaJed that the imported goods came from ineligible sources or 
lacked documentation. Finally, the Government of Guatemala was not 
capable of fulfilling its auditing responsibilities. 

1/ t.t-|i|omic Support Fund dollars used to buy acceptable imports as 
specified in the 1986 agreement.
 



According to Policy Determi,,,tion No. S dated February 22, 1983, A.I.D.
 
must monitor the use of Public Law 480 sales proceeds and assure that
 
they are allocated to support economic development objectives. In 1984,
 
the A.I.D. Administrator extended the policy to cover Commodity Import
 
Program and cash transfers. At the time of our audit, UISAID/Guatemala
 
did not have a system in place to monitor Economic Support Funds local
 
currency. According to the USAID/Guatemala Controller, USAID/Guatemala
 
had no monitoring responsibilities over the program prior to the arrival
 
o. a new Director in August 1986. At that time, the Director instructed
 
ti Controller to develop a Mission Order which would outline
 
USAIV/Guatemala's Economic Support Fund monitoring system. A Mission
 
Order was established in April 1987 but as of the end of our fieldwork,
 
August 28, 1987, it has not been implemented. Without a local currency
 
oversight system, TISAID/Guatemala could not adequately monitor the
 
program's $113.35 million in local currency or detenine whether program
 
goals were achieved. As a result there were a number of problems with 
these funds. For example, reporting was faulty, funds were commingled, 
there was no guidance on interest use and funds from 1986 were idle. The 
report recommends that USAID/Guatemala develop a monitoring system to 
safeguard Economic Support Fund assets and obtain a General Counsel 
ruling on local currency interest earned. It also recommended that the 
Ministry of Finance provide written guidance to implementing agencies on 
separate accounts and year-end reporting and reassigning of funds. 

The Mission disagreed with the finding, stating that previous Economic 
Support Fund programs for Guatemala had been small and many of the 
restrictions now required did not exist in those years. We disagreed 
with the Mission's position based on Policy Determination No. 5 dated 
February 22, 1983 and subsequent guidance. 

The 1986 Economic Support Fund agreement held that the dollars provided 
were to be attributed to the import of certain eligible goods from the 
United States. The Bank of Guatemala was to provide evidence that the 
imported goods were eligible. A judgmental sample of 50 transactions of 
the 1986 dollar commodity list presented by the Bank of Guatemala to 
UJSAID/Guatemala disclosed that 25 of 50 1986 transactions sampled came 
from ineligible sources or lacked documentation. LJSAID/Guatemala did not 
provide the Bank of Guatemala with guidance to determine the necessary 
documentation of eligibility or guidance to determine commodity 
eligibility by source. Therefore, USAID/Guatemala could not rely on the 
commodity listing provided by the Bank of Guatemala to ensure that the 
1986 tranche of $47,350,000 was spent in accordance with the criteria set
 
out in the 1986 agreement. The report recommends that the Mission 
evaluate the 1986 dollar attributions. The Mission stated the document 
the audit team referred to was a preliminary attribution list obtained 
prematurely at the auditor's insistence. We have not received any 
documentation from IJSAID/Guatemala to verify its position. 

Under the 1986 Economic Support Fund agreements, the Government was to 
audim i isbursements for Economic Support Fund local currency fund 
activities. The Government had not audited these activities. The
 
Guatemalan agency responsible for auditing these monies claimed it did
 
not have the capability to pei-form this function. As a result, the
 
programs $113.35 million in local currency had not been adequately
 

- ii­



safc,,rded and programs' results could not be properly evaluated. The 
Mission suggested wording changes in the recommendation, which we 
incorporated.
 

The complete text of the Mission comments is included as Appendix 1, 
followed by the Office of the Inspector General response as Appendix 2.
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AUDIT OF
 
USAID/GUATIMALA
 

ESF PROGRAM 

PART I - INTRODUCTION 

A. P-kground 

The first half of the 1980s witnessed a prolonged recession in Guatemala 
which served to reduce real per capita income by 16. 5 percent. The 
economic decline was caused by a variety of unfavorable factors, the most 
important of which were regional political instability and capital 
flight, declining export commodity prices and counterproductive 
macroeconomic policies. 

The Guatemalan government first tried to counter the decline in output 
with expansionary fiscal policies. The Central Government deficit, which
 
had averaged 2.8 percent of Gross Domestic Product (GDP) during the 1978 
to 1980 period, grew to 7.4 percent of GDP in 1981 and 4.7 percent in 
1982.
 

Weak fiscal policies helped create growing demand for foreign excha,ge at 
the same time that supply of hard currencies was shrinking due to capital
flight and unfavorable commodity prices. By 1982, the Guatemalan 
authorities had resorted to rationing of scarce dollars, which resulted 
in the appearance of a black market. To maintain the increasingly 
unrealistic _ie.zal (Guatemalan unit of currency) parity with the dollar, 
nearly all of Kuatemala's once substantial international reserves weie 
expended. Gross reserves dropped from $744.1 million at the end of 1978 
to $21.2 million by the end of 1982. At the same time, foreign borrowing 
increased. The outstanding external debt of the Central Bank, for 
example, rose from $42 million in 1978 to $485 million in 1982. By 1985, 
this totalled $1,358 million, including arrearages. In addition, in 1985
 
Guatemala had a new democratically elected civilian government, the first 
in 30 years. The new administration entered with a serious commitment to 
economic r-eform policy. 

In response to this economic crisis and the positive political changes,
the Government of Guatemala (GOG) received economic support funds (ESF) 
for balance-of-payr,-nts support to promote financial stabilization and 
economic recovery. 

The FSF progra:, operates according to cash transfer agreements which are 
signed between the UJnited States Government (IUSG) and the COG. 
Basically, after the GOG meets certain conditions precedent, a dollar 
cash transfer is made by the I. S. Treasury to the Bank of Guatemala's 
account at the Federal Reserve Bank of New York. These dollars can be 
used, among other things, for importation from the United States of raw 
materials, agricultural inputs, construction materials, i ntermlediate 
goods, capital machiner' and eqiipment and spare parts for the Guatemalan 
private sector. At the time that the dollar cash transfer takes place, 
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it is the responsibility of the COG to deposit the equivalent amount of 
local currency into a special account at the Central Bank of Guatemala at 

the highest rate of exchange which is not unlawful on the date of the 
dollar transfer. Disbursements from the local currency fund are made for 

asdevelopment activities approved jointly by the GOG and A.I.D. 
stipulated under the ESF agreements. In addition, an A.I.D. trust fum 

can bo established from the local currency account in order to defray 
A.I. .dministrative expenses incurred in the operation of its programs. 

The initial ESF program consisted of a $10 million loan which was signed 
i)etween the USG and the GOG on Febrioary 10, 1983. In 1985, projectized 
ESF funds 1/ consisting of a $9.5 million loan and $3 million grant were 
used to fNl the Agribu.ines5 Development pcoject (520-0276). On June 6, 
1986 the COG signed an F.SF agreement for $47.35 million ($23.925 million 

loan, $23.425 million grant). On April 13, 1987 the GOG received an ESF 
grant for another $56 million.
 

B. Aunit Objectives and Scope 

The Office of the Regional Inspector General for AtOit/Tegucigalpa made a 
program results audit of ISAID/Guatemala's Economic Support Funds 

program. The Wmilit objective was to determine if USAID/Guatemala and the 
Gove-nment of Guatemala had established adequate monitoring controls in 
order to ensure that the ESF assets were adequately safeguardled and 
utiiz&l for their intended purposes. 

The audit covered the perict from February 1.0, 1983 to August 28, 1.987 
arxt included dollars and local currency generations of $113,350,000. 

In order to accomplish the andit objectives, we reviewed USAID/Guatemala 
and COG files arnt interviewed officials of ISAID/Guatemal a, 
A.I.D./Washington Controller's office, U.S. State Department/Guatemala, 
1.S. Di sbursing Officer/Mrexico City. Central Bank of Guatemala, the 
Ministry of Finance, Ministry of Roads, Ministry of P'ublic Works, the 
Ministry of Htealth, Agricultural Devel opiment Bank, lousing Bank ardl the 
National Institute for Electrification. In addition, the aulit team 

conpluctni an on-site visit to observe the construction of a 50 kilometer 
road from Esquintla to Perto (Xietzal. 

The amuit team was not able to interview officials nor evaluate records 
at the GOG's Contraloria de wntas because of a personnel strike by GOG 

workers at the time of the audit.
 

1/ Projectized funds were utilized in the same fashion as Development 
Assistance Funds for a specific project. Therefore these monies were 
not a dited as part of the ESF program. 

-2
 



The judgmental sample methodology consisted of selecting the first 
commodity on the attribution list costing $5,000 or more and every fifth 
commodity thereafter of the same value or greater. The commodity value
of $5,000 or more was selected because the Bank of Guatemala has a
price-checking mechanism for commodities of this value or more. 

Audit fieldwork was conducted from May 18, 1987 through August 28, 1987. 
The review of internal controls and compliance was limited to the ESF 
programs for 1983, 1986 and 1987. The audit was made in accordance with 
generally accepted government auditing standards. 
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PART II - RESULTS OF AUDIT 

The audit found that neither USAID/Guatemala nor the Government of 
Guatemala had implemented monitoring systems in order to adequately
safeguard Economic Support Fund (ESF) assets from fraud and waste or to 
ensure that the funds were being utilized for intended purposes. 

However, IJSAID/Guatemala issued a Mission Order entitled, "Local Currency
Programming" dated April 7, 1987, which, when implemented, will institute 
an y:e 13SF monitoring system. In addition, USAID/Guatemala was in the 
process of hiring two financial analysts to monitor ESF activities and an 
experienced A.I.D. contractor had been hired to train these people. 

This report contains three findings. TJSAID/Guatemala's lack of a 
monitoring system led to faulty reportinp, commingling of funds, lack of 
guidance on interest utilization and non-use of funds from 1986. In 
addition, due to a lack of monitoring, the 1986 dollar attributions could 
not be certifie-d because 25 of the 50 transactions judgmentally sampled
revealed that the imported goods came from ineligible sources or lacked 
documentation. Finally, the Government of Guatemala was not capable of 
fulfilling its auditing responsibi lit ies. 

The report recommends that ESAID/Guatemala (1) develop a monitoring 
system to safeguard ISF assets; and (2) evaluate the 1986 F.SF dollar 
attributions. Additionally, the Ministry of Finance should (1) provide
written guidance to implementing agencies to set up separate accounts and 
report on funds not expended by December 31, of each year; and (2)
reassign all 1986 monies which have not been expended. The report also 
recommends th;.t a General Counsel nling be obtained on local currency
interest earned, and the Contraloria de Cuentas comply with its auditing 
responsibi lities. 

The Mission provided lengthy comments on the draft report -n(! requested
that their comments be included verbatim in the body of the report.
While space limitations preclude complying in all cases, we have 
sumnarized the Mission's comments and provided a precise reference to the 
relevant comments, which were included in full as Appendix 1. 
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A. 	Findings and Recommendations 

1. 	 USAI)/Guatemala Ilad Not Monitored the Uses of ESF Local Currency 

AID policy states that the Agency must monitor cash transfers to ensure 
that such funds are used to support economic development objectives.
TSAID/Guatemala did not have a system to monitor local currency generated 
from Economic Support Fund (ESF) cash transfers. Mission managers had 
received no guidance in establishing such a system until April 1987. As 
a result, reporting was faulty, funds were commingled, interest was 
unused and 1986 funds were unutilized. 

Recommendation No. I 

We 	 recommend that IJSAID/Guatemala provide evidence that a monitoring 
system has been established and implemented to ensure that Economic 
Support Fund local currency generations are being properly utilized to 
accomplish program goals and are adequately safeguarded against fraud, 
waste and abuse. 

Recommendation No. 2 

We rrommnend that IJSAIl/Gilatemala obtain evidence that the Ministry of 
Finii,,_, has provided all Guatemalan implementing agencies with written 
guidance advising them: 

a. 	 to set ip separate accounts for their "AID-generated" local 
currencies so that these funds are not commingled with money from 
other sources; and 

b. 	 how to make disposition of local currencies not expended by December 
31 of each year. 

Recommendation No. 3 

We recommend that IJSAID/Guatemala request an All) General Counsel ruling 
as to whether any interest earned on Economic Support Funds should be 
utilized in the same manner as the originally programmed funds. If the 
General Counsel holds that interest earned should be utilized in the same 
manner as the originally programmed funds, then IUSAI)/Guatemala should 
direct the Ministry of Finance to advise all implementing agencies with 
written guidance to take the appropriate action. 

Recommendation No. 4 

We recommend that USAID/Guatemala obtain evidence that the Ministry of 
Finance has reassigned all 1986 Economic Support Funds that have not been 
expended.
 

Discussion
 

According to A.T.D. Policy Determination No. 5 (PD-5) dated February 22, 
1983 entitled, "Programming P1. 480 Local Currency Generations," Title I 
legislation does not require formal A.I.D. involvement in programming the 
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expenditure of PL 480 sales proceeds, nor does it require recipient 
countries to deposit these proceeds into special accounts. Nevertheless, 
it contemplates some degree of A.I.D. involvement, since A.I.D. must 
monitor the use of the sales proceeds and assure that they are allocated 
to support economic development objectives. In 1984 the policy was 
extended to cover Commodity Import Programs (CIPs) and cash transfers 
(ESF Programs). 

Guatemalan ESF local currency funds were not covered by a monitoring 
system or individual oversight. At the time of our audit, 
11SAID/,atemala did not have a monitoring system in place in order to 
track 1-SF local currency. Although a Mission Order entitled, "Local 
Currency Programming" had been issued on April 7, 1987, it had not been 
implemented by the end of the audit fieldwork, August 28, 1987. The 
audit revealed that no member of USAID/Guatemala's Controller's office 
had ever conducted a financial evaluation in order to evaluate the local 
currency uses under the I-SF Program. In addition, discussions with 
several UJSAID/uatemala project managers revealed that none was actively 
monitoring the use of local currtency within their projects. 

In the opinion of the USAID/(;uatemala Controller, UISAID/Guatemala had no 
monitoring responsibi Ii ties over the -SF program prior to the arrival of 
the new Director in August 1986. At that time, the Director instructed 
the Cont. roller to develop a Miss i on Order whi ch1 would out line 
IJSAII)/Guatema Ia' s PSF moni tori ng system. The previous ''hands-off'' 
approach had been the management posit ion of the 1,rior )irector and 
A.I.D./Washington policy, The Controller stated this approach was fine 
until recent directives from both the Congress and A. I.D. /Washington 
indicated that the Missions should be more active in monitoring the ESF 
Prog ram. 

Due to the lack of an adequate ESF local currency monitoring system, 
llSAID/Guatemala was not in a position to detect and resolve problems with 
the program. For example, reporting was faulty, funds were commingled, 
there was no guidance on interest use, and funds from 1986 were idle. 

Fault' Re orting - A good example of the importance of a monitoring 
system was brougit out in an April 24, 1987 memorandun from the Mission 
Director to the Controller entitled, "ESF Local Currency and Dollar 
Tracki ng.'" According to the memo, a Mission staffer infoned the 
Direct or of a number of inconsistencies and errors in the I-SF local 
currency reports the Mission received from the Ministry of Finance. In 
addition there was some confusion cause(] by the reassigning of 1986 
undisbursed local currency into the 1987 budget. The Mission Director 
required that this faulty reporting be cleared up with the Ministry of 
Finance and that the reports be reconciled so that local currency 
utilization could be adequately tracked. 

The Mission Director requested the Controller to have his staff analyze 
the local currency records and prepare a list of anomalies so that they 
could be taken tip with the Ministry of Finance. lie suggested that it 
would be well to provide the GOG with general guidelines for improving 
reporting to better fulfill the ESF requirements. The Director also 
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suggested that the Controller's Office make contact with the Bank of
Guatemala to set up guidelines for the dollar reporting and attribution 
under the 1986 ESF agreement. The Director's memorandum was discussed
with the Controller, who had no clear recollection of it, had no file 
cop, and had done little to implement this guidance. A May 20, 1987
implementation letter only set out 1987 FtSF dollar reporting requirement
guidelines for the Bank of Guatemala. In addition, a Mission Order had 
been prepared concerning monitoring of ESF activities, but it had not yet
been implemented. Controller mentioned that wouldThe also new staff be
.responsible for monitoring the ESF activities. He had hired two
financial analysts who were now in process of obtainingthe security
clearances and an experienced A.1.D. contractor was coming on board to 
train them. 

Commingled Funds - A February 22, 1987 cable "IESF Cash Transfer 
Assistance - New Statutory Provisions" stated that, "in accordance with 
statutory provisions contained in the fiscal year 1987 Continuing
Resolution, all countries receiving cash transfer assistance in excess of
dollars ($5 million) obligated after February 1, 1987 will be required to
establish separate bank account(s) into which will be placed the dollar 
assistance and, if ard as required by the cash transfer agreement,
special account( s) for deposits of local currency. " The louse
Appropriations Committee report accompanying the Continuing Resol ution
also directs that deposited local currency be trackable and not be
commingled. In on opinion, the legislative history .of the Continuing
Resolution shows that end-users must maintain FSF local currency in. 
separate bank accounts. 

At the Ag ricul tural Development Bank (BANIISA) we requested Bank 
officials to list how they had utilized the ESF and PL 480 monies
disbursed to them. According to the BANDESA officials, this exercise was 
not possible because all the Bank's funIs were commingled. We determined
BANDESA had the equivalent of $268,382 in EFF funds which could not be
tracked. At the time of our audit, the BANDESA officials also said that
the Bank had never been instructed by the Ministry of Fiiance to maintain 
a separate account for these funds. A Miinistry of Finance off icial ho 
wns present at the interview said that, al though verbal inst ruct ions had
been issued to the implementing agencies on this matter, no formal 
written gui delines had ever been developed by the Ministry of Finance.
In addition, USAI1)/Cutmala Ihad not actively monitored this situation so 
as to detect deficiencies of this type. 

Additionally, an official at tihe lousing Bank, which disbursed about $4 
million in 1986 F.Sl1 local currencies in order to finance a low-cost
housing project, told us that the housing Bank does not keep separate
controls over this portfolio. These loans were commingled with the 
bank's other housing loans. 

Without proper guidance, the implementing agencies will commingle ESF 
local currencies with monies from other sources. Therefore neither 
USAIl)/Guatemala nor the GOG will be able to track utilization of these
funds. It is possible that a substantial amount of ESF money programmed 
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for 1986 and about $20,312,030 worth of 1986 funds reprogrammed in 1987
had been commingled with other sources of funds and could not be properly 
traL t.
 

Interest on Local Currency - The Housing Bank invested the equivalent of 
$4 million from the 1986 SF agreement in the Bank of Guatemala and other 
banks in the country. During the period December 1986 through June 1987,
the lousing Bank earned $199,005 in interest. 

According to a flousing Bank official, the Housing Bank has no regulations 
or authorization from the Board of Directors on how the interest 
generated from the investment of the SF resources dishurshoed to the 
Hkusing Bank should be used. The official stated that since the $4 
million was disbursed by decree from the Congress of Guatemala these 
earni ngs should hlong to the Ilousing Bpnk and t lie refore be ut i Ii zed at 
its discretion. 

Additionally, IHAN1ESA $27,181 i nt erSt aearned in frtom $370,370
disbursement made to it fI um He 1983 ESF local currency agreement. A 
BANDESA official stated he IN"d never rece ived any instrictions on how any
interest earned from ESF monies shotuld he utilized, l ISAID/Guatemala's
lack of a moni tori ng system was a f ac tor i n a I low!ig tli s type of 
situation to occur. Altlough both the 1983 and 1986 ESF agreements were 
silent on the utilization of interest earned, good management practice 
dictates that any interest earnled (Ai) rog rammed FSF monies should be
utilized in thr, same manner and for the same purpose as the originally 
prog rammed itoni es. 

Since many other implementing agencies may also be earning interest on
programmed ESt monies and not utilizing the funds within the specific
activity, the ESF program could be losing a substantial added source of 
money.
 

Unexpended Funds - Appropriate monitoring shouldIhve detected that 
a -u~Tmillion worth of local currency generated from the 1986 ESF 
program was unexpended and available for reassignmont.
 

As of June 1987, the Mi nistries of Roats ard Public Works and the 
National Institute of Electrification CINTlT) had idle SF fnunds worth 
almost $5 million remaining from the 1986 agreemlient. According to the 
Chief of the Financial Departmeni, Minist ry, of Plubl ic Worts, ofas 

December 31, 1986, $106,800 worth of local currency reminnd in that 
Ministry from 1986 ESF budgetedl monies. At the' Ministry ()f Roads we 
found that aaonther $410,000 had not beeni I lized as of June 19)87.
Implementation letter No. 3 i-or the 1986 El(F afeePmemit stitc-s that any 

portion of the local currenci es alloc te for 1986 but still unspent by
I)ecember 1986 will bye assigned for projoct s l(act ivities intclude(d in 
the 1987 government budget a, agreed 1 tlh, Mlini-try of Puh)lic Finance 
andI A. I.1). Officials at the MiniStri es of toad s and Pulblic Works said 
they were not awarye of this provision. According to the officii.,1s, no 
written guidlance had ever been received from the Ministry of Finance. 
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Additionally, INDE had been programmed the equivalent of over $4.75 
million from the 1986 agreement. According to INDE officials, they had 
received only about $299,000 of the total because a Ministry of Finance 
official had decided to withhold the funds until INDE had repaid a 1982 
debt owed to the Ministry of Finance. Based on this action, the
 
equivalent of about $4.45 million in 1986 ESF funds had not actually left 
the Central Bank local currency special account, even though the Ministry
of Finance had repurted to A.l.). that the equivalent of $4.1 million had 
been disbursed. 

In 1 then, ahost $5 million in 1986 unexpended ESF funds was not 
reassigned as required. 

These examples illustrate problems that can arise and remain unresolved 
when an ESF program is not systematically monitored. Due to the lack of 
an adequate ESF local currency monitoring system, USAID/Guatemala was not 
in a position to ensure that the peogram's goals were being successfully 
met or that the program's local currency generations were being properly 
utilized and adequately protected from fraud, waste and abuse. 

Management Comment s 

The Mission disagreed with the finding, stating that, "the previous ESF 
programs for Gu.er ala had been either small and managed similarly to the 
PL 480 programs (FY 1983) or projectized (FY 1985). Many of the 
restrictions and procedures that are now required for ESF programs did 
not exist in those years. The assertions in the report nearly all relate 
to the large, multi-year ESF cash transfer program initiated only in mid 

Detenination No. 5 dated 

FY 1986.'" In addition, the Mission 
errors and misinterpretations. See 
text of the Mission's response. 

thought the 
Appendix 1, 

finding was 
page 3 for 

replete with 
the complete 

Office of Inspector General Comments 

We di sagreed with the Mission's position because, under Policy 
February 22, 1983, which was extended to cover 

the E]SF program in 1984, A.I.D. must monitor the use of the sales 
proceeds (ESF monies) and assure that they are allocated to support 
economic development objectives. We interpret these criteria to mean 
that ESF monies were to be actively monitored. In addition, our audit 
revealed that the Mission Order establishing monitoring responsibilities 
was not being implemented. See Appendix 2, points 5-16, for a detailed 
response keyed to the Mission's comments. 
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2. Attribution of 1986 ESE Dollars Needs To Be Ihoroughly Evaluated 
Prior To Being Found Acceptable 

The 1986 ESF agreement held that transferred dollars were to be used to 
import certain goods from the United States. One half of purchases
sampled were from ineligible sources or lacked proper documentation. 
USAID/uatemala did not provide adequate purchasing criteria or 
to - designated Guatemalan monitoring agency. As a result, 
$1.8 million in ESF monies were attributed to purchases not 

guidance 
at least 
eligible 

under the ESF agreement. 

Recommendation No. 5 

We 	 recommend that ISAID/Guatemala: 

a. 	 not certify the 1986 Economic Support Fund commodity listing of 
$47,350,000 until the Controller's office has conducted a thorough 
evaluation of the Bank of Guatemala's records regarding this program 
and, where necessary, direct the Baold. to make the adjustments in 
order to bring the commodity listing into accordance with the 
criteria set out in the 1986 a,,reement; and 

b. 	 assist the Bank of Guatemala in developing a data system in order to 
make a proper attribution of the dollars made available under the 
program. IJSAI)/GuaLeiiiala should provide docIBIentation of work done 
showing that transactions were accounted for in accordance with 
Economic Support Find agreements. 

Discussion 

According to Article VI (Special Covenants) Section 6.1 of the 1986 ESF 
Agreement the Borrower/Grantee covenanted: 

a. 	 to make available $47,350,000 during the twelve 
months following the disbursement of the cash 
transfer for the importation from the IJnited States 
of raw materials, construction materials, 
intermediate goods, capital equipment and spare 
parts for the Guatemalan private sector, excluding 
pesticides; and 

b. 	 within fourteen months following the last 
disbursements of the assistance, the Bank of 
Guatemala, based on its comprterized records, will 
furnish to A. 1.1). , in foni and substance 
satisfactory to A.I.)., evidence which indicates 
that $47,350,000 worth of eligible commodities have 
been imported by the private sector for use in the 
subsectors set forth in subsection a) above during 
the first twel ve months following the last 
disbursement of the cash transfer. 
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A judgmental sample of 50 transactions of the 1986 ESF dollar commodity 
list presented by the Bank of Guatemala to USAID/Guatemala disclosed that 
25 of the transactions, which amounted to about $1.8 million, or about 72
 
percent of the value of the sample chosen, was ineligible or inadequately 
supported. Nine transactions, amounting to $725,855 worth of imports, 
were not of U. S. source/origin. The commodities were imported from 
Canada, Mexico, Venezuela, Chile, Germany, Italy and Holland. In 
addition, 16 transactions, amounting to $1,073,760, did not have 
sufficient supporting documentation. The missing supporting 
documentation included bills of lading, commercial invoices, and evidence 
that letters of credit had been paid.
 

USAID/Guatemala did not provide the Bank of Guatemala with guidance to 
determine the back-up documentation that was necessary to verify that an 
impor-'d commodity was eligible under the agreement. Additionally, the 
Bank of Guatemala did not receive guidance from USAID/Guatemala as to 
whether commodity eligibility was based on where payment for a product 
was sent or the origin of a commodity. Due to the lack of guidance, the 
Bank utilized a flawed methodology in compiling the commodity list; the 
product was not checked for source/origin but only whether the payment 
was made to a bank in the United States. Since many foreign companies 
have bank accounts in the U. S., the Bank of Guatemala's methodology for 
establishing the commodity list was an unreliable indication of source. 

In an April 24, 1987 memo, the*l-ission Director instructed the Mission 
Controller to meet with Bank of Guatemala officials to set up guidelines 
for the dollar reporting and attribution under the 1986 ESF agreement. 
The Mission Director specifically stated "I would like to get a jump on 
this item so as to avoid problems when they actually have to submit their 
reports." Based on our work and conversations with Bank officials, the 
proper guidance was not forwarded to the Bank of Guatemala by the 
Controller's office.
 

Therefore, USAID)/Guatemala could not rely on the commodity listing 
provided by the Bank of Guatemala to ensure that the 1986 ESF agreement's 
$47,350,000 had been attributed in accordance with the criteria set out 
in the 1986 agreement. 

Management Comments
 

The Mission stated the document the audit team referred to was a
 
preliminary attribution list obtained prematurely at the auditors'
 
insistence. It was never formally submitted to the A.I.D. Mission. The 
list formally submitted by the Bank of Guatemala only showed a 
two-percent rate of erroneous entries. See Appendix 1, 'age 9 for the 
full tex. of the Mission response. 

Office of the Inspector General's Comments 

The Inspector General has not received any documentation from 
USAID/Guatemala in support of its position. Therefore it stands by the 
finding and recommendation. See Appendix 2, points 17 and 18 for a 
detailed rebuttal.
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3. The Government of Guatemala Had Not Audited the ESF Local Currency 
Monies 

Under the 1986 and 1987 ESF agreements, the GOG was to audit 
disbursements for ESF local currency fond activities. The GOG had not 
audited these activities. The GOG agency responsible for auditing these
 
monies claimed it did not have the capability to perform this function.
 
As a result, the $113.35 million in local currency generated through ESF 
dollar cash transfers had not been adequately safeguarded and program 
results could not be properly evaluated. 

Recommendation No. 6
 

We -,<'mmend that USAID/Guatemala obtain from the Guatemalan Controller's 
Offic, an action plan to comply with its auditing responsibilities as
 
laid out in the 1986/87 agreements. This may entail providing local
 
currency resources to hire more personnel, providing proper training and 
aiding the Government of Guatemala in developing adequate auditing
 
standards or even augmenting the capabi litty of the Guatemalan 
Controller's office through the use of local CPA firms.
 

Discussion
 

According to both the 1986 and 1987 ESF agreement, the Guatemalan
 
Controller's Office (Contraloria de Cuentas), in its role as fiscal agent
for the Borrower/Grantee, conducts audits of the disbursements for local 
currency fund activities and subactivities. Such audits will include, in 
so far as possible, review of records of purchases of goods and services 
by each agency which implements subactivities under the local currency
funds. Upon their completion, audit reports will be furnished to the 
Ministry of Finance and to A.I.D. A schedule of required audits will be 
developed by the Borrower/Grantee. According to the IJSP ID/Guatemala
Controller, the Contraloria de Cuentas had not done a single audit on the 
FSF Prog ram. 

lie was told )y the Controller General, head of the Contraloria de 
Cuentas, that the Contraloria was not capable of complying with the ESF 
agreement requirements because it lacked sufficient or properly trained 
staff and inadeqliate auditing standards from which to audit the ESF 
programs. The Controller lid point out that the Contraloria does 
pre-audit all payments by tlhe i fimplementing agencies as a control. The
audit team was not able to ineterview the Controller General because the 
Contraloria de Cuentas personnel were on strike against the Government of 
Guatemala at the time of the audit.
 

Since no amudits had been conducted by the Government of Guatemala the 
$113.35 million in local currency assets were not adequately safeguarded
from fraud, waste and abuse and program results could not be properly 
evaluated.
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Management Comments 

The Mission said the finding's recommendation needed to be changed to 
make it implementable. See Appendix 1, page 11 for the complete text of 
the Mission response. 

Office of Inspector General Comments 

An appropriate change was made. See Appendix 2, points 21-22 for a 
detailed response to the Mission comments. 
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B. Compliance and Internal Controls 

Compliance
 

The audit disclosed four compliance exceptions. First, GOG implementing
agencies were not depositing local currency into separate bank accounts 
so that the funds were trackable and not commingled as directed by the 
louse Appropriations Comnittee (Finding 1). Second, under the 1986 ESF 
agreement, Implementation Letter No. 3 states that any portion of the
,local currencies allocated for project activities selected for 1986 but 
still unspent by December 1986 will be assigned to projects and 
activities included in the 1987 government budget agreed by the Ministry
of Public Finance and A.I.D. As of June 1987, the Ministries of Roads,
and Public Works and the National Institute of Electrification had idle 
ESF funds worth almost $5 million remaining from the 1986 agreement
(Finding 1). 

In addition, the 1986 ESF agreement held that the dollars provided were 
to be attributed to import certain goods from the United States and 
pro: documientation was to be made available as evidence. A judgmental
sample of 50 transactions of the 1986 dollar commmodity list presented by
the Bank of Guatemala to IJSAI)/Guatemala revealed that 25 of 50 1986 
transactions sampled (72 percent of the value or about $1.8 million) came 
from ineligible sources or lacked documnientatioi (Finding 2). Finally,
the GOG was not auditing the ESF program as required under the agreements 
(Finding 3). 

Internal Controls 

The audit disclosed one internal control exception. USAID/Guatemala had 
not implemented a monitoring system in order to safeguard ESF assets as 
required by Policy Determination No. 5 (Finding 1). 
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C. Other Pertinent Matters
 

Six other issues were identified during the audit.
 

First, the Bank of Guatemala invested $40 million of the 1986 FSF tranche 
in short-term investments in commercial banks. The bank's actions were 
based on the fact that the ESF dollars were deposited into their general
account and not a special account an the 1986 ESF agreement was silent 
on the subject of interest generation. From June through December 1986 
the Bank of Guatemala earned $646,027.00. Although we agree with the 
Mission that any interest earned on the dollar account held abroad 
fulfills the program's objectives of strengthening Guatemala's foreign
exchange reserve position, we believe that these vital dollars should he 
utilizctl ar-I not held idly in commercial accounts gathering interest. 

Second, According to the 1983 FSF program agreement, the local currency
equivalent of $10 million should have been disbursed for AID anl COG 
approved projects within two years from the date of approval of the local 
currency fund implementation plan, or by December 29, 1985. Htowever, as 
of May 31, 1987, the equivalent of $1,058,000 earmarked for BANDESA had 
not been expended. The disposition of these funds need to be jointly 
reviewed by A.!.1). an't the CoG. 

Thir t, on April 29, 1987 a inemoraiflhm from the )epartment. of Treasury 
expressot a legal opinion that A.1.). local currency trust fu-t monies 
could he deposited into an interest -bearing account. The money was not 
placed into an interest-bearing account in tlo past because the Treasury
Department had not indicated that it was permissible. ESF funlds to 
defi'ay administrative expenses were ,npositel into a non-interest-bearing 
acc( at the Bank of America in the name of the U.S. Disbursing Officer 
(UJSl)). The account held the equivalent of $2.96 million as of ,June 15, 
1987. Based on an 11 percent per anumi interest rate, an 
interest -beari ng t rust fndrl account could generate about $27,000 in local 
currency equivalent per month. Ile interest would be utilized for the 
same purpose as the ori ginally programmed monies. 

Fourth, IJix Il/,itiatemal a' s files were incomplete with respect to the 
administration of LSF program activities. There was confusion in the 
Mission as to which office was responsible for maintaining the FSF 
program records. Therefore, IIUSA I,/Guatemala was not able to provide
approprigate manaemnent oversi!ht over IVY program activities. 

Fifth, Hut 19R6 ESI agreement. stated that the Borrower/Grantee would 
deposit into a special account in the Bank of uatemala the local 
currencv equi valent of !. ,. dollar di sbursements male udpxler this 
agreement. The l-oc tl ciIIr ren cv elii va lent of each U. F. ,lol lar 
dislnrsement would be calculatel 1w using the highest rate o exchange 
which, on the' date of the loll ar disbunrsement, was not un aw.ul in 
Gua temala. Te Government of Guatemala 1leposiLte the 1.986 1l'1 $47.35 
million loc¢al currency equi valent into the special account within the 
Bank of Guatemala at a weightedl average rate of Q2.84407 = $1.00 rather 
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than the highest lawful rate of Q2.97541 = $1.00. This methodology was 
subsequently approved by the LAC Bureau. 

According to a Mission official, this action did not receive
 
A.I.D./Washington approval. Hlowever the Mission considered use of this 
rate fully in line with Bureau guidance. There was nothing to be found
in the ESF agreement to indicate that the Mission had the authority to
unilaterally decide not to use the exchange rate criterion provided in
the agreement. Therefore the Government of Guatemala deposited
Q6,218,950 less into the 1986 SF local currency special account. At the 
August, 1987 exchange rate of Q2.70 = $1.00 the shortfall amounted to 
about $2.3 million.
 

Sixth, we nned that the 1986 FSF Program Assistance Approval Document 
(PAAD) contained a covenant providing for an annual audit of financial 
and program activity to be performed by an A.I.D.-approved independent
public accounting firm. This was added while the document was in
Washington. There was no indication as to when the Mission was ad';ised
of this change, apparently, however, the ESF agreement was signed prior
to the return of the PAAD from Washington. Good management practice
would dictate that an ESF agreement should not be signed prior to
Washing ton approval of the program PAAD. Therefore an important
oversight tool to help protect the 1986 ESF program assets of $47.35
million from fraud, waste and abuse was not included in the agreement. 

See Appendix 1, pages 10, 11, 12, and 13 for the Mission's comments on 
this section. 

For :etailed response to the Mission comments see Appendix 2, points 
19, 20, 23-26.
 

- 16 ­



AUDIT OF
 
USA ID/GUATEIALA
 

ESF PROGRAM
 

PART III - EXHIBIT AND APPENDICES
 



--

I 

1ransactions 
Bill of 
Leding 

2 

3 

4 

5 

3096/97/98 

7 

E. 

i0 

II 

YS104000 14 

FMCI., 

60261 

TFar iEr-4 

KT-(,42-6c-A 

ff'7(KI5 

F111I56 

:3;7235 

15 

It 

C[L- 7 

7t475 -3 

S-

IE 5T-i(12~4: 

SAMPLE OF 


Commercial 

Invoice 


00217 


3123 


94428 


5336 


011g 


01135 


2011 


46294 


2527 


28320 


5:,)06498 


502101 

1986 DOLLAR TRANSACI1ONS TESTED EIHIBlI 


Paoe Iof 3
 

ElhQible IneliQible 
Comodities CommodtieE Eomments 

SUS s us 

192,450.oC' Incomplete documertation. 

9,00(1. (, Incomplete documentiion. 

--- 6,955.00 Incomplete do:uientator,. 

32,915.25 --­

-- 6,9 31t.(,01rcomplete dcuPr tatior. 

18,67'.0. 

14,363.14
 

187,885.85
 

6,6,E.k-


6.247.13C
 

61(-.6(' 

6,06.62 

ll, Ici.Ov, 

32,745.52 --­

-- I15,5'.,..10 ]ncom, lete 0:cu r f p jf). , 

12.945.E: 	 --­

--- 14,225.,t' CosooditiPE irnrDted-iro hexilco 

incomplete dcn40 17tti., 

43.768.2(' 

http:32,745.52
http:187,885.85
http:14,363.14
http:32,915.25
http:6,955.00
http:192,450.oC


--- 

--- 

---

--- 

---

- -

--- 

I SAMPLE OF 1986 DOLLAR TRANSACTIONS TESIED EXHIBIT 


Bill of 
lrensactior Ladino 

21 

-1 562541 

23 

-4 CO-11SG: 

, INCr-0 

EWF3,31,5E 

2.P MEI-036-04-A 

E-,15('if(S" 

. T', 

17 4 :4,h--. 

''U31 Q'.''2v7 

33 7847355446 

34 h L 

HOU-3(,77I 

36 M L 

Commercial 

Invoice 


00247 


002 1(1 

f 6b l6A 

L 41, v ID~BE. 

B66736 

2933 


I2.155- , 


E-41S6E 

i)5- 'vv'b55'v 

(5-,6l 

X63;612 


(156(f",575; 

51,7K
... 


Eligible 

Commodities 


S US 

17,500.06 


II,80(,. of 

5, E 13. Go-­

7,286.13
 

7,697.67 


27,540..0. 

. (..',C)5 

-o--M, 

25 ,E l, 65" 

26,B00.00
 

26, 850. b.-

Inelhuiblu
 
loamoditie5 

$ US 

9,30(.cK 


615,000.00 


IG,O00(.(,' 

l(',367., 

20,050.
V 

53,(3,1,; 

16,;2(.41 


Paae 2 of 3
 

lomoent5
 

Loordities imported from Canada.
 

Incomplete docurentatior,
 

no evidence oipayment of
 
letter of credit.
 

Incorletp documentat ion.
 

Incosplete docuicnl etlon, 

Incorpletv docueentation,
 

t e.' . fro a re ,
 

Co~moditie. inaerted fro Canada, 

Documer,t~a ,v.c,IvshowE SI. ..4:
 
asount ol trensactior. 

http:16,;2(.41
http:615,000.00
http:26,B00.00
http:7,697.67
http:7,286.13
http:17,500.06


Bill of 
Transactions Lading 

U7 003 

3 

4f: STT 9 

41 2723 

42 PER-3,564(, 

473 

44 M0-23267 

45 Seaboard 

4o HST-(143-OOIE 

47 86318 

4E 

4----

S.... 

lotalE 

SAMPLE OF 


Commerczal 

Invoice 


(000382 


015 


-


860(145526 


(106044 

14153 305820( 
610 /630/b( 

739631 


421115 


LX6 

1336-9(878 


-

1986 DOLLAF TRANSACTIONS TESTED 


Eliqible lnelisble
 
Comoditles Commodities 


I us S US
 

0,609.10 


--- 145,114.0( 

316.(00.00 


--- 54.426.36 

5,345.4b 


19,688.71
 

--- 15,053.65 


7,698,72 --­

--- 9,042.71 


21,773.39 -­

--- 6,080.20 

--- 27.54.00 

.700.(0 


8,868.40 


68;,73E.54 1.7 z,64. 5 

EXHIBIT I
 

Face 3 of 3
 

Comments
 

Commodities imported from Vene:uela. 

Commodities importer Irof Chile. 

Commodizes m. ro, Hollaid. 

Co~moditie impo~ted from Federal
 

Republic 0fio~
 

Documentatior onl, Ehc.ws $2.34c.Z
 

as afount of trar 3acti -1,.
 

Commodities impurted from Ite I 

Documentation orIv shows $8.457.71 
as amount of transaction. 

Documentatior, not 6,iatI E.
 

Documer,rator, ret avaIlable.
 

Documentation not eailable.
 

http:8.457.71
http:68;,73E.54
http:8,868.40
http:27.54.00
http:6,080.20
http:21,773.39
http:9,042.71
http:15,053.65
http:19,688.71
http:5,345.4b
http:54.426.36
http:316.(00.00
http:0,609.10


WAY t 
I 
M 1VXT"431 

A1111ENUX I 
.. ,,l---4 

I? FCEI VE 
US A iD 

GSA rP M (44 ) 1-116 2 2 IC 19 
UNITED STATES GOVERNMENT 

TO 

FROM : 

SUBJECT: 

Hi] ] 

RIG
Memorandum 
Coinvqer Gothard, RIG/T/A DATE: Dec. 18, 1997 

Antho--y J. Catj K lDirector
/Gte /-"
 

RESPONSE TO DRAFT AUI)IT REPORT ON USAID/GUATEMMNk ESF' PROGRAM 

In my min,/ ye:irs of AID service, I cannot rec-ill -a more unpleasant
task than prev l-ration of the Mission reqponse to thw subject 7ud(it 

report. Frankly, I was stunne3 by a report that was so replete
with ohso'rv-ahlc errors of fajct, illo-lic] inferencs , iqorance of
AID pro rams, aril omis- ions of critic-i1 inform iti . In my pi7t 
exoer nr)-, 1 have never h,-d reason to 'uest ion t, (I') fa-Iith1 of)f
the alIitors, even When I disaqree_: with the,,ir fin in s. H-)wev,-r,
in this (-ic,;, the -uL joct re.. is (3'-1Iiostra )l,, wrvj, ')oah inDart s')

its specif ic cont ent and i n its tone an I in f (,-Inoes, tha t it

approaiches outriqht ni srepres,,t-it io,. A 
 you mi q"it im-vi n, I
finl' little hasis to prefer one of these over the other. 

In the Ex,ec,:ut itve S,iarv as we I as throughout t h' rnor t , f a 1
 
stateme:its 
 are m de about USI D/Gua tem 1a monitor iln of thm E-I ­
proqram, crt i fi cation of PVA recipients, r nort inq, ,comi Iq1 in-I of
funds, and dola-ir aittributions for -istatements the FY 1936 irosrI" -itn [Iare wale about loll ar-qe'. er-ito? I i ntere t.USAID/G11 it,'mil f rn')n,3 .:re freqterTt1 mis- t ,, or pert ,-. 

inforn: ion which t,- Mission ;)rovi.e(1 t) the2 s ! I ft oilt. I
 
throv)ioot- th', report, the author(s) s,, 
 fro e:i t r-rnet itio if f 
1unSulh)F;t a a f ttt t 'A 9 (r t-L0115 AS a s )st i tu t f)r '.],)c lint '_Vi t."','e 

that th,., isserti s are t.ru . 

,
Thes e fl iws in ,hI,re')ort are pr.ent lenuito i tr.l y 'lozens ir)o,

dozens of houlrs; 
 of imv stLfff 's sca:,rc- tine spent in a-tteotn'-i ,
set the ro ",)r i tririllt with the -uli]it team. Most of lhl 
correct. ions thi i will cite in this mereo, to fals. or m i s o ain
 
statei ents c t-ai !,-I in v,)ui r',-
 rt have alreatIy been qiven, ini
 
Sole c( 
 rt ,I t )F- tI ff. 

I wolld il., to ait in roitrYr ' that t pr...ions !'' prviratn, f 
Gua7tem-1a h-'] h)....i ei t.,r SI;n-l 1 :i'1 Jn0a1m i i la r!V t tt)Ll, P, -J4) 
p rogra-ims (FY 19 3) or project i zet ("[Y 1935) Many of the

restrict ions a Procedures tha- are now roqi i for ESI pro-lrrT

did not 
 'xi st in. the;, y;.r ;. 'I', :inrtions in your rer()rt ,.-.trly

all rolot_ I-) the 1r-e,q 
 iml ti- -ar E'F cash transf,,r pro ;rm 
initiated only in mi Iy 19'. 

Buy U.S. Savings Bonds Regularl on ie Payroll Savinpf Plan" 



AlXPPI:NJDIXx 
Page 2 Ot 2 

The above distinction is imporant because in Guatemala, the true 
initiation date of the ledge, oolicy-basel ESF cash transfer 
program was that of the FY .,, disbursement - June 6, 1 Wn .The 
audit begin less t:haIn a ye-i : <-er the proqram st.r td. n many 
cases, the audit stiff were . .erally w-itinq by1 the "in 'c" for 
renortq andH communictions :;rive. In sore:, unq, (,Ic 'nrvente 
below , they even exceeded W!_ ' m.anlatr- -IF; ;tu1j tors to int,:-fere
wi t, th, .?n-oinq oroject Ui01 fTnttion proc.ss. he laudit te-rm 
accuses tUh' Mission of r 0 h vin,i, mchaniqmrqv; in pla1ce a.A n.) 
repar irnj ,r reviewin '- rep,-rts, when in fWAt in many cases i t was 

.just too ,-,-rly for procedures to be operitioni . 

Furthermorp, there 
 is no balance in the report. The audit is 
essentially silent on the impact of the proqram on the economy of
Gutemla. The objectives of the program as stated in the PAD 
were:
 

--to restore S'natemal, to a path of positive economic growth;
 

-- to support the adoption of politically difficult fiscal, monetary
 
and exchange measures;
 

--to encourage the substitution of domestic savinqs for external
 
borrowing;
 

--to promote greater 
public support to the process of economic 
growth and development, particularly in rural areas where a 
situation of social injustice is manifestly evident; and,
 

-- to assist the Government of Gnitemla's support of the private 
sector, and particularly the export ,e.tor. 

Those objectives have demanstrtivey been achieved and the
Guatemala ESF Program is recognizel as the host in Central America 
and one of the best anywhere. To ignore these accomplishments is a 
disservice to the Agency, tKAlI),'Ju- t,'ri ln And the GOG 

I bel.ieve that, despi to st if f short,t.es ami I 7 r kpi v Irowin1

work load, he ti ,mi Ii . ireI..AID/§ 1i f f me mler s effect iv,, 
mi_,,_e.!t . h-y ve i soi-n I- K il-'nts n- r'{sn7n-'; tno ch ,'1g1In
In--c unt r, pol it i," il ci ra'm;t in , , - o'ss'15i5on-,1 m ind'it iandl All)
policies. The dri ft nuit report you hive prodiici lollds th,
reader to Wth, and must bebeli eve rwi so, correctel. 

http:short,t.es
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Backj-round Statement:
 

[4] 	 The openinq tone of the report misrepresents the reasons for whi 

to a transfthe U.S. government decided initiate larqe ESF cash 

program in Quitemila in FY 1986. At that time, Guatemala had a n, 

democratically electee .:ivilian qovernment, the first in. 30 year 

More:ver, th,' new a mini ; t ra lon entered with ai serious commitm 
.. econo'i c p)l icy r;f )rm . DI< these factor.s -vnt been prese. 

t,rfe woal]i n~t~ lave been 3arqe ESF cash tr 1,1sfe croqrarMs irl 

L 9: -il FY 	 1 i7 . heo prg,1 r- in purpose an! .al s are clear 

describel in tho P)ADs for FY 1901 and1 FY 1.987 (which we gave 

the audit tein) ; Iut are i']norel in the audit report's backqrou, 
information on the prlrams. 

Respon'q to :,'i f iir Vii inqi : 

wi 
point out pl]ices whore the audit report author(s) make error 
In the ti-h'Lii wh follow, I will addresj each findinq. I Wi 

misinterpretitions, and faulty conclusions. 

Findinr Nuom er 1-. 

team stat,Under the -3iscission section Finding No. I, the audit 

that the "Inatem2 nn local currency funds were not covered by 

monitoring system or individual oversight." The statement is fals 

-ssoc ioatel with the FY 1986 ESF program begLocal curr,'ncy'v funds 
to be u liz-', i n the list three months of 7? 1996. At: that tim 

the Mission *cin roeiving an] reviewing the quarterly reports 

disbursemnts of Ih fui,], to i mci ement i n qagencies--reports th 

were require ! in tn,' EKV aqreement. Wo formalized and strengthene 

this system wi th th, adaption of Missiop Order No. 19.3 on Anril ­

1997. Mis3,sion ,;'tAff 1)ut into rlace the progrimmini an-1 monitoril 
fol lowinq few monthFsystem cS-ribed itn tkh, iK ian )Arde over the 

The Au-li r. ev i AI',C thi t-le Sys.teml w .s not in place includ 
"no ne :II)er of USAI D/3untem'l7the car-, ras- n t)It 

W f ic" h id ovor ,onducted ai f inai is! evaluationController'' 


or-ler to lV th I ( w'rr'ncy uses une]r th? ES Droram.
i),nte ]o 

aI l " , 'I iVc that finl n i 1- , r e v i o'.Thi s ch:i , ii-1 cr'- t, 
a( lit, fun is hcor)Iu 'tI f',,r t.1,. ,II , 'in t t t im. of th 

just beljm flw it , ct ivities. Th" auditors should apprecia 
",post ail (" I'.Tta . TI' Miis inn wiII 1v,,irn aporoorii 

G;uatwmalin 1987 fiscal yefinanci I rev iw5 after thy ,Io of the 
as this will '-e us at least(January I to 	 December 31 , 1), 

financial I flows s.'generate c-al currencya of.full year rf 
on pages 5, 7, 9, a!evaluate. ('Th 	is f ilse statement is repeated 

10.) 
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The auditors misquote the USAID Controller in the same discuss: 
on page 10. The draft report states that "In the opinion of t 

USAID/Guatemala Controller, USAID/Guatemala had no monitor 
responsibilities . ." This is not what the Controller told 

audit team. He stated that the USAID/Controller had limitel lo
 
currency monitoring responsibilities over the ESP orogram orior
 
my arrival in August (not November) of 1986. He also informed
 
audit team that in Novemher of 1986 I asked him t' draft a Miss
 
Order establishing a programming anl monitoring sy.tem which wo
 
imply more substantial Controller involvement. The previous lo
 
level of Controller monitoring responsibilities was fu]
 
consistent with AID and Mission policy and existing legislat­
responsibilities. The auditors should distinguish between the vc
 
different AID policies in effect at the time the FY 19q5 and 
1987 agreements were signed. (This misquote in repeated on pager 
and 10.) 

The auditors further state in the same section (pae 10) that, "I
 
to the lack of an adejuate ESF local currency monitoring syste 
USAID/Guatemila was not in a position to detect and resol
 
problems with the program. For example, private sector recipien' 
were not certified." In this case, your staff chose to ignore the 
information we gave them that, both at the time of the audit and t 
date, no agreements providing local currencies have been signe
 
and no local currency funds slated for the private sector have be
 
released. Th-e FY 19R6 ESF agreement provided no local currenci,
 
for programs with the private sector. Such fKids were fir, 

included under the FY 1987 agreement signed Ap 13, 1937.) ] 
accordance with our implementation schedule, a pro-wmard survey fU 
the PED project is now underway under the RIG/T/A non-federal audi 
program. The associate-] agreement will eventually be the firs 
obligation of local currencies for a private sector program. Sinc 
the PEI project grantee is not a PVO, certification/registration i 
not formilly required, but we are conducting the survey as 
management tool. We will carry out other requir-d surveys befor 
the agreements are signed. (The audit team repeated this fal.s
 
statement on poles 5 and 10.)
 

My staff t:1 I the auditors thit most of the ILSF progre m goal 
relate to po] icy. audit is 1plcroeconoric The report genera 
silent on tbh'- isisur- of Mission monitoring of these goals, but i 
contairis a conf used discussion and erroneous recommendations nbou 
one important area of policy--f isc-iI mnagement--for which loc­
currency programming is an important tool of the ESP program.
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[101 	 Due to the high inflation Guatemala was experiencing in 19q6, a,
 
ue 	 to insufficient public investment in developme,
 
-;,frastructure, most local currency has been provided as gener

budget support. in other words, LC is programmed to advance fuu
 
to or reimburse the gov rment for activities it undertakes 

areas supportive of ,'\D',- development interests in Guatemala. 7 
programming is also carried out in a way consistent with 	ovet-.
 
monetary goals, 
which include limits on internal financing of t. 
deficit. This latter concern is in conflict with the auditor' 
stated belief that all local currencies shoaild be exr)end':] i t! 
same 	 year as program oh)ligation. In any event, that all loc. 
currencies be expended quickly is neither a requirement of the EC. 
program nor a condition of our ESF agreements which stipulate 
three-year period for utilization. Given the above, you 
recommendation that "USAID/Guatemala obtain evidence that th 
Ministry of F nance has reprogrammed all 1986 Economi 
Support Funds (local currency) that have not been exoende'" i' 
incomprehensible. 

This statement demonstrates a basic lack of understanding by th 
auditors of fiscal management. The suggestion is analogous t 
requiring that an All) Mission deobligate its pip-1ine (unspent c. 
idle funds) at the end of the fiscal year and repiwjr-am it into 
different set of activities. Funds lie ile because 0: 
implementation delays. What is important to USkID/Guatemala i!
 
that the local currency reports correctly reflect expenditure rate
 
and passage of unexpended balances at the end of the fiscal year 
into the same project for the following yea r, and that monies ar,
 
reprogrammed promptly after a decision to terminate a project has
 
been 	taken. The language in Implementation Letter No. 3 states
 
this concept. (The audit report author(s) repeat this
 
misconception on pages 15-16, and on page 32.)
 

fill 	 The examples and concepts referred to above generally rela7te to
 
normal project pipelines. One case cited in the audit report--the
 
local currency allocated to INDE--ha-s a different history. On cage

16 of the report, your staff states that Ministry of Finance
 
officials withheld ESF funds assigned to INDE until 
INDE repaid] a 
1982 debt owe- to the Ministry. The f ig~Ires given in the rel ,rt 
are correct. The explanation is incorrect.
 

The Ministry of Finance processed the allocation of funds to INDE
 
fully, such that the paper trail showed payment actions to the
 
point of a check being printed for INDE. At the 'ast minute, a
 
high level decision was made in Finance to reverse 
the decision to
 
provide funds to INDE', since Finance had recently paid INDY.E for a
 
debt 	of the Guatemalan water utility (EMPAGUA), with the result
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that INDE had sufficient funds to carry out the local currency
activity approvel. The Ministry did not 
inform the Mission of thi
 
decision until September 17, 1937, in its request 
that the funds br
 
renroqr ammed.
 

We appreciate that the Ministry of 
Finance should hlve 
moved faste: 
to request approva, for reproqramming of the funds from the AII,Mission. However, the reporting available to the Mission showe';
that payment to INDE had been fully executed. 

[[2] The audit team states lon page 10 that, "I)iscussih, with severalUSIID/Guatemala project managers revealed that none were activelymonlitoring the use of loc-l. currency within their projects." I 
assume you mean ESF local currencies, given the context of thefinding under which this criticism falls. Further, on page ii, the
audit team asserts that, "Neither the Controller' s Office , ind/orProgram Office nor the Project Development Support Office could
inform tlhe auditors h )w much ESF local currency had been programmedas loc-il currency counterpart for AID projects, or for which 
projects." The first statement is misleading, while the second is 
plainly false. 

For the first assertion, your team does not mention that few ESF
local currencies have been used as project counterpart because mostof these needs were being covered with PL 490 funds at th , time of
the audit. The Ministry of Finance reported that in CY 1.936 therewere only two AID projects whose counterpart needs were covered
with ESF local currencies (by now, there are several more). Theaudit team chose a few project managers in the AID Mission at
random to ask about ESF local currency use-d as couiternart. It isnot surprising that the project 
managers they aske] di,] not know 
about EF counterpart used in their projects, since in all
 
likelihood there was tione. 

It has been a long standing policy of this Mission that it is the
project managr s r espons i 11ii ty assure hito that .s counterpart
a..ency in the -)' reguest -dequ.ite counternart funding through the
normal GOG budget ary process. The project man-ager is not .ikely toknow or care whlait the, source of the fund!s re, nor is he regni red 
to know. When funds for counterpart are from ESF 1-neratel localcurrencies, th HAl I) ProIram Office is t he key of flic, for the 
joint pro(ir--immniru1 of the local ciirren cy. 

[13] The second stat, nen (repeato on pagJ,, 1 ) is f-1 1s . A-- to the,second stateQU,,nt , the Deputy ;ProcIran Officer provided the u-aui'
team with a Program Office report commissione to identify ]on!or
projects within the public sector budget. That exercise looked at use of ESF local currency for All) project counterpart.
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In your report on page ii, the author(s) choose to elevate a memo 
from the Mission Director to the Controller to the status of = 
q'oing gun. They quote the memo as follows­

[14] 	 "Faulty Renor tin - A good example of the i. rtance of a 
ronitoring system was brought out in an Anril 24, 0U97 memorandum 
from the Mission Director to the Controller entitled 'ESF LocaI 
Currency and Dol lar Trackinq. ' According to the mmo, a Mission 
staffer informed Director a number of an-!the of on:>,rsistencies 
errors in the ESF loc l currency reports the Mission received from 
the Ministry of Finance. In addition there was sore- confusion 
caused by the reorogramming of 19q6 und ishursed locail currency into 
the 1997 bu]qet. The Mission Director direct-ed that this faulty 
reporting be cleared up with the Ministry of Finince ind that the 
reports he recondiled so that Ioc-il currency ut i i zitiol could be 
adequately tracked.''
 

The auditors members assert that the Mission did not -ddress the 
problems identified with the local currency reports despite the 
directive contained in the above memo. Not only is this statement
 
false, but the audit team omitted information we gave them on our 
follow-up to the memo. The st-atement is repeated rour times, on 
pages 7, 11, 12, and 20. 

The problems cited in the memo related to the reconciliation of the
 
report for the first quarter of 1997 with the report for the last 
quarter of 19W-. These two -r';-:rts wcrc the first receivel by 
USAID, since few local currencies h-i] oeen exp,-n -n prior to 
September of 19q6. Mission stiff found rlh' first r,'r}rt senn by 
Finance to be acceptable. Hlowv.,r, th > sp')n I rtiyc)rt, sont .7o us 
in April of 1997, was di fficulI to reonci I a du, to its format. 
This 	 prohla:n prf-mpt-d the mem,). Th,- slf prr wilth 1h' 1f its, 

curre'ncy re)ortq gurfaav I onlv in April of iim.
 

Following the mmo' s del i very to t h- Cntrol 1ir, the Di re:tor 
chaired a meeti n *ttend] b,' the : irect the ProramH-v, or, 

Officer, the Economic Officer ani the Cont roller. In 
this 	me-tin,,
 
Mission stiff discussed th- nrob-l , K; rrjqhmt oat in tho meme il'. 
decided to raise the issue with th,- ' i ct," o-if Fintn''p. A the 
same meeting, we determined that rep )rti n i u'3qun wl I W, t)ro.A P"t. 
up for the FY 1917 S!' proqr-nml'; is e-r I f , pn '< i, t') r e 
comp-at ibi lity with the FY 19r 6 pro ram. t tin '3 m ,t_in'l, t he 
Controller returned the memo to the )i re, or , whi ch i s, why t hetre 
was no copy in the Control1cr' s f i ls, or hi-; m -emory. I In not b- r, 

any significance in the Controller's in ii i ty t r-m-mhr immi, 
the moment your staff member presem I to him I i ve the 
thousands of documents contained in USAID files. 
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Mission staff followed up with proper actions. 
 The Program Office
arranged a meeting held at the Ministry of Finance on June 19,

1987. Attending the meeting were the Deputy Program Officer
the Economics Officer from USAID, and the 

and
 
Chief and two staff
 

members ot 
the Division of External Finance. At the meeting, USAIL
asked that 
the ESF LC reports be presented in a similar format tc
 
that of the PL 480 reports.
 

Finance's position 
was that they could not make these changes du.
 
to their lack 
of personnel. USAID recommended that ESF loca)
currencies 
be used to fund the additional staff they needed.

Accordingly, Finance submitted a request for ESF 
 funding of
additional staff for the local currency 
unit in August. USAIr

approved this 
request in PIL No. 12 dated September 29, 1997. The
additional staff is 
now in place, and the quality of the reports ic
 
much improved.
 

[15] Your staff members assert on page 12 that "funds" 
generated undei

the program "were comingled." This is not true. Local 
currencie
generated under 
the program were deposited into a special account
 
as required under the AID
agreement, legislation and
guidance. They are "trackable" under 

AIDA
 
the GOG budget process. ES1


local currencies are allocated by the GOG 
under their norma
budgeting process. 
 In their budget, the GOG clearly identifies the
 
source of funds (e.g., PL 480, ESF
DA, ) as well as the useApparently, your 
staff did not verify this, even though Missio;

personnel explained the procedure 
to them several times. It i!
completely within AID regulations and policies that monie

generated under the ESF program be allocated and disbursed
according to host country procedures. In fact, it would b(

contrary to good development assistance policy to do otherwise
(Your staff members repeat these false statements five times, o:
 
pages 5, 7, 12, 13 and 32.)
 

[K51 The author(s) try to clarify their point on pages 14 15
and i!
their statement, "Since many other implementing agencies may als:
be earning interest on programmed ESF monies 
and not utilizing th,

funds within the specific activity, the ESF program could be 
losin,
a substantial added 
source of money. As an indication, the entire
 
utilized 1986 tranche of 
 30,027,125 would 
 have "earned thr
 
equivalent of *1,501,350 per year at 
five percent interest."
 

This statement is misleading and an exaggeration. LC under the EST
program are primarily used for infrastructure, not for credit
 
programs, as was evident from our 
records. BANDESA and the Housin:
Bank are the only two credit institutions thus which
far havy

received local currency funds from 
the ESF program. The audit
report, and its exaggerated calculations suggest that there ar(

balances of currency
local lying around in all implementin.

institutions drawing interest.
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The fact is that except for the two credit institutions, ot'
 
implementing agencies receive local currency from the spec
 
account in the Central Bank through 
a system of purchase a
 
payment orders. No advances are given within the Guatema"
 
system, except for petty cash. Hence, this vast amount of 1
 
interest they allude to just does not exist. Your stat
 
diTscussioi in this section suggests a lack of knowledge in
 
local currencies flow to implementing agencies.
 

Furthermore, 
our purpose in approving use of local currencies
 
support to financial institutions such as BANDESA and the Hous
 
Bank is to strengthen them, in the interest of development

Guatemala. Since the support is general, 
use of local curre"
 
generated interest by these institutions fulfils the same gene
 
purpose as the original allocation of the principal, in our view.
 

In summary, I believe that all discussions, references t
 
recommendations relating to our responses to finding No. i sho
 
be deleted from the report. I further request that, for any si
 
discussion, reference or recommendation not removed from
 
report, the USAID/Guatemala response contained in this memo
 
included, verbatim, immediately following the relevant text, e
 
time the text is repeated.
 

FindingNo. 2:
 

(17] 	 On page 19, the auditors state that a "systematic sample of
 
transactions of the 1986 ESF dollar commodity list presented by t

Bank of Guatemala to USAID disclosed that" numerous errc
 
existed. This is an example of the audit team's interference wi
 
project implementation. The team visited the Central Bank prior
 
the due date established in the agreement (August 14, 1987) f
 
delivery of the list, and pressured for the list's production.
 
the same time, the Mission through other channels was conveying t
 
message that the list should not be submitted until the issue
 
separating FY 1986 program eligible transactions from FY 19
 
eligible transactions was resolved. (USAID ended up formal
 
extending the period for receipt of the 1986 list to December
 
1987, 	in order to allow .-the Central Bank time to revise the
 
procedures in accordance to some -changes needed to make the FY 19
 
separate dollar account functional).
 

[181 	 The document the audit team refer to was a preliminary li
 
obtained at their insistence. It was never formally_ submited
 
the AID Mission. The systematic sample drawn frnm this list
 
not a random sample, and should not be cited as proof that t
 
dollar attribution was faulty. In fact, the random sample audi
 
of the lists we have formally received thus far for attribution
 
the ESF dollars showed only a two-percent rate of erroneous entric
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USAID/Guatemala believes 
that the provisions contained
ESF agreement in the 19C
for dollar attribution are adequate.
references, I urge that al
discussions 
and recommendations 
relating to 
the tex
above be deleted from your report. Alternatively, I ask that
USNID/Guatemila 
 comments 
 stated 
 above
following be repeated verbati
the relevant 
text of the report, each time
are the assertior
repeated. 
 Furthermore, 
I note the unprofessional
which the audit manner i
team acted in insistinq

was on the list before the
ready to provide BC
it. In doing so, they
normal monitoring interfered in th
of the program by the 
Mission. They
into GOG/Mission discussions about 

intrude
 
the preparation of 
the documen
before the submission date established in the agreement.
 

FindinU No. 3: 
 [Has been moved to other pertinent matters]
 
119] In Finding No. 3 on


interest (on the 
page 22, your staff members state that,
1986 ESF "Thi
dollar' disbursement)
utilized . . . shouldfor program purposes." b
 

USNID/Guatemala "We recommend tha
 . . . direct
Economic Support 

the Bank of Guatemala 
to utilize
Fund purposes the fo
 . . . interest
ESF monies. In addition, USAID/Guatemala 
earned on 198
 

should determine if an
more interest 
was earned after December 1986."
 

This recommendation 
strains credibility.

for the The PAAD justificatio
FY 1986 
ESF dollar 
disbursement 

achieve was to help Guatemal
the program objective (quoted on 
page 2 of
by strengthening Guatemala's this memorandum


foreign exchange 
reserve
definition, position. 13
any interest earned on 
the dollar accounts 
held abroa
fulfills the program objectives.
 

More disturbing is 
the audit 
team's belief 
that
the amount of interest earned on 
AID can calculat
 a disbursement into a government'
general reserves, 
in the absence
that the auditors went 

of a separate account. We kno
to great lengths to make such
but it a calculation
is spurious given the fungibility of
precisely why there are 
liquid assets. This i:
no provisions


interest in the l~' agreement fo
earnings ­ without 
a separate account
sense. it makes littl,
(These misleading statements are repeated on page 5).
 
The report lanquage 
is sloppy in implyinq
for Guatemila ire silent on 

that all ESF agreement,
treatment 
of interest.
the separate dollar account,--required by 
In fact, wit,
 

time in Congress for the
FY 1997-- tracking of interest is 
firs,


feasible, and aporopriat.
provisions 
are contained in the FY 1987 agreement.
 
The Mission response 
you quote 
is to a different
your team recommrendtio!
inape in 
 an earlier
interest earned version of the report (that
on the 1986 dollar disbursement be 

th
 
returned
U.S. Treasury). to th,
Since you reversed 
 your finding, citing 
tht
previous Mission response is misleading.
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I request 
that all references, discussions and recommendations
 
the issues cited above be 
removed from audit
the report. If t
 
are not removed, then I request 
that Mission comments be repeat

verbatim, alongside the relevant text each time it appears in
 
report.
 

Findin 2 No. 4: [1i, been nvd Lo oLher pertinu.nL maiterd 

[20] As discussed on piags 27 and 29, the Mission has est-ablished,
conjunction with RrY.2/Mxico, an interest-bearinj account forTrust Funds and a system for accounting any in0terest earn 
However, the audit teanm is in error in the calculation of
interest to be eirne,. None of tIhe program I oc 1l currency
private sector prorirams his been depositor] into the USD0 accou
since the ,Ireemonts hive ,not been signld and funds ire not 
needed. Furthermore, 
 the G*3 will make the deposits for th,projects annut-l1y accnrlin, to estimated expenditures r.tes. T;
procedure av di]s excess-;ivo monetization of the funds consist, 
with monet-ry policy qoals. 

I ask that the interest calculation be deleted from the repor
Alternatively, I rejuest that the text above be included, verbati 
as the Mission reqponse to Finding No. 4. 

Finding No. 5: [ . . i,!. .. !I 

[21] 
 On page 2), the, r,,),rt -ut}hor(s) discuss the shortcomings, whithe Mission staff pointed out to them, of th, Government

Guatemala Controller Soner-l Office. The au. team did r,

investiq , the iqqlu, of C;,o; audI i t of local currenrcy progr ifurther. !owever, to e excunq o that "Tuen Iudi t t eam wa.- niot -able 
interview the Contro ler lnorl hec tus, the nCont rol aria de ''uee t
personnol 
wr, on :;t rive 111iris the 3'vernmont of 10-te mia It t 
time of the i it" is false. 

The Cont.roi Iler Gen,ral Of f i. was on Strike from luly II to .Ju
31, or 15 work (I-iv, . The ludit teim fiellwork wis conducted 
Suatemil a from "Ay 1q h rouh Anu:;nt 24, IJqh7 

Accordinj to t.h,,, ,d t,,;, t ,r, w is -mpl, ,:nportur ity for the aud
team to vis;it th, ", r)l or . -Ceral Off i a" . TW aulit team cho
not to av-il t yes of thi s op [)rturity, s it-is obvious -- h 
the Control ler eneral Offic w-- not on- strike th- entire oriof the ii t. 11 riot. Iinterviwing t e r'ntroi l-o-r l ner -il- n7­
staff, the auditor!; mi -ne]l an import nt oppvrtuni ,y to providindependent evluot ion of the ,5Y0)'s cnip)i 1i ty to eval uat- the E1.ocal currency proqram, and to document any act ivities they ha 
underway or plan for the future in this arei.
 

5!i
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Furthermore, Recommendation Number 8 (page 29) needs to be chang­
to make it implementable. As written, it would take several yea, 
to implement. We cannot, at this time or in the near futur
"ensure that the Guatemalan Controller's Office develop an acti 
plan in order to comply with its auditing responsibilities."
 
this is not -- matter the mission can control, we are currentl
 
developinq a project to -assist them. In the meantime, we must re'
 
on the Mission's ESF-financed au]it trust fund to fill the bi.
 

I re-just th:at you includle the p-,ragraphs above, verbatim, as tb
 
Missiorn response to Audit Find]inq Ao. 5
 

Other Pertinent Matter';
 

A. On p q,-, 34, the audit team states that, "USAID/Guatemila' 
files were inco)mjpet.e with respect to the administration of ES 
proqr.am activities" -and that, "There w-s confusion in the Missia 
as to wha-t office was responsilhe for maintainingj the ESF procjra 
records. " 

Mission stiff told the auditors emphatically and repeatedly tha 
the offici-l files were rnaintaincd by PI)S0. 

Unless your office can suopor t the assertion that files wer( 
incomp Iete with a ist of missin( documenLs, it shoul d be delete­
from the r0oor t. I further rerluest that the paraqr-aph above h, 
listed as the Missio)n r 5,1,,o.,e to the first pe r tinent maitter, 
verb-i t i Iii, un I e ;s the aIss,,r Lion ahou: "Mi ssi on confusion" is removed. 

R. Te ra1to, in w . ,.i on ­,xch tIle usedI "Y '1.9f i; " s 
Mi ' I n urtrpret at i-! of the ,xistingi uid-nce . We chI ose th 
weiqhte Ii veriqe ratt due to the disorder wniCh prevailed in thE 
exchnIr' markets on t'.'-jt p of di 1)u rsemen , which m-ile the 
hi-ihe s" (spt-) rite difficult to determi ne. 

Re feren,e to the MiFs, ion rcon,-)mist shon1d )- removed s ince thr 
stateme:It reflocts the positioi of the Miss3ion. In addition, the 
lanrquai. Iulists AI I,/Washi-to I rvvn t-he- rxchinqe r:itcthat 1i r13t-
used]. Thi was not the case. The quidance redli res AID/W a--porovil 
of e o Ti!s, ii) () f ill a11)11 i (,, t ions) of i ts uo - ,Q ft 5. Ph,

Mission: h',1 jo<ve that th'~e, ,xoh}arirp ralte ulfo, was; a1 , r', "ct 

interpretat.iorn o t-he r lidance (i ven the circtum,oitn.ac, in the 
exchan'jel ma f rket on the date o di sbursenitnt , an11d the,re fre di i not 
seek Al!)/,q pIroval. 

I requ,;st that you cite the languiare above verbatim as the Missior 

V[
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response to the second pertinent matter.
 

C. On 	page 34, the audit report author(s) state:
 

"'rhe ESF Agreement was signed prior 
to the return of the PAAD fro
 
Washington. Good management practice would dictate 
that an ES
 
agreement should not be signed prior to Washington approval of th,
 
program PAkD. . . . Therefore, an important oversight tool to hel' 
protect the 1996 ESF program from fraud, w,-ste :n] abuse was no' 
included in the -Agreement." 

The issue referenced above arose from an editing ch-ange to the PNA
 
that occurred sometime between its approval at the DAEC and it,

final printed copy. The Mission prepalred the ESF igreement workin
 
from the PAAD submitted to and approved by W- 1 i aqton and th(
authori zation which is the most: important document the pro.cess 
in that it is the basis for the negotiation of th, agreement wit 
the cooperating country. And, the authoriziation did not cont in 
any language different from that proposed by the mission. The finilbound copy ha1s slightly differelt lanuage about proposed audits of 
the program. No one in the Mission recalls having made or 
discussed this change, nor does the issues paper or authorization 
mention the modification. 

125] 	 In the report, your staff do not explain which important management
tool was lost. In fact, the revised langu-age appearing in the 
bound version of the PAAD provides that audits will be conducted b.y 
AID-approved i ndependent public accounting firms. The agreement
provides for record review an.] inspection righlits for entitie 
designated by 	 AI) (which would in(lude a1t our dIsc retion,
independefnt put ic arcr-oun t i ng firms). Thei; 1i f f'" " i 1,-lii' 
is certatinly l )t "t h' lIOss of il import lti oversiht to-)I t: 
protect proqram assets from fraud-1, wr;t, and ab11e1 

The audit team is corfused betweeQn, the -ict of aier ization of the 
PAAD by I/W and the act of th,, diploinit i, pouch deliv,erinn the 
bound copies of the PAAD from th , /W orint i Ig office to the 
Mission. IITIu firs! t ct muI]; t ear IvI r ' ti T,r a c ef,, i )-,. 
suggles t the I-he S,,co Idl ac t ust a I so ohi iq -i o niml,- or,',, j-	 !7 

culous. rec()mII 7-nd 	 w)ul s --J 	 rridi Your :t i ol1, i f fo I I r),w,,-] , IK 1 re(-, " t ;r
untenable dCla ys ini obligation of funds sinc i ))i:]i I -opin,. of PA. Ds,
and Project Parsers t:ke 3-6 months to irrive from AID/W following 
author izat ion. 
Our point in citing the del ayed arrival of the bound copies wa 

that we were unaware of the editing changes in question at the time 
we drafted the agreement. The PAAD was signed by the DAA on May 
22, 	1997. The FY 1996 ESF agreement was signed on June 6, 1997. 
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I request 
that the third pertinent matter 
be deleted from
report. Otherwise, I request th
that the Mission response above

repeated, verbatim, alongside the relevant 
b 

text. 

In summary, I expect that your office will revise 
the audit repor
to reflect the information provided 
in this memo. However, if th.is not done, I again insist that the Mission comments contained i
this memo be inserted verbatim 
into the body of 
I report at ea­and every point where the particular topic is discussed.
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OFFICE 	 OF INSPFCTOR GENERAL RESPONS, 
TO M4NAG;FIIFNT CONFIMNTS 

Responses are keed to iir gii:l nimi"s ;dd(]ed for reference to the 
MiSSion coliments. 

1. IC' 	 tlj'uiF 1( tlhit ()I- IIl ttS 'e( (In FOr12 iy Ii C ((, l(.lr(o tha, t0"' ow, l 'd the 
ESF proram l id not exi st i n 1QH3 ,and 1985. As Ise stated in Fiuding No. 
1, (cc, tin ii t) 1ol icy 1(1 11i'lillina ion . '1 FIlcbr-ilrv 22,1at 1)83,
A.I.1). rist hi ,l tl o )II' IT 180 st , v]sroccee - and a lsle that they
aT a!] of i}to Vfi"HlpiT '(ti itlic ,i\' npflelit ivi'.'+. IIIj I 8.1, the 

.I. 1). 	 .;' I li ' - f 't''( I'- ,IF 'I i, t Iit . p(, I i ; tr v I' Coilli, I , tIy 11ipo rtIPI'{} r1'Ili {(:IlP,+) i atI c n;'lh tI'An q uVq- {t,O p;t t,) .,-,,mpn 

Tho 11 	 ."l int i 11 11 1" di ',l F t I ' %1.,1 11,1!, 1', () I l I , 1 1; 11 0 la I era'I I 

IsSi.! r' l I; L ,VII ! (.It ', w 1 , . II I e(l i ii 1onom f V' "j 'VI 11) i c( ' I opiilf,' t. 
0!j ('Ct ivi.s. ' Ia ig pol icv\-ba-, ,,! t Iailit 'nI"propraimfFiS 1 -; W -,li Wlic wias 
i2 it. ie Aim, H,h 1IM atAhi0dIv ;te Iv ,n iil I o' (1I I V 'i() Fnt tl (p'r" - .'x i'-. ily+ :to l ('5''+m'11 I'-ti r I n-nvl 4 t u . 

,p le I!(.htF ,-, 'i I, '(1 I ;III" t- o 1 tIlo a diI r p r ( ) ewh i c~l) v.:I> 1, 11 -I), i no. iIli,;]!tI, if AII '(;in t oiifll I aIid the (; \ of'('I-lllli('rit.
(tl a 	 ,1kii, I,al i l W ad q'ii Iltw I writ ily, 'icnlit1l)1 s ii 1fidel I o liStFe 
that t I I.,'T a "-wet ,'r,.';'.' ;it' Ii tia I , 'oIv i' !:irt'rd iinf iit i Iz.l oFr i n I nWed 

,Il I t'ro S 	 , 

.i. iTOl,+utditHit 
I ItL I A .'il'> n,-tamL,. nl!s i In-' 11

ni ICn' ;
<'vlp ,l ( l C ,rivtc,,, , 

I i I o .-.hiodldl -t 
I Ilv au ,i t .I iot)('J,liltl ._t'ii ,il Niblit Itf.aml Tip, 

ISA [ 
(po'tF )I 

'( laI t 
t Ile i1 i)f); 
it ;tl1;1I tt'iii(' 

11 
I i y 

i ' ' 
cta F '' 

c I ('tr 
I1J' 0, it 

;Inda 
it q 

1 i 11cil I 
t'"poi ln 

[ ic lI11 o 
I i t i I 

if how 
edor thi' 

'SIF pr> r,iol. 

'I, )n 	 i at Cm(I i' IE. A'( I 	 st iT :I Iv i i't"'li (],Ii I t :11 tiillt'lt V . -. t'F'' 

ISS (i, kf - l t I ,' ,I rion t sIri I 7, '9I Ir I ti i 	 I i vr ii t . I it'in te rv i, k.'.! lth . ji . r aIt,;. , i Il l, !, .l. in ,, c'.d , P lT~l ! l\,.ill11 th>1 
tilt, ll1-1~t+, m :01ir ()Il II, (,I , l, In r , ,ti l, \, l ,~ : , '~[,+ t -i + r, 111 

IIn a d'l 1 1 1 1, tl,11 ' k w d } 1, t 1l',!t \1 i ' ', , )1 I l ( )I '; ', ,. 1 ' . ,) l;t',t Ii:I 
s,!t"l' Ill<t IvI ":i rl') I I ,I I t1 ', " , !'. Inl ,i. h ll ,, 8; l' 7nl I Ii, , I y , n ' 
Ji11 priX. ug., I W+ 1'1,) in' I Illn ", h~qww tl .tl, ';11[,1,o I ()ff i, t ',t I t + t ha]; t 
1i ! ,' i() ; () 1 ,, " ' . I . ,.", , a I(.,I ,AplIri I 7 I(T " \'. I-, ht 'i 11! I(.(I I ;if t-(I I,ld )])( 

\w,, "I w 	 I ; r I ,' l, I i Io l (lI I,(" €wiil', I ,' I ,c . ';11 i,. -,(tilw n I X' Iv", i de1 11 Nol.
'1 ).7 dat(,d' 1,,"TtI lil, j.i I''"W '1;: rvi',,.d andi ilj':;'<t I i ,!J ili O ridl, r No. 

I ().-3d5 l ! t d ,\p i i! "7, , 8~,{. I 
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In add ion, in an i ni ervic, i,,,ihIi (IliAn!)w ol r &IN 1 ,hW v ,2, 1987 
concern!i n, iliplI('ienu-l !l:0 il i lit, S i s on (rtr, r ho ,.,il t lit'i o ) i t'ifl 
system n; proposed 01l101' ,life ordie li;l not vt*l Itetii ipItvlenll 

0t. w - I.i:, I ' 'o t l ii i l, t lill iFoAit ,:iI hi:iI l i t iil! ]it f';ik t l ;It 
ftiu IAt iii-ll 'sl" )tF ice or o''n 1. ,ii l rl io '11.,a ' rl illid h1lv. been 

7. We f I ia toil,' . O,11,.- (nIiIr n.tcomnes fromi ai .hON 2,8, 1087{; ru ,(i it;. 'I'llii statellelli wi v-ri\'i Of w,,',Ii Ito h,, I r I~ or' ;"l the
 
Audi Lor- in-CTharg,,,e Mci h is< Otttlvlincriwo inl ourl wl~rkp.apvr.
 

S. Apllro prite 11i1;i 1" ii]\'It," 

9. Ih ro4pori dI fit, r,,po li'sirlv < till'. ol.iec ive, Idii(Ih w,'s io 
dteter i ie if It.%.\l I) :iit t'iihi I il I W (;o filflu'iiof (AiiI eliaila Ni lle ',. 

instal) Ilied w.itqiiato0 1100i or !it (tni r-tI1 in tf-Oi - to fi!urf -t H ie F!;F
as('st s hPrt, ;irit ' iii 11tl I f 'uPil ;tI ''I r a i f ltit l lii I lii i fi elded 

1) t I tr S. 

' 'h'o ,ttt I' t' t'
should ho( exjtt'ilIi'I ili l' ';ii vt':ir a , pit~m.:iin (li if'ail ll. Thi' i,''tr' 

10. T lii i tI hot',' .li ', , int" i i .,:1 ! I I ! l ',tI i It' t(i s 

< rinpl' sliat!, lkit , uthl,'i 1 Irnia vi t ll t It I' r X,'" . , f- r , Ilr8tl, IF,; 
fetll, I; rt w .11V ' , ,,lit t0 1 1Ill, f In( 'ISI Ili r i I' 11 tI' !i I(fl ,, I d, ( fit Ill 
iii i o', tt ilt',I e cI Ii i , I vd I I l itIt I i I I IX'f . tii I Ii cIt , l I b,() 

g i mit I , .'i , 11,lit:W r'' 1 I, I ih, t I v ii )i I ' Ii t i .. , lt iPill i ti' i 

11. 'f l',tl fili0. t i0k S IoIlit i0 it; ll tll flit ' lit I(1 I . li tt xpkiw i! ill 
f'l lti , if w i t inli it,t olii I I \ l I i it ' i I .i l' lII u'it ,>,l t l l i i Ii lii I 
F inal), lP i l !aI IP t, In iii i i-i'-vi t. i t ., l ( i .Pu i i t, lt i Io Ilitl - , i , , , 'It 0, 1 )87.vi i , it,, i l , 
(1I 1i ocllr to 111.,,i , 1 P Il ,,lllI, , I <f f, ' .iwl ,, ,I t 

. Pl , I , f ;> ltt t.fli lii " ,l I I i lI it o' 
i , ,. ,i 'o' lrfi o vor''l Il 

IC ,~ ! ' \-. ii It w , .i . < i8i ' r2, l*'1'} , l; I i\+ fltl 'w otll( T l i ,cv lllol, I,"". 

%,1ii P!lk -,,n I.,1 t IIll, 111p, 'i~ )lll, I o r , o x I f,,lI il I Cill.11i< Itit, (Ii v i,,I, r ,nn 1ho4 
"tiiii Q Iv d,,t "i t illi , O ph I "!l! onl lAi h Q. " 

IIf (i)ll 
be e ll p l, ' w r t ',! tlj~ fll! 

)( , nkll,l!c,,: li)' 1A ! 11-1,i 
, ll ] l c' I1r , tf) ,i. t,11to I I, w .ll ti , . 

, , i , l , qI.IiI ~ iI ,I+ I , l , , I I if ,' l I( I I II i I , t( L t' I I I;i IJ 'l <If-li'I1 
we!'ltre nolittfi.'i",l l i I( li'i l l" I I l n( A<l I Il!l-'1(tv , thei 'I' w o<J! ;I vi t;Il
olviv l'' i y 10 , i l l 1 -' r! i ~ ,n.i I"l'i i n Io WA. iM d bfll 11 l' rri ,t v till,' li<,,i n ' '
o w'li toil<,~ , at1 I hlii - p , int ill I ]ro-fll' ilill ' W e]!-',iuppl (it l i(t ivit if", all'0 
bpillng f iltiw i-d'<wi ti 1F5,I 1t NIl I filllvili v. 
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13. It is i1-Pe t 1alnt we oht a i net the report from tile ])eput) Prog ramOfficer, hut not intil Septepmbr 23, 1987, almost a month after our fieldwork ended. Sinc-le this report didl n t exist during the audit phase, wecan Oi l I .srt m' I hat it wan gen.rat d (elu to our i fll -'Ost ini this
suilt''j t. An app r p i'init C ipe'oiVi5w Iade. 

1 1 1ment oali t ()
I'') ,'at 6 I10e i, ('ion'O mlfln'ints imeI I I , i,on ;) ,1 - I i ! ,'UB' \Y !rtie i! ii t eal &Kniq t he field work phase. First, we werequi to u ip ri seh.t I thI' (liut i-o for had nn ;ocorelS COncerninog any actiontaken ai he'IN rp ill qust jni froil th, ,SAIJiG 1)irector, particul arlySi llco I ie' i[fl f) llwasadI(e'ssc', to l',iii, arId second y, ther(' was Iev ' Lilymientllli o ( aI l1' I in(' wi ilh I te' l)i IF cl 0" to 1-s) Vt' Ilie ]rohleils. S incePH, \n. I_-, a e i i i .. 1987, cas signed ate or our andit, and we 

haVi' H t V"i't "I V' I cp), ' 1(' IIt' 110 )l'i S t i I thill It0to remove tileexairIplI' l1 )1i ll . ,ilt , 1 1 

15. d i :W' ,, wit I I l Hp,ie' Ii nsio ' ass lt ion t hat t lef ndls ar'etrackal],. Ii titi; teami ,t visitedl the Agriculture Developmlent Bank(BAN IDF.,A)all! lip, lOI 
iotiln! i Blnk, andt at places the inq1 ementingapeiIv ofFifi.il 5at1itt ed t hai, Iccaus- the 1:5F m1onies we'z-e commingledwiti It1 Ihe ' I lk!';, I hl e 0 n11t I lalkal 1)Io.IISAIl)P (;iit(,imtI a had ('\'Ur aitellIjet (ci to 

S i ix' e 0 no O10 "rfFlol
track lUS1 funds a! tle iilplemlienting

agency love!l, tlle Mission haS Iso hasis to refute our position. 

16,~ App rot lte ia chane was jiade'. 

17. 'Thili st iidcnt st at 'Iiint 1 int erpr'ets our act ions. The ,nd it teamvisit eIl (ilii Bank ar; a l egitilmate aml!it step to review attrihutio,f lESI r-,. Hhil!. the ai;inottlad t(, c ('011 theact eel hank abouit s bim itLting the
FY l'i9 I§ 1T attri t ell repo rt, I lie ,iissi in lioh t stil1 not have 
 it. The.is1in, had nut provided ltil (odnwiBl Bank witi glidiance as to what type

of rqv1 wa 
 redl ilro. lKie''f one, w14il t he aid it temnismlllt to Vi sitBank oft I( iCl sloertlv huTr lie ir (dee tpoilV was to0be SlbfmittIed to theMi ssi' , fiicialsl I hadintel hW uiln tVvelopipl1 it hecauise they

iiot sur(' w iiat was 

were
 
T'h(llii.'e].lack urft guidanclle 1l It)li s liliin\' oF tirdiscrepanc(ies clzieent illI a'Bankr. 10 haV( h"el prnvided no 

elOclullientit ion it) ilili(al', ihat tilie list W(' ere l(ivead was def'ficielt in allyway. li' l'O - ,, ll( il we' oh aii inFo llna ion to tile contiary, tlie f 1in(ing
and rr'(Ol ml('dil i nn -eia i ns ai ,wl'i Itol. 

rI8. n\;I )ppl liate' inmlica( il jj' It' ,l ide 10 ne!o it a jthailtigll t l lsalmp1eof ti le' i1'ili ll i i 1i t w<,i iTheiiw. is notiing faiul tv w l 1utrl li(Yil(ec y. li' :11d i I oc' tIan, I e'( lie f i rst COiiiioe i I V of t l.at i illl With i \ ilii1' tWe, ,
tlherealipr 

"V )0 0 lllr' Lim ! 'VOi'V [comm1 o i ]itVtylliele t Ile , lil vlue' t1 le';it er'. [h'e colmilodity,' valuje of $5,00001' 1Or'1 wa ; o1' e ,Ie he',ula' the leiilr of 1 iatela]i has a pric(,-ciieckinpmechiani sill feel OillWllOe itI Weler t lese, wa lieS. No uiOclllilenlati( llhas beeniprovidedlt thai t would caise hav 11s to allr oi' f-indinfg or recomm endat ion. 

http:ofFifi.il
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19 	 Appropriate change was made. 

20. 	 Appropriate change was made. 

21. On no less than five separate occassions, on July 8th, 10th, 28th,August 6th and I]tit, the 
de 	

andit team attempted to contact the Contraloria(Cuent as, to no .nvi I. Each t ime we were told that the Contraloria was on st ri ke and a meet ing was not possihlA,. The fact remains that theMiss on 
 must have a strong monitori ng system in 	place because the
Clatemrialan OVI'l[lllsent is n! crrying1l! (Oit its mon itorilng responsibi liti s 
as envisioned in te lSF ago,',mcns. 

22. App ropriate clmnp,, wa; made. 

23. The following important documents were not in the files:

1. 	 Hank of (;ialleimia lolak account st ate('eint for 	 Ilh' 19862. 	 support ing dommient at ion for the 1AF implementation 

letters;
 
3. 	 several I O'a1 clrrency progress reports;
4. 	 statement of dishbursement from Washington on the grant 

port ion of 1986 ,o] lar cash transfer;5. 	 statement of ,iih"rse nt of 1987 tdollar Lranmche from 
Washington; anI

6. 	advice of cred it for 
 le 1987 trust fund account from the 
Bank of (uatnala anid Bank of Aimie ri ca. 

Mission staff were somelda t (:omofusedI as to the location of the ESFofficial files. On lune 9, 1987 in an interview with the ProgramOfficer, we wene, told his office had no rponsibility for maintaining theESF 	 official files. Tlhse files maint ained bywere 	 the Mission economistand 	 PlIST) . Chi hinei 8, 1987 the ,Mission (o oinist sai d The Prog ram Office
and P1),S w,, responsible for theo fficia] files. 

24. We di sag4re tnt the li ssi on lih le ti ni lateral authority to use arate olher thai n Ilie one prescrilhd in t1li 198 k) l-Y agreeent., which was 
the 	hi est r.ato whiclh w.as not imlawful. 

25. te !fission's comment seeks to satisfy, after tite fact, a positiveAIID/W injumct ion to the effert tiat an inidepenlent andit of the 1986 ESFlocal cuirrencv prog ram was to he cai r i d out by a local CPA firm, bysaying aSt stailard access clause in al I All) ap eeinents gives themi this
option. This i.s not the same intlthing our view. 

26. Ih i s i not a rero lnelldaI ioi. The other pert inent matter sectiononly provides infonnral ion to I he 	 Mission and tle report readers. 
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List of Recommendations
 

Page No. 

Recommendation No. 1 	 5 

We recommend that USAID/Guatemala provide evidence that a 
monitoring system has been established and implemented to 
ensure that Economic Support Fund local currency generations 
are being properly utilized to accomplish program goals and are 
adequately safeguarded against fraud, waste and abuse. 

Recommendation No. 2 	 5 

We recommend that USAID/Guatemala obtain evidence that the 
Ministry of Finance has provided all Guatemalan implementing 
agencies with writ ten gui dance advising them: 

a. 	to set up separate accounts for their "AID-generated" local 
currencies so that. these funds are not commingled with 
money from other sources; and 

b. 	 how to make disposition of local currencies not expended by 
December 31 of each year. 

3 	 5Recommendation No. 

We recommend that USAID/Guatemala request an AID General 
Counsel ruling as to whether any interest earned on Economic 
Support Fiunds sunlld hwe utilizC~l in thme same manner as tQ. 
originally programmed funds. If the General Counsel holds ihat 

the manner a'; theinterest earned should be ut iIi zed in same 
originally programmed funds, then USAID/Guatemala should .. t 
the Ministiy of Finance to advise all impliementinJg agencies 
with written guidance to take the appropriate action. 

4 	 I5Recommendation No. 

Ws 	 recommnend that IUSAID/Guatemala obtain evide ce that the 
Ministry of Finance has reassigned all 1986 Ec nomic Support 
Funds that have not been expended. 
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Page No.
 

Recommendation No. 5 


We recommend that: IJSAID/Guatemala: 

a. 	 not certify the 1986 Economic Support Fund commodity 
listing of ,17,350,000 until the Controller's office has 
conducted a thorough evaluation of the Bank of Guatemala's 
records regarding this program and, where necessary, (irect 
the Bank to make the adjusuents in order to b)ing thle 
commodity listing into accordance with the criteria sot out 
in the 1986 agreemnt; and 

b. 	 assist the Bank of Guatemala in deve]opi ng a (ata systemi in 
order to make a pr"opv at.t ribition of the dollais made 
available uMdr the program. IISA I l)/Gua tonal a shou"1d 
provide docuimernt at ion of work done slhowi ng that 
transact ions were accounl ed for i n accordance with Economic 
Support Fund agreements.
 

Recommendation No. 6 	 12 

We recommend that ISAID/Guatemnala obtain from the Guatemalan 
Controller's Office an action plan to comply with its au,!iting 
responsibilities as laid out in the 1986/8, agreements. This 
may entail providing local currency resouricoS to hi re more 
personnel, providing proper tMining and aiding the Government 
of Guatemala in develcping adeo-pate auditing standards or even 
augmenting the capabi l it)' of the (rra emalan Control lor'.s office 
through the use of local CPA firis. 



APPENDIX 4 

Report Distribution
 

No. of Copies
 

Director, USAID/Guatemala 
 S
 

M/LAC 2 
LAC/DP 
 1
 

LAC/DR 
 1
 

LAC/CONT 
 I
 
LAC/CAP/G 
 1 
LAC/GC 
 1
 

LAC RIAs 1
 

GC 
 I
 

AA/XA 
 2
 
XA/PR 
 I
 

LEG 
 1
 

AA/M 2 
M/F?/ASD 3 
PPC/CDIE 
 3
 

IG 
 1
 

D/IG 
 1
 

IG/PPO 
 2
 

IG/PSA 
 1 
IG/LC 
 I
 

I G/ADM/C&R 12
 

IG/I 1
 

RIG/II/T 
 I
 

Other RIG/As 


tV 

1 


