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Title I of the Agricultural Trade Development and AssiJanc Cto195,­
-as amend -(Puhbic Law 480) authorizes the President to soil surplusagricultural commodities friendly
to countries. These food sales are
Einanced3 by concessional loans under favorable toterms the recipient

countries. The overall objective of 
Rblic Law 480 Sales Agreements is
to stimulate in developing countries self-sustaining economic growth that
 
promotes international peace and stability.
 

The Public Law 480 Title I Program in the Dominican Republic from fiscal
 
year 1984 to 1986 
had generated the equivalent of US$130.9 million in

local currency to be used in support of 
the USAID development strategy,

which aims to achieve the objectives of economic adjustment and

stabilization; foreign 
 investment and export promotion; agriculture

diversification; and supporting physical, 
 social and institutional
 
infrastructure development.
 

The Office of the Regional Inspector General for Audit/Tegucigalpa

performed a financial and compliance audit of the Dominican Republic's

Public Law 480 Title I programs for fiscal years 1984-1986. The overall

objective of the audit was to determine whether or not local currencies
 
were being renerated and used in accordance with the respective sales
 
agreements and 
if the local currencies were effectively, efficiently and

economically used toward achieving the objectives of the self-help

activities they financed.
 

The audit 
found that management and operational controls established for

the procurement and 
sale of Public Law 480 Title I conhodities were

adecuate to ensure that local 

not
 
currency proceeds were collected on time


for project implementation. In addition, compliance with some program

requirements was lacking.
 

Fifty-eight projects had been approved for financing with local currency

proceeds generated from the sale of commodities imported under the Public

Law 480 Title I program. These projects were to be implemented through

16 public government agencies, 10 private and public sector institutions
 
for private sector programs and 6 private voluntary organizations. Local
 currency projects were 
mainly directed toward the development of the
 
rural areas in the Dominican Republic.
 

This report contains three findings. A review of the Technical

Secretariat of the Presidency's Commercialization Division, which is

responsible for the procurement and sale of Public Law 480 commodities,
 
as well as the collection of the corresponding local currency sales

proceeds, indicated that one person was 
responsible for virtually all
functions. Also, 
 contrary to provisions in the Memorandum 
 of
 
Understanding and Sales Agreements, 
the Technical Secretariat of the
Presidency had agreed to credit terms with local Importers 
more lenient

than those established in the governing agreements.
 

*1.
 



Finally, locl cu'rr,.-v rvouiltinQ fromt the sale of Pub! ic Law U18 iTilP I
commol ties ,,i.'S' leposi t'" i rl a non - initerest -hearti nq .ccotlir I \s of 
September 30. 1997 o,.r I..$12.6 million eq~liva lent in lcWal cirr'nctV 
sales proci'e Is lay i lie in a non-intprst-heariI, Aicco)unt at the 
Gove rnient of the Domini can R.tPibhlic Cent ralIaiank. 

A. I.1). 1lin Ihoo, IQ, Appen ! ca IIs tI H) for h est:ahl i shrilent iri t 
•nai ntnnance of aleqclate int e rnal controls, inc lu.l inj appropri ate 
segregat ion of an oruanizat ion' s hities and reslonsihi lities to minimize 
fraud, waste Ai abuse of resources arnd ;nisntanapement of progran-. The 
Technical Secretariat of the Presi lencv's 
 Conmercialization Division, 
veste,t virtnuallv all the responsihilities in one inliviItual, the head of
the Commercialization Divisi on. Prior to September 1981, this in'tiviuial 
coorninatel propose t hi,I orffers wi th In i tel States sipp iiers a ni,
procirement poencies, selecte. i oporters in the Dominican Reptihl ic, 
preparedI .omestic i mpo rt P rs' invoices, and often rece ivc importers' 
payments. This was ie to the division's organizational structure andthe limite! st if r''srouiCs assinen! t<o it. This lack of chocks andt
hal alnce, I "i l" ,pnonv , v-; t r,' som Irc: e i n Ia,I t,, I , pr ;t ,cte. f ron 
possihle 'nli s'ianaelrnent . We r''comnrtril that a local certifiel public 
account i nm f i rm he cont rac t't to revije and anal vze the seg reiqat ion of 
duties ai)I responsibhi 1it. ies current lv in plIace It the Secretariat and to 
perform a fi nanci al review of the fiscal year 1Q86 Ibl ic Law 480 
comrorlitV progran. tIlAlID/-ominican Repuid ic concurred with the f1iniIng.
Part h of ernmlmenlation No. I is consite red cl osed upon issuince of this 
report. P'art a. w;ill he closed when a techni cal assi stance contract is 
signed. 

Second, the inlhi ljw 18 Title I ag reement for fiscal year 1986 
reclui niQ l cwiI importr- to pay IhN full price of the commodities riot
later than 0t0 lav, after their receipt. For commodities importal unler
 
the Puhl Ic a 180 'itle I aqreement for fiscal year 1986, the Technical

Secret:ariat r)f the Presidncv agreed to 
 creli t terns with the local
 
importers more Meniert thai those established in the agreements, allowing

peri(ols of more than ninme mont 
 s for payment. .ddhitionallv, invoices
 
were usui I Iv pr,'pire, Iup 
 to five months after coinmmold it ies had been
 
receiv t ani I i<.iir<oI. Alt hIveug responsible for the oversiglht of local
 
currency iel, ri Win, !lSU\I) I)onrin i(an ltepubl i(" was
i, 
 not fil 1y aware of
 
these prbleui<. 
 \' , m al ., of the total $,10.8 liillion (e(pNivalent) to 

I|I. Ifl tIf ,r I , r i-ram, ol, t ;7 .c) ilI ion w.i; pail by local
 
importrv wiI hi n I ' I nin' e I, r.,li-i r,., ni lie 
 a,I re ,'i en it, 'il wi s 
availahl.p ,ot I j'o , r Op1,' p rt'raimi iI! in I i rp I ml t ;iat i ott of n1,w
pro j,ct . IrP i rp) t prr , t 'icef"I' colr I f I fo r ') I perc'c t, of t, he 
"incolI vtr I vi 'a'!,iLor,,. of" ';# -1 t , her )0, 11)87. We reconmendl that clear
mcOtitoriti,, ini QIninci i! on'r>itAht r'"sponihi ,litiq W 's a ished oer= 
the 1ilhl iI J , .1 lit H I h ,il 'rP'i!v ',)i ()I:Io(i'rat, :itn(-ill- ne 
outS littitli'iy hllIV''", ol 1- 1t' I f'ft l o),i i . f'rs, )ll) r()I!
!1,op 1d)1 i(I 'r,' q tilIi tI ' I ,' ' ,i 'i 

,1,l 1 t' tl< [i (a;irt 
l t i on AtPI wi I I m ]liti ,, po'niltvIt k1 iri, 

in fill Itr-' 't ,''"'t* in',. Thi ' 'itrl,'ti I1 llo t i il 1 I.. cl os I ilpoti tr',' of,,ipt 
a "li ',toll ltl1 , I of' i')rl,,r 'il P'vilrii'l viieni' inn:) I , to I !al;iancts. 
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A.1.1). Polic , h tr'iii i, 'o. 1 im mir i -, ipi, leposi t4 '1 llir I,on 
1'" Ti (lI I s 11"s [-OC ,eIs i1 jutn st -hAP r f, .iIcotlIIt S in orl,,r to 
Conne rwe the i r va I I F0r tho hi Rh priori tv ,lov Iopment ac .i viI iPs !hey
ar' lest i no! to F iniance. hoWimp Iltie inlt,1ros!t-h aring! ;ccoun -tsiSSIlp was 
not conlvrolatel in INho sa;les ajt uIoents mrnolmla ofm" %iIsouoirit 

unrlers tn li,, Ti tIo I cnmmo, it v sal,,s proceolts in the I).ominican Ro'plmhl ic 
were Ilopof it ,I in i non- t - r t-hoiri rw I ! a-;i -ICt tO . the Cent ral !,ank,
where. fink r,,.li n, IOr I 1om, Pei ri(> of time witholt. earning interest. 
As of Sept,'mbir ' 
 1987, for example, Over $412.0 million (equivalent) in 
past Tit le I sa,,s prlace s layy illre in the Government of the Dominicin 
Republic Cntr: l ank. .Assuming in annual interest earnings of 15 
percent, .hout $30, 000 Pquivi lent per month in interost earnings coiil,
be earnelt iF these fun ls woern epositel in :an interest-heari tg account. 
WP re.r -meni t hat procelures )be establishe] wherbxv Pblic Law 180 Titlo 
I local cIirr,,ncv sales procee'Is can b place] in an intoerest -bearin ,,
iccount. IS. I.'Pominican if)epzI stat -lic R ic, that it is in conipl etc
compliance with anplicabl, qiiHanc, nt that it will suhnit a GODR letter 
on thls 'iat t r. The rocommlen Iat ia n i 1 1 h, c lose1 upon receipt ,)f a 
wri tto t il-riwnt '-ronq the WF'. 
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AUDIT OFIJSAIl)/DOMINICjM REWBLIC 
~~P(JOLC LAW-A80'TITLPIRGRAM' 

PART I - INTRODUCTION 

A. Background 

Title I of the Agricultural Trade Development and Assistance Act of 1954,as amended (Public Law 480) authorizes the President to sell surplusagricultural commodities to friendly countries. 
 These food sales are
financed by concessional loans under favorable terms to the recipient
countries. In return for this assistance, recipient governments agree to
 
use the local currency earned from the sale of the commodities fordevelopment purposes. The uses of the local currency are jointly agreed
upon by A.I.D. and the recipient government. However, in accordance withA.I.D.'s Policy Determination No. 5, the extent of A.I.D.'s involvement
in programming the use of local currency may vary from country to country.
 

The overall objective of Public Law (PL) 480 Sales Agreements is to
stimulate in developing countries self-sustaining economic growth that
promotes international peace and stability. 
The objectives are to enable

countries to become self-sufficient 
in food, assure a reliable food
 
supply for their populations, and contribute to economic growth.
 

The Dominican Republic has participated in the Public Law 480 Title I
 program since 1977, and the system for programming and monitoring the use
of Title I local currency has evolved over time. Before 1985, Title I
commodity sales were managed 
 by the National Institute for Price
Stabilization, awl local currencies were programmed for self-help
activities. In 1985, all responsibilities for the sale of commodities
awl the monitoring of local currency projects was transferred to acoordinating unit within the Technical Secretariat of the Presidency.
 

All proceeds resulting from the sale of commodities financed under thisagreement are to be deposited In a special account in the Government of
the Dominican Republic (GODR) Central Bank to be used in support of theUSAID development strategy, which aims to achieve the objectives of 
economic adjustment and stabilization, foreign Investment and export
promotion; agricultural diversification, and supporting physical, social 
ant institutional infrastructure development.
 

A team composed of the Mission's local currency staff and the Technical 
Secretariat of the Presidency (STP) officials jointly programs PL 480

sales proceeds. After individual local currency projects are approved,
STP authorizes the Central Bank, with the approval of A.I.D., to disburse 
funds to each Individual project.
 

:::. ,.i :ii. . ; .,.. -: . ,-i . .. ... . . .: . ; : 



The PL 480 Title I Program in Lthe ominican Republic from fiscal ,er
1-984-t9-1 1986 had 3enerated the..-eqti.vieiit-of.US$t30..nhili)n--in c~
 currency that was available for developnmcn projects as follows: 

Commodity
 

Sales Amouint Moun t Amount
Commodity Proceeds Programmed Approved Released

Fiscal Values (US Dollar 	 (US Dollar(US 	Dollar (US Dollar
 
Year (US Dollar) Ecivalent)I/Equivalent)2/Equivalent)2/Equivalent)
 

1984 $27,717,859 
$ 57,841,670 $ 58,941,000 $ 55,767,320 $49,167,135 

1985 37,703,920 32,228,452 
 31,928,617 31,390,971 25,939,,163
 

1986 29,745,419 40,808,047 38,700,000 _11,974,421 807,755
 

$95,167,198 $130,878,169 $129,569,617 $99,132,712 $75,913,953
 

Using these resources, a total of 58 development projects was approved tobe implemented through 32 
Government of Dominican Republic institutions
 
(public and private). (See Exhibit 1.)
 

B. 	 Audit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Tegucigalpa

performed a financlal and compliance audit of the Dominican Republic's
Public Law 480 Title I programs for fiscal years 1984-1986. The audit 
was carried out from June 16, 1987 to November 23, 1987. The overallobjective of audit to determine orthe was whether not local currencies 
were being generated and used in accordance with the respective sales
agreements and if the local currencies were effectively, efficiently and
economically used achieving the
toward objectives of the self-help

activities they financed.
 

To accomplish the audit objectives, field work included reviews of

pertinent files, records and reports; interviews with officials and staff
 
at USAID/Dominican Republic, the U.S. Department of Agriculture, the U.S.
 

l/ 	Throughoitt this report, Title I local currency 
is 	converted to
dollars at the exchange rate used to generate the local currency
through the sale of Title I commodities as follows:
 

for 	1984 - DR$,00 * US$1 
1985 - DR$3.11 a US$1 (Year Average)
1986 - DR$3.00 a US$1 (Average of rates in effect at the time CCC 

paid U.S. exporters.) 

2/ Include CUP payments and other non project activities. 

-2­
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Embassy, tie Government of the Dominican tei:blic 4inistry of Finance,

.entral
Bank- anl.-Reserve -A-lank. 
 the- T-c.nical- Secretariatv-o&--th-o - APresidency, various implementing agencies ani local importers. The ad it

covered the PL 480 Title I program for fiscal years 1984-1986, with totalcommodity loans of $95.2 million. The sale of commodities imported had
generated the equivalent of $130.9 million in local currency, of which we
reviewed the equivalent of $42.7 million in disbursements to implementing
agencies fer self-help projects; 
total local currency generations for

1986 for the equivalent of $40.8 million for commodities imported, and
other non project activities for the equivalent of $17.11 million. The
internal control review was limited to the issues covered in this
 
report. The 
 audit was made in accordance with generally accepted

government auditing standards.
 

:
::.:::-;;--:,.:: ::S 3.;-: -: .. . . ........
, 




A(1)IT )1: 

PiJBLIC lAWV'180 TITILE I fIOGRXI 

PART IT - RlEISl.TS (0 AU)IT 

The adtit rount that management an.I oporatiornl controls established forthe procurement and sale of hublic Law 180 Title I commodities were not
aflecqiate to ensure that local currencY procees were collected on timefor pr- iect imple'nentation. In l,,I it ion, compliance with sone prog ran 
require,'nts was liacking. 

Fiftv-ei'!ht ;ro jects l.adt been a!rov- Io Wr financinq with local currencyproceedts generated from the sale of ccrnioities imported under the PL 480Title I prog rain. These projects were- to be implementelI through 16 public
government agencies, 10 private iD I public sector institutions forpri vato sector progra'ns amnl 6 pri va e volimntarv orjani zat ions. Local 
c urrenc pr,( jects , were rmain lv .1i recte I t 'ard tile development of the 
rim!l 1;sin th, )omi ni can RePu i ic. 

This report contains three findings. A review of the Technical
Secreta,'i t of thef Presi, encv' s (STP) Commercial izat ion Di vi sion, which
is respon sibl for the procurement an,! sale of PL 480 commodities as well as th-. col ct ion of the correspond ing local sales proceeds, ind icatedthat one p,,rson was respousible for virtually all functions. 

Also, contr:irv t.o provisions in the ',emorand rri of lUnderstandinf, and Sales 
Alreeiwit.,ts, the Technical Secretariat of the Presidency had agreed to

credit toiisiwith local i rmporters more lenient than those 
 establiished in 
the Is!,v-rmi n7 a reer, nts. 

Fi na II v, I, : 1 currencv rsn] 1t i ng from the sole of P1I, 180 Ti t I e I
comnmotit i .'; waIs lepos i ted in a no)n ­ interet -beari ng account. As ofSeptembe.r "0, P)87, ovr US$12. 6 mrill ion e.ui alent in local currency
sales tproce 1; av ie in non-i nt.rest-N-ir rig account at the RODR 

This report mrulnIs 't f inrec n tha:t locail CTA be contracte I to r -!viewar1 anal :z, the so'n reoatioof dt i es r] responsihi lities currently in 
place, :it '-! P a l to() p,,rfnrii a fi nanciitl !,vi, , of th,. Ifiscal y ar 1o%6 P..180 c rn:,lit r'. ram; 011i tp ) c lear ,Frir :11l f i nanrc iaI OVrsightt
responsi 1i lit i , ho establ i he, over the P, '180 Title I local currency
generatt i o[s p rog ram aid accrwd i rt,*rost, be col lecte I From1 ocal
Import r, Id t ake'; "t 's to encouirago the (,'/I)R to plar e , ,180 'itl1e I 
local c-.rreni.\, sau,'' procee, s in an iritor,,st..-bearinp account. 

- I ­
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- A. Audit Findings ad Recommendations 

1.. Duties and Responsibilities for the Procurement and Sale of PL 480Commodi ties Needed to Be Segregated 

A.I.D. Handbook 19 Appendix ID calls for the establishment andmaintenance 
 of adequate internal controls, includ ing appropriate

segregation of an organization's duties and responsibilities to minimizefraud, waste and abuse of resources and mismanagement of programs. TheTechnical Secretariat 
of the Presidency's Commercialization Division,
vested virtually all the responsibilities in one individual, the head ofthe Commercialization Division. 
Prior to September 1987, this individual
coordinated proposed bid offers 
 with United States suppliers and
procurement 
 agencies, selected importers in the Dominican 
Republic,
prepared domestic importers' invoices, and receivedoften importers'payments. This was due to the division's organizational structure andthe limited staff resources assigned to it. This lack of andchecksbalances 
left development resources inadequately protected from possible

mismanagement.
 

Recommendation No. 1
 

We recommend that USAID/Dominican Republic:
 

a. contract with a reputable local Certified Public Accounting firm toreview and analyze the 
segregation of duties and responsibilities

currently in place at the Technical Secretariat of the Presidency'sCommercialization 
Division, and recommend appropriate changes

lines of authority in order to 

in
 
strengthen the Division's system of
 

internal controls; and
 

b. contract with a local Certified Public Accounting firm to perform afinancial review of the fiscal year 1986 Public Law 480 Commodity 
Sales program.
 

Discussion
 

A.I.D. Handbook 19 Appendix ID prescribes policies and assigns
responsibilities for developing, evaluating, improving as necessary, andreportinq on Internal
the control 
 systems for A.I.D. programs and
administrative fuctions. It statesalso that an organization's dutiesand responsibilities be aligned functionally and that 
no two functions be
performed by the same individual. The establishment and maintenance ofadequate internal controls is essential to the minimization of fraud,waste and abuse of resources and mismanagement of programs. 

A review of the duties and responsibilities of the Technical Secretariatof the 
Presidency's (STP) Commercialization Department, responsible forexecution of the Government of the Dominican Republic (GODR) CommoditySales program, found that, prior to September 1987, the head of the 



Division was personally perf orming almost all the (division's functions 
wi th -imited-financial -versiglt --provided-by:other-STP--dep~ar~mnts- vl ­the Mission. These duties included coordinating the selection of U.S.
suppliers with the U,S. Agriculture Department and a Procurement Service
Agency, awarding commodity contracts to domestic suppliers, accounting
for sales transaction data, and collection of sales proceeds from
 
domestic importers.
 

Although doniestic importers' checks were made payable to the Technical
Secretariat of the Presidency (STP), the checks were 
in fact delivered to
 
the head of the Commercialization Division who was responsible for making
these deposits in STP's general account at the Banco de Reservas. Later,
this same individual arranged for the transfer of these funds to the 
GODR's Central Bank PL 480 account.
 

The Head of the Commercialization Division was also responsible for
maintaining records of the 
 dates of payments and outstanding balances

owed by domestic importers of PL 480 commodities. In 1986, local
 
currency 
 sales proceeds had been budgeted for strengthening
coordinating unit within STP. However, 

the 
additional staff had not been

added nor had there been any studies carried out to improve office
operations, and about one fourth of the resources budgeted for 1986 had

been returned unused. Prior to September 1987, the Commercialization

Division Director was assisted by a secretary primarily in a supporting
role with no other staff assigned in a review function. After August

1987, approval authorities were somewhat realigned, with the Chief of the

Audit Office giving final approval for all invoices, but the Director of

the Commercialization Division was 
 still performing essentially the same
first-line functions. Furthermore, although all commodity sales under
the 1986 agreement had been completed, a review of the 1986 sales program

had not been made by the USAID/DR Controller's Office. In contrast,

reviews of the 1984 and 1985 agreements had been made.
 

It is our opinion that STP's Commercialization Division should have moreadequate checks and balances in place, and that the responsibilities of
 
the Division need to be adequately segregated to include at least
separation of procurement from sales functions, and accounting for sales

transactions from collection of sales proceeds.
 

This lack of checks and balances and inadequate segregation of duties
could result in the mismanagement or improper manipulation of resources.
Examples of situations which have occurred involve 
 unauthorized

extensions of payment periods for importers, which increased the time
needed to complete the programming of local currency sales proceeds,
This delayed the Implementation of needed development projects.
 

anaqement Comments 

USAID/DR concurred with the audit finding and recommendation, and stated: 

-6­



_____ 
l.a) IJSAID/DR and the TSP [STP]ar, finalizing the desi.gn of a 


..... -comprehens ive tchnica Y ass [s tance- cont-raet i t Pr.c-

Waterhouse and Co., International (P & Co) for the CU
 
[Coordinating Unit].
 

A complete review (an! suggestions for improvement) of
 
the Commercial Division will be Included in the Scope of
 
Work. This recommendation can be closed upon receipt by

RIG of a copy of the signed contract with PW & Co.
 

l.b) 	 Financial review of the fiscal year 1986 PL 480
 
Commodity Sales Program has been completed by the
 
Mission. A copy of the report is attached and the
 
working papers are available at USAID/DR. USAID/DR

therefore requests that this recommendation be closed.
 

Office 	of the Inspector General Comments
 

We will consider closing recommendation l(a) when a signed copy of the
 
Technical Assistance Contract for the Coordinating Unit; is forwarded to
 
RIG/A/T. Recommendation 1(b) isclosed upon Issuance of this report.
 

5. 	 5 
7­
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2. Credit Terms for Local Importers Vore ore Lenient Than Those 
Established in the Fiscal Year 1986 Agreement 

The PL 480 Title I agreement for fiscal year 1986 required local 
importers to pay the_,fi ll price of the commodities not later than-, 6aday5.
after their receipt. For commodities imported under the PL 480 Title 
agreement for fiscal year 1986, STP agreed to credit terms with the local 
importers more lenient than those established in the agreements, allowing 
periods of more than nine months for payment. Additionally, invoices 
were usually prepared up to five months after commodities had been
 
received and disbursed. Although responsible for the oversight of local 
currency generations, USAID/DR was not fully aware of chese problems. As 
a result, of the total $40.8 million (equivalent) to be generated under 
the program, only $7.9 million was paid by local importers within the 
time perli required in the agreement, and was available on time for the 
programming and implementation of new projects. Rice import proceeds
accounted for 94 percent of the uncollected balance as of September 30, 
1987.
 

Recommendation No. 2
 

We recommend that USAID/Dominican Republic:
 

a. 	establish clear monitoring and financial oversight responsibilities 
over Public Law 480 Title I local currency generations to avoid 
deviations from procedures established in the agreements; any such 
deviations (such as late deposits) should be approved in advance by 
IJSAID/Dominican Republic and appropriate penalties assessed and
 
collected; and
 

b. 	 obtain evidence that the Technical Secretariat of the Presidency has 

collected all outstanding balances from local importers.
 

Discussion
 

The PL 480 Title I agreement for fiscal year 1986 required STP to deposit 
an amount not less than the local currency equivalent of the U.S. dollar 
value of the commodities in a special account at the Central Bank no 
later than 180 days after the publication of the agreement in the 
Dominican Government's official publication, La Gaceta. It also required
STP to request importers to open Letters of Credit l"n a local Dominican 
bank for the full local currency purchase price of the commodities plus 
transportation and insurance. The agreement established that these 
Letters of Credit should be payable not later than 60 days from the 
receipt of the commodities.
 

After the comm'odity agreement and memorandu of tmdorstanding between the 
GOIR and IJSG were signed, STP was required to identify the importers of 
commodities purchased under the program and their allocations, and to 
develop specifications regarding commolities to be purchased. On August 
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18, 1986 the USG ani the GODR entered into a Sales Agreement for theImportation of $30 million dollars in PL 180 commodities. Even thoughthis agreement required STP to negotiate commodities to be purchased withlocal Importers, these negotiations took place long after the commodities
 . Aarrived.Mdittiona.iy,l,.--tt...took-..STP-. tip -to -five -mnonths-- to- bil- :-locaIImporters for the commodities distributed 
(see Exhibit 2). For example,
for the second importation of soy bean oil the USG-GODR agreement wassigned on August 18, 1986; commodities arrived in the country on February
12, 1987. STP billed the local importers three months after the
commodities had been delivered to them (May 25, 1987). As of September30, 1987, there was still an uncollected balance for soybean oil imports

of $599,487 (see Exhibit 3).
 

As noted, the credit terms granted to local importers/users differthose described in the agreement. 
from 

Additionally, local importers of
soybean oil were to be penalized 12 percent interest 
 on deposits
overdue. As of September 30, 1987, of the $61,295 (equivalent) billedfor interest, only $2,240 had actually been collected. Importers ofwheat and rice (public sector institutions) were not penalized; althoughin the case of the rice importers (Bagricola), at least eight months hadelapsed since the commodities were received. All of the above factors(change 
in payment policies, late signings of individual commodity
agreements and delays of up to five months in billing importers), coupledwith ineffective USAID oversight, resulted 
in slow development of new
projects due to lack of timely deposits to fund these activities. Eventhough local currency funds, which were currently not being used, weredeposited in non-interest-bearing accounts 
at the Central Bank; these
funds had already been earmarked for approved development projects. Theapproval of new projects required availability of new funds. Of thetotal $40.8 million (equivalent) generations expected for fiscal year
1986, only 
 $11.2 million had been approved for the implementation ofprojects, and no fund releases had occurred as of September 30, 1987. 
Finally, during the planning process for commodi.ties to be imported bythe GODR under the fiscal year 1986 agreement, domestic rice inventoriesand domestic production for 1986/1987 were 
substantially underestimated,

which left the local rice importing entity with excess of aboutan107,142.46 metric tons (Mr) of rice that could not be absorbed within areasonable time by the local market (rice imports for fiscal year 1986were 55,528.17 Metric Tons). Consequently, the rice importer had noresources available cover cost
to the of the imported rice, which
amounted to about 
$10.2 million. According to Bagricola officials,
resources were tied up in rice inventories. Consequently, no paymentshad been made as of September 30, 1987 to cover the import of rice forthe fiscal year 1986 program. To improve its 
 cash flow problem,
Bagricola had started a program to export its rice surplus. To thiseffect, 44,642.86 MT of rice were being exported to Haiti, which raises aquestion regarding the Dominican Republic's need for rice.
 

http:44,642.86
http:55,528.17
http:107,142.46


Late payments by local importers an. the inability to pay for the importof rice resulted in the delay Inavallability of resources neededor toimprove the lives of the Dominican rulral poor. 

-Management-Comments. -

USAID/DR responded: 

Prior to 1986, there had been no provision for penalties in theagreements between the GODR and local importers. The GODR hasthe right to establish whatever terms, Including penalty and
interest payment 
terms between Itself and the local Importers it
feels are necessary. A.1.D. is not a party to these agreements
and therefore is not in positiona to enforce or Intervene in 
them.
 

Under the PL 
480 Title I Agreement for fiscal 
year 1986,
USAID/DR has and will continue to enforce all deposit and otherrequirements as established in the Agreement and the Memorandumn 
of Understanding.
 

The -fission will assess and collect 
penalties or interest in thefuture, as appropriate, based upon penalty clauses to be 
incorporated into future 
 tOU's.
 

2.a) The 
 Mission accepts the recommendation and will
incorporate appropriate penalties 
for late payments in future
agreements. The Mission Manual Order is being revised in this 
regard....
 

Office of the Inspector General Comments
 

As pointed out in the finding, late payment of commodities imported doesaffect the programming and implementation of new projects; therefore, Itis our opinion that USAID/DR should require STP to comply with deposit
requirements as stated in the agremments (regardless of independentagreements between the GO(DR and the local Importers). In addition, anydeviation of requirements stated in the agreements should be previouslyapproved inwriting by appropriate USAID/DR officials. 
Recommendation 2(a) can be closed upon receipt of the Mission ManualOrder. Recommendation 2(b) will be closed upon receipt of evidence ofpayments 
made by Banco Agricola and evidence of collection of the
outstanding balance for E1ible Oil.
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3. The 9eposit of P, 4O Title I Salos Proc(-eMs In an Ttlterest-Bearing
Account Is To Tie Incouraged 

A.T.O. Policy Determination No. 5 encourages the deposit of PL 480 Title 
.... . proceeds- In interest arln accounts n order to consere-theirsales 
value for the high priority development activities they are destined to 
finance. Because the interest-bearing accounts issue was not
 
contemplated in these sales agreements or subsequent memoranda of
 
understanding, Title I commodity sales proceeds in the Dominican Republic
 
were deposited in a non-Interest-bearing account at the Central Bank,
 
where funds remained for long periods of time without earning interest.
 
As of September 30, 1987, for example, over $42.6 million (equivalent) in
 
Title I sales proceeds lay idle in the GODR Central Bank. Assuming

potential annual interest earnings of 15 percent, about $500,000

equivalent per month In interest earnings could be earned if these funds
 
were deposited in an interest-bearing account.
 

Recommendation No. 3
 

We recommend that USAID/Dominican Republic take steps to encourage

Government of Dominican Repujhlic officials to establish a depository
 
mechanism whereby Public Law 480 Title I local currency sales proceeds
 
can be deposited in an Interest-bearing account.
 

Discussion
 

A.T.D. Policy Determination No. 5, issued in February 1983, regulated the
 
programming of local currencies arising from the sales of P1. 480
 
commodities. It encourages the deposit of sales proceeds into an
 
Interest-bearing account (at a commercial bank If necessary) in order to
 
help finance development activities not yet ready for implementation.
 
Both the principal and interest would then be available for funding such
 
activities.
 

The PL 480 Title I sales agreements require the Government of the 
Dominican Republic to open a "Special Account" in the Central Bank where 
all sales proceeds are deposited. STP then authorizes the Central Bank 
to disburse funds to each individual project. However, because the 
Central Bank Is not a commercial bank but a regulatory institution, by

law it cannot pay interest on deposits it maintains. Because of this, PL
 
480 Title I sales proceeds remained idle for long periods of time without
 
earning interest.
 

Title I commodity sales proceeds for fiscal years 19P4 through 1986 had

generated the equivalent of $130.9 million as of September 30, 1987, of
 
which nearly $42.6 million equivalent remained on deposit at the Central
 
Bank as follows:
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Agreement iDeposi ts DI sbursements Balances 

1984 $ 57,841,670 $49,167,136 $ 8,674,531
1985 32,228,452 25,939,063. .6, 289,390
1986- 28,394;,100 , 807,755 .27,586,345 

$118,464,222 $75,913,954 
 $42,550,269
 
Uasummunafs 
 Uanon"UUUE 
 UUUMUUUUUUE 

As 'flay be noted in the above schedule, resources had been idle for
periods ranging from 2 months ($27.5 million) for the fiscal year 1986 
agreement to more than 12 months fiscalfor the year 1984 agreement ($8.7
million). With the current 3/ devaluation of the Dominican peso and
accompanying inflation, these 
resources 
had lost at least 12 percent of
 
their purchasing power. Had these resources been placed into an
interest-bearing account, the project would have been able carry outto
all its programmed projects at the anticipated accomplishment levels, and
the additional increase in resources could have been used for mutually
agreed upon rural development projects. Given the slow disbursement of
these funds, the Central Bank could open a Demav! Deposit Account for
180-day investment periods and, assuming an annual interest rate of 15percent (the amount offered by a local branch of an American bank for thedeposit of A.I.D. Trust funds), generate several million pesos a year. 

We recommend that USAID/DR, in consultation with appropriate
officials, establish a procedure 

GODR 
so that PL 480 Title I local currency

sales proceeds can be placed into an interest-bearing account. If no
public sector Institution can pay interest, such deposits could be made
into a commercial bank under the name and control of the Central Bank or 
another GODR entity.
 

Management Comments
 

USAID/DR stated that:
 

Policy Determination No. S, as revised, indicates thatonly
USAID/DR should "encourage" the GODR to consider 
interest-bearing accounts for local currency funds belonging to
the host government. The USAID/R Mission Order on Local 
Currency Management also requires consultation with the GODR on

this point. USAID/DR has often consulted with the GOR on thisissue and is in complete compliance with both PD No. S and the
Mission Order. 

3/ As of September 30, 1987, the exchange rate was DR$3.48 to US$1. It
is aboot DRI$5.S to US$1 at today's rate. 
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The GODR has advised consistentlv in our discussions that local 
currency owned by the Government inust accor.ling to policy, ho
maintained in the Central Bank and that the Central Bank will 
not pay interest _on these acconts,iFntrthe.nore,__- funds
transferred to t e" accounts o ~ctnqaece utb
maintained in the Banco de Reservas where GODR policy likewise 
precludes the payment of interest. flowever, we are requesting 
a written statement from the GOIR on this matter for the files. 

...As discussed above the Mission is in complete compliance
with the applicable guidance. UJSAID/DR requests that this 
recommendation be closed upon the submission to RIG of the 
letter and GODR response. 

Office of the Inspector General Comments
 

Even though PD No. S as revised in October 1987 states that local 
currency funIs are host country resources, therefore subject to the lawsand regulations of the host government, PD No. S has since February 1983,
encouraged the deposit of sales proceeds into an interest-bearing
account. In addition, Recommendation No. 3 requires evidence of
consultation with appropriate GODR officials, and USAID/DR has responded
that a written statement from the host government is being requested.
Consequently, the recommendation remains still valid. We will consider
closing this recommendation upon receipt of a copy of the opinion of host 
country legal counsel. 
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I. Comptiance and Intornal ConLrol 

1. Compliaiv*e 

The audit iisclosed four compliance exceptions. 

First, for commodities Imported under the PL 480 Title I agreement for
fiscal year 1986, STP agreed to more lenient credit terms with the localimporters than those established in the governing agreements (Finding 2).
 

Second, inrividual sales agreements with local importers of edible oil

established penalties for late payments. However, these penalties were
 
not always assessed or collected (Finding 2).
 

Third, the total Currency Use Payment due for fiscal year 1984 had notbeen collected and appropriate written notification for this

non-collection of the CUP was not made to the Inter Agency Group in 
Washington (see following section on Other Pertinent Matters).
 

Fourth, the Memorandum of Understanding for the use of the proceeds
generated under the PL 480 Title I agreement for fiscal year 1985required the establishment of a repayment schedule to reduce arrearages
under previous PL 480 Title I agreements. However, we found no evidencein the '.4ission of compliance with the 1985 provision (Other Pertinent 
Matters).
 

The review of compliance was limited to the findings in the report. 

2. Internal Controls 

Two internal control exceptions were found during the audit.
 

First, there was a lack of segregation of duties in the host country
implementing 
 agency. A review of the Technical Secretariat of the
Presidency's Commercialization Division, which is responsible 
for the
procurement and sale of PL 480 commodities as well as the collection ofthe proceeds generated, indicated that one person was responsible for 
virtually all the functions (see Finding 1).
 

Second, there was a disagreement between the U.S. Embassy and USAID/DR
over responsibilities for the collection of 
Currency Use Payments (Other

Pertinent Matters). Therefore, no one was actually following up on the
collection of payments due, or ensuring that the GODR's dollar loan 
balance was correct.
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1.4 

C. Other Pertinent Niatters 

Government, 


The M,emorailurm 
generated -under-

of Understanding for the se of 
the ,PL 480 -Title- I 'agreeme7--for 

the sales 
Fiscal year 

proceeds 
1985in. 

Section 1.4 states: 

Establish a repayment schedule, acc.gtable to the U.S. 
to reduce arrearages [in daollar loan payments by


the GODR to the U.S. Department of Agriculture Commodity Credit 
Corporation] under previous PL 480 Title I agreements which 
amount to US$14,637,207 as of March 31, 1?85.
 

This provision was neither repeated in the 1986 agreement nor was any
evidence of compliance with the 1985 provision found in the Mission's
 
files.
 

No one on the Mission's staff with whom we spoke was able to advise us as 
to what action had been taken to implement tr above provision or why it 
was eliminated from the following year's agreement. We also contacted
 
the current Agricultural Attache who told us that he was unaware of the 
status of the arrearage problem.
 

Our concern In this regard was heightened after reading State Department
Telegram No. 157216, dated May 22, 1987 (see Appendix 1), dealing with
"GODR ARREARS TO THE USG," which contains two PL 480 related line items
totaling over $80 million in arrearages, for which A.I.D. may have 
certain participatory follow-up responsibility.
 

This point was raised with AID/V, who does not track payments under this 
program, also CCC was contacted. They had a set procedure for 
notifications of payments due, however, they had been behind with thisprocedure until July 1987. Because of the lack of information In this 
regard, we suggest that USAID/Dominican Republic should not only include
requirements for arrearages schedules 
in future PL 480 agreements, but
 
should also develop a mechanism for tracking down actions taken and for 
monitoring current balances or any arrearages with PL 480 Title I loans.
 

Currency Use Payments - The U.S. Government (USG), through the U.S. 
Treasury Department, purchases local currencies using dollars to meet the
 
cost of USG operations overseas. In order to help defray these dollar 
costs, a Currency Use Payment (CUP) was instituted in 1966. The CUP is
treated as an advance payment on the principal of the dollar loan owed by
the Importing country.
 

The amount of local currencies to be paid as a CUP is a percentage of the
total value of Commodity Credit Corporation (CCC) disbursements for thepurchase of Title I foods. To calculate the amount of local currency to
be received via the CUP, current legislation requires that the United
States Government receive a rate of exchange which is not less favorable 
than the highest exchange rate legally obtainable.
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,iditionallv, a Department of State telegram issued in August 19844rgos 
all Nlissions to place priority on the timely collection of CUP payments,
 
and states that, if a Mission sees reasons to delay requests for
 
collections, the -matter-shuld-be promptly reported to-- the--Department
 
EB/OFP; which will coordinate with the Bureau, M/Comp, and the Treasury
 
Department.
 

The PL 480, Title I agreement for fiscal year 1984 specified a 2.5
 
percent CUP payment by the GODR on amounts disbursed by the Commodity

Credit Corporation (CCC). CCC disbursements for 1984 amounted to
 
$27,717,859, for which the GODR would provide the local currency

equivalent of $692,946. However, according to USAID/DR's and Embassy's

records, only two payments, totaling the equivalent of $299,910 were
 
actually received, although the equivalent of $692,946 had been requested.
 

Dominican Pesos Rate of Equivalent
 
Received Exchange inUS$
 

1/24/85 DR$280,075.72 1:1 $280,07S.72
 
6/5/85 62,278.80 1:3.14 19,834.01
 

DR$342,354.52 $299,909.73
 

On June 27, 1985 USAID/DR advised the GODR of a shortfall of $393,037 in
 
Curr :y Use Payments, but no other follow-up action was taken by either
 
USAID/OR or the U.S. Embassy and no subsequent payments were made for
 
that fiscal year.
 

Because the U.S. Embassy was in possession of a large amount of local
 
currency from a dispute involving the Overseas Private Investment
 
Corporation (OPIC), It chose not to collect the full amount of the CUP
 
due for fiscal year 1984. However, the Mission did not advise Washington
 
as required when itdecided not to collect the full amount.
 

In addition, there was a misunderstanding between the U.S. Embassy and
 
USAID/DR over responsibility for collection of the CUP. Because PL 480,
 
Title I Agreements are negotiated by the State Department, which uses
 
these CUP proceeds to cover its local currency operating expenses,

USAID/DR officials stated that it was the U.S. Ebassy's primary

responsibility to follow up on this shortfall. They stated the extent .1
 
A.I.D.'s Involvement as the computation of Currency Use Payments due and
 
advising the local government when these payments were to be made. They

stated the actual correction of CUP payments was the U.S. Embassy's

responsibility. Accor-ling to Embassy officials, CUP monitoring was
 
A.I.D.'s responsibility. They stated that the U.S. Embassy was in no
 
need of more local currency at the time as they had RI1$l5,000,000
 
available from the setlement of the dispute involving OPIC.
 

-16­

k 1 

http:299,909.73
http:DR$342,354.52
http:19,834.01
http:62,278.80
http:280,07S.72
http:DR$280,075.72


Because the Mission sai, the non-collection of 2? does not affecL the
 
amotnt of loan repayMents mad c to the OSIJ, 'e do not make any
 
recommendtation at this point. lowever, 11SA: DR should establish
 

.... responsibiliy... for moni toring PI, 480 Title-A- -ns- totheGODR-anrl...
 
repayment sche(dlles as well as for the calcOlation xnrd collection of CUP.
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Ai dit of USAID/Domlnican Republic
 
PL 480 Title I Program
 

Outstanding Balances 1Miner
 
the Fiscal Year 1986 Agreerient
 

(In US$) 

Payments/Deposits Total
 
Total Received within Payments/


L/C to be 60 days as per Deposits Outstanding

Comr.odity Generated 
 MOU to 9/30/87 Balance
 

Edible Oil $23,642,120 $7,923,208 $23,042,633 
$ 599,487
 

Wheat 6,730,427 
 6,730,427
 

Rice $10,249,113 ­ - 10,249,113 

Total $40,621,660 $7,923,208 $29,773,060 $10,848,600
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APIIENIX , 
Page ! of 3 

AUDIT- OF PLL1C L~;--483 -TTn-DERAILEDla, .:­g ,1Ixr] c:l.2,Z' 

RPOCt*ENWEATIOr; N, 1:,
 

a) Contract with a reputable local Cert*ejf. Public Accounting Firr, toreview and analyze the segregation of 4ies and responsibilitiescurrently in place at the Technical SecretariatCommercalization of the President'sDivision, andlines of authority in order 
reccm :-d appropriate changes into stre.g:-en the Division's syster, ofinternal controls; and
 

b) Obntract with a local certifiedJ publicfinancial review of the fiscal year 
-counting firm to perform a19= PL-480 commodity Salesprogram.
 

.hnagement Response to Findings,Z .1" 
The Mission accepts the findings and agrees that 'he apprcpriate oeparation
duties within this orgainzation 

of 
is essential.
 

vangementResnse 
to eco-mmondations, i&,1,

l.a) USAID/DR and the TSP are 
finalizing the design of a comprehensivetechnical assistance contract with Price Wterhouse and (b.,International (NW &Co) for the Cl. A c'cpiete review (andsuggestions for improvement)

included of the Coercial Division will bein the Scope of Work. This re'.uon receipt bY RIG of endation can be closeda copy of the s.nd contract wit). PW &Co.l.b) Financial review of the fiscal year 19E*. PL-480 I0mmdity SalesPrgrair, has been completei by the M~ss:,.attached and A'copy of the report isthe working papers are av%:'able at USAID/DR.therefore UW DVrequests that this rec.nrrUt-;0 be closed. 



APPE'NDIX 2 

2 2 of 3 

USA1QiD Detaile-l Comments 

RECCEATION N. 2:
 
USAD DR
 

a) Establish clear monitoring and financial oversightresponsibilities over PL 480 Title I local currency ger.ratioI 
agreements;to avoid deviations from procedures established in the
any such deviations (such as late deposits) should
have been approved in advance by USAID/DR and appropriate

penalties assessed and collected; and
 

b) obtain evidence that the Technical Secretariat of the Presidencyhas collected all accrued interest from local importers. 

?hnagement Response to Findings,. No. 2 

Prior to 1986, there had been no provision for penalties inbetween the agreementsthe GOOR and local importers. The GODR has the right to establishwhatever terms, including penalty and interest payment terms between itselfand the local importers it feels are necessary. AID is anot party to theseagreements and therefore is not in a position to enforce or intervene in them. 
Under the PL 480 Title I Agreement for fiscal year 1966, USAID/DR has and willcontinue to enforce all deposit and other requirements as established in theAgreement and the Memorandum of Understanding. 
The Mission will assess and collect penalties or Interest in the future, as 
appropriate, based upon penalty clauses to be incorporated into futuze tOG's. 
MissionResponse toRecmmenditions, 1,b. 2 

2.a) The Mission accepts the recommendation anr will incorporate
appropriate penalties for late payments ir future aireements.The Mission Mantal Order is being reviWed in this regari and trisrecoccencation can be close! upon re.eip, of a copy b" the P.I*. 

2.b) USAID/DR can only enforce existing agzecn.::.ts wlth the CO.OVtCAiiich it isa party. Since USMD/DR iv :n)t a party to agreements
between the GODR and irp.rters, we hererpj, request t-' t this
remonoration be reviswJ to have consideration of this issuoincluded as part of the Mission Manun l Order (f4). Thereoemendation could then be closed by RIG receiving a copy of 
the Mo.
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AIPPENi) IX 2 

!Nige 3 of 3..... ..--. o--7 

US; DRs rtail e-d O ,,n 

RE4.YNITION NO. 4:

USAID/DR IN 0ONSULTATMaN WITh GOQR OFFICIALS 
 SHV>
 
Establish a depository mechanism whereby PL 460: T:tle 1 local 
curre:ijc sales
 
proceeds can 
be deposited in an interest-bearin a.count. 

Management Response To Findins, No. 4: 

Policy Determination No. 5, revised,as indicates only that U 'dD/DR shoul'encourage" the GODR to consider interest-bearlr. accounts for local curren-zfunds belonging to the host government. The LE-Z .r Mission Order on L=calCurrency Management also requires consultatior. w:th the GODR on this point.USAID/DR has often consulted with the GOOR or. th:s issue and is in comnletecoupliance with both PD No. 5 and the Mission Order.
 

The GODR has advised consistently in our discussons that local currency ownelby the Government must according to policy, be mintalned in the Central an:and that the Central Bank '.'ll not pay interest or, these accounts.Furthermore, funds transferred to the accounts of executing agencies must bemaintained in the Banco de Reservas where GOOR policy likewise precludes thepayment of interest. However, we are requiztina6 written statement frc.r theGODR on this matter for the files. 

ManagementResponse toRecoamndation No. 4 

As discussed above the Mission is in omplete ococliance with the app.:cMbloguidance. USIMD/DR requests that this rccen.)tion be closed up,-. t'o.submission to RIG of the letter and 0$R respon.e, 
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List of Repot Recommendations 

Recommer eation No. I 

Ile recommend that 'SAID/Dominican Republic: 

a. 	 contract with a reputable local Certified Public Accounting firm to
review and analyze the segregation of duties and responsibilities
currently In place at the 	Technical Secretariat of the Presidency's
Commercialization Division, 
and recommend appropriate changes in
lines of authority In order to strengthen the Division's system of
internal controls; and 

b. 	 contract with a local Certified Public Accounting firm to perfom afinancial review of the fiscal year 1986 Public Law 480 Commodity
Sales program. 

Recommemiation No. 2
 

We recommend that USAID/Jominican Republic:
 

a. 	 establish clear monitoring and financial oversight responsibilities

over Public Law 460 Title I local currency generations to avoid
deviations from procedures established in the agreements; any such
deviations (such as late deposits) should have been approved in 
a.tvance by USAID/Dominican Republic and appropriate penalties
assessed and collected; and 

b. 	 obtain evidence that the Technical Secretariat of the Presidency has
collected all outstarding balances from local importers. 

Recommendation No. 3 

We recommend that USAID/Dominican Republic take steps to encourage
Goverment of Dominican Republic officials, establish a depository
mechanim whereby Public Law 480 	 Title I local currency sales proceeds
can 	be deposited in an interest-bearing accounts 
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