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MEMORANDUM FOR DIRECTOR, USAID/Rwanda, James Graham
 

FROM: Richard.C. Thabet, RIG/A/N
 

SUBJECT: 
 Audit of Rwanda Policy Reform Initiatives in

Manufacturing and Employment Program No. 
696-0127
 
Audit Report No. 3-696-89-01
 

The Office of 
the Regional Inspector General 
for Audit, Nairobi

has completed its audit of the Rwanda Policy Reform 
Initiatives
in Manufacturing and Employment 
Program. Attached are five
 
copies of the aucit report.
 

A draft report was submitted to for
you comment, and your
comments are attached to 
the report. The report contains three
recommenations. 
Recommendation Nos. l, 2 and 3 are 
resolved
and will be closed upon receipt by this office of evidence that
shows that cited
the actions are complete. Please provide 
me
 
these adaitional materials within 30 
days.
 

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

Attachments: a/s
 



-EXECtTIVE-SUMARY -- '------

The Rwanda Policy 
 Reform Initiatives in Manufacturing and
Employment Program was authcrized in September 1985 to assist

the Government of Rwanda in making structural adjustment and
 
policy changes in the manufacturing sector, including changes

in price controls, tariff structures, and access of small and

medium enterprises to tax incentives and 
 credit guarantees.

Local currency generated by the Program was to be used for
privatization of parastatals and other mutually agreed purposes.
 

B% July 1988, $6.5 million of $10 
million had been disbursed to

the Government of 
Rwanda in support of policy changes. Also
$'.4 
 million of $2 million had been committea tu fund technical

assistance for various economic policy studies and training.
 

Tne Office of the Regional :nspector General for Audit, Nairobi 
mnae an economy and efficiency audit to determine whether:
the Program was being implemented in a timely manner, (b) idle 

(a)
 

.,cal currency was depositea in interest bearing accounts, (c)

o !igations were being liquidated in a timely manner, and (d)

local currency was being programmed as required by A.I.D.
 
regulations.
 

Certain aspects of the Program were successful. For example,
tne Investment Code was revised give smallto and medium
 
enterprises more preferential treatment some
and price controls
 
were relaxed. Further, the technical assistance component of
 
the Program met with some in
success conducting studies in such
 
sub-sectors as 
finance, textiles, wood and employment.
 

i..:wever, the audit icentified four problem 
areas: Program
 
iFplementation was local
delayed, currency was deposited in a
 
non-interest bearing account, obligations were 
not liquidated

n a timely manner, and 
not all local currency was programmed.
The local currency programming problem was corrected by Mission
 

management and was therefore deleted from the final report.
 
The following three problems still require management attention.
 

Tne Program Grant Agreement provided for the release of all
 
Program cash disbursements by December 31, 1987. However, 
as
 
of that cate, only $3.5 million out of $10 million had been
 
d:sbursea to the Government of Rwanda. 
 These disbursement
 
celays were caused by day-to-day management problems, which
 
nave 
been addressed, and by Program design problems which'still
 
plague program implementation. Unless the Program design is
 

(i) 



...ett~fea?,further delays -will occur in fUrnddisbursement-, an
 
assurance
there will be no that all policy reforms undertaken
 

by the host government will be consistent with those that were
 
intendea under the Program. The report recommends that the
 
Program be redesigned/modified to facilitate timely and
 
effective implementation. Mission management agreed with this
 
recommendation.
 

About $787,000 of the $3.5 million in local currency

generations was lying idle in a non-interest bearing account as
 
of April 30, 1988. A.I.D. Policy Determination No. 5
 
recommenaea that local currency generations be deposited in

interest bearing accounts until needed. USAID/Rwa-da officials
 
:nformea us that due to an oversight, the Mission did not
 
propose an interest bearing account req ireinent during

negotiations with the GOR to develop the 
 Program Grant
 
Agreement. Over $300,000 of interest could have been earned
 
ana usec to finance additional Program local costs had the
 
iirsr trariche of $3.5 million in local currency been deposited
 
.n an Interest bearing account. The report recommends that the
 
local ctlrrency be placed in an interest bearing account. 
.ission management agreed with this recommendation. 

Legislation and A.I.D. financial policy required to
missions 

liquidate obligations in timely However,
a manner. 

"SAID/Rwanda haa $662,000 in unliquidated obligations dating
cacK to 1966 which related to an expired cooperative agreement
w:'th Harvara institute of international Development/Michigan
State University. This occurred because A.I.D. had not 
receivea country-specific expenditure data from the University

which arew aown funas against a letter of creait covering

A.1.D. projects n r multiple countries. As a result,
JSAID/Rwana aia not know it the obligations were sufficient to 
cover the University's Program expenditures in Rwanda or if 
some obligatea amounts could be ce-obligated or reprogrammed.
The report recommenas that close out procedures on the expired
cooperative agreement be conducted to determine the correct 
amount of any unliquidated Program obligations that would be 
available for deobligation or reprogramming. Mission 
management agreed with this recommendation. 

Of~z~e(iy 
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RWANDA POLICY REFORM INITIATIVES IN
 
MANUFACTURING AND EMPLOYMENT PROGRAM
 

PART I - INTRODUCTION
 

A. Backcround
 

rthe :Rw anza Policy Reform Initiatives in Manufacturing and

Emrnrloymren: (PRIME) Program was authorized in September 1985 
as
 
part of the overall Africa Economic Policy Reform Program. 
 The
 
purpose cf PRIME was to assist the Government of Rwandi (GOR)

_n makinc structural adjustment and policy changes 
in order to
atimulate production and employment in the manufactaring

sector, carticularly in the small and medium 
sub-sector (see

map on -ext page for location of Rwanda). Specific pclicy

changeE ncluaea (1) liberalizing price controls, (2)

mooifyirn: the entire tariff structure, and (3) increasing

access ,:small and medium enterprises to tax incentives and

credit ::antees. Local currency generated by the Prograr was
 to be Czec for privatization of parastatals and c!1her
 
GOR/A.I.D.a9reea purposes.
 

Unaer the 
 Program, $10 million was to be disbursed to -he

Govprnmen: ot Rwanda in three tranches of 
$3.5, $3.0 and $3.5

miliion. The first tranche was released in June 1986; the
 
secona t:inche was 
releasea in Jugy 1988 (after completion of

aujit t;e2u work). Timing of the thira tranche relea- iad not
 
been aee'.:ined.
 

in adc.: tn to 
the $10 million, the Program also provided a
tehnici ° ssistance component of $2 million. Under 
 thil
 
component, A.I.D. entered into a cooperative agreement with the

Harvara :nstitute of International Development/Michigan State

Univers :t; to conauct various economic pclicy studies and

training. By March 1988, approximately $1.4 million had been
 
committec for those putposes.
 

he Program was administered by USAID/Rwanda and implemented by
the GO? Ministry of Finance. The program assistarce
 
completion date was June 30, 1989.
 

B. Audit Objectives and Scope
 

The Office of the Regional Inspector General for Audit, Nairobi
 maue an e:onomy and efficiency audit to determine whether: (a)

the PRIME Program was being implemented in a timely manner, (b)

idle loczl currency was deposited in interest bearing accounts,

(c) obli-atjions were being liquidated 
in a timely manner, and
(a) loca' currency was being programmed as required by AI.D.
 
regulat ions.
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To accomplish thes-e objec-tives, th at..staff __examined-
relevan"t aocumentation and interviewed pertinent officials of
USAID/Rwanaa, the GOR Ministry of Finance, the 
 technical
 
assistance contractor in Rwanda, 
 the Regional Economic
Development Services Office for 
 East and Southern Africa
 
(REDSO/ESA) and the Regional Financial Management Center (RFMC)
in Nairobl. The 
audit covered $3.5 million of local currency

generations and $1.4 
million of technical assistance funding.

Review of internal controls and compliance were limited tc the
 
issues discussed in the report.
 

The auait covered the period from September 1985 through March
1988. The field work was performed from March to May 1988 and was maoe :n accordance with generally accepted government

auditina standaras.
 



.AUDIT-OF-

RWANDA POLICY REFORM INITIATIVES IN
 
MANUFACTURING AND EMPLOYMENT PROGRAM
 

PART II - RESULTS OF AUDIT
 

Certain aspects of the Policy 
 Reform Initiatives ia
Manufacturing and Employment 
(PRIME) Program were successful.
However, the audit showed 
 that Program implementation was
delayed, local currency was 
deposited in a non-interest bearing
account, obligations were not liquidated in a timely manner,

and not all local currency was prcgrammed.
 

On the positive side, 
some policy reforms had been implemented
as a result of the PRIME program. For example, the Investment

Code was revisec to give small and 
medium enterprises more
preferential treatment some
and price controls were relaxed.
Further, the technical assistance component of the Program met
with some success in conducting studies in such sub-sectors as

finance, textiles, wood and employment.
 

The audit identified 
 four problems requiring management

attention. The Program 
was not being implemented in a timely

manner as reflected in the fact that 
the second tranche release

of program funds 
was delayed by one and one-half years and
 
release of the th~rd final
and tranche was uncertain. Further,
much 
of the $3.5 million in local currency generated from the

first tranche remained in a non-interest bearing bank account
for over a year. Finally, there were $662,000 
in unliquidated

obligations dating ,ack to 
1986.
 

To correct these three problems, the report recommends that (1)
the Program he recesignea or modified to facilitate timely and
 
effective implemertation; (2) local currency be placed in an

interest 
bearing account; and (3) expenditure information be

obtained 
from the technical assistance contractor 
to liquidate

outstanding obligations.
 

The fourth problem identified 
by the audit, was corrected by
Mission management before the final 
report was issued. At the
 
time of tte audit field work, about $240,000 in local currency
was unprogrammed. Based on 
a report o£ audit finding, Mission
 
management and the host government programmed these funds which
completed programming for all local currency 
under the first
trancne. Since programming of local currency under 
subsequent

tranche 
releases was covered by Recommendation No. I, this
 
finding was deleted from the report.
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---A-Findings and Recommend-ations 

I. .Management Problems Have Been Addressed, But the Program
 
Design Needs Modification
 

The Program Grant Agreement provided for the release of all
 
Program cash disbursements by December 31, 1987. However, as
 
of that date, only $3.5 million out of $10 million had been
 
disbursed 
to the Government of Rwanda. These disbursement
 
6elays were caused by day-to-day management problems, which
 
have been addressed, and by Program design problems which still
 
plague program implementation. Unless the Program design is
 
rectified, further delays will occur in fund disbursement, and
 
there will be no assurance that all policy reforms undertaken
 
Zy the host government will be consistent with those that were
 
:ntended unaer the Program.
 

;ecommencation No. 1
 

f'e recommend that the Director, USAID/Rwanda, in conjunction

with the Government of Rwanda, redesign/modify the Policy
 
Refo m Initiatives in manufacturing and Employment Program, by

(a) developing specific policy reforms to be undertaken and 
(b)

establishing how local currency generations will be used.
 

~sCUSS ion 

:!he Program Grant Agreement callea for the disbursement of $10
 
7illion 4n grant funas to be made in three tranches. The
 
tisoursements of these funds were to be made on December 31,
 
1985 tor the first tranche of $3.5 million, December 31, 1986
 
or the second tranche of $3 million and December 31, 1987 for
 
-ne third tranche of $3.5 million.
 

:lthough all funds were expected to be disbursed by the end of
 
calendar year l967, only the first tranche of $3.5 million had
 
oeen releasea at that time. A.I.D. released the second tranche
 
:n July 1988 (over one and one-half years lite) and the release
 
sate of the third tranche was uncertain.
 

:hese delays were caused by day-to-day management problems,

which reportedly have been rectified, and Program design

problems which continue to adversely affect Program
 
4.:mplementation.
 

A joint AID/GOR program evaluation, performed in August 1987,

dentifiea management problems which included uncertainty of
 
the role of the technical assistance contractor, inadequate

Mission oversI h. and an inappropriate project management

structure. The evaluation report showed that there was a
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misunderstanding of the precise management role the technical

'-aSsistance" Advisor wo6uldplay in-nth e program and in what.Senior 
Ministry within the GOR he would work. The GOR was under the 



impression that the Senior Advisor would be working for A.I.D.
 
However, this matter was later settled when Mission management

met with the Minister of Finance and assured him that the
 
Advisor reported to the Minister and not to A.I.D.
 

According to USAID/Rwanda's response to our report of audit
 
finding, management of the Program within USAID/Rwanda 'also
 
presentea a problem. Although the responsibilities of the
 
Program Manager were defined in her personal service contract,

the Program Manager viewea her responsibilities as having a
 
broader role than specified. This lcd to friction between the
 
Program Manager and the technical team Senior Advisor and also
 
between the Program Manager and the USAID/Rwanda Project

Officer. This situation was subsequently corrected with the
 
termina ion of the Program Manager's personal service
 
contract. Her former duties were later handled by the PRIME
 
Project Officer. The Project Officer informed us that he will
 
trans;fer this fall an- responsibilities of the PRIME Program

will be taken over by his replacement, an A.I.D. direct hire
 
economist.
 

Implementation also suffered 
 from too much management,

acccraing to the evaluation, which prevented a real dialogue
 
netween the GOR ana USAID/Rwanda. The coordination of the
 
Program was cone by a "Commission Mixte", composed of at least
 
i0 members who were to meet to deliberate upon various issues 
relatea to the management of the Program. According to the 
evaluation, the meetings of the Committee 
were poorly prepared,

hastily convened, and relevant documents were not submitted 
in
 
advance. in aaaitJon, some diverging opinions seem to have
 
existec concerning the power vested in the Commission. For the
 
GO, the Commission nad a decision role and its decisions bound
 
the parties; for Q3AID/Rwanda, the Commission was not an
 
efPective management tool ana coula only serve in a
 
consultative role. This confusion caused several
 
misunderstandings 
as ti which action had to be undertaken and 
who had to undertake i . USAID representatives believed these 
management problems hav/. improved with the establishment of a 
new managing body: The Lroupe Technique Mixte. 

Although management pro;ilems have been addressed, Program

aesign problems have dela,'ed, and continue to plaque, program

implementation. These cesign problems related to local
 
currency generations and the requirement to complete an
 
inaustrial incentives study.
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Locad-Currency Generations -.--........
The-first-design -problem-surfaced-..

when it oecame apparent that the Program Grant Agreement did
 
not convey to the GOR the importance that A.I.D. placed on
 
local currency usage. On December 13, 1985, the GOR informed
 
USAID/Rwanaa that it had met all conditions precedent (CP's)

for the release of the first tranche. However, A.I.D. insisted
 
that a Program Grant Agreement covenant be fulfilled before
 
funds coula be released. The covenant concerned submission of
 
a preliminary plan for using PRIME local -,.rrency funds. 
 The
 
GOR dia 
not submit this plan until May 23, 1986. Through

Program Implementation Letter (PIL) No. 6 dated June 26, 1986,

USAID/RwanGa informed the GOR that it had successfully met all
 
CP's ana fulfilled the covenant for the release of the first 
tranche.
 

The firs: tranche of $3.5 million was finally released on June 
27, !9,6. However, final agreement on the joint programming of 
local currency generaticns was not reached until December 1986 
and the methodology for releasin: local currency generations
from t:e special account were no: in place until April 1987. 
This ce'; could have been avo~de: if local currency planning
requiremezts hao been made a cona'tion precedent rather than a 
Program Grant Agreement covenant thereby underscoring its
 
importance.
 

Use of local currency was also a design problem in terms of 
expectat'ons outlined in the Program documentation. Portions 
cf the local currency were to be used for (1) establishment of 
an Eaui Participation Funa and (2) extension of credit to
small ana meaium size enterprises located primarily in rural 
areas. 

The Equi:l Participation Fund was to be used for privatization
ot pa'-Is:ata1c, i.e. financing pr-vate purchases of equity in 
specitic parastatals. However, according to Mission o
manage e-.t, the GOR aid not support this objective. In fact,
the :ost government sought to improve performance of 
paratatais with the assistance of the European Economic
 
Community.
 

Extens.orn of creait to small ana -edium size enterprises under 
the PR:.X.i Program also ran into problems because the design did 
not sufficiently consider the capabilities of the organization
which wa to implement this component. The Rwanda Development
Bank was selected to administer the credit program. However,
it did not normally grant smaller loans and it was not
 
organizel geographically to reach the small and medium rural
 
borrower. For example, our analysis of Rwanda Development Bank
 
loan dszursements made between :anuary 1, 1988 to April 3,
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$10010~ d~ taf 9 percent were in amounts in xcess o$100,000 -- much too large for the small and medium borrower
 
but typical of the Bank's 
clientel. Furthermore, the vast
majority of the loan recipients were located in the urban area
 
of Kigali because the Bank did not 
have branch offices in the
 
rural areas.
 

Therefore, two PRIME policy reform objectives -- privatization
of parastatals and extension of 
credit to small enterprises -
will not be realized under the Program. This occurred,
according to the evaluation report, because PRIME was designed

well ahead of an adequate knowledge base. This included the
 
feasibility of selling parastatals to the private market and
 
extension of credit to small enterprises through the Rwanda
 
Development Bank.
 

industrial 
 Incentive Study - Satisfactory progress in 
reataking an industrial incentives study was a condition 

prececent for release of the second tranche. However,

,3mpletion of this study was outside the full control of the 
GCR. The study was part of the $2 million technical assistance
 
component of PRIME under partial
the Program the supervision

and management of A.I.D. 
 The technical assistance team arrived
 
ir. country late, delaying start-up of the study. To further
 
complicate the matter, scope of the not
the study did address
 
industrial incentives, leading the REDSO/Regional Legal Advisor
 
to conclude that the required study to meet the condition
 
precedent had not been carried out.
 

Another study was later substituted to meet the requirement but
 
the second tranche release date 
slipped from December 1986 to
 

l1988. In effect, the GOR was penalized for delays which 
were beyond its full control. As such, this study should never
h-ve bee- included in the design of the program as a condition 
preceaent.
 

inclusion of the sLudy as a condition precedent for *he third 
tranche release was yet another example of design problems.
Specifically, the GOR was required to review the tariff-related 
recommenoations emanating from the industrial incentives study

ana adopt the major recommendations. The GOR expressed 
concern 
on being required to adopt policy reform recommendations which 
have not yet been developed. As a result, A.I.D. was
sponsoring a program in which the specific policy reforms 
had
 
not beer, fully identified and in which the GOR could not 
give
 
assurance that it would implement.
 

In conclusion, prior management problems and unresolved design

problems led to substantial program implementation delays and
inability of the PRIME Program to realize objectives such as
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privatization of parastatals and credit extension to small and
medium size enterprises,. The requirement to implement future

_.-unknown _s ,4vecommendations-put and/or.....the,-GOR .in -a 
position of puszlih1y financing or implementing policy reforms 
which they did not favor. To further complicate matters, there 
was a lack of understanding between A.I.D. and the host
 
government on the programming and use of local currency

generations. Unlesp these design problems 
 are corrected,

further delays will likely occur in Program fund
 
disbursements. Further, due to 
the lack of specificity in the
 
conditions precedent for release of 
 the third tranche,

particularly 
in the reliance on future study recommendations,
 
there was no assurance that all policy reforms envisioned under
 
the $12 million PRIME Program would match those undertaken by

the host government. Accordingly, USAID/Rwanda needed to
 
formally amend/modify the PRIME Program documents by

delineating the specific policy reforms and 
local currency uses
 
associated with future Program fund disbursements.
 

After the field work stage of the audit, USAID/Rwanda issued
 
PIL No. 10 wbich authorized release of the second tranche and
 
recommendea that 
 A.I.D. and the GOR postpone identifying

specific conditions for release of the third tranche until 
the
 
GOR considered 
 studies dealing with (1) streamlining

administrative procedures for registration of enterprises, (2)

the trade and payments regime, (3) mobilization of savings and
 
extension of credit, and (4) tax system revisions.
 
Implementation of the PIL recommendation would go a long way

toward meeting audit report Recommendation No. 1. However, 
to
 
fully implement it, agreement should be reached on the issue of
 
local currency usage.
 

Management Co-mments
 

in their formal comments on the draft report, the Mission
 
accepted botn parts of Recommendation No. 1. During the most
 
recent REDSO scheduling workshop, the Regional Economist 
and
 
Legal Advisor were scheduled to visit USAID/Rwanda in November
 
1988. According to the Mission, these REDSO officials 
will
 
review the existing agreement/documentation and begin open

discussions with the GOR to redesign/modify the Program.
 

Management expressed concern over what Mission actions would 
be
 
requirea to clear Recommendation No.1 since redesign activities
 
couId take six or more months to complete. They stated they

preferrea recommendation language that would allow USAID/Rwanda

to clear the recommendation by starting redesign/modification

rather than completing it.
 

I. .
 



Office of Inspector General Comments
 

Planned-actions by, the Mission-i-with the-assistance of REDSO.
 
appears !o fully address Recommendation No. 1. However, the
 
language of the recommendation was not modified because the
 
Inspector General's Office wanted to fornially monitor
 
redesign,,-oaification activity up through completion or to a
 
point in time where substantial progress has been made.
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*2. Additional Program Funds Could Be Generated From Interest
 
Bearing Accounts
 

About $787,000 of the $3.5 million in local currency
 
generations was lying idle in a non-Interest bearing account as
 
of April 30, 1988. A.I.D. Policy Determination No. 5
 
recommended that local currency generations be deposited in
 
interest bearing accounts until needed. USAID/Rwanda officials
 
informed us that due to an oversight, the Mission did not
 
propose an interest bearing account requirement during
 
negotiations with the GOR to develop the PRIME Program Grant
 
Agreement. Over $300,000 of interest 
could have been earned
 
ana used to finance additional PRIME Program local costs had
 
the first tranche of $3.5 million in local currency been
 
depositea in an interest bearing account.
 

Recommenoation No. 2
 

We recommend that the Director, USAID/Rwanda amend/modify the
 
Policy Reform Initiazives in Manufacturing and Employment
 
Program Grant Agreemen-t by requiring the Government of Rwanda
 
to deposit local currency generations into an interest bearing
 
account.
 

Discussion
 

As of April 30, 1988, $787,000 in local currency was lying idle
 
in a non-interest bearing account with the National Bank of
 
Rwanda (BNR). This 
amount would have been higher had not three
 
disbursements of about $2.1 million just recently been made.
 
This was part of the $3.5 million of local currency generated
 
from the PRIME Program first tranche release and deposited in
 
the National Bank of Rwanda in July and August 1986.
 

Policy Determination Nio. 5, as amended in 1984, recommended
 
that local currency generations, not readily needed, be
 
deposited in interest bearing accounts in a commercial bank.
 
Interest earned on the deposits could be used to finance
 
development projects.
 

USAID/Rwana officials stated that, through oversight, the
an 

Policy Determination No.5 recommendation on interest bearing
 
accounts was not proposed by the Mission during negotiations
 
with the GOR to develop the Program Grant Agreement. As a
 
result, the Agreement did not contain such a requirement.
 
Mission officials stated that altho,.gh there were no local
 
restrictions against interest bearing accounts, the GOR put the
 
funas in a non-interest bearing account.
 

http:altho,.gh


The local currency generations from the first tranche release
 
of $3.5 million remained idle in a non-interest bearing account

for- almost.. Qne and one-half.....years.. If.. ... had...
these funds.... been
 
deposited into an interest bearing account at the time ic was
 
generated in July and August 1986, an estimated $305,000 could
 
have been earned as interest (based on six and one-quarter

percent interest compounded quarterly). Mission officials
 
acknowledgea that this additional income could have been used
 
to finance PRIME Program local costs.
 

If the local currency generations from the second and third
 
tranches of $6.5 million are deposited into an interest bearing

account and remain idle for one year (as opposed to one and
 
one-half years for the first tranche), we estimate that
 
interest earnings of $415,000 could be earned assuming six and
 
one-quarter percent percent interest compounded quarterly. The
 
audit reporL ackncwledges that it is not possible to predict

*how long local cJrrency will remain iale in an interest bearing

.ccount. Longer or shorter time periods will result in
 

Recommenaation No. 2. They stated that the GOR had 


proportional inzreases or 
earnings, respeci:ively. 

aecreases in estimated interest 

Management Comments 

In commenting on the draft report, Mission management accepted 
indicated a
 

strong willingness to deposit the second tranche of local
 
currency generations into an interest bearing account. This
 
proceaure was discussed auring meetings held on September 22
 
ana 26 at the Ministry of Finance. The Mission was also
 
arafting a letter to request the GOR to establish a policy to
 
transfer the funds into an interest bearing account.
 

Office ot' Inspector General Corments
 

Once the inspector (eneral's office receives supporting

aocumentation for the above actions, Recommendation No. 2 will
 
be closed.
 

- 12 * 



3. More Financial Information Would Facilitate the
 
Liquidation of Outstanding Obliga'tions
 

Legislation and A.I.D. financial policy required missions to
 
liquidate obligations in a timely manner. 
 However,

USAID/Rwanda had $662,000 in unliquidated obligations dating

back to 1986 which related to an expired cooperative agreement

with Harvard Institute of International Development/Michigan

State University. This occurred because 
 A.I.D. had not
 
received country-specific expenditure data from the University

which drew down funds against a letter o. credit covering

A.I.D. projects in multiple countries. As a result,
 
USAID/Rwanca did not know if the obligations were sufficient to
 
cover the University's PRIME expenditures in Rwanda 
or if some
 
obligated amounts could be de-obligated or reprogrammed.
 

Recommendation No. 3
 

We recommena that the Director, USAID/Rwanda, request

AID/Washington to perform close 
 out procedures for the
 
cooperative agreement with Harvard Institute of 
 International
 
Development/Michigan State University 
to determine the correct
 
amount of any unliquidated PRIME obligations that would be
 
available for aeobligation or reprogramming.
 

Discussion
 

Section 1311 of Public Law 83-663, approved August 26, 1954 (31

U.S.C. 1501), required that Federal Agencies' controllers
 
attest to the continued neec for unspent funds. A.I.D.
 
Handbook No. 19 required 
continuous reviews of unliquidated

obligations to permit timely deobligations of unneeded funds.
 
Thus, timely liquidation of obligations was critical to
 
implementing this guidance.
 

According to the Director, Regional 
Financial Management Center
 
(RFMC), timely liquidation of obligations involving
 
universities which performed work on multiple A.I.D. projects

in multiple countries have been particularly difficult for
 
A.I.D. 
 This has been caused by the fact that university
 
contractors are normally paid through 
letters of credit which
 
,re opened with the contractors' bank for a certain amount of
 
dollars. The contractor then submits payment vouchers to the
 
bank ana the bank makes direct payments to the contractor. The
 
bank then submits vouchers to AID/Washington to claim
 
reimbursement which be
should reconciled with contractor
 
expenditure reports by project. AID/Washington in turn submits
 
an Advice of Charge to the applicable USAID so it can record
 
the expenditure on their books, thus liquidating all or part of
 
the applicable obligations.
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A review of a March 3, 1988 RFMC financial report showed that
 ....... .since Ouly-: 1986, 
a.-total of .$662,000 -in -PRIME-obligations-had ........
 
been made against a Harvard Institute of International
 
Development/Michigan State University cooperative agreement.

However, the entire $662,000 in obligations remained
 
unliquiaated even though the University was scheduled to
 
complete its work in August 1988.
 

USAID/Rwanaa officials informed 
us that none of the $662,000 in

obligations had been liquidated because A.I.D. had received
not 

sufficient financial data from the University. The University

performed work related to the PRIME Program under 
a cooperative

agreement which covered multiple A.I.D. projects in various
 
countries. Although requested by the Mission, as 
of May 1988,
 
USAID/Rwanaa had not received any Advice of Charges from

AID/Washington regaraing the University's 
 PRIME contract.
 
AID/Washi,.-ton informed the Mission that they could not supply

expenoiture caa because the University did not provide

detailec inforration as to which USAID missions the
 
expenditures were to oe applied. AID/Washington also informed
 
USAiD/Rwanaa that the Contracting Officer in Washington

requested the 
Unversity to supply this information in June
 
1987. By May 1988, USAID/Rwanda still had not received
 
information from either AID/Washington or the University.
 

As a result, USAID/Rwanaa did not know the level 
 of

expenditures incurred against the contract. 
 Thus they did not
 
know winether the coligated amounts were sufficient to cover the

exponaitures being incurred by the University or if any funds
 
were available for deobligation.
 

Management Commerts
 

_n their formal comments on the draft report, Mission
 
management accepted the general thrust draft
of a 

recommendation involving curtailment of payments to the
 
University as means forcing it to
a of provide detailed
 
information on PRIME program expenditures. Since the
 
University's contract under PRIME expired 
on August 31, 1988,
 
they suggestea a revision to the recommendation calling for the
 
Mission to request AID/Washington to perform close out
 
procedures that 
should provide the needed financial information.
 

They also pointed out that they would not 
consider deobligating
 
any funds because they planned to redesign the Program and use
 
any remaining fund to finance new activities. Further, the
 
original recommendation dealt with the possible need to curtail
 
contract activities to cover any projected shortfalls in PRIME
 
funds. Mission management stated that a 1311 review, completed
 
on September 30, 1988, projected no shortfalls.
 

14
 



Finally, the Mission raised concerns over 
what actions would be
 
necessary to close Recommendation No. 3 since they had already
 
requesteo AID/Washington ,assistance-.in,--this-.matter-,..
 

Office of Inspector General Comments
 

We revised the recommendation, as requested, to include
 
AID/'ashington contract close out procedures. However, we Kept

the option of deobligation in the recommendation since the
 
redesign of the Program may 
not be approved by AID/Washington

or acceptec by the GOR. However, we added a reprogramming

option to allow more flexibility in implementing the
 
recoMmencation.
 

Although we ao not understand how an accurate 1311 projection

cou'i have been 
made without detailed information from the
 
University, we deleted the reference to curtailing contract
 
activities from the recommendation since the University

contract under PRIME expired on August 31, 1988 after audit
 
fie& wor.: was completed. 

In terms of recommendation closure, the Inspector General's
 
Office wil] monitor actions taken by both the Mission and
 
AID/Washington. If it appears that either party is not making
 
a gooa faith etfort to close the recommendation, we may elevate
 
the recormenaation to a higher level.
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B. Compliance and .'nternal Control
 

Compliance
 

As discussed in finding No. 2 of the report, USAID/Rwanda did
 
not comply with A.I.D. Policy Determination No. 5 since it did
 
not require the GOR to deposit all local currency in an
 
interest bearing account. Further, finding No. 3 sh ied that
 
in non-compliance with A.I.D. Handbook 19, inadequate A.I.D.
 
reviews resulted in $662,000 in unliquidated obligations dating

back to 1986. Also, as discussed in the Other Pertinent
 
Matters section, the GOR needed to supply reports covering the
 
use of local currency released from the Special Account in
 
compliance with the Program Grant Agreement. Audit work in
 
compliance was limited to the three issues reported here.
 

:nternal Control 

Aiait finhing No. 3 showec that A.I.D. did not have adequate
 
:nternai controls over expenditures under the Cooperative

A:reement with Harvard Institute of 
 International
 
Development/Michigan State University because AID/Washington
 
was not receiving a breakdown of university expenditures by

project ana by country. The review of internal controls was
 
L4mitea to this reportec finding.
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C. Other Pertinent Matters
 

USA-ID/Rwanda - id not receive c ll.i.GOR Ministries'......
financlal..
 
reports cove:.ng the release ana use of 
PRIME local currency.

Although the PRIME Program Grant Agreement stipulated that GOR
 
Ministries ,rcviae such information, USAID/Rwanda officials
 
statea they nac not requested the information because the funds
 
were only re,:ently released. Nevertheless, if the Mission does
 
not receive such reports 
it will not be able to track Program

expenaitures or adequately monitor program activities.
 

During July anJ August 1986, the GOR deposited into a special

bank account tne local currency equivalent of $3.5 million from
 
the PRIME Program first tranche release. As of April 30, 1988,

the local c-rrency equivalent of $2.7 million had been
 
disbursea frc- the special account to the GOR 
Ministries and

the Rwanda Development Bank. Only the Ministry of Finance had
 
reportea on the use of the $598,000 
that it had received. The
 
other tnree entities had not reported on their use of about
$2.1 milior. received in December 1987 and the early part of 

Article 3B(4) Dt the PRIME Program Grant Agreement stated that

the Grantee agreed to furnish A.I.D. with such reports and
 
information rel.ating to activities financed with funds from the

Special Acco.nt as A.I.D. may reasonably request. USAID/Rwanda

haa not recreated from the delinquent GOA Ministries any

reports on -he use of local currency because funds had only

been releasec to some of the ministries in December 1987 and
 
early 1966.
 

Although the *:Ission's position was understandable, designing

the report tcrm-t ana preparing ana octaining approval of a
 
Pr og r. :. :[entation Letter would 
 tae time. Thus unless
 

s,wao aor.e .n a timely manner USAID/Rwanda would not be able
 
to ti ,k c:ram expenatures or adequately monitor program

activiles.
 

The Mission, In responding to this f4naingj stated they 
were
 
working on a reporting system to correct the situation.

Accoraingly, 
 the audit report does not make any formal
 
recommrenat4on concerning this issue.
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Sentence deleted frcm 
final reno t. 

or, revise6 
interest rate of 6' 
percent sumliod b., 
P.DSO, interest &-.-%n 
revised to $305,000.
 
DUC to (XnPlexity of 
calcul tions, scncldul 
not included in
 
reoort. Interest 
calculation roughly 
o.als first tranc;o 
of $3.5 -dllion tl±.1s 

G. percent tims 1-_ yoars of inaictivi.tY, 
in the accoumnt. 
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