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EXECUTIVE SUMMARY

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 vationing of hard currency and
increased foreign borrowing. In addition, in 1985 Guatemala had a new
democratically clected civilian government, the first in 30 years. The
new administration entered with a serious commitment to economic policy
reform.  In response to this economic crisis and positive political
change, USAID/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 audit of USAID/Guatemala's Economic Support Funds
pregram,  The audit objective was to determine if USAID/Guatemala and the
Gevermment of Guatemala had established adequate monitoring controls in
orde” to cnsurc that the FEconomic Support Fund assets were adequately
safcguarded and utilized for their intended purposes.

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

However, USAID/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,
USAID/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 report contains three Ffindings.  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 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 responsibilities.

1/ couomic Support Fund dollars used to buy acceptable imports as
specified in the 1986 agreement.



According to Policy Detemmi,~tion No. 5 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, USATD/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 arrivail
of a new Director in August 1986. At that time, the Director instructed
the Controller to develop a Mission Order which would outline
USAIN/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, USAID/Guatemala could not adequately monitor the
program's $113.35 million in local currency or determine 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 FTconomic 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
separatc 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 ELconomic 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
wmported goods were eligible. A judgmental sample of 50 transactions of
the 1986 dollar commodity 1list presented by the Bank of Guatemala to
USAID/Guatemala disclosed that 25 of 50 1986 transactions sampled came
from ineligible sources or lacked documentation. USAID/Guatemaia 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 cnsure 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
prematurcly at the auditor's insisterce. We have not received any
documentation from USAID/Guatemala to verify its position.

Under the 1986 [Lconomic Support Fund agreements, the Government was to
audit  disbursements 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 perform this function. As a result, the
programs $113.35 million in Jlocal currency had not been adequately
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safcorarded 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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PART T - INTRODUCTION

A. T-~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 exchange at
the same time that supply of hard currencics was shrinking due to capital
flight and wunfavorable 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 que.zal (Guatemalan unit of currency) parity with the dollar,
nearly all of f%uatemala's once substantial international rescrves 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
econoinic reform policy.

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

The ESF program operates according to cash transfer agreements which are
signed  between  the United States Government (USG) and  the GOG.
Basically, aftevr the GOG meets certain conditions precedent, a dollar
cash transfer is made by the 1. S. Treasury to the Bank of Guatemala's
account at the Federal Reserve Bank of Mew York. These dollars can be
used, among other things, for importation from the United States of raw
materials, agricultural inputs, construction materials, intermediate
goods, capital machinery and equipment and sparc 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 GOG 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
development activities approved jointly by the GOG and A.I.D. as
stipulated under the ESF agreements. In addition, an A.L.D. trust fund
can be established from the local currency account in order to defray
A.1. . administrative expenses incurred in the operation of its programs.

The initial ESF program consisted of a $10 million loan which was signed
hetween the USG and the GOG on February 10, 1983. 1In 1985, projectized
FSF funds 1/ consisting of a $9.5 million loan and $3 million grant were
used to fuml the Agribuciness Development project (520-0276). On June 6,
1986 the GOG signed an ESF agreement for $47.35 million ($23.925 million
loan, $23.425 million grant). On April 13, 1987 the GOG reccived an ESF
pgrant for another $56 million.

B. Aulit Objectives and Scepe

The Office of the Regional TInspector General for Awlit/Tegucigalpa made a
program results audit of 1USAID/Guatemala's Fconomic  Support Funds
program. The aulit objective was to determine ifl USAID/Guatemala and the
Government of Guatemala hal established adecquate monitoring controls in
order to ensure that the [ESF assets were adequately safeguardel and
utilized for their intended purposes.

The aulit covered the periol from February 10, 1983 to August 28, 1987
and incluled dollars amd local currency generations of $113,350,000.

In order to accomplish the aulit objectives, we reviewed USAID/Guatemala
and GOG  files and interviewed officials of  USAID/Guatemala,
A.1.D. /Washington Controller's office, U.S5. State Department /Guatemala,
U.S. Disbursing Officer/Mexico City, Central Bank of Guatemala, the
Ministry of Finance, Ministry of Roads, Ministry of Public Works, the
Ministry of Health, Agricultural Development Bank, Housing Bank and the
National Institute for Electrification. In addition, the aulit team
conditcted an on-site visit to observe the construction of a 50 kilometer
road from Esquintla to Puerto (netzal.

The audit team was not able to interview officials nor evaluate records
at the GOG's Contraloria de Cuentas 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 auwdited as part of the ESF program.



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 internai 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.



AUDIT OF
USAID/GUATEMALA
ESF PROGRAM

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, USAID/Guatemala issued a Mission Order entitled, 'Local Currency
Programming" dated April 7, 1987, which, when implemented, will institute
an ~ ‘ve ESF monitoring system. In addition, USAID/Guatemala was in the
process of hiring two financial analysts to monitor ESF activities and an
experienced A.1.D. contractor had been hired to train these people.

This report 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 doilar attributions could
not be certifiad because 25 of the 50 transactions judgmentally sampled
revealed that the imported goods came from ineligible sources or lacked
Jdocumentation.  Finally, the Government of Guatemala was not capable of
fulfilling its auditing responsibilities.

The report recommends  that USAID/Guatemala (1) develop a monitoring
system to safeguard ESF assets; and (2) evaluate the 1986 ESF dollar
attributions. Additionally, the Ministry of Finance should (1) provide
written guidance to implementing agencies to set up scparate accounts and
report on funds not expended by December 31, of ecach year; and (2)
reassign all 1986 monies which have not teen expended. The report also
recomnends thi.t a General Counsel ruling be obtained on local currency
interest earned, and the Contraloria de Cuentas comply with its auditing
responsibilities.

The Mission provided lengthy comments on the draft report and requested
that their comments be included verbatim in the body of the repert,
While space Tlimitations 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.




A. Findings and Recommendations

1. USAID/Guatemala tad 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.
USAID/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, rveporting was faulty, funds were commingled, interest was
unused and 1986 funds were unutilized.

Recommendation No. 1

We recommend that USAID/Guatemala provide evidence that a monitoring
system has been established and implemented to ensure that FEconomic
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 recommend that USAIDL/Guatemala obtain evidence that the Ministry of
Finuuce has provided all Guatemalan implementing agencies with written
guidance advising them:

a. to set up separate accounts for their "AlID-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 Necember
31 of ecach year.

Recommendation No, 3

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

Recommendation No. 4

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

Discussion
According to A.I.D. Policy Determination No. 5 (PD-5) dated February 22,

1983 entitled, "Progromming PIL 480 Local Currency Generations," Title I
legislation does not require formal A.I.D. involvement in programming the



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 arc 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 1local currency funds were not covered by a monitoring
system or individual oversight. At the time of our audit,
USAID/Gnatemala did not have a monitoring system in place in order to
track ESF 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 ESF Program. In addition, discussions with
several USAID/Guatemala project managers revealed that none was actively
monitoring the use of local currency within their projects.

In the opinion of the USAID/Guatemala Controller, USAID/Guatemala had no
monitoring responsibilities over the ESF program prior to the arrival of
the new Director in August 1986, At that time, the Director instructed
the Controller to develop a Mission Order which would outline
USATD/Guatemala's ESF  monitoring system. The previous "hands-off"
approach had been the management position of the prior Director and
A.I.D./Washington policy. The Controller stated this approach was tine
until recent directives from both the Congress and A.I.D./Washington
indicated that the Missions should be more active in monitoring the ESF
Program.

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

Faulty Reporting - A good ecxample of the importance of a monitoring
system was brought out in an April 24, 1987 memorandum from the Mission
Director to the Controller entitled, "ESF Local Currency and Dollar
Tracking." According to the memo, a Mission staffer informed the
Director of a number of inconsistencies and errors in the ESF Tlocal
currency reports the Mission received from the Ministry of Finance. In
addition there was some confusion caused by the reassigning of 1986
undisbursed local currency into the 1987 budget. The Mission Director
requircd 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 preparc a list of anomalies so that they
could be taken up with the Ministry of Finance. He 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 FSF dollar reporting requirement
guidelines for the Bank of Guatemala. 1In addition, a Mission Order had
been prepared concerning monitoring of LSF activities, but it had not yet
been implemerted. The Controller also mentioned that new staff would be
Tresponsible  for wmonitoring the ESF activities. He had hired two
financial analysts who were now in the process of obtaining security
clearances and an experienced A.1.D. contractor was coming on board to
train them,

Commingled Tunds - A February 22, 1987 cable "ESF 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 and as required by the cash transfer agreement,
special  account(s) for deposits of local currency.” The  House
Appropriations Committee rveport accompanying the Continuing Resolution
also directs that deposited 1local currency be trackable and not be
commingled. In our opinion, the legislative history .of the Continuing
Resolutien shows that end-users must maintain FSF local currency in
separate bank accounts,

At the Agricultural Development Bank (BANDESA)  we requested  Bank
officials to 1list how they had utilized the ISF and PL 480 monies
disbursed to them. According to the BANDESA officials, this exercise was
not possible because all the Bank's funds were commingled. We determined
BANDESA had the equivalent of $268,382 in ESF 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 Finance to maintain
a scparate account for these funds. A Ministry of Finance official who
w1s present at the interview said that, although verbal instructions had
been issued to the implementing agencies on this matter, no formal
written guidelines had ever been developed by the Ministry of Finance.
In addition, USAID/Guatmala had not actively monitored this situation so
as to detect deficiencies of this type.

Additionally, an official at the Housing Bank, which disbursed about $4
million in 1986 ESF local currencies in order ta finance a low-cost
housing project, told us that the lousing 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 currenzies with monies from other sources. Therefore neither
USAID/Guatemala nor the GOG will be able to track utilization of these
funds. It is possible that a substantial amount of ESF money programmed



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
tracnuy,

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

According to a Housing 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 ESF resources disbursed to the
Housing Bank should be used. The official stated that since the $4
million was disbursed by decree from the Congress of Guatemala these
carnings should belong to the Housing Bank and therefore be utilized at
its discretion.

Additionally, BANBESA carned  $27,181 in  interest  from a $370,370
disbursement wmade to it from the 1983 ESF local currency agreement, A
BANDESA official stated he had never received any instructions on how any
interest earned from ESF monies should be utilized. USATD/Guatemala's
lack of a monitoring system was a factor in alltowing this type of
situation to occur. Although both the 1983 and 1986 ESF agreements were
sttent on the utilization of interest carned, good management practice
dictates that any interest earned on programmed ESF monies should be
utilized in the same marner and for the same purpose as the originally
programmnerd monics.

Since many other implementing agencies may also be earning interest on
programmed ESF 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 should have detected that
about £5 million worth of local currency generated from the 1986 ESF
program was uncxpended and available for reassignment,

As of June 1987, the Ministries of Roads and Public Works and the
National Institute of Electrification (INDE) had idle FESF funds worth
almost $5 million remaining from the 1986 agreement.  According to the
Chief of the Financial Department, Ministry of Public Works, as of
December 31, 1986, $106,800 worth of local currency remained in o that
Ministry from 1986 ESF budgeted monies. At the Ministry of Roads we
found that another $410,000 had not been utilized as of June 1987,

Implementation letter No. 3 for the 1986 LSFE agreement  states that any
portion of the Tocal curvencics allocated for 1986 but still unspent by
December 1986 will be assigned for projects and activities included in
the 1987 government budget as agreed by the Mintstry of Public Finance
and A.L.D. Officials at the Ministries of Roads and Public Works said
they were not aware of this provision. According to the officiels, no
written guidance had ever been received from the Ministry of Finance.



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 repcrted to A.1.D. that the equivalent of $4.1 million had
been disbursed.

In © *»1 then, almost $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 positicn to ensure that the program'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 Gustemala had been either small and managed similarly to the
PL 480 programs (FY 1983) or projectized (FY 1985). Many of the
restrictions and precedures 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
FY 1986." 1In addition, the Mission thought the finding was replete with
errors and misinteipretations. See Appendix 1, page 3 for the complete
text of the Mission's response. !

Office of Inspector General Comments

We disagreed with the Mission's position because, under Policy
Determination No. 5 dated February 22, 1983, which was extended to cover
the ESF program in 1984, A.1.D. must monitor the use of the sales
procceds (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.



2. Attribution of 1986 ESF Dollars Needs To Be Thoroughly 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/Guatemala did not provide adequate purchasing criteria or guidance
to ... designated Guatemalan monitoring agency. As a result, at least
$1.8 million in ESF monies were attributed to purchases not eligible
under the ESF agreement.

Recommendation No. 5§

We recommend that USAID/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 Baalk to make the adjustments in
order to bring the commodity 1listing into accordance with the
criteria set out in the 1986 agrecment; 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. USAID/Guatemala should provide documentation of work done
showing that transactions were accounted for in accordance with
Economic Support Fund agreements.

Discusglgg

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 United States
of raw materials, construction materials,
intermediate goods, capital equipment and spare
parts four the Guatemalan private secctor, excluding
pesticides; and

b. within fourtecen months following the last
disbursements of the assistance, the Bank of
Guatemala, based on its computerized records, will
furnish  to A I.D., in form and  substance
satisfactory to A.I.D., evidence which indicates
that $47,350,000 worth of cligible commodities have
been imported by the private sector for use in the
subsectors set forth in subsection a) above during
the first twelve 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 valuec of the sample chosen, was ineligible or inadequately
supported. Nine trvansactions, amounting to $725,855 worth of imports,
were not of U. S. source/origin. The commodities were imported from

Canada, Mexico, Venezusla, 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 cvidence
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
impert~d commodity was eligible under the agreement. Additionally, the
Bank of Guatemala did not reccive 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 -Mission 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 agrecment.

Management Comments

The Mission stated the document the audit team referred to was a
preliminary attribution 1list 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 erroncous entries. Sec Appendix 1, nage 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 fund 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 ESFK
dollar cash transfers had not been adequately safeguarded and program
results could not be properly evaluated.

Recommendation No. 6

We ~--ommend that USAID/Guatemala obtain from the Guatemalan Controller's
Office an action plan to comply with its auditing responsibilities as
laid out in the 1986/87 agreecments. 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 capability 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 cach 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.T.D. A schedule of required audits will be
developed by the Borrower/Grantee. According to the USAID/Guatemala
Controller, the Contraloria de Cuentas had not done a single audit on the
ESF Progran.

He was told by 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
stalf and inadequate auditing standards from which to audit the ESF
programs. The Controller did point out that the Contraloria does
pre-audit all payments by the implementing agencies as a control. The
audit team was not able to irterview the Controller General because the
Contraloria de Cuentas personncl were on strike against the Government of
Guatemala at the time of the audit,

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

-12 -



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
House Appropriations Committee (Finding 1). Second, under the 1986 ESF
agreement, Implementation lLetter 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: documentation 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 USAID/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 documentaticn (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. S5 (Finding 1).

- 14 -



C. Other Pertinent Matters

Six other issues were identified during the audit.

First, the Bank of Guatemala invested $40 million of the 1986 ESF 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 amnd not a special account and 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 ecarned 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 be
utilizel and not held idly irn commercial accounts gathering interecst.

Second, According to the 1983 ESF program agreement, the lncal currency
cquivalent of $10 million should have been disbursed for AID and GOG
approved projects within two years from the date of approval of the local
currency fund implementation plan, or by December 29, 1985. liowever, as
of May 31, 1987, the equivalent of $1,058,000 ecammarked for BANDESA had
not heen expended.  The disposition of these funds need to be jointly
reviewed by A 1.D. anl the GOG.

Third, on April 29, 1987 a memoranlum from the Department of Treasury
expressel a legal opinion that A.I.D. local currency trust funl monies
could be deposited into an interest-bearing account. The money was not
placed into an interest-bearing account in the past because the Treasury
Department  had not  indicated that it was permissible. ESF funds to
defray administrative expenses were deposited into a non-interest-becaring

acce at the Bank of America in the name of the U.S. Disbursing Officer
(USh) . The account held the cquivalent of $2.96 million as of June 15,
1087, Based on an 11  percent per annum  interest rate, an

interest-bearing trust fumnd account could generate about $27,000 in local
currency ecquivalent per month. The interest would be utilized for the
same prurpose as the originally programmed monies.

Fourth, Usalb/Guatemala's files were incomplete with respect to the
administration of ESF program activities, There was confusion in the
Mission as to which office was responsible for maintaining the ESF
program records,  Therefore, VUSAID/Guatemala was not able to provide
appropriate management oversight over ESF program accivities.

Fifth, the 1986 ESF agreement stated that the Borrower/Grantee would
deposit into a special account in  the Bank of Guatemala the local
currency equivalent  of 1. S, dollar disbursements male under this
agreement.  The  local  currencvy  equivatent  of  each 1. S, dollar
disbursement would be calculated by using the highest rate ot exchange
which, on the date of the dollar dishursement, was not unlawful in
Guatemala.  The Government of Guatemala deposited the 1986 ESF $47.35
million local currency equivalent into the special account within the
‘ank of Guatemala at a weightel average rate of 2.84407 = $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 teceive
A.1.D./Washington approval. lowever the Mission considered use of this
rate fully in line with Burcau guidance. There was nothing to be found
in the ESF agreement to indicate that the Mission had the authority to
unilaterally decide not to usc the exchange rate criterion provided in
the agreement. Therefore the Government of Guatemala deposited
6,218,950 less into the 1986 ESF 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 noted that the 1986 ESF Program Assistance Approval Document
(PAAD) contained a covenant providing for an annual audit of financial
and program activity to be performed by an A.1.D.-approved independent
public accounting tirm. This was added while the document was in
Washington. There was no indication as to when the Mission was ad+vised
of this change, apparently, however, the ESF agrcement 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
Washington 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 agrecment,

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

For ‘etailed response to the Mission comments sce Appendix 2, points
19, 20, 23-26.
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RESPONSE TO DRAFT AUDIT REPORT ON USAID/SUATEMALA ESF PROGRAM

In my miny years of AID service, I cannot recall a more unpleasant
task than preparation of the Mission response to the subiject audit
report. Frankly, I was stunnel by a report that was so replete
with observable crrors of fact, illojical inferences, ignarance of
AID projgrams, anl omissions of critical informition. In my past
experiencea, 1 have never had reison to -question the aond faith of
the aulitors, even when 1 disaqreed with their findings, Hownver,
in this case, the subject report is so demonstrably wrong, Hoth in
its specific content and in its tone ani inferences, that 1t
approaches outright misrepresentation, As  you might imagine, ]
find little basis to prefer one of these over the other.

In the Exccutive Summary as well as throughout the repoart, fialse
statements are made about USAID/Guatemals monitoring of thoe ESF
program, cortification of PV) recipients, remarting, ~ominaling of
funds, and dollar attributions for tha FY 1936 projyram. Misleading
statements Nre mide Ahout Aollar-qgerorated interest,
USAID/Suatemal s oersounel  are frequently misquoated or poertinent
information which the Mission proviled to them is l1eft ont. A+
throughout the report, the author(s) use frequent repetition of
unsubstantiate]l assertions as 4 suhstitute for documented ovi denee
that the assertions are truo,

These {laws in the renort are prosent despite literally dozens uopon
dozens of hours of my staff's scarce time spent 11 attemoting to
set  the reoordl straight wity the  audit  team. Most  of by
correctinns that I will cite in this mems to false or mislrealing
statements containel in vou? reoort have alrewly heen given, in
some cuses reneatedly, to staff,

I would like to aqgain reitery o that the praviouns g proarams oy
Guatemala hial Heon eitheor small el mana3ed similarly to thie PLO4HD
programns  (FY  19%3)  or  projectized  (FY  1935). Many of the
restrictions and procedures that o oare now requirel for ESF proarame
did not exist in thoass yoars,  Tne assertions in your repart Loarly
all relave o the large, multi-vear ESF cash transfer 2] BTN S {
initiated only in mid FY 1995,

Buy U.S. Savings Bonds Regulurly on the Payroll Savings Plan
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The above distinction is imporvant because in Guatemala, the true=
initiation date of the 1l:zrqgec, policy-based FESF cagh  transfer

program was that of the FY .:45 dishursement - June 6, 1956, The
audit began less than a yedr o arter the program started, ‘nomAany
cases, the audit sta2ff were llevally wiiting by the "in bveox" for
repovts and communications YA rive. In some cases {(dooamented
below) they even exceedod e mandate as aqulitors to intecfere

witt the on-going project irpleasntation process.  The audit teanm
accuses  the Mission of rpt having mechanisms in place  aad ot
preparing or reviewing repsrts, when in fact  in miny ©ises it was
just too early for procedures to be operationil.

Furthermore, there is no balance in the report. The audit is
essentially silent on the impact of the program on the economy of
Guatemila, The objectives of the program as stated in the PAAD
were:

--to restore Giaatemala to a path of positive economic growth;

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

--to encouraqe the substitution of domestic savings for external
borrowing;

--to promnte greater public supnort to the process of economic
growth and development, particularly in rural areas where 1
situation of social injustice is manifestly evident; and,

--to A4ssist the Government of Guitemala's support of the private
sector, and particularly the export sector.

Those objectives have demonstriatively been achieved and  the
Guatemala ESF program is recoqgnizel s the hest in Central America
and one of the best anywhere., Tc iganre these accomplishments is 1
disservice to the Aqency, USAID/Suitemila and the GOG.

I believe that, despite staff shortages amid a rapidly  arowing
workload, the USATD/Guatenala st aff meners aAr e effective
minagers.  TRay TRVE mlo sound 3 T e T FARDOnSS to @WaigiAg
fn*country political circnmst inees, comareassionsl mandites and AID
policies, The draft audit report you have producedl 1oids  the

revder o believe othrrwise, and must be eorrected.
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Background Statement:

The opening tone of the report misrepresents the reasons for whi
the U.S. government decided to initiate a large ESF cash transf
program in Suntemala in FY 1286. At that time, Guiatemala had a n
democratically nlected cavilian government, the f[irst in 30 year
Maresver, the new administrasion entered with 1 serious commltme

pconomiac policy refosrm. 111 these factors: nnt bheen presean
t.2c2 wonld nnot have been large ESF cash traasfer yrograms  in
1935 ant Y 19257, The program purpose ani goals Aare clear

describad in the PAADs for FY 1996 and FY 1987 (which we gave
the audit te=sn), but are ignored in the audit report's backgrou
informition on the programs.

Response to Soecif{ic Findings:

In th~ sectinns whish follow, I will address each finding. I wi
point out places where the audit report author(s) make error
misinterpretations, and faulty conclusions.

Finding Number L.
Under the discussion section Finding No. 1, the audit team stat:
that the “Suatem~ian local currency funds were not covered by
monitoring system or individual oversight." The statement is fals

Local currency funds associated with the FY 1986 ESEF projram benq
to be utilized in the Yast three months of CY 1986, At that tim
the Mission boegan receiving and reviewing the qguarterly reports

disbursements of L0 funds to implemanting aqgencies--reports th
were requirel in tne ESE aqgreement. Woe formalized and strengthene’
this system with the adoption of Mission Order Mo, 19.3 on Anril &
1987. Mission staff put into place the projramming ani monitori:
system desceribed in the Mission Order over the {ollowing {ow months

The Aulitors' evidence that the system was not in place includ
the charage oo oage 9 that  "no o amember  of USAID/Suatemaln
controller's Office hal ever conducted a financial evaluation
orider to eviluate the loch) currency uses under the BEsSF program.
This charae  is uaoreasonable,  gqiven that financeciil reviews Aa
condurtnd ftor the {0, and at the time of the atit, fanis h
just beqgun to {low into activities.  The aulitors should apprecia
"post  andnt concopte, ! The Mission  will BeJin APDronria
financial reviews after the ond of the Guatemalan 1987 fiscal ye
(January 1 to December 31, 19%7), as this will -"re us at least
full yerar of financial flows of  ESF generated 1ocal currency
evaluate. (This filse statement is repeated on pages 5, 7, 9, a
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 Tontroller told

audit team. He stated that the USAID/Controller had limited 1lo
currency monitoring responsibilities over the ESF program orior
my arrival in Auqgust (not November) of 1986, He also informed

audit team that in November of 1986 I asked him to draft a Miss
Order establishing a programming and monitoring sy-tem which wo

imply more substantial Zontroller involvement. The previous lov
level of Controller monitoring responsibilities WS ful
consistent with AID and Mission policy and existing legislat;
responsibilities. The auditors should distinguish between the ve¢

different AID policies in effect at the time the FY 1985 and

1987 agreements were signed. (This misquote is repeated on pajgec
and 10.)

The auditors further state in the same section (paje 10) that, ™

to the lack of an adequate ESF 1local currency monitoring syste
USAID/Suatemila 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 heen signe

and no local currency funds slated for the private sector have be:

released. (The FY 1986 ESF aqreement provided no local currenci:
for programs with the private sector. Such funds were fir:
included under the FY 1987 agreement signed Ap: . 13, 1937.) ]

accordance with our implementation schedule, a pre-award survey fc
the PED proiject is now underwiy under the RIG/T/A non-federal audi
program. The associatel agrecment will eventually be the firs
obligation of local currencies for a private sector pro7jram. Sinc
the PED project grantee is not a PVO, certification/registration i
not formally required, but we are conducting the survey as
management tool. Wz will carry out other required surveys befor
the agreements are signed. (The audit teawm repeated this fals
statement on pijes 5 and 10.)

My staff toldl the auditors that most of the DBSF projram qo0al
relate to microsconomic policy. The audit report .is generall
silent on the issue of Mission monitoring of these goals, but 1
contains a confused Aiscussion and erroncous recommendations abnu
one important area of policy--fiscal management--for which loc=
currency programming is an important tool of the ESF program.
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Due to the high inflation Guatemala was experiencing in 19986, a-
due to insufficient public investment in developme:
i frastructure, most locil currency has been provided as gener
budget support. In other words, L7 is programmed to advance fun
to or reimburse the govarnment for activities it undertakes i
areas supportive of AID's development interests in Guatemala. T
programming is also cavrried out in 2 way consistent with over=
monetary goals, which include limits on internal financing of ¢
deficit. This latter concern is in conflict with the auviditor:
stated belief that all local currencies should be expended in t!
same year as program onligation. In any event, that all loc:
currencies be expended quickly is neither a requirement of the ES
program nor 2 condition of our ESF agreements which stipulate

three-year period for utilization. Given the above, you
recommendation that "USAID/Guatemila obtain evidence that “h
Ministry of Finance has reprogrammed all . . . 1986 Economi
Support Funds (local currency) that have not been expendei” -

incomprehensible.

This statement demonstrates a basic lack of understanding by th
auditors of fiscal management. The suggestion 1is analogous t
requiring that an AID Mission deobligate its pipeline (unspent o.
idle funds) at the end of the fiscal year and repiogyram it into
different set of activities. Funds lie idle because of
implementation delays. What 1s important to USAID/Guatemala i«
that the local currency reports correctly reflect expenditure rates
and passage of unexpended balances at the end of the fiscal vyear
into the same project for the following year, and that monies ar«
reprogramuned promptly after a decision to terminate a project has
been taken., The lanquage in Implementation Letter No. 3 states
this concept. (The audit report author(s) repeat this
misconception on pages 15-16, and on paqge 32.)

The examples and concepts referred to above generally relate to
normal project pipelines. One cise cited in the audit report--the
local currency allocated to INDE--has a different history. On nige
16 of the report, your staff states that Ministry of Finance
officials withheld ESF funds assigned to INDE until INDE repaid a
1982 debt owed to the Ministry. The figures given in the report
are correct. The explanation 1s incorrect. :

The Ministry of Finance process2d 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 last minute, 1
high level decision was made in Finance to reverse the decision to
provide tunds to INDE, since Finance had recently paid INDE for a
debt of the Guatemalan water utility (EMPAGUA), with the result

07
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that INDE had sufficient funds to carry out the 1local currency
activity approvei. The Ministry did not inform the Missicn of thi-
decision until September 17, 1937, in its request th2t the funds bhr
renroqrammed.

We appreciate that the Ministry of Finance should have moved faste:
to request approval for reprogramming of the funds from the AIT
Mission. However, the reporting available to the Mission showe:
that payment to INDE had been fully executed,

The audit team states on page 10 that, "Discussious with several
USAID/Guatemala project managers revealed that none were actively
monitoring the use of 1local currency within their projects."” 1
assume you m2an ESEF local currencies, given the context of the
finding under which this criticism falls. Further, on page 1., the
avdit team asserts that, "Neither the Controller's Office , ond/or
Program Office nor the Project Development Support Office could
inform the auditors hosw much ESF 1ocal currency had been programmed
as local 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 bheen used as project counterpart because most
of these needs were being covered with PL 480 funds at the time of
the audit. The Ministry of Finance reported that in CY 1986 thero
were only two AID projects whose counterpart needs were covered
with ESF local currencies (by now, there are several more ). The
audit team chose a few project managers in the AID Mission at
random to ask about ESF local currency used as counterpart. It is
not surprising that the project manajers they askaed did net know
about ESF  counterpart used 1in their projects, since in  all
likelihood there was none.

It has bheen a long standing policy of this Missgion that it is the
project managers responsibility to assure that his counterpart
agency 1n the GO3 request rdequate counterpart funding through the
normil GOG builgetary process. The project manager is not likely to
know or care whnt the source of fhe funis are, nor is he required
to know. When funds for counterpart are from ESFE Je2nnerated local
currencies, the USAID Program Office is  the ey office for the
joint programming of the local currency.,

The second statement (reneated on page 11) is false, Ag to the
second statement, the Deputy Program Officer provided the auli
team with a Proqgram Office report commissione2i to identify donor
projects within the public sector budget. Thiat excrcise looked at
use of ESF local currency for AID project counterpart.,
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In your report on page 11, the author(s) choose to elevate a memc
from the Mission Director to the Controller to the status of a
smoking gun. They quote the memo as follows:

“§3E£EX"§29252£QQ - A gonl example of the 1~ rtance of 3
wnitoring system was brought out in an April 24, 1937 memorandum
from the Mission Director to the Controller entitled 'ESF Local
Surrency and Dollar Tracking.' According to the memo, =2 Mission
staffer informed the Director of a number of 1n-.sistencies and
errors in the ESF local currency reports the Mission received from
the Ministry of Finance. In addition there was some confusion
caused by the remrogramming of 1986 undisbursed local currency into
the 1987 budget. The Mission Director directed that this faulty
reporting be cleared up with the Ministry of Finance and that the
reports he recondiled so that locil currency utilizition could be
adequiately tracked.™

The auditors members assert that the Mission 4id not address the
problems identified with the local currency reports despite the
directive contained in the a%bove memo. Not only is this statemant

false, but the audit team omitted information we gave them on our

ngiaﬁ:aéﬁfa_the memo. The statement 1S repeated four 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 1987 with the repnrt for the 1last

quarter of 1986, These two ropsrts worce the first receivel hy
USAID, since few 1local currencies hal been expenied prior  to
September of 1946, Mission staff found the first report sent by

Finance to be acceptable, However, the socond report, sent to us
in April of 1987, was difficult to reconcile due to its forma*.
This problean promapted the memo, The fivrst problesn with she 1010
currency reports surfaced ogly 1o Anril ot 1937,

Following the memn's delivery to the Zogtroller, the Director
chaired a2 meecting attende ey thie Doeputy Director, the Proaram
Officer, the Economic Officer anil the Zontroller. In this mecting,
Missinn staff discussed the nroblems mrouqht out o in the mems 100l
decided to raise thae issue with the Miniastry of Finanope. Arothe
same meeting, we Adetermined that reporting {csues woiald bhe brog s
up for the Y 1987 ESE programs as early s possible o ooggare
compatibility with the FY 1996 projram. At this wmeeoting, the
Controller returned the memo to the Director, which is why threre
was no copy in the Controller's files, or his memnry . I 4 ot gon
any significance in the Controller's inaihility to romember o mesin
the moment vyour staff member presented it to  him given  the
thousands of documents contained in USAID files.
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I request that all references, discussions and recommendations
the issues cited above be removed from the audit report. I1f t
are not removed, then I request that Missicn comments be repeat
verbatim, alongsid2> the relevan: text each time it appears in

E}_Ei}_ﬂ’l_ﬂ@_-_[}_i [Has been moved to other pertinent matters |
As discussed on pajes 27 and 28, the Mission has established,
conjunction with RAMI/Mexico, an interest-bearing account for
Trust Funds and a system for accounting any interest earn
However, the audit team is in error in the caleculation of
interest to be esrned. None of the program 1ocal currency ¢
private secctor programs has been deposited into the USDO accou
since the ~qgreem2nts have nnot been siqned and funds are not
needeqd. Furthermor«<, the G)3 will mike the depnsits for the
Projects annuilly =sceording to estimated expoenditures rates, T
procedure 1voids excessive monetization of the funids consist:
with monetary policy qnals.

I ask that the interest calculation be deleted from the repor
Alternatively, 1 request that the text above be included, verbati
as the Mission resposnse to Finding No. 4.

Finding No. 5: [uow Uindine o, 1)

On page 29, the roport author(s) discuss the shortcomings, whi
the Mission staff pointedl out to them, of ths Government
Guatemila Controller General Office. The au... team 4id
investigite the issue of GO5 audit of  1ocial currency  proqr
further. However, the excase that "Thne audit team was not ivle
interview the Controller 3oneral beciuse the Controliaria de Cuent
personnel woere on strike a9iinst the Sovernment of Suatemala at ot
time of the auiit" is false.

The CTontroller Goneral Office wias on strike from July 11 to Ju
31, or 1% work davs. The andit team fieldwork wias conducted
Suatemals from May 193 throagh August 24, 1997,

According to these dytes, there was ample onportunity for the aud
team to visit the Zontroller Seneral Off e, The 1n41t team cho

not to aviil themselves of this opportunity, 15 1t 1s obvious th

the Lontrollnr b(nnral Off1(~ w15 not  on strike the 0nt1rn D”Tl

Oﬁ‘JJH’-lni}t In ot 1ntorV1nw1nq the ontroller Saneral  and L
staff, the aulitors missed an important. opportunity to provide
1ndep0ndent evialuation of the 595'g capibility to evaluite the E
local currency program, and to document any activities they ha

underway or plan for the future in this area.
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Furthermore, Recommendation Number 8 (page 29) needs to be change
to make it implementable. As written, it would take several yea-
to implenent. 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." r
this is not a matter the mission can control, we are currentl
develoning a project to assist them. In the meantime, we must re’
on the Mission's ESF-financed auiit trust fund to fill the bill.

I request that you include the paragraphs above, verbatim, as th
Mission response to Audit Finding do. 5.

Otner Pertinent Mitters:

A, On page 34, the audit team states that, "USAID/Suatemala’
files woere incomplete with respect to the administration of ES
program activities” and that, "There wnas confusinn in the Missic
as to whiat office was resnonsible for maintaining the ESF progra
records.”

Mission staff told the =2uditors emphatically and repeatedly tha
the official files were miintained by PDSO.

Unless your office can support the assertion that files were
incomplate with a 1list of missing documents, 1t should be delete-
from the report. I further request that the paragriph above he
listed as the Mission recsponse to the first pertinent matter,
verbatim, unless the assertion about "Mission confusion” is removed.
B. Thie woxchange rate used In FY 1292 wis bHased on SChrmi.ave?
Micssion interpretation of the existing guidance. Wo  chose  the
welaghtel average rate due to the disorder wnich prevailed in the
exchange markets on the date of  disbursement, whiich miaie  the

highest (spot) rate difficult to determine.

Reference to the Mission Boonomist should be removed since  the
statement reflects the position of the Mission, In addition, the
lanqunye sugiests that AlD/WiShinjLon disapproved the exchange rabtr
us~-1,. This was not the case.  The guidiance requires ATD/W approval
of excoptiong, not of 111 applications  of its  oconconts, The
Mission believedl  that the exchange  rate nased  was o correct
interpretation of  the gaidance given the circumstances  in the
exchange market on the date of disbursement, and therefore did not
seek AID/W approval.

I request that you cite the language above verbatim as the Missior


http:circtum,oitn.ac
http:proqr.am

2

ne

D

N

APPENDIX 1
Page 13 of 14

response to the second pertinent matter.

Ial

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

"The ESF Agreement wis 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 PAAD. . . . Therefore, an important oversight tool to hel

protect the 1986 ESF program from fraud, waste anil abuse was no’
included in the aqreement."

The issue referenced above arose from an editing change to the PAA
that occurred sometime between its approval at the DAEC and it
final printed copy. The Mission prepared the ESF a1jreement workines
from tne PAAD submitted to and approved by Washiagton and  the
authorization which is the most important document .. the Process

in that it is the basis for the negotiation of the agreement with
the cooperating country. And, the authorization did not contain
any language different from that proposed by the mission. The final
bound copy has slightly different languaqe about proposed audits of
the program. No one 1in the Mission recalls having mide or
discussed this change, nor does the issues paper or authorization
mention the modification.

In the report, your staff do not explain which important management
tool was lost. In fact, the revised language appearing 1in the
bound version of the PAAD provides that audits will be conducted hy
AlD-approved independent public accounting firms. The agreement
provides for record review and inspoection rights for entitiec
designated by AID (which would includie, at  our discretion,
independent public accounting firms). The differegen i Tangaige
is certainly not "the loss of an important  oversight  toosl  to
protect program assets from {fraud, waste and abuge."

The audit team is confused betwoen the act of authorization of the
PAAD by AID/W and the act of the diplomitic pou-h delivering the
bound copies of the PAAD from the AID/W printing office to the

Mission. The first 3ot mist clearly  preacode obhliqation. T
sugqgest the the sccond  act  must  also  preceic obligation ic
ridiculous. Your racommoendation, 1f followsd, would recsualt 1r

untenable delays in obligation of funds since bounl copies of PAADs
and Project Papers take 3-6 months to arrive from AID/W following
authorization.

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, 1987. The FY 1986 ESF agreement was signed on June 6, 1937,

Our point in citing the delayed arrival of the bLound copies was
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I reqguest that the thirg pertinent matter be deleted from th
report. Otherwise, I request that the Mission response above bt
repeated, verbatim, alongside the relevant text.

In summary, 1 expect that your office will revise the audit repor
to reflect the information provided in this memo. However, if th=
is not done, 1 agailn insist that the Mission comments contained i
this memo be inserted verbatim into the body of ‘- report at eac

and every point where the particular topic is discusseq.
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OFFICE OF INSPICTOR GINERAL RESPONSE
TO MANAGEMENT COMMENTS

Responses are keved  to marginal numbers added  for reference to the
Mission comments.

1. Fe disagree that many of the procedures that are now required for the
ESE proaram did not exist in 1983 and 1985, As we stated in Finding No.
I, accarding to Policy Determination No. 5 dated February 22, 1983,
AL must wonitor the use of PL OI8O sales proceeds and assure that they
areallocated to support economic deveiopment objoctives,  In 1984, the
ACED Admnstrator extended  the policy tao cover Commad ity luport
Program (CIPS) and cash transfers (FSE Aprecments) .,

The avcertion tnooar drafd report was that, as of 1981, HSAID Guar emala
was reauired to have had an active monitoring svaten in place in order to
assure that ESFoassets were ablocated to support  economic development
objectives.  The Tarve policv-based BSE cash transfer program which was
initiated on o Chune 60 1986 should have  been jmplemented  under  a
pProe=existing mhacement monitoring =vet o,

2o We belireve the report adequately answered the audit report abjective,
which was to determine, dnpart, if USAIE Guatemala and the Government of
Guatemala hid establiched adequate wonitorine controls in order to ensure
that the TSE assets were adequately safegnarded and utilized for intended
PUTPOSE .

o The and it wis made inaccordance which peneratlv accepted pove rnment
anditing  standards by oan experienced, highlv-trained audit team.  The
report  for the most part is a clear and accurate picture  of  how
USATE Caatemala “fanagement s carvving out its responsibilities under the
ESE progran,

To  Appropriate informat ton was added to the backeround et jon,

5. We stand bvoour statement that Guatenalan Tocal currency funds were
not  covered by o monitoring  svsten or individual  oversight., We
interviewed the primare Misdon Managers involved with the ©OF propram:
the Controller, Program Offveer and Provam Deve lopment Sapport Of Picer,
AT three stated chot their offices were not monitaring FSE pesont e,

Inaddirron, we draapree that Micaon Order oL ToS Tommalized o
strengthencd anv existing  monitocing vt em, (n o une B, 1987
interview, the I'roject bevedoppent  and o Support Officer stated  that
Mission Grder Noo Tucd dated April 7, 1087 was being redrafted and she
was not sure when ot would be conpleted,  Subsequent Iy, Mission Order No.
19,7 dated Novembe s SR, OB revised  and supetseded Micoion Order No.
FO3 dated Aprit 7, o7,
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In addition, in an interview with the Controller dated v 28, 1987
concerning implementation of the Mission Ovder, he said the monitoring
system as proposed under the order had not vet been implemented,

O, e e ot tind Chis statenent unreasonah e corstdering the fact that
the Controller's Office or someonce within the ovion should have been
Jaing those tyvpe of evaluations, wnee 1959,

7. We beg to ditfer. The Controller wie not risauoted,  This statement
comes  from a Julv 280 1987 interview PFetween the Controller and the
Auditor-in-Charge which is documentea in onr workpapers,

B, Appropriate «hanpe was mide,

9. The report clearly addieases the report's ohjective, which was to
determine if  USMIDCoatemala and the Government  of  Guatemala had
established adequate monitoring controls in order to ensure thit e ESI
assets  were adequate v safepuarded  and utitized  for their  intended
PUTPOSES,

LO. The report docs not make the assertion that all local curcend ies
should be expended in the same vear as program obligation.  The report
simply . stated that o ander Teplementation letter No. 3 for fhe 1GRG BESE
agreement, anve portion ob the Tocal currencics allocated (o Sinance
nroject activities selected for 1986 bt st nunspent be December TORG
were to o be reasoarned for projects and activities included in the 1087
government bidyet oo apreed by the Ministoy of Public Finance and Alh,

PLo We stand b the explanation piven in e report, fhe explanation
for the IXDE witoation wae obtained Crom Ticenciaolo Ricanlo AL Palacios,
Finance “anayer Uor INDE, on oan intervie, conducted on Aupuat 20, J0KT,
During the intervicw, i Palacion stated that e Ministoy of Panane e
did not releace the prommmed ESE funds becnrae of o divamrecment over
TORZ ebt which mvalved INPE and othier Sove roment APONC ey, This
explanation v varther copported through an inierview with Licenciado
Mario Euben farlan, Deputy Birector, exsternal Finame ine divioion of the
Ministry ot Frnance, condi ted on Aot SO0 HaRTD o decumntat ton has
been prosented that wonltd andice an to alter o Pt on,

I The "rasion' s comments o not (?:;HI}H‘ the tact tha project managers
Jere not o opiven goidance to monitor FSE Jocal currencyy therelore o vital
oversicht monitoring tool was not being deplerent ed, Woothe Mission's,
own admiscion, at this point in time many Ath-supported activities are
being Cinanced with ESEF Tocal currency.
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13. Tt is true that we obtained the report from the Deputy Program
Officer, but not until September 23, 1987, almost a month after our field
work ended.  Since this report Jdid not exjst during the audit phase, we
can onlv assume that it was pgenerated due  to our interest in this
subject.  An appropriate change was made.

L1, The information provided in (he Mission's  comments  were  never
ment ioned 1o the audit team during the field work phase.  Tirst, we were
quite surprised that the Controller had no vecords concerning any action
taken on the meno 1n question from (he USAID/G Director, particularly
since the memo was addressed to him, and secondlv, there was never any
mention of a4 mecting with the Director to resolve the problems.  Since
PIL No. 12, duated Septenber 290 19870 was signed after our audit, and we
have not received o copyv, we have no basis at this time to remove the
example from the report,

15, oo disapree with o the Mission's  assertion  that the  funds  are
trackohle, The audit team visited  the Agriculture Developuwent  Bank
(RANDESA)  and the Housing  Bank, and at hoth places the implementing
ageney officials  adimitted that, because the ESE monies were commingled
with  other  funds,  thev  were  not trackabie, Since no  one  from
USATIV Cuatemala had cver attempted to track ESEF funds at the implement ing
agency level, the Mission has no basis to refute our position,

160 Appropriate change was made.

F7. This strident statement misinterprets our actions. The audit team
visited the Central Bank as o Fegitimate audit step to review attribution
of LSF dollars. Had the team not contacted the hank about submitting the
FY 1986 ESE attribution report, the Mission might still not have it. The
Missiong had not provided the Central Bank with guidance as to what type
of report was required, Therefore, wien the audit team went (o visit
Bank of ticials shortly before the report was due to he submitted to the
dissic o Bank officials had not vet begun developing it becanse they were
not sure what wius rvequired.  This lack of guidance led to manv of the
discrepancies contained in the Bank's report. We have been provided no
documentation to indicate that the 1ist we received was deficient in any
way.  Therefore, nutil we obtain information to the contrary, the finding
and recommendation remaing as wril ten,

P8 An appropriate change wan made to indicate that a judgmental sample
of the attribution list wis taken,  There wis nothing faulty with onr
methodolopy, The auditors  celected  the st commodity  of  the
attribution Tist with a value of $5,000 or more and every [t th comnod ity
thereafter of the same value or greater.  The commodity value of $5,000
or more was selected because the sank of Guatemala has o price-checking
mechanism for comiodities [or fhose vilues.  No documentation has been
provided that would cause have us to alter our [inding or recommendation,
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19 Appropriate change was made.
20. Appropriate change was made,

2. On no less than five separate occassions, on July 8th, 10th, 28th,
August 6th and 11th, the audit team attempted to contact the Contraloria
de Cuentas, to no avail. Fach time we were told that the Contraloria was
on strike and a meeting was not possible.  The fact remains that the
Mission must have o strong monitoring system in place hecause the
Guatemalan Government is not carrving out its monitoring responsibilities
as envisioned in the ESE agreements.

22, Appropriate change was made.

23, The following important documents were not in the files:
Bank of Guatemala bank account statement for e 19806
«supporting documentation for the ISE mmplementat ion
letters;:
3. scveral local CUITency progress reports;
4. statement of dishursement from Fashingten on the grant
portion of 1986 dollar cash transfer;
5. statement of dishursement of 1987 Jdollar tranche from
Washington; and
6. advice of credit for the 1987 trust fund account from the
Bank of Guatemala and Bank of America,

9
s

Mission staff were somewhat confused as to  the location of the ESF
official files. On June 9, 1987 in an interview with the Program
Officer, we were told his office had no reponsibility for maintaining the
ESF official files.  These files were maintained by the Mission economi st
and PPSO. On une 8, 1987 the Mission cconomist said che Program Office
and PDSO were responsible for the official fi les,

2. We disagree that the Mission had the unilateral authority to use a
rate other than the one prescribed in (he 1980 ESE agreement, which was
the highest rate which was not unlawful,

25.  The Mission's comment secks to satisfy, after the fact, a positive
AID/W injunction to the effect that an independent audit of the 1986 ESF
local currency program was to be carried out by a local CPA firm, by
saving a standard access clause in all AID agreements gives them this
option. This is not the same thing in our view.

20 This is not a recommendation.  The other pertinent matter section
only provides information to the Mission and (he report readers.
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List of Recommendations

Page No.

Recommendation No, 1 5

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

Recommendation No., 2 5

We rccommend that USAID/Guatemala obtain evidence that the
Ministry of Finance has provided all Guatemalan implementing
agencies with written guidance advising them:

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

b. how to make disposition of locai currencies not expended by

December 31 of ecach year.

Recommendation No. 3 5

We recommend that USAID/Guatemala request an AID General
Counsel Ttuling as to whether any interest earncd on Economic
Support Funds should be uatilized in the same manner as  the
originally programmed funds. 1f the General Counsel holds that
interest earncd should be utilized in the same manner as the
originally programmed funds, then USAID/Guatemala should a..oct
the Ministry of Finance to advise all implementing agencies
with written guidance to take the appropriate actien.

Recommendation No. 4 )

We recommend that USAID/Guatemala obtain evideice that the
Ministry of Finance has reassigned all 1986 Ecnomic Support
Funds that have not been expended.
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Recommendation No. 5 10

We recommend that USAID/Guatemala:

a. not certify the 1986 FEconomic Support Fund commodity
listing of $47,350,000 until the Controller's office has
conducted a thorough cvaluation of the Bank of Guatemala's
records regarding this program and, where necessary, direct
the Bank to make the adjustments in order to bring the
commodity listing into accordance with the criteria set out
in the 1986 agrecement; 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. USATD/Guatemala  should
provide  documentation  of  work  done  showing  that
transactions were accounted for in accordance with Economic
Suppart Fund agreements.

Recommendation No. 6 12

We recommend that USAID/Guatemala obtain from the Guatemalan
Controller's Office an action plan to comply with its auliting
responsibilitics 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 cven
augmenting the capability of the Guatemalan Controller's office
through the use of local CPA firms.
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