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The Office of the Inspector General for Audit/Tegucigalpa has completed
its audit of the ISAID/Jamaica Public Law 480 Title I and Economic
Support Fund Local Currency Programs. Five copies of the audit 
report

are enclosed For your action. 

The draft audit report was submitted to you for comment and your comments 
are attached to the report. The report contains four recommendations.Recommendation No. 3 is considered closed and requires no furtheraction. Recommendations Nos. 1, 2 and 4 are resolved and will be closed 
upon receipt of documentation of 
 planned actions. Please advise me
 
within 30 (lays of any adtitional actions taken.
 

I appreciate the cooperation and courtesy extended to my staff during the 
audit.
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EXECUTI VE SII4IARY
 

To support development objectives, TSAID/Jamaica uses local currency
fKnds generated From the Economic Support Fund and Public Law 480 Title I programs along with Development Assistance funds. 
 The Mission uses the
local currency programs to support structural reforms necessary forbroadly based, export-oriented economic togrowth and support expansion
of liversified private sector agriculture.
 

The Government 
of Jamaica made available anproximately $133 million in
locail currency under the Economic Support Fund an]1 Public Law 480 Title I
programs for 1986 arw 1987. This Government of Jamaica-owned localcurrency was proqrarmed through an attribution process, that is, theGovernment altocated local currency resources to on-going projects andactivities that reflect appropriate development priorities, with the
approval of U2\TID'.amaica. 

The Office of the Regional Inspector General for Aiulit/Tegucigalpa

attempted to a
perform program 
 results audit of Jamaica's Economic
Support 
Fund and Public Law 480 Title I programs. However, during theaudit of end-use activities for Public Law 480 Title I, we were denied
 
access to the books 
and records of certain implementing ogencies. This
issue is the subject of another audit report to the Bureau for Food forPeace and Vo.,1untarv ssistance. The audit was changed to an economy andefficiency and compliance audit. 
 The audit objectives were to determine
if !SAID/Jamaica had monitored 
 the uses of local currency and to

determine the Government of Jamaica's 
compliance with the Economic
Support Fund 
and Public Law 480 Title I agreements. This audit was
limited to reviewing expenditure reports and methods ard procedures used
 
by TSAID/Jamaica to monitor local 
currency uses.
 

USAID/.amaica had not adequately the
monitored Government of Jamaico's
 uses of local ci:rroncv. 1so, the Government of Jamaica had not fullycomplied with all the provisions of the Economic Support andFurnd Public 
,aw 480 Title I agreements. 

USAID/Jamaica had determined the extent of its involvement in programming

local currencv 
as required by Policy Determination No. 5. It had also
taken steps to obtain from the Government of Jamaica adequate
documentation for programming these monies and 
was receiving quarterly

expenditure reports under each of the programs.
 

The audit resulted in four findings: USAID/Jamaica had relied upon theGovernrment of Jamaica's accounting and auditing systems withoutperfoning an assessment of them; sales proceeds under the Public Law 480
Title I program were not deposited in a timely manner; there was a lack
of adequate accountability over 
A.I.D. cash transfer dollars in the
Economic Suppport Fund Program; and reports on Trust Fund expenditures 
were not preparel. 



Policy Determinat ion No. S al 1]ow Missions to determine the optimum levelofL thei i volmeIt programming and monitoring local currency.V) I in 

USAID/Jamaica had chosen 
 a low level of involvement, which implied their
reliance on Government of Jamaica accounting and auditing systems. In
addition, the sales agreements provide that a report of receipts andexpenditires would be pi ;vided to the Mission annually. The reports the
Mission received t,,o inaccurate and late. The refore the Mission could
not adequtately monitor local currency programs activitiesand amounting
to approximately $133 million worth of local currency for 1986 and 1987.We recommendod tthat the MIission assess the accuracy of the povernment's
accounting and anl'liting systems, receive quarterly reports in a timely
manner and requi,.e annual certified reports. The Mlission concurred andhas initiated appropriate actions. The recommendation is resolved and
will he closed when the actions are completed. 

The Memorandum of Understanding under the 1986 Public Law 480 Title I
sales agreement established that Public Law 480 Title I commodity salesproceeds were to be deposited within 120 days after the arrival of each
commodity shipment. The Jamaica Commodity Trading Company, the entityresponsible for purchasing anti selling the commodities, and ccl lecting
and depositing sales proceeds ws not making timely deposits to the 
special account at tle Bank of Jtamaica. 7'is same deficiency Iha beenreported in a 1985 Office of the Inspector General report. Companyofficials claimed that deposits of sale:; proceeds were delayed because of
collection problems ard that deposits of sales proceeds were made asinstructed by the Ministrv of Finance. As a result, less than six 
percent of the Public Law 480 Title I commodity sales proceeds had beendeposited within the 120-day timframe established in the agreements, as
of September 15, 1987. We recommended that UISAID/Jamaica establish

monitor and 
asystem to deposits identifv overdue deposits. The Mission

aigreed and the recommendation wil! be closed upon confirmation of actions 
taken. 

Statutory provisions implemented hv A.I.D. policy guidance required thatU.S. dollar cash transfers be deposited and payments be made from the 
separate account established by tile recipient country to ensure that
these monies would be used for approved purposes. lowever the agreementand amendments did not require that the dollars be accountable to their
end ise (foret r debt payment) and the Government of ,Jamaica was not
obligated to document such end ises. As a result, the $11.5 million cashtransfer was used by the Bank of Jamaica to reimburse itself for debtsthat were prfeviously paid and tlei dollars could not be tracked to their
end-Lise. We recommon led t hat e l ig ible t ransact ions be subst i tuted.
Basedt on doclilentation alre adlv provided this recommendiation is closed. 

The IISAIl>Jamnaica-rovernient of Jamaica Trust Fund Agreement and A.I.D.Handbook 19 require that reports of trust fund expenditures be provided
to tile h.t coun ty governmetll. The t-conomic Support lEulid agreements
from 1982 to the, prsent provid approxinately $12.3 million in local
currincv mi st fuihds. IISAI h/.Jamo ic hadt used approximately $9.6 million 
to defray prg rant , operat I ani ,)ntract costs, lSA I D/.Jamaica had not 
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sent ar\' expenditure reports o trust fund activities to the Governmentof Jamaica. Mission officials consulted with representatives on trustfund budgets, the proposed expend i tures of trust funds, which theybel i eved fuIf i lled A.I .D. 's reporting requi rements. We recommended thatexpenditure reports he provided to the Jamaican Government. The Missionagreed to do so and the recommendation will be closed upon our receipt ofthe report. As a result, the \fission had not discha rged its fiduciaryresponsibi Ii ties vis-a-vis the host government. 
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AUDIT OF USAID/JAMAICA

ECONOMIC SUPPORT FUND AND
 
PUBLIC LAW 480 TITLE I

LOCAL CURRENCY PROGRAMS 

PART [ - INTRODUCTION 

A. Background 

To sunport development obiectives, IJSAID/Jamaica uses local currenc/funds ivenrated from the Economic Support Fund (ESF) and Public Law (PL),80 Title I nroprams alon, with Development Assistance funds. TheMission 11ses the local currencv programs supportto structural reformsnecessarv for broa1 lv haset, oxport-oriented economic growth and tosuUpnort exnansion of diversified private sector agriculture. 

The Government of Jamaica (GO,J) made available approximatelv $133 millionin local currencv iinth.r the Economic Support Fund and Public Law 480Title I proprams for 1986 and 1987. This ofGovernment Jamaica-ownedlocal Cllrreclcv was nroerammet, through an attribution process, that is,the Government a! located local currencv resources to on-poinq proiectsand activiti,-s that reflect anropriate development priorities with the
approval of IISAI P '.lamaica. 

B. Audit Objectives and Scone 

The Office of the Reoional Inspector General for Audit/Tepucipalpaat tempt-l to perfolrl a program results audit of Jamaica' s Economicunnort Fund and Pjblic Law 180 Title I programs. However, durin_au1dit of end-use activities for Public Law 480 Title I, were 
the 

we deniedaccess to the hooks and records of certain imnplementinp agencies. Thi sissue is the subject of another audit report to the Bureau Foodfor forPeace and Voluntary ssistance. The audit was changed to an economy andefficiency and compliance audit. The audit obiectives were to determineif 1JSAID/,Jamaica had moni tored the uses of local currency and todetermino 'he Government of Jamaica's comnliance with the EconomicSijpport Fund and Public Law 480 Title I avreements. The audit waslimitel to reviewinp expend it tire reports an(l and usedmethods procedures
hb IJSA.jl/,Jamaica to monitor the use localof currency. 

To accomnlish the andit objectives, we reviewed pertinent records andfiles at lVSAID/,lamaica and the Government of Jamaica's linistries ofFinance and Aricuiltlre and i n terv;ewed officials at IJSAID/,Jamaica,Gove rnmnent of ,Jamaica, Bank of Jamaica and at variouis implementingap enc ies. We also reviewed aud it. on andreports nroiects activitiesstinDortpl hy UJSAII)/,anaica, a General Accounti i-t Office di scussion paper,rilt an -valiarion report oi the Economic Support Flin! propram. Internalcontrols wer,, evaluated as they pertained to problem areas identified bythis andit. The atdit was perfonned from November 2, 1987 to Febnarv10, 1988, coverin, the audit period for 1986 and 1987, and ESF and PL, 48J 



nroerams for tie fol Iowinp amounts: tie Economic Surport Fund for $11.5
million in cash tra nsfers and $6 million in local currency; the Public
Law 180 Title I program for $71 million in sales proceeds deposits and apr iinate-.lv ,$32 million in local currency disbursed to proiects. The
aulit was performed in accordance with Wenerallv accepted government 
atd it i nj, standards. 
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AuII)IT OF USAID/JAMAICA 
ECONOMIC SUPPORT FUND AND
 
PUBLIC LAW 480 TITLE I
 
LOCAL CURRENCY PROGRAMS 

PART 1I - RESULTS OF AUDIT 

USAID/Jamaica had not adequately 
monitored the Government of Jamaica's
 
uses 
of local currency. Also, the Government of Jamaica had not fully
compliel with all the provisions of the Economic Support Fund and Public 
law ,180 'Titlo I agreements. 

Ilf)"Jaiaica hal letermtneil the extent of its involvement in programming
local cu1rrency is rDqtuired by Policy Determination No. S. It had also
taken steps to obtain from the Government of Jamaica adequate
documentation for pro ramming these monies anl was receiving quarterly 
expenliLure reports under each of the programs. 

The audit resulted in four findings: USAID/Jamaica had relied upon the
Government of Jamaica's accounting and atk-titing systems without
 
performing an assessment of them; sales proceeds under the Public Law 480Title I program were not- deposited in a timely manner; there was a lack
of adequate accountability over A.I.D. cash transfer dollars in the
Economic Suppport Fund Protoran; qnd reports on Trust Fund exprun,,itur,, 
were not prepared. 

To assist the Mission, the report recommends that UJSAID/,Jarnaica assess 
the aLequacy' of the GO's accounting system; that the government deposit
sales proceeds in accordance with sales agreement requirements; that the
rBank of Jamaica s bstitute eligible debt repayment transactions for the
$11.5 million cash transfer; and that a Mission report on all previous
trust Fund expen-litures he prepared and sent to the Government of Jamaica. 

'ISAID/Jamaica officials generally agreed with the audit findings and 
recommendations. Based on their response, one finding was deleted and

another finding was included as another pertinent matter. The Mission's
 
response is included as Appendix I to the report.
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A. Findings and Recommenda't ions 

1. Mission Needs to Assess Government of Jamaica's Accounting and 
Auditing Systems 

Policy Determination No. S allows Missions 
of their involvement in progra1 :ning and 

to detenine 
monitoring 

the 
lo

optimum 
cal 

level 
currency.
tSAI)Jamaica hal chsen a low level of involvement, which implied their

reliance on Government of Jamaica accounting and auditing systems.a-lition, the sales agreements provide 
In 

that a report of receipts andexPenli'lires woult be provided to the Mission annually. The reports the
\lission received were inaccurate and late. Therefore the ission could 
not adequately monitor local currency programs and activities amounting
to approximatel\, $133 million worth of local currency for 1986 andt 1987. 

Recommendat ion No. I 

We 	 recommenri that USAI/.Jamaica provide evidence that actions have been 
taken to:
 

a. 	 formally assess the adequacy and reliability of the Government ofJamaica's accounting and auditing systems utilized to account for 
local currency t rograms an] activities 

b. 	 receive reports receiptquarterly on and disbursement activity in a
timely manner under A.I. 9.'s Eiconomic Support Fund and Public Law 480 
Title I prorams; ant, 

c. 	 request the Auditor General's Office of the Government of Jamaica orthe Government's accounting authority to provide certified annual 
local currency status reports. 

Discuss ion 

In 1981, Policy Determination No. 5 (PD-5), "Programming Public Law 480 
Local 0urreicv Generations" was amended 
and 	

to includIe cash transfer programs
rIIrtlier emphasized increased A.I.D. involvement in the use of local(urruncy. The purpose of the amendment was to identify the appropriate

level of A.1.D. involvement in programming local currency within hostgovernment tudgets aiit economic policies, and to provide new 	 guidance onprioritizin the use of local currency. The revised instructions 
encourag ed A.1.0). part i ,i )at ion in programming host count ry-owned localcurrency to achieve developmental objectives, but the extent of A.I.D.
involvement depented on whether the recipient government allocated itsown hj,'iletarv re-sources or whether A.!.). took a more active inrole
dec idIi eoVernlent's allocation of resources. 

1JSAID.Jamaica deciled that loss involvement in progrdmming local currency
resources w , appropri atethe 	 c(ourse in its Case. When Ilissions tookthi s approach, r'v i sed P)- ' reqt Ii red them to 	 review the recipient 

- 4 ­



government's procedures for prcgramming, releasing and controlling localclrrency, and for monitoring and evaluating the implementation of
specific activities, including reporting requirements. USAID/Jamaica'sFiscal Year 1988 - 1989 Action Plan dated March 1987 reported that its 
current monitoring responsibilities include bank andreceiving statements
transmittal letters. Hence, the Mission's monitoring system is dependent

on the integrity of the GOJ's own internal accounting and auditing systemfor reporting actual project enpenditures by the individual functional
line ministries. The Action Plan also states that the line mrinistries'
procedures for reporting actual project expenditures are reviewed on a
periodic basis by the Mission Controller's Office.
 

The Government of Jamaica suibmitted quarterly activity status reports,
the Mission's key too! for monitoring the uses of local currency.
However, we ,teternined these reports were unreliable, as they reported
expend itutres which were not in agreement with end-user activity
expend i tures. There we r, discrepancies between local currency
disbursements reported by the ,O.J's Ministry of Finance (MOF) and actual
end-use expend ituHres as determined by our limited review of end-users
before the problem of access to records was encountered. For example,
inder the ES1 program, the F over-reported its September 30, 1987
disbursement fi,ures for the Metropolitan Parks and Markets an]l
Self-Start Funt projects by approximately $879,000 and under-reported the
Jamaica National Export Corporation project by approximately $145,000.Under the PL 480 Title I program, the MOF under-reported its March 31 and 
,July 31, 1987 figures for the Rural Physical Planning, Agricultural
Marketing Development, and Health Management Improvement projects by
approximatelv $232,000. Mission officials were not aware of thediscrepancies between reportt expenditures and actual expenditures at 
the enl-user projects. 

The '1)F was receiving local currency expenditure reports from the
end-user projects that contained expenditures by both GOJ and external
donors. The MOF requested a breakdown of funding sources to determinethe allocation of actual expenditures, but when this proved impossible,
actual expenditures were attributed percent to GOJ 8020 the and percent
to external donors. Thus, the expenditure reports received by the USAID were inaccurate as to the amount of local currency expenditures. In
addition, the quarterly expenditure reports of activities programmed
inder the PI, 480 Title I program received by USAID/Jamaica were not
certified annually by the GOJ accounting or audit authority as requiredby the sales agreements. A GOJ audit agency official claimed not to have 
seen these reports. 

The 1ission's local currency monitoring system had been established so as 
to easo its oversight burden on limited staff resources. It was entirely
dependent on the integrity of the GOJ' s own accounting and auditingsystems For reporting actual project expenditures, even though the
lission had never Formally assessed these systems nor verified the
 
accuracy of GO.J reporting. IJSATD/Jamaica identified the monitoring of PL 
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180 Title I generated local currency uses as an internal control weakness
in its latest Aission vulnerability assessment. Mission officials statedthat prior to the RIG/A audit they had planned to perform an assessment
of the accounting and auditing systems but, due to a lack of funds, had 
not initiated these actions. 

In our opinion, the M.,ission could not rely on the. GOJ's accounting
audit ing systems to fulfill its monitoring 

and 
responsibilities forapproximately $133 million in local currency activities for 1986 and 1987 

without perfotininj a formal systems review. 

.lanaigement Comment s 

Mission officials took actions to develop a scope of work for contracting
a local CP-A finn to assess the Government of Jamaica's financial system;however, its execut ion has been delayed due to a lack of funding.Officials further stated that they are working with the Government ofJamaica to obtain certified annual locaL currency reports. 

Inspector General Comments
 

Upon receipt of an e'xecutnd contract with a CPA finn to perform a systems
assessment, we wil' close recommendation l(a). With regard toreconimen ations 1() 1nd (c), Missiop officials in~licated they areworking with the GOJ to receiv,., periodic reports. Upon evidence of anagreenent in this area, we wi Il close these portions of therecommendation. The Mission's response states tha! the audit report wasincorrect in statementits that the Controller's office reviewsperiodic basis the line ministries' 

on a
 
procedures for reporting
expend itures. The statement was quoted directly from the Mission's
Action Plan, dated March 1987, and the audit report cited this source of 

informat ion.
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2. Sales Proceeds Were Not Deposited on Time 

The Memorandum of Understanding under the 1986 Public Law 480 Title I
sales agreement established that PL 480 Title I commodity sales proceedswere to be deposited within 120 days after rho arrival of each commodity
shipment. The Jamaica Commodity Trading Company 
 (JTC), the entity

responsible 
for purchasiRg and selling the commodities, and collecting

and depositing sales proceeds was 
not making timely deposits to the
special account 
at the Bank of Jamaica (Bank). This same deficiency hadbeen reported in a 1985 RIG/A/T report. 
 Company officials claimed that
deposits of sales proceeds were delayed because of collection problemsand that deposits of sales proceeds were made as instructed by theMlinistrv of Finance. As a result, less than six percent of the PL 480
Title t commo.ditv sale s proceeds had been deposited within the 120-day
timeframo established in the agreements, as of September iS, 1987.
 

Recommendation No. 2 

Ile recommend that 'ISAID/Jamaica document the fact that it has established 
a system to monitor deposits of PL 480 Title I sales proceeds and to 
identifv overdue dleposits. 

Discussion
 

The '.Ienorandum of Understanding dated January 15, 1986 stated that, "theproceeds from the sale of commodities financed under this agreement willbe deposited by the Government of Jamaica (GOJ) in a special account inthe ank of Jamaica within 120 days of the a:'rival in Jamaica of each,
respective conmodity shipment." This timeframe was instituted after aprevious RIG/A,'" aul it of the P1 480 Title I program (Auoit Report No.l-32-85-10, August 12, disclosed198) that long delays in the deposit
of proceeds from sales of 'itle I commodi tes had been experienced.
Itowever, the sales agreement For 1987 did not include this timeframebecause the M-ission believed that JCTC understood that a system had been
established in the sales
1986 agreement and did not consider it asuibstantive is.sue. The deposit deadline was put back in the sales 
agreement for 1988 signed prior to the audit.
 

As of September 1i, 19)87 JCTC had deposited the equivalent of $39,929,201
in the special a:count at the Bank (Exhibit I provides additional data onsales proceeds), But only two deposits of $2,256,312, less than 6percent, had been deposited within 120 days after the arrival of the
commodtities. The remaining proceeds were deposited to140 296 lays after 
the arriva in lauaica of each commodity shipment. 

Accord iri, to a JCTC official, some of its customers were in arrears in
making payiments for cred it sales of the imported comodities, resulting

in collection prohlems and delays in d )ositing the funds il the specialaccoUnt. The further thatofficial stated .JCTC made deposits into thespecial ac:count only when roquestel to do so by the Ministry of Finance. 
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USATIV/Jamaica was aware of JCTrC's record of making late deposits of salesproceeds and shoild have closely monitored those deposits. However, theUSAID relied on the GOJ to monitor its own resources and did not follow 
up on shipping and receiving reports of PL 480 Title I commodities and
monthly statements from the Bank to determine when delays had occurred indepositing sales proceeds. As a result, ,JCTC had the use of these funds 
for longj periods of time because no policy existed to penalize it forthose delays in excess of the established 120 days. By delaying deposits
of sales proceeds for long periods, JCTC could obtain benefits bydepositing the proceeds into its own interest-bearing bank accounts,
thereby ,telayin~q the use of the funds for projects benefiting the niral 
poor. 

\Iana..uement Comments 

M,, iaerpent officials agreed with establishing a system to monitor 
deposits of sales proceeds but did not agree with assessing late

penalties on deposits over 120 days. They believed that assessing
penalties did not make sense because of their sectoral approach toprogramming local currency and the fact that the IJSG toes not assess
penalties to countries that make late payments on their Title I loans. 

Inspector General Comments 

Upon receipt of the Mission's procedures to monitor deposits of sales 
proceeds, we will close this recommendation. We agree with the Mission's response on 
assessing penalties on late deposits and that portion of the
 
recommendation has been deleted.
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3. Cash Transfer Dollars Couid Not Be Tracked 

Statutory provisions implemented by A.1.D. policy guidance required that 
U.S. dollar cash transfers be deposited and payments be made from the 
separate account established by the recipient country to ensure that
these monies would1 be used for approved purposes. However the agreement
and amendments did not require that the dollars be accountable to their
end use (foreign debt payment) and the Government of Jamaica was not 
obligated to document such end uses. As a result, the $11.5 million cash 
transfer was used by the Bank of Jamaica to reimburse itself for debts 
that were previouslv paid anl the dollars could be tracked tonot their 
end -us-. 

Recommendation No. 3 

We recommend that USAID/Jamaica request the Bank of Jamaica to substitute 
eligible debt repayment transactions for the $11.5 million cash transfer 
from the desiqnated separate account. 

Discussion 

A. 1. 1). policy guidance issued to Missions in cabled instructions on 
February 22, i987 required all countries receiving cash transfers in 
excess of $S million, obligated after February 1, 1987, to deposit such 
dollars in a separate account. This requirement was impose,1 to ensure 
the propriety of dollar uses because of general concern over the
potential for inappropriate uses and for diversion of cash transfers. 
The Bank of Jamaica notified IISAID in a letter iated March 30, 1987 that 
a separate account had been opened with the Irving Trust Company, New
York, which was designated to receive the cash transfer and from which 
specified foreign liabilities were to be paid. 

Grant Agreement Amendment No. I between the United States government and 
the Government of Jamaica, dated April 2, 1987, provided a transfer of
$11.5 million; foreign payments the Bank,the debt to World Continental
Telephone, Inter-American Development Bank and the Caribbean Development
Bank were mutually agreed upon and specified in Project Implementation 
Letter (PIL) No. 2.
 

Transferred
 
Loan From Separate

Creditors Payment 
 Date Paid Account
 

World Bank $3.2 April 1, 1987 April 14, 1987

Continental Telephone 2.5 April 
 1, 1987 April 14, 1987
 
Inter-American Dav. Bank 1.8 March 19, 1987 April 14, 1987
 
Caribbean Dev. Bank 1.2 April 1, 1987 April 14, 1987
 
Int'l. Monetary Fund 2.8 July 24, 1987 July 24, 1987$lft. s 
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In order to meet an I-.' st.aniH agreement., the GOJ was to pay $8.7 
millio n I/ fnro the cash transfer by the end of its fiscal year, March 
31 , 1987, and was relying upon the receipt of the cash transfer from the 
USG to do so. Hlowever, before the cash transfer could take place,
imrelat d legislation required that the USG certify that the GOJ and
other countries were taking certain drug enforcement actions.
IISAID/Jamaica officials stated that because there was a delay in the 
State Depa rtiment.'s submitting the required report to Congress, there was 
a delay in the cash transfer to the G()J until after the end of the GOJ 
fiscal veair.
 

The $8.7 million in foreign debt was paid ,icth separate GO,J-owned funds
and the transfer $11.5 million made the Bank ofcash of to Jamaica's 
separate account on April 2, 1987 was used to reimburse those funds. 
Thus, A.I.D. cash transfer dollars were not actually used for their 
intended purpose; rat her they worne used to reimburse the GCO for a prior
debt payment. The U.S. dollar s were transferred f rom the separate
account at Irving Trust of New ork to the (R0J regular account at the 
Federal Reserve Bank of New York on April 14, 1987 and commi ng led with
other funds, losing their identity. The GOJ authori:ed the transfer of
the remaining $2.8 million of the $11.5 million tranche from its regular
account at the Federal Reserve Bank for scrvicing the IMF debt on July
23, 1987. Hlowever, the GOJ did not make the transfer of tle $2.8 million 
from its designated separate accotmt at Irving Trust until ,Julny 24,
1987. The ;OJ used its reti Iar account rat her than the special account 
to make payments for debt servicing, resulting in these dollars provided
by the agreerment not being traceable to their end use. Policy guidance
issued on October 20, 198 -7 , after the April 1987 cash transfer, requires
recipients (of such transfer, tt, account for the disposition of dollars 
after disbursement by A.I. P. The guidance also specifies that funds will 
not be commingled with other fund s. 

The agreement did not specify that t le dollars should be traceable to
their endt ise, only tlat a separate account be established a:d ftnds be 
expended for approvel uses. Bank off ic ial s commi ng led A. .).D cash 
transfer dollars with funds in their regular account. The Bank of 

ramaica had doctimentation available on debt payments from its regular 
account anl was following its nomnal debt repayment procedure.
 

The Februarv 1987 A.I.1D. policy cable mentions Congressional concerns at
the diversion of foreign exchange provided under A.I.I. cash transfer 
agreements and about rec ipient gove rrnnent.s' accountability for funds. 
Ilowever, when funds we re commingled into another account f rom the 
separate account, the specified cash transfer dollars lost their identity 

1/ Representing the owed the World Bank, Continentaldebt to Telephone,
Inter-American l)evelopment Bank and the Caribbean I)evelopment Bank. 
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an] could not be traceI to their end-use. The Bank of Jamaica, through
its noriaml debt repayment procedures, did not intentionally circumvent
the requirements and documentation was provided that showed debts were
paid as mutually agreed upon with USAID/Jamaica. We will close this
recommendation on the issuance of the final report. 

Mana ement Comments 

Management officials considered this finding and recommendation anon-issvp since the intent of the cash transfer agreement was effectively 

accounts be established. 

met. 

Office ,f Inspector General Comments 

This recommendation is being closed on issuance of the
However, we believe the Agency's February 1987 guidance to 
lot meet with Congressional intent when it required that s

final report. 
the field did 

eparate dollar 
We are not pressing this issue in this contextbecause we feel it would1 be counterproductive to U.S. Government -Government of Jamaica relations to do so at this time. 

- 1l ­



4. Reports of Trust Fund Expenditures Were Not Prepared 

The ESAD/Jamaica-GOJ Trust Fund Agreement and A.I.D. Handbook 19 require
that reports of trust fund expenditures be provided to the host country
povernment. The Economic Support Fund agreements from 1982 to the 
present T)rovided anproximatelv $12.5 million in local currency trust
fuInds. IUSAID/Jamaica had used approximately $9.6 million to defray
program, operating and contract costs. IJSAID/Jamaica had not sent any
expenditure reports on trust fund activities to the Government of
Jamaica. Mission officials consulted with GOJ representatives on trust
fulnd 
 hudgets, the proposed expenditures of trust funds, which they
believed fulfilled A.I.D.'s reporting requirements. As a result, the 
\fission had not dischareed its fiduciary responsibilities vis-a-vis the 
host ove rnlloent . 

Rocommendat ion No. 4 

We recommend that USAID/Jamaica provide evidence that expenditure reportson the use of trust funds have been prenared and forwarded to the 
Governinent of Jamaica. 

Di scussion 

Local currncv trust funds were provided by the Government of Jamaica to
IJSAID'.Jamaica as part of A. .D. transfercash agreements. The 
covernments aoreed on the uses of the funds, mostly to offset the 
\fission's operating costs. 

A.1.D. landhook 19, the cash transfer aureements, and the Trust Fund 
A\i reemenlt , dated] August 2-S, 1982, required periodic reporting on the
ission's ise of tnist funds. The agreement with the Government provided

local ctirrencv funds in the name of the I.S. Dishursing Officer to coverthe atr,.e, uip,,n costs of the U.S. Government to operate the economic 
assistaice p~rooram in .Jamaica. The costs agreed upon were program costs
(i.e., technical feasibility sttudies, technology transfer, small scale
,evoloimnont activities, etc.); administrative costs of the I.S. Mission
(i.e. , pirchase of sumplies andt equipment, leasing of off ice and 
resi ,'nt iaI space, cost of utilities, salaries and other expenses of
non-H.S. personnel. etc.); and contractor costs (i.e., local currencysuppDort for contractors implement i tig the economic foreignIJ.S. assistance
proyruin'). 

I[.\I D/.Jana ic-a had rocei ved aprox imnat elv $12. mi Ilion in local currency,
he, i nni no with t he f i rst economi c suppjort fund agreenent in 1982 and had 
spent approximately $9.6 mi 1 ion duri n, the same time period. The
Mission provided proposed expenditure budgets when requesti np, additional 
fund s f rom the GOJ and bel i eved that this fulfilled its report ing
requi rement s under t ite agreement. It did not report actual expenditures. 

- 12 ­



IIS.ATll)/.aimaica , as t nistee for GOJ funds, had not complied with the tenns 
of the agreements to inform the GOJ of the disposition of $9.6 million in 
local currency. 

Management Comments 

Mission officials agreed with the 
approval, the recommend(d report 

recommendation 
will be sent 

and 
to 

upon 
the 

clearance 
Government 

and 
of 

Jamaica and RTG/A/T. 

Inspector General Comments 

Upon receipt of this report, we will close this recommendation. 

- 13 ­



B. Compliance and Internal Controls
 

1. Compliance
 

The audit disclosed non-compliance with the Public Law 480 Title I Sales
agreements regarding delays in depositing sales proceeds (Finding
2). Also, there was non-compliance 

No. 
with the Trust Fund Agreement under

the Economic Support Fund program resulting from not submitting reports
of trust fund expendittires to the Government of Jamaica (Finding No. 4). 

2. Internal Controls
 

Finding No. I identified internal control weakness in IJSAID/Jamaica's
monitoring of local currency uses by the Government of Jamaica. The\lission relied upon the Government's accounting and auditing systems
without assessing their adequacy. 

- 14 



C. ther Pert i nent MIlatters 

ESF ca ,h Irinsfer au ieieenl s reqiti red the GO.J to sihmi t evidence ofelip ible import cwiinmodities from the U.S.A. in an amoint at least eqial
to the hnioll 
 of the \. .1-.cash transfers within a specified period of 
ti me. llhev :also detinel the tvpvs and levels of iniport attributions (how

Ihe doll . rs w loldbe ass igndl Io la for 
 eIii i)le I iports), Ihe 
ava Ilabi lit v of doc urntitat ion for and it, and report inu re(li rernent s. The
Baink 
of .iia ica import at triihut ion report s provided tilder (FSF Prooldr I ion
and Emp lovinnt ) iiYr enifelt s IV t hrmIh VI wer- not supported he read iiv

ivail h tiliumnt at ion. 
 The Bank of Jamaica did not have a fi lin or a
reDort ino svsteles,NWt to pr luce- accurate anl t irnelv infonmation.

HSAI OBlamairca offic il s shoildI r(eti- Ithe, Bank 
of lanai ca to maintain 
the recork ne- essa 
rv to support Av flilure at tribiution report s recpq i red. 

Il'2AID larilo h IrIa.u;i r'loximatelv $3.3 mill ion in l(K al iLurrencv t rust 
dtie, ni nrfro ' lasttlwllIe mronoin l ( support finl ap roement that had 

IlOt been ,deposited iii int rest-' mn a Ac t ionntl icctont s. had been taken
hv Ihe, ('art r II-r' (ftfice o i lt e rtine ,tthe ,1PPropriat neiss ofestThli, Iiiu' tho 'ir,)urt; liow v i, th s i(tiionn Wei- not fin li o l sine 
the rnlon I i ent tp-cPIt o)r I.1 e inl ,)ni ( nI1)r)o r t p e()raiII) WAs , leni ed.

Fei 'i-).i fro i riA itit v tili ai dl it iotal t rut st fitids wo . imldwoniIl 
iviiklihl,- tItoiQl W-i 10 1 rtii n, no Mi W o) Inanllilin t-(-1e ,<t;i inst

oiw' iiii, i int t - -b iri rW . i l O t rlie I tnisr fin)dI hilaice. loWever,
after we t 1li s ii the lra report,

)pent .ld iit r t-B,- 'rit, ac( miit liile " t ie corl 


te ,ie i ie h111 d t Mi".sion officjials 
ro 1 of Il, IU.S. 

Di utrsirwinfficer. 

- Is ­
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M E M O R A N D U M APPENDIX I 
Page I of 4 

April [5, 988
 

t.6COn Goden, 
 Ating Director - USAID/Jamaica
 
'rMSS1N qOMM'E 1VS .a 
PRAFT AUDIT RPPORT OF.USAID/JAMAICA'S ECONOMICSU1PIORT FUND AN[) PL 480 TITLE I 

2 "i rnigje Got h]rd, RIG/A!IT 

1,-vng are USAID/Jamaica's couments on the subject report.
 

*O-m.2r~ation No. I
 
.':YIendj that [SAl/J-ilnaica 
 provi(de evidence that actions have been taken 

t:ir,, essiythe adequacy and reliability of,aica' s acOa-)Inting and auditing 
the Government ofsy;3tems utilized:*:rt:1cy to accountprorams an] activities and for localmake quarterly reportsirswment ,ctivity under A.I.D. 's on receipt and:.. 

Economic Support Fund and PL 480 Title I 
r-Iuest the Government of Jamaica's audit authority to provide certified 

.'u~i local currency status reports. 

R(esiXnrne toRecomendat ion No. l.a. 

.:i3ion haj develqped a scope of work for contracting a localr:fy out an assessment CPA firm to 
t:: *ssesjnesnt 

of the GOJ's financial management system. However,has been on [Iold since theAVIilrlility of funds. Once 
first quarter of FY 1988 pendingfunds become available, the execution of this
. ;t! jlt sx)ould satisfy the recommendation.
 

,,S0I
'. toRecommendation No.l.b. 

"ii. working;-[n is with the GOJ to 9t certified annual local currency status 
rtpot; based on the GOd's regular budgetary and reporting systems. 



APPENDIX I 
d ow a-e suggested clhnges/correctjions Page 2 of 4to statemrents included in-*'rtion 1 Of tf report.
 

, ,uo 6 
 of tlL- audit report states that the government's accounting,ALIditinq systems andwere unreliable. Mission suggests the wording be changedtn~ as~hs r it been substantiated ty a thorough review.
 

pa-o 8 states 
that the Mission Controller's
l- Office reviews on aline ministries' periodic basisprocedures for reporting actual expenditures.•;tltNmefit Thisis incorrect. These reviews relate to-,'1ond"ting and reporting 

the Line Ministries 
on USAID projects and not to their systems ar]vx,,-,.edurQ:3 re!ntiryj to counterpart tufns.
 

:im middle Lxrayraph 
 on page 9, beginning with(,J's..." sentence "Reliance on theto the end of the paragraph is not true and!iss'on should be deleted.did not assume tlat the CAO evaluation constitutedtn' accounting an assessment ofand auditing systems of the GOJ. Prior to the arrival-?ear, Mission of RIGhiad been planning to carry out an assessmentrequirements in line wth theof the revised Local Currency Guidance. However, due to lack ofL-n1, this had not been carried out.
 

ecoreratj 
 on No. 2
 

USAID/Jamaica
...% recommiend that provide documentaticn
; y.,tem that it has establishedto monitor deposits of sales proceeds and to identify those deposits-,1 ter 120 days. This tracking system should include procedures to,-':Altieson asnesslate deposits for deposit in the Public Lad 480 Title I special

Account. 

s.se to Recomendation No. 2
 

The first aspect of this reconmendation 
 is being dealtJuveloping the reconmended system 
with. USAID is nowto monitor depositsidentify of sales proceeds and tothose deposits due after 120 days. Spreadsheetsare for this analysisbeing designed and tested. Where there areto TZAID, further data 

gaps in information availableis being gathered from GOJ agencies. Theof th- recorrnendation second partis more difficult. The assessment,!q")oits of penalties on lateis not appropriate as a management tool for this kindcurrency prcjram. If of localthe RIG penalty is implemented,penalized the GOJ wouldfor late deposit into bea GQJ account. This is notto tlie USG and )an repaymenteven late payment of Title I loans do notPenalties in- a penalties.are an inflexible and burdensome management toolTidrd World '.en dealing with'jovernmets with limited finarcial resources.pro>raimning system is a 
This local currencyjoint programming exercise whereis indirect the USG's involvementand not substantial. 

nove 
The Mission is following Agency guidanceto sectoral progranming toof local currencies, to reduce our level ofinvolvement in the mechanics of local currency movements.pEnalty makes The proposedno sense in this kind of programming ,considered especially and shoul not bebecause penalties are not part of more critical Titleprocedures for (fLJ I 

payment obligations to the USG. 



APPENDIX 1
 
Page 3 of 4
-,ocormen(jatito.n 1b. 3 

.,'0zo1m1ewld that LfSAI/ailraica, in Conjuntion with the Ministry of Finance,
:?:~t.)V e evidence that procedures have been established to ensure that the)cal currenc-y equivalent of a) the U.S. dollar cost of the Title Icornodities, as well as b) any local currency not used or comitted during 
a
 

rlrior year's program, be expeditiously programmed 
 or re-programmed to support-xxN)nanic de'._lopnent objectives. 

:),.-;rxnse to 1~ecomnendation No. 3 

Tmse procedures are being improved in association with the tracking systemi---iously discussed in Recormendation No. 2, but they have already been partLz Li reguiar Title I mnnagement system in place over several years.tiowev-r, the auditors are not describing a real problem. The auditorsi-.-2ripticm of thle problem is incorrect in that they do not have the rightfigures. They report on page 14 of the draft that $5 million was set asider Section 108 funding when in fact the FY 1987 Agreement as finally amendedet aside $9.1 million out of $36 million for Section 108 funding. Therefore,
t )'allditors esLimate of the GOJ's local currency programming obligation hasL..) h. reduced by $4.1 million and the supposed $1.9 million shortage that the
ui1'Jr5 say does wvt exist at all. 
 If one further review the commodity
Sojramred in F.Y 1987 which was carried into the FY 1988 program because ofI shipments, the GOJ's local currency program obligation in this tine frame:;[,rther.. reduced by that amount or $600,000. The GOJ and USAID have beenp!:.)jramming the appropriate level of local currency generaticns. BecauseRIG h-:ikyround analysis is based on incorrect figures, it does not describe 
the 
ar'n5l1em. 
Without a problem to address, Recommendation No. 
3 should be deleted.
 

ioc.m'neidation No. 4
 

'..c'
ecommend that USAID/Jamaica request the Bank of Jamaica to substitute,1ijible debt repayment transactions for the $11.5 million cash transfer from':designated separate account. 

•u:Vhse to ecommendation No. 4 

?m draft 
report states that this recommendatin will be c].osed upon issuance 
of tL final report and therefore the matter is a non-issue.
 
facond ruragraph on page 17: PIL No. 
 2 referred only to the first four items 
I: tie list.
 

P,-Cormndation b. 5 

'.;e recoamrnnd that USAID/Jamaica provide evidence that expenditure reportsthe use of trust funds onhave been prepared and forwarded to the Government ofirklf ca]. 



i 

APPENDIX 1R-4O)w3e to Recormendat ion No. 5 Page 4 of 4 
hAIDJamaicahas prepared an expenditurei!nc-tion through September 	 report on all disbursemnts 

wlb sent 	
30, 1987. upon clearance and 

from 
to the Permanent Secretary, 	 approval, the reportMinistrydocuments will be 	

of Finance. A copyforwarded 	 of theto RIG at that time. 

R zoprendation No. 6 
, recoirnend that tSAID/Jamaica provide evidence 
 that trust funds have been
:"ixsited in interestan earning account.
 
Rosix[nse 
 to Recoirmendation No. 	 6 
i, corments on pages 23 and 24 of the draft'hat they fail to state that 	

audit report are misleading inUSAIDs had 	an option as to,oarning accouzt. 	 openingState 	 en interest298449, dated 09/24/87, suggestedthis 	could be done. The Mission to Missions thattook the initialsrLetbearing account 	 steps to establishbut 	 did not follow through the
!e MIssion does not have an ESF 	

fior two reasons. First,cash transfer:io :iditional trust funds 	 program for FY 88 and thereforewould be forthcoming'.ru;t ~funds deposited into the USDO 	
in the near term. Second, theaccount.he 	 USDO for are in an unfunded statuslocal Jamaican 	 and useddollar disbursementsrequired 	 until suchfor 	 trust fund time as theyexpenditures. Therefore,-es an estimted amount 	 while the audit reportof lost interest earned,.ccount the purchase/borrowing 	 it fails to take intoby TreasurybeIorin 	 to establishinstrument. The 	 U.S. Disbursing Office 

the local interest 
purchasedNeei 	 York Bank at J$13 million froma cost of approximately 	 a 

ta-	 above, U$2.3 million. WhenUSAID/,-maica 	 one considersh-s 	followedis contrary to 	
proper cash management proceduresthe 	comments contained whichin the last sentence on page 24 of draftIL, it report. 

'u ciose the 	 recommlendation, an interest bearing instrumentApril 15, 1988. 	 was establishedDocumentation 	 onto support actions
account are 	

taken to establish theenclosed as Attachment I.
 
' .,..?d on actions taken, 
 USAID/Jamaica recommends that Recommendation No. 	 6 beC!o.e r. 
Attacirnent II is a copy of the draft audit report with the Mission Director's 

Att.: a/s 

,r: 	OPIS, B. Cypser

ARDO, S. French
 
CCNT, R. Leonard
 

Pr 



APPENDIX 2
 

List of Report Recommendations
 

Recommendation No. I
 

We 	 recommend that TJSAID/Jamaica provide evidence that actions have been 
taken to:
 

a. 	 formally assess the adequacy and reliability of the Government of
Jamaica's accounting ard auditing systems utilized to account for 
local currency programs and activities 

h. 	receive quarterly reports on receipt and disbursement activity in a
timely manner under A.I.D.'s Economic Support Fund and Public Law 480 
Title I programs; and, 

c. 	request the Auditor General's Office of the Government of Jamaica or
the Government's accounting authority to provide certified annual 
local currency status reports. 

Recommendation No. 2
 

We recomTenI that UJSAID/Jamaica document the fact that it has established 
a system to monitor deposits PL Title I salesof 480 proceeds and to 
identifv overdue deposits. 

Recommendation No. 3
 

We recommend that USAID/Jamaica request the 	Bank of Jamaica to substitute
eligible debt repayment transactions for the 	$11.5 million cash transfer 
from the designated separate account. 

Recommendation No. 4
 

We recomrmend that USAID/Jamaica provide thatevidence expenditure reports
on the use of trust funds have been prepared awl forwarded to the 
Government of Jamaica. 
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