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Audit Report No. 1-522-88-17-N, "Audit of the Financial Statements 
of Rezco Agricola, S. de R.L. in Honduras as of May 31, 1987" 

This report presents the results of a non-Federal financial and compliance 
audit requested by your Mission of the financial statements of Rezco 
Agricola, S. de R. L. (REZCO) as of May 31, 1987. The financial statements 
include funding provided by USAID/Honduras Project No. 522-0207 as well as 
counterpart funds in local currency generated by Economic Support Funds 
(ESF). The audit firm of Price Waterhouse in Honduras prepared the report,
which is dated ,July 29, 1988. 

The purpose of this audit 
statements of Rezco as of 

internal accounting control 
Rezco with applicable laws, 

Price Waterhouse disclaimed 
they could not apply adequate 
This scope limitation occurred 
and certain required audit 
observations, inspections, and 
Rezco's accounting records did 
the sales, cash transactions, 

was to (1) express an opinion on the financial 
May 31, 1987; (2) report on the systems of
 

and procurement; and (3) report on compliance by 
regulations, and loan contract terms. 

an opinion on the financial statements because 
auditing procedures to express an opinion. 

because (1) Rezco was no longer in operation 
steps such as physical examinations, 

confirmations could not be performed and (2) 
not provide sufficient support to validate 
expenditures and costs 

financial statements. Also, the auditors were unable to 
representation letter in acco(rdance with generally
standards. Price Waterhouse's study and evaluation of 
control and procurement practices was limited to a 
because they determined that the small size of Rezco 
adequate internal control system and they observed some 

reflected in the 
obtain a management 
accepted auditing 

internal accounting 
preliminary review 
did not permit an 
control weaknesses 

during the preliminary review phase which they believe result in more than a 
relatively low risk that errors or irregularities in amounts that would be 
material in relation to the financial statements, taken as a whole, may 
occur and not bo( detected within a timely period. The weaknesses observed 



were (1) an inadequate account ini syst em, (2) a ack of indlependent test ing 
and processing controls over ,ccot Tin. transact ions, and (3) an inadIequate 
procurement system. Price Waterhouse disclaimed an opinion on those items 
tested for compliarce as well as on untested items due to the scope 
limitations mentioned pre'iously related to the financial statements. 
towever, they determined that there was non-compliance with certain loan 
contract terms and applicable laws and regulations requirin (1 ) costs and 
expenses to be supported with1 adequate original documentation and (2) all 
costs and expenses charged to bQ related to Rezco's legitimate business 
operat ions. 

The Price Waterhouse report does not contain any recommendatiors related to 
the internal ceontrol weaknesses or non-compl iance because Rezco's fixed 
assets and remaining inventori's of materials and supplies were liquidated 
and the company discontinued operations on September 30, 1987. As a result, 
we :re iot incuding any recommendations in the Office of th Inspector
General's audit recommendation follow-up system. This report is advisory 
only concerning the fairness of Rrco's financial statements as of May 31, 
198-.
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Apartado Postal 368 Teletono 317981 
Guatemala. C.A Ttlex5987 

Price1 ihlerhouse 

July 29, 1988
 

Mr. Coinage N. Gothard
 
Regional Inspector
 

General for Audit
 
U.S. Agency for
 

International Development (AID)
 
Tegucigalpa, D. C.
 

Dear Mr. Gothard:
 

This report presents the results of our audit of the financial
 
statements and additional information of Rezco Agricola, S. de
 
R. L. as of May 31, 1988. These financial statements include
 
funding from agreement No.522-0207 between the Government of
 
Honduras (GOlf) and the U.S. Agency for International Development
 
in Honduras (USAID/H)
 

BACKGROUND
 

Rezco Agricola, S. de R. L. (Rezco) was incorporated in Honduras,
 
Central America in June 1986 as a limited liability partnership.
 
It was located in the city of Choluteca, and its principal
 
activity was the production of melons in Honduras and their
 
commercialization in the United States. Rezco started its
 
operations in June 1986, with a specific project to produce and
 
export 260,000 boxes of honeydew melons over a period of one
 
year. The total estimated cost of this project was L2,040,000 
($1,020,000).
 

The above mentioned project was financed with an advance 
contribution of L500,000 ($250,000) to Rezco's paid-in capital 
made by its partners and with two loans to Rezco Agricola, S. de 
R. L. totaling L1,540,000 ($770,000) made in August 1986 by the
 
Central American Financing Corporation (Financiera 
Centroamericana, S. A., FICENSA) , a local commercial bank. The 
funding was provided to FICENSA by the Central Bank of Honduras 
through a rediscount line of credit provided by the Export 
Development and Services Project, USAID/flonduras Project No.522­
0207. The Central Bank agreed to guarantee up to 60% of the loan 
repayments if necessary. 

The project wa. initiated by USAID/flonduras and the Government of 
Honduras (GOlf) on August 31, 1984, with the purpose of increasing 
non-traditional exports. USAID/flonduras provided $23,500,000 in 
loan and grant funds and the GOlf provided $24,000,000 as 
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counterpart funds in local currency generated by Economic Support
Funds (another program between the GOH and the United States
 
Government).
 

As part of tht project, Rezco Agricola, S. de R. L. signed a
technical assistance contract with Shemesh Agro-Tech, S. A., 
a
subsidiary of an 
Israeli company with previous experience in the
production of melons in this 
zone. 
 It also signed a distribution
 
contract in November 1985 between its affiliated company Rezco
Agro-Industrias, S, A. and Cal 
Fruit of Los Angeles, California.
Rezco began operations in June 1986 with the 
following management

personnel:
 

- Mr. Mohammed R. Rezai General Manager
 
- Mr. Amir R. Rezai Administrative Manager

- Mr. Arnold Fard Production Manager
 

The last shipoent of melons to the United States was made in
April 1987. As of May 31, 
1987, Rezco Agricola, S. de R. L. had
 
a recorded accumulated loss of approximately L913,000

(US$456,500) net of its paid-in capital of L5,000 ($2,500).

According to Honduran Commercial Law, the loss of two-thirds of
the paid-in capital is sufficient cause for any interested party

to declare a company in bankruptcy. In July 1987 FICENSA

declared its loans to Rezco due and called the principal and
a:crued interest which, to that date, amounted to approximately
 
L,692,000 (US$846,000). As a result, all of Rezco's fixed
assets and remaining inventories of materials and supplies were
liquidated with an additional loss to Rezco of approximately

L372,000 (US$186,000). 
 The company firnally discontinued
 
operations on September 30, 
1987.
 

AUDIT OBJECTIVES AND SCOPE 

We performed a financial and compliance audit of Rezco Agricola,

S. de R. L. for the period from June 30, 1986, to May 31, 1987.

The objectives of this audit were as 
follows:
 

1. Express an opinion on the 
financial statements of Rezco
 
Agr_!co],i, 13.de R. L. as 
of May 33, 1987.
 

2. 
 Determine if Rezco's internal accounting control system was
adequate for the purposes of the project. 

3. Determine if Rezco's procurement practices were fair, open
and competitive, including the procurement of the services
of Shemesh Agro-Tecli, S. A. and Cal-Fruit. 
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4. 	 Determine if Rezco Agricola, S. de R. L. complied with
applicable laws, regulations and loan contract terms.
 

Our examination was performed in accordance with generally

accepted auditing standards and the U.S. Comptroller General's

"Standards for Audit of Governmental Organizations, Programs,

Activities and Functions" 
(1.981 Revision).
 

The scope of our work consisted of the following:
 

1. 	 Selective examination and testing of supportink

documentation made avalilable by Rezco Agricola, S. de R. L.
for direct costs related to salaries, allowance travel and
transportation, fringe benefits, equipment and supplies and
 
other direct costs.
 

2. 	 Study and evaluation of the Rezco's internal accounting

control and procurement practices during the period of 11
months ended on May 31, 
1987, including the procurement of
the services of Shemesh Agro-Tech, S. A. an. Cal-Fruit.
 

3. 	 Review of Rezco's compliance with loan contract terms and
 
applicable laws and regulations.
 

RESULTS OF AUDIT
 

Financial Statements 

At the time of our engagement Rezco had discontinued its
operations and had no employees. 
 This 	situation has remained
unchanged to this date and 
we were not able to conduct the

following obligatory audit steps:
 

1. 	 Study and testing of the effectiveness of the internal
 
accounting control and procurement procedures or whether

these controls and procedures were performed by persons

having no incompatible functions.
 

2. 
 Conduct physical counts of inventories and inspections of

fixed assets for valuation and comparison with recorded
 
amounts.
 

3. 	 Obtain confirmation of the bank account balances and
 
responses to our 
inquires for confirmation of accounts
 
receivable and accounts payable.
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4. 
 Interviews with and written reports from management. We did
 
not obtain the representation letter from management as

required by auditing standards and we issued this report

without the benefits of an exit conference to discuss the
 
audit findings and to corroborate other oral
 
representations.
 

Rezcc's accounting records do not provide sufficient support to
validate the cash and sales transactions or to permit the
application of adequate auditing procedures. 
During our review,
we observed that Rezco's financial statements as of May 31, 1987,
were materially affected by departures from generally accepted

accounting principles. These significant departures are
 
described elsewhere in this report.
 

As explained in the preceding paragraphs, we were unable to apply
adequate auditing procedures regarding the validity of certain

evidence, existence of assets, and cash and sales transactions.

Therefore, the scope of our work was 
not sufficient to enable us
to express, and we do not express, an 
opinion on the financial
 
statements of Rezco Agricola, s. de R. L. as 
of May 31, 1987.
 
internal Accountinq Control and Procurement Practices
 

Our study and evaluation of the internal accounting control and
procurement practices did not extend beyond a preliminary review

of the system to obtain an understanding of the control

environment and the flow of transactions through the accounting
system. Because the organization of Rezco Agricola, S. de R. L.
 was too small to permit an adequate segregation of duties and due
to the major weaknesses observed in 
our study and evaluation, we
chose to perform substantive audit tests instead of relying upon
the internal accointing control and procurement practices of
 
Rezco Agricola, S. de R. L.
 

evaluation, forOur study and made the limited purposes describedabove, would not necessarily disclose all material weaknesses inthe system of internal accounting control and procurement
practices. However, our examination disclosed conditions that webelieve result in the probability that errors and irregularities
in amounts that would be material in relation, to the financialstatements of Rezco Agricola, S. R. as 31,de L. fo May 1987,taken as a whole may occur and not be detected within a timelyperiod. The principal weaknesses observed were related to thelack of an adequate accounting system; lack of independent
testing and processing controls over accounting transactions; and
lack of appropriate procurement procedures. 
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Findings I to 4 included in our report on internal accounting

control and procurement practices did not include recommendations
 
because Rczco Agricola, S. do R. L. had closed operations in
 
September 1987.
 

Compl ia g _th Loans__Cont-tact: Terms and Appli cab] e Laws and -.
Rec1uL_1 i\ons. 

Because of the 1imitations imposed on the scope of our
 
examination it 
was not possible to determine if transactions
 
selected tor testing were in compliance with loan terms and 
applicable laws and regulations. Accordingly, we do not express 
an opinion on compliance, o1 tested as well as untested items,
with 	 loan contract, terms and applicable laws and regulations by
Rezco Agricola, S. de R. !.. du og the period from July 	 1, 1986 
to May 31, 1)87.
 

However, the resu1ts of our study determi ned that, for certain
 
items to:;ted, Revco Agrico]a, S. de R. L. did not comply with
 
loan cont :ct terms and appli]icalie laws and regulations as listed
 
be] ow:
 

1. 	 Dlocuments :;upport-in(J cetain cos;t.- and expenses were not 
avda.Il for exatmlIi nat in. 

2. 	 Certain costs and expsi!; were incorrectly paid and charged
 
by Re:co to its O;porat ion ;.
 

MANAGEMt.ENT cMMLN'1S 

This 	 relpo-Lt hoi; been issued without the benefit of an exit 
conloe Iic{t o (II ;Cii ,:; the aU( i t fi rdi ngs and to corroborate some 
financial data arid othe- inf-ormat:i on obtained from external and 
other sour(:,; bcause Rec:o Aqricola, S. do R. L. did not have 
management arid admini:;trat-ive personnel in Honduras. As 
mentioned e:;ewlewhere in lhis report-, we wore not provided with a 
wri t ten Paifllil' lt r e'notfn at i on I otter as; r( u i red by auditing 
sta rd ( s.. 
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT NO.522-0207
 

REPORT ON FINANCIAL STATEMENTS
 

AUDITOR'S OPINION
 

We have examined the balance sheet of Rezco Agricola, S. de R. L.
 
as of May 31, 1987, and the related statements of losses and
 
accumulated deficit and of changes in financial position for the
 
period of eleven months ended on that date. Except as explained
 
in the following paragraph, our examination was made in
 
accordance with generally accepted auditing standards and the
 
U.S. Comptroller General's "Standards for Audit of Governmental
 
Organizations, Programs, Activities, and Functions" (1981
 
Revision) and accordingly included such tests of the accounting
 
records and such other auditing procedures as we considered
 
necessary in the circumstances.
 

We were engaged as auditors on March 2, 1988, when Rezco
 
Agricola, S. de R. L. (Rezco) was no longer in operation; its
 
principal assets had been liquidated and there were no
 
management, administrative, or accounting personnel in Honduras.
 
PEe to these situations we were unable to test the validity of
 
ccrtain control procedures, and we could not review certain
 
evidential matter related to the production and export activities
 
and the existence of Rezco's assets. We could not perform
 
certain required audit steps such as physical examinations,
 
observations, inspections and confirmations. We were unable to
 
obtain a management representation letter to complement our 
auditing procedures. Additionally, we believe that Rezco's 
accounting records did not provide sufficient support to validate 
the sales, cash transactions, expenditures and costs reflected in 
the financial statements a.; of May 31, 1987, and thus permit the 
applicat ion of adequate audit procedures. 

Rezco wa; organized mainly to carry out a project for the 
production of melons in Hfondura; and their export to the United 
State:; durinq the period from June 1986 to May 1987. The project 
fa.iled a nd generated an initial 1loss of approximately 1,917,600, 
whi-ch (.iu:;e'd i'llCI'IW;A to declare due ReIzco 's loans and accrued 
intere,;t. A,; a result Rezco went out of business. As explained 
in Note 'I to the fIna ncia.1 statements, in July 1987 Rezco repaid 
part of the bixnk loans Irom Ph..: liquidation of its inventories 
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and fixed assets incurring a further loss of approximately

L372,000, which is not 
reflected in the accompanying financial
 
statements. 
 In addition, accrued interest amounting to
 
approximately L117,000 was 
not recorded in Rezco's financial
 
statements as of May 31,1987. 
 As a result, the financial
 
statements of Rezco Agricola, S. de R. L. as 
of May 31, 1987, do
 
not include losses 
nor provisions for losses of approximately
 
L489,000.
 

Because vie 
were unable to apply adequate auditing procedures as

explained in the second paragraph, the scope of our work was not
 
sufficient to enable us 
to express, and we do not express, an
 
opinion on the financial statements of Rezco Agricola, S. de
 
R. L. as of May 31, 1987.
 

May 27, 1988
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REZCO AGRICOLA, S. DE R. I,.
 
(A Honduran Company)
 

BALANCE SHEET
 
MAY 31, 1987
 

Lempiras
 
(Note 2)
 

ASSETS
 

Current assets:
 
Cash and banks 
 L 22,776

Accounts receivable (Note 3) 
 126,376
Inventories at cost (Notes 4 and 7) 
 185,873
Prepaid expenses 6,404 

Total current assets 341,429 

Machinery and equipment at cost,
 
less accumulated depreciation

(Notes 5 and 7) 956,510 

Other assets 
200 

L1,298, 129 

LIABIITTTES AND PARTNERS' EQUITY
 

Current liabilities:
 
Bank loans (Notes 6 and 7) L1,574,647

Accounts payable to partners 50,129

Accounts payable and accrued
 

expenses 
 85,959 

Total current ] i.-bi 1ities 1,710,735 

Advances from partners 500,000 

Partners' equi]ty:
Paid - in Capital 5,000
Accumulated deficit 
 (917,596)
 

(912,596)
 

L1, 298,139
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REZCO AGRICOLA, S. DE R. L.
 
(A Honduran Company)
 

STATEMENTS OF LOSSES AND ACCUMULATED DEFICIT
 
FOR THE ELEVEN-MONTH PERIOD EIDING MAY 31, 1987
 

Lempiras 
(Note 2) 

Sales (Net of marketing and packing
expenses) 

LI,105,919 

Costs and expenses: 

Production costs 1,590,553 

General and administrative 
expenses 

414,892 
Interest expenses (Note 6) 18,070 

2,023,515 

Net loss and accumulated deficit 
at the end of the period L (917,596) 
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REZCO AGRICOLA, S. DE R. L.
 
(A Honduran Company)
 

STATEMENT OF CHANGES IN FINANCIAL POSITION
 
FOR THE ELEVEN-MONTH PERIOD ENDING MAY 31, 
1987
 

Lempiras 
(Note 2) 

Cash was provided by:

Capital 
 L 5,000

Advances from partners 
 500,000

Bank loans 
 1,574,647

Accounts payable to partners 
 50,129

Accounts payable and accrued expenses 
 85,959
 

Total cash provided 
 2,215,735
 

Cash was used for:
 
Net loss 
 917,596
 
Less items not affectina cash:
 
Depreciation 
 (71,578)
 

Cash used for operations 
 846,018
 
Other uses:
 

Increase in accounts receivable 
 126,376

Increase in inventories 
 185,873
 
Increase in prepaid expenses 
 6,404


Acquisition of machinery and equipment 
 1,028,088

Increase in other assets 
 200
 

Total cash used 
 2,192,959
 

Cash balance at the end of the period 
 L 22,776
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 
1987
 

USAID/HONDURAS PROJECT NO.522-0207
 

NOTES TO THE FINANCIAL STATEMENTS
 

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
 

The more important accounting policies adopted by Rezco Agricola,
 
S. de R. L. are described below:
 

Inventories
 

Inventories of material and supplies were valued at average cost.
 

Machinery and equipment
 

Fixed assets were recorded at cost and are depreciated on a

straight-line basis over their estimated useful lives.
 
Expenditures for repairs and maintenance were charged to 
income.
 
Expenditures for additions and improvements were capitalized and
depreciated over the estimated additional life of the related
 
assets.
 

Severance compensation
 

Compensation, accrued according to length of service under the
 
terms of the Honduran Labor Code, may be payable to the employees

in the event of dismissal. No definite liability existed in this
 
respect at May 31, 
1987, however, a provision of L8,100 was
 
registered for severance payments.
 

NOTE 2 -
 GENERAL INFORMATION:
 

History and operations
 

Rezco Agricola, S. de R. L. (Rezco) was 
incorporated in June
 
1986, in accordance with the laws of Honduras, as 
a limited
 
liability partnership. It 
is domiciled in Choluteca, Hondaras
 
and its principal activities are the production of melons in
 
Honduras and their commercialization in the United States.
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Currency and exchanqg
 

Rezco's accounting records were kept in Honduran lempiras,

denoted by the symbol L in the accompanying financial statements.
 
The current exchange rate of two lempiras for one United States
 
dollar has remained constant for many years. In accordance with

the Honduran foreign exchange controls, which became effective in
September 1981, all foreign currency acquired must be exchanged

through the Exchange Control Department of the Central Bank of

Honduras and all remittances abroad must have the written
 
approval of said department.
 

NOTE 3 - ACCOUNTS RECEIVABLE:
 

Accounts receivable at May 31, 1987 were as follows:
 

Trade 
 L 63,276

Officers and employees 
 87

Others 
 63,013
 

L126,376
 

NOTE 4 - INVENTORIES:
 

Inventories at May 31, 
1987 were as follows:
 

Chemical products 
 L 20,996

Melon seeds 
 1,159

Packing materials 
 163,718
 

L185,873
 

As explained in Note 7 to the financial statements, the
 
inventories were liquidated in July 1987 for approximately

L1O,000 to pay bank loans. 

NOTE 5 - MACI{NERY AND IEQJIPMENT: 

Fixed assets at May 31, 1987 were as follows: 

Leased improvements 
Machinery and equipment 
Vehicles 
Office equipment 
Tools and other 

L 43,320 
886,571 
84,418 
4,965 
8,814 

1,028,088
Less - Accumulated depreciation 
 71,578
 

L 956,510
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As explained in Note 7 to the financial statements the fixed
assets were liquidated in July 1987 
to repay bank loans and
 
accrued interest.
 

NOTE 6 --BANK LOANS:
 

Loans were obtained from FICENSA at 
14% and 19% annual interest
and secured by first mortgage on all fixed assets of Rezco. 
 Due
to financial difficulties, Rezco was in default with the bank at
the date of the financial statements.
 
Accrued interest as of May 31, 
1987 amounting to approximately
 

L117,000 was not recorded in Rezco's books.
 

NOTE 7 - SUBSEQUENT EVENTS:
 

The last shipment of melons to the United States was made in
April 1987. 
 As of May 31, 1987, Rezco Agricola, S. de R. L. had
a recorded accumulated loss of approximately L913,000 net of its
paid-in capital of L5,000. 
 According to Honduran Commercial Law,
the loss of two-thirds of the paid-in capital 
is sufficient cause
for any interested party to declare a company in bankruptcy. In
July 1987, FICENSA declared due its loans to Rezco and called the
principal 
and accrued interest which, 
to that date, amounted to
approximately Ll,692,000. 
As a result, all Rezco's fixed assets
and remaining inventories of -ierials 
 and supplies were
liquidated with an 
additional 
loss to Pezco of approximately
L372,000. Rezco discontinued operations on 
September 30, 1987.
 

The proforma condensed balance sheet of Rezco Agricolp, S. de
R. L. as 
of May 31, 1987 after compensating for certain pro­forma adjustments arising from the closing of operations, is 
as
 
follows:
 

ASSETS 

Current assets 
 L174,186

Machinery and equipment - Net 
 2,817

Other assets 
 200
 

L177,203
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LIABILITIES AND PARTNERS' EQUITY
 

Current liabilities 
 Li,078,413

Advances from partners 
 500,000
 
Partners' equity
 
Paid-in capital 
 5,000

Accumulated losses 
 (1,406,210)
 

L 177,203
 

The proforma condensed results of the operations of Rezco
 
Agricola, S. de R. L. for the eleven months ended May 31, 1987,

after compensating for the losses of closing operations 
is as
 
follows:
 

Net sales 
 LI,105,919

Total costs and expenses 
 2,512,129
 

Net loss 
 (LI,406,210)
 

The foregoing financial position and results of operation reflect

the following proforma adjustments related to the 
liquidation of
 
assets mentioned above.
 

Interest expenses L 117,000 
Loss in disposal of 

inventories and 
fixed assets 

Bank loans 
371,614 
671,008 

Accounts payable and 
accrued expenses 

Fixed assets - net 
Inventories 

L 38,686 
953,693 
167,243 

L1,159,622 L1,159,622
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOLA, S. DE R. 
L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT No. 
522-0207
 

REPORT ON INTERNAL ACCOUNTING CONTROL
 
AND PROCUREMENT PRACTICES
 

AUDITOR'S OPINION
 

We have examined the financial statements of Rezco Agricola, S.

de R. L. for the period ending May 31, 
1987, and have issued our
 
report thereon dated May 10, 1988, 
in which we disclaim an
 
opinion due to significant limitations in the scope of our work.
 
Except as stated in our report dated May 10, 1988, 
our

examination was made in accordance with generally accepted

auditing standards and the standards for financial and compliance

audits contained in the U.S. Comptroller General's "Standards for

Audit of Governmental Organizations, Programs, Activities, and

Functions" (1981 Revision). 
 Solely to assist us in planning and
 
performing our examination, we 
made a study and evaluation of the

internal accounting control and procurement practices of Rezco

Agricola, S. de R. L. 
 That study and evaluation was limited to
 
a preliminary revicw of the system to obtain an understanding of

the control environment and the flow of transactions through the
 
accounting system. Because the organization of Rezco Agricola,

S. de R. L. is too small to permit an adequate segregation of

duties and due to certain control weaknesses observed (see
findings Nos. I through 4), our study and evaluation of the

internal accounting control and procurement practices did 
 not
extend beyond this preliminary review phase. Accordingly, we do
 
not expross an opinion on the system of internal accounting

control and procurement ;ractices taken as a whole. 
 Also, our
examination, made in accordance with the standards mentioned
above, would not: necessarily disclose all material weaknesses in

its system of internal accounting control. However, our

examination (isc]osed conditions 
 that we believe result in more

than a relative]y 
 low risk that errors or irregularities in 
amounts that woul d b(, material in relat:ion to the financial 
statements taken as:; a whole may occur aId not be do tected within 
a timely perio(. 

'Iheso con( it i ()n:; w re considered in dete rmining the niture ,
timing, and e xtelt of the audit te:ss to be applied in our
examination of the financial statements of Rezco Agricola, S. de
R. L. as of May 31, 1987, and this report does not affect our 
report dated May 10, 1988 on those financial statements.
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This report is intended solely for the use of the Agency for 
International Developmont. This restriction is not intended to 
limit the distribution of this report which, upon acceptance by
the Office of the Inspector General, is a matter of public
record. 

May 27, 2988 

16
 



AUDIT OF THE FINANCIAL STATEMENTS OF 

REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 
1987
 

USAID/HONDURAS PROJECT No. 522-0207 

REPORT ON INTERNAL ACCOUNTING CONTROL
 
AND PROCUREMENT PRACTICES 

AUDIT FINDINGS 

1. LACK OF AN APPROPRIATE FINANCIAL INFORMATION SYSTEM 

Condition:
 

The financial information system of Rezco Agricola, S. de
R. L. during the period of the project was lacking important

financial data necessary to appropriately plan, manage and
evaluate the project activities.
 

Cr to-i at:
 

Management is for
res;ponsible establishing and maintaining afinancial information system that, to the extent practical,ensures the orderly and efficient operation of the business 
and reduce; related risks 

Cause 

Rezco did not develop appropriate financial and accountingcapabi]itieo; to en;ure that its operations were under
 
management- cont ro].
 

EfI Cc t :
 

We could not fInd evidence of the 
 issuance of the following
key finanJiai ,l!eo t-; 

montlhly ! ii,1n: i a] ;tatements; 

a(Ct Iu(I IIv, III, )roducti on Mla rket costsand ing and 

general] ':pn:.; :Compare,(d With budgeted figures; 

montlly ironl(.t nd oxport. reports;; and(i 

monthlly pnt ]Ihliiquidltion reports;
.
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AUDIT OF THE FINANCIAL STATEMENTS OF 

REZCO AGRICOA, S. DE R. 
L. AS OF MAY 31, 1987
 

USAID/llON DIRAS PROJECT No. 522-0207 

REPORT ON INTERNAIL ACCOUNT]NG CONTROL
 
AND PROCUREMENT PRACTICES
 

AUDIT FINDINGS 

2. LACK OF INDEPEN)ENT TESTING CONTROL 

Condition:
 

Rezcu'. accounting records did not show evidence of testingby the Accounting Department of transactions made during the 
normal course of business. 

Criteria:
 

The 	 testing of accounts should be applied to the results of 
transactions. 
These testing controls are usually performed

by individuals other than the processors and are designed to 
detect errors or irregularities that may occur before or 
during processi ng. 

Managmvwt- woas, not aware of the necessity to verify the 
Company's tra.nsactions and to evaluate the results.
 

Effects:
 

_T abo_]ve (7n(i i ti n t.lll ed. the _1I owi ncj:
 

a) Ban k icc unt; were not n
reconc il(d mon thly and we could 
not review th(:a rwcncil iatioin; and/or apply other 
audit i iiq nhoct(cJi-:; to (letermirni tle reasonab lness of 
cash hl I lonl es dild transaction; as el May 3]1, 1987. 

b) 	 Re 'cas A:n uint i l)prtment di] iOt- prepare an aging
anal y:; iK "of ,.,root s r iva|le . We fouind that th
major ,j1('1:11int!5 rec(:.ival]e were u.­ ;upport.ed or were tile
resul it (d) n{' .i t ancou t tr in ait Ion!;. 

C) 	 'Th(! , were no report- or aralysi; e! :;ale.-, shipping, 
returns ari(] d(js:ounts. The rel ate(di recorded 
transictiois could not revi owedhe in terms of 
qua nt it e,:; , pr i 's idi (ie,.c1unt1;. 

18 

http:upport.ed


AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCOAGRICOA, S. 
DE P. L. AS OF MAY 31, 1987
 

USAT 	)/HGNDURAS PROJECT No. 522-0207
 

REPORT ON INTERAL ACCOUNTING CONTROL 
ANI PROCUREMENT PRACTICES 

AIJIDIT FINITNGS 

d) 	 Rezco's Accounting Department did not take physical
inventorjes o1 materials and supplies to verify their 
existence and safeguarding procedures. There was no 
support: of the balances of inventories as of May 31, 
1987.
 

e) 	 There were .- repoits O (oetails of production costs and 
departmental expenses. The overhead costs were not 
distributled in accordance with 
a specific procedure, and 
it was rnot )os,.1ible to evaluate the results and/or
 
compare them with budgeted amounts.
 

During ()tur review we observed many costs and expen'ses 
not 
supported with appropriate documentation and 
some
 
appeared costs 
unrelated to Rezco's operations.
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AUDIT OF THE FINANCIAL TATEMENTS OF 
REZCO AGRICOTJ, S. DE R. L. AS OF MAY 31. 1987 

U SADY/IONDURAS PROJECT No. 522-0207
 

REPORT ON INTERNAL ACCOUNTING CONTROL
 
AND PROCUREMENT PRACTICES
 

AUDIT FINDINGS
 

3. LACK OF PROCESSING CONTROLS 

Condition: 

Rezco did not implement basic processing controls to prevent
 
or detect errors or irregularities which may have occurred
 
during and/or before processing.
 

Criteria:
 

Processing control needs to be implemented in order to 
ensure proper recording of all transactions conducted 
during the normal course of business. 

Cause. 

Management and the Accounting Department of Rezco did not
 
take all the necessary steps to properly record business 
transact ion. 

Effects:
 

The 	 lack of internal accounting controls over processing 

procedures caused the following effects: 

a) 	 Rezco did not- have subsidiary records for cash and bank 
accounts, inventories, fixed assets, and other related 
accounts. 

b) 	 Rezco did not i.ssue receipts upon collection of sales 
proceeds and/or Accounts receivable. 

C) 	 Many cheW.::; were issued without proper supporting 
docu meiitat1i on an(dI crin appeared not to becerta payments 

rel ated WA) Rezco 's operat i ons.
 

d) 	 Thor(l( were no CO)i ie(,; (f hil 1 , bills (,I lading and
culol llo c(r * 1' ilica te is1 Rezcol:0 s IlIe ' ; to ;upport the 
reco(Yded a e'I'; transactions-.. 

e) 	 The ret. rill; ,iand s;pl ie ; i., I in melon production were 
not docun.ented w i pt authorizedproperly 	 requisi tions. 
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AUDIT OF THE FINANCIAL STATEMENTS OF
 

REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT No. 522-0207
 

REPORT ON INTERNAL ACCOUNTING CONTROL

AND PROCUREMENT PRACTICES 

AUDIT FINDINGS 

4. 	 LACK OF APPROPRIATE PROCUREMENT CONTROLS: 

Condition: 

Rezco did not use a formal procurement system. All the 
procurement was made by Cal Fruit and/or Rezco's partners
 
without a specific system.
 

Criteria :
 

An appropriate procurement system includes fair, open and
 
competitive bids to obtain the best prices and conditions
 
and allows the detection of errors or irregularities, if
 
any.
 

Cause:
 

The management of Rezco Agricola, S. de R. L. did not
 
consider it necessary to use a formal procurement system.
 

Effect:
 

Purchases made during the period were not supported by
authorized purchase orders, competitive bids and receiving 
reports which are to verify if transactions were genuine, 
authorized and recorded appropriately. 
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 1987
 

USAID/HONDUJRAS PROJECT No. 522-0207
 

REPORT ON COMPLIANCE WITH LOAN CONTRACT TERMS
 
AND APLICABLE LAWS AND REGULATIONS
 

AUDITOR'S OPINION
 

We have examined the balance sheet of Rezco Agricola,

S. de R. L. as of May 31, 
1987, and the related statements of
 
losses and accumulated deficit and changes in the financial
 
position for the eleven months then ended, and have issued our
 
report thereon dated May 10, 
1988, in which we disclaimed an
 
opinion due to significant limitations in the sccpe of our work.
 
Exc2pt as stated in our report dated May 10, 1988, our
 
examination was made in accordance with generally accepted

auditing standards and the U.S. Comptroller General's "Standards
 
for Audit of Governmental Organizations, Programs, Activities and
 
Functions" (1981 Revision).
 

The management of Rezco Agricola, S. de R. L. is responsible for
 
compliance with terms of the above mentioned loan contract and
 
applicable laws and regulation. In connection with our
 
examination referred to above, we selected and tested
 
transactions and records to 
determine Rezco's compliance with
 
contract terms and applicable laws and regulations. However, due
 
to the inadequancy of the accounting records, the lack of
 
internal accounting controls and because we could not obtain the
 
management representation letter to confirm compliance and
 
noncompliance matters, we do not express 
an opinion on compliance

of tested as well as untested items with loan contract terms and
 
applicable laws and regulations by Rezco Agricola, S. de R. L.
 
during the period from June 1, 1986 to May 31, 
1987. However,

the results of our study determined that, for certain items
 
tested, Rezco Agricola, S. de R. L. 
did not comply with contract
 
terms and applicable laws and regulations as described in
 
findings No-. I and 2.
 

This report is intended solely for the use 
of the U.S. Agency for
 
International Development. This restriction is not intended to
 
limit the distribution of this report which, upon acceptance by

the Office of the Inspector General, is a matter of public
 
record.
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT No. 522-0207
 

REPORT ON COMPLIANCE WITH LOAN CONTRACT
 
TERMS AND APPLICABLE LAWS AND REGULATIONS
 

AUDIT FINDINGS
 

1. DOCUMENTS SUPPORTING CERTAIN COSTS AND EXPENSES WERE NOT
 

AVAILABLE FOR EXAMINATION
 

Condition:
 

Rezco did not maintain sufficient documents to support all
 
costs and expenses recorded in its books, such as personnel
 
files, payroll receipts, bills from verdors and other
 
appropriate documentation. We observed that 159 checks
 
representing approximately 30% of the issued checks had no 
supporting documentation.
 

Some examples follow: 

Check No. Date Concept Amount 

348740 08/18/86 Professional Fees L 1,000.00
 
348753 0o/25/86 Warehouse Rent 400.00
 
348764 08/27/86 Purchase Advance 10,000.00
 
348807 09/18/86 Import duties 7,574.00
 
348829 09/25/86 Import duties 9,525,00
 

011 10/14/86 Fuel 1, 118.0()
026 10/15/86 Rent-A-Car 2,310.00 
036 10/26/86 Freights 1,300.00 
220 01/16/87 Chemical Products 14, 776.00 
405 04/22/87 Funds transfer 25,000.00 

Criteria:
 

Income tax law establishes that all recorded transactions
 
should be adequately supported.
 

Cause:
 

Rezco's accounting proc-edures were not adequate to provide 
proper comp] iance with income tax laws ano regulations. 

Effect: 

Al un;upported costs and expenses could be unacceptable

undcr the Honduran Income Tax Law and USAID/Jonduras
 
regulat ions.
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AUDIT OF THE FTNANCIAL STATEMENTS OF
 

REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT No. 522-0207
 

REPORT ON COMPLIANCE WITH LOAN CONTRACT
 
TERMS AND APPLICABLE LAWS AND REGULATIONS
 

AUDIT FINDINGS
 

2. 	 CERTAIN COSTS AND EXPENSES WERE INADEQUATELY PAID BY REZCO
 
AND CHARGED TC ITS OPERATIONS
 

Condition:
 

The following deficiences were observed on certain tested
 
items:
 

- Telephone services, social security payments, and other 
expenses, amounting to L45,073, were paid by Rezco 
Agricola, S. de R. L., and the supporting documentation
 
was in the name of its affiliated company Rezco
 
Agroindustrias, S. de R. L., 
 certain Rezco officers and 
other individuals. 

- Expenses amounting to L2,657 did not appear to be 
related to business o~erations (liquor, jewelry and 
travel expenses for the manager's wife). 

- A purchase of fertilizer, amountinq to L3,093, from
 
Quimica Integrada was documented with photocopies.
 

Criteria:
 

All expenditures related to Rezco's operations should be
 
properly supported with original documentation in the name
 
of Rezco Agricola, S. de R. L. Any other disbursement not
 
related to Rezco's operations should be charged to the
 
person who incurred the expense and/or received the benefit.
 

Cause:
 

Accounting procedures were inadequate for providing proper
 
compliance with income tax regulations.
 

Effect:
 

These expenses may not be accepted for income tax purposes

by the GOII's authorities and eventually could 
cause some
 
penalties 
for Rezco Agricola, S. de R. L. Additionally,

USAID/Ilonduras, through FICENSA and the Central Bank of
 
Honduras, can reject those expenses not related with the 
project. 
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AUDIT OF THE FINANCIAL STATEMENTS OF
 

REZCO AGRICOLA, S. DE R. L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT No. 522-0207
 

REPORT ON COMPLIANCE WITH LOAN CONTRACT
 
TERMS AND APPLICA13LE LAWS AND REGULATIONS
 

AUDIT FINDINGS
 

3. 	 INFRINGEMENT OF THE HONDURAN INCOME TAX AND OTHER LAWS
 

Condition:
 

Rezco did not comply with the Honduran Income Tax Laws that
 
require tax withholding from foreign residents and Hondurans
 
permanently living in the country. Additionally, Rezco did
 
not file employees' tax, sales tax, and municipal tax
 
returns.
 

Criteria:
 

Rezco as a Honduran company should comply with all tax
 
regulations in Honduras.
 

Cause:
 

Rezco was not aware of the tax law requirements.
 

Effect:
 

Rezco could be held liable for certain taxes and penalties.
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOI S. DE R. L. AS OF MAY 31, 1987
 

USAID/1HONDURAS PROJECT No. 522-0207
 

REPORT ON INTERNAL ACCOUNTING CONTROLS
 
AND PROCUREMENT PRACTICES
 

AUDIT FINDINGS
 

4. NONCOMPLIANCE WITH LOAN CONTRACT TERMS
 

Condition:
 

In July 1986, Rezco received two loans amounting to
 
L1,535,000 from FICENSA. The loans were payable in yearly
 
installments of L512,000 from May 31, 1987 to May 31, 1989
 
at annual interest rates of 14% and 19%. As of May 31,
 
1987, the accrued interest due amounted to approximately
 
L117,000. Rezco was in default of the total amount due.
 

Cause:
 

The financial difficultips of Rezco Agricola, S. de R. L.
 

Effect:
 

In July J988, FICENSA declared due the total debt and
 
arranged partial repayment by liquidating Rezco's fixed
 
assets and inventories. As a result, Rezco incurred
 
additional losses of approximately L370,000.
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AUDIT OF THE FINANCIAL STATEMENTS OF
 
REZCO AGRICOLA, S. DE 
n. L. AS OF MAY 31, 1987
 

USAID/HONDURAS PROJECT No. 522-0207
 

REPORT ON ADDITIONAL INFORMATION
 
TO THE FINANCIAL STATEMENTS
 

AUDITOR'S OPINION
 

Our examination was made for the purpose of forming an opinion on
 
the basic financial statements taken as 
a whole. The schedules
 
of operations compared with the budget submitted to FICENSA
 
(Exhibit A), summary of melon sales and export prices

(Exhibit B) and summary of certain financial data (Exhibit C) as
 
of May 31, 1987, are presented for purposes of additional
 
analysis and are not a 
required part of the basic financial
 
statements of Rezco Agricola, S. de R. L. as of May 31, 
1987.
 

As explained in the first part of this report, we were unable 
to
 
apply adequate auditing procedures, and the scope of our work was
 
not sufficient to enable us to express, and we do not express, an
 
opinion on this additional information.
 

M 7, 1.9838 
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EXHIBIT A
 
AUDIT OF THE FINANCIAL STATEMENTS OF
 

REZCO AGRICOLA, S. DE R. L. AS OF MAY 31. 1987
 

USAID/IHONDURAS PROJECT No. 522-0207
 

ADDITIONAL INFORMATION
 

RESULTS OF OPERATIONS COMPARED WITH 
BUDGET SUBMITTED TO FICENSA
 
(expressed in lempiras)
 

ACTUAL ADJUSTED
 

BUDGET AMOUNTS DIFFERENCE 

Gross Sales 
 L4,680,000 L2,947,167 L(1,732,833)
 

Less Marketing Costs:
 
Commissions on sales 434,200 288,564 145,636

Ocean freight 1,176,400 926,784 249,616

Inland freight 
 332,366 (332,366) 
Handlines expenses 

(U.S.A.) 338,000 293,534 44,466
 

Total Marketing Costs 1,948,600 1,841,248 107,352 

Net Sales 2,731,400 1,105,919 (1,625,481) 

Costs and E.xpenses: 

Productin u tsLs 1,617,950 1,518,975 98,475
Depreclat ions 221,668 115,786* 105,882 

General and adminis­
trative expenses 
 281,000 414,892 (133,892)
 

Interest expenses 194,500 135,070** 59,430
 

Total Co:;t-; and
 
Expense.% 2,314,618 2,184,723 
 129,895
 

Income (Los;) 
before income taxes 1, 416,782 1(1,078,804) L(1,495,586) 

* Depreciation includes an adjustment of L44,208 to compesate
the differences in the depreciation rate.; used by Rezco for 
financial and budget purposes. The adjustment does not 
apply for ifinancial purposes because Pezco used legal rates. 

** Includes an 
interest: at 
statements. 

adjustment of 
May 31, 1987. 

L117,000 for the unaccorded 
See Note 6 to the financial 
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EXHIBIT B
 

AUDIT OF THE FINANCIAL STATEMENTS OF
 

REZCO AGRICOLA, S. DE 
R. L. AS Of MAY 31, 1987 
USAID/HONDURAS REPORT PROJFCT No. 522-02-07 

MELON [XFORI At[S 

(Expre;',ed in L(ipl .v,) 

Export Sale sait, P1 ice Price Reference 

New York '* 
QUANTITIES SALES 

MONTHS (BOXES) AMOUNT MAX!HOH MINIMUM AVERAGE MAXIMUM MINIMUM AVERAGE 

CAL FRUIT
 

Not Not
 
DEC. 1986 26,620 L 485,694 L22.00 
 19.64 L18.25 availabte available
 

JAN. 1987 57,581 603,204 
 15.64 6.74 10.48 L24.00 L20.00 L22.00
 

FEB. 1987 7,293 121,668 
 6.74 4.78 16.68 18.00 10.00 14.00
 

MAR. 1987 26,925 620,820 24.96 19.36 23.06 32.00 
 28.00 30.00
 

APR. 1987 66,016 826,634 25.96 1.02 12.52 16.00 
 14.00 15.00
 

184,435 L2,658,020 L14.41 
 20.25
 

CAAMMANO BROTHERS:
 

MAR. 1987 5,883 196,638 35.96 31.12 33.42 32.00 28.00 
 30.00
 

APR. 1987 9,556 102,812 10.76 10.76 16.00 14.00 
 15.00
 

15,439 299,450 19.39 
 22.50
 

TOTAL 199,874 2,957,470 14.79 
 L21.00
 

UNDETERMINED IN
 

REZCO'S RECORDS (10,303) (0.05)1
 

GROSS SALES (EXHIBIT A) 12,947,167 
 L14.74
 

Information prepared by I icena from sale,; liquidation suixitted by Cat-Fruit and Caarmana 
Brothers. 

In som caset., the pr-(e obtained wa,; ,erlou,,y nffected by the p)cr quality, arv/or damages 
in har-Olirn of tho rwlon,. 'xor ted. 

' Inforewition ohtancd f r(o,lederaciron de Erodrwirtore% y Exportmore.. Agropecuarlo,. y 
Auroirvit iale, dtolhlodjurr,. (ElPRUE XAAH), a Orwir fm.exp )rtpr no mt ot. 
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EXHIBIT C
 

AUDIT OF1 THlE FINANCIAL, STATEMENTS OF 
REZCQ AGRICOLA, S. DE R. L. AS OF MAY -31 1987
 

tJSAII_/HONDtJPA; PROJECT No. 522-0207 

ADI ITIONAI, INFORMATION 
SUMMARY 01' CERTAIN FIANCIAL DATA 

(Expressc.i in lempi ras)
 

Budgeted Actual Adjusted Difference 
Amounts Amounts Amount % 

Number of boxes of
 
melons 
 260,000 199,884 (60,116) (23)
 

Grotsf; sales L4,680,000 L2,947,167 L(1,732,883) (37)
 

Gros - sales price 
per 1ox 18.00 14.74 (3.26) (18) 

Hand]I Iq Xp0e ss 
in U ;.A. 338,000 293,534 (44,466) (13) 

pjwl hox 1.30 1.47 (0.17) (13) 

Oceo;n f rIeiqht 1,176,400 926,784 (249,616) (21) 

Ocean ifreicght per box 4.52 4.64 0.12 (3) 

Iland Ir ,ight -.- 332,366 332,366 100 

I1ni1nd ht Ireiper box -.- 1.66 (1.66) (100) 

loti il pl,(u,'u I (on and 
J)v'kinck (:o;t:; 1,839,118 1,634,761 (204,357) (11) 

(oducii(',t i ol i1il|
J)Ic<k iliq c-o, ;t :; 

lP r box 7.07 8.18 (0.18) (2) 
Coniw.;o n0oi le; 434,200 288,564 (145,636) (33) 

Com i ,', on on ;ilaes 
pIr box 1.67 1.44 0.23 14 
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AUDIT OF TIHE FI NANCIAL STATEMENTS OF 
REZCO AGRICOITAS. DE R. L. 
AS OF MAY 31, 1987
 

IJSATIyJtONDUPAS _JROJECT No. 522-0207 

LIST OF REPORT FNI)INGS 

The 	 following findings were di-closed in the accompanying report: 

Internal_Accoint i n Cot ro: 

1. 	 Lack of an a-ippropriate I inancial information system. 

2. 	 Lack of i nd(,O(1cnt to:-;t ing control. 

3. 	 Lack ofI pcont-o1< loJ (o ioll ] 

ol 	 torocurement4. 	 Lack plrlo- controls. 

M.I1 jl c, it h ],on Co 	 rat.ct Trms and Applcable.!s_2 	 and1 tO'gii at io0 ;5 

1 .	 I)ocui,.nt:; :;upport:ing notcert ai in costs and expenses were 
1vl-iIl-Ix ln 'i t ionil.Il 

2. 	 Co rt,Iil < ; 111(1 0 >:pm : w 'or i nadequa tOiy pa id by Rezco 

and (1I i , 1 ( it: oJ) 'vat i(jwl.;. 

3. 	 lot ini I lvtf'n ()l tlle, IHoniduran i ncome tax and other law. 

4. Non comp l iinc, with loan cont ra ct terms. 
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