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U. S. MAIUNG ADDRESS :
RIG/T

APO MIAMi 304022

December 6, 1989

MEMORANDUM

AGENCV FOR INTERNATIONAL DEVELOPMENT
OFFICE OF THE REGIONAL INSPECTOR GENERAL

AMERICAN EMBASSY
TEGUCIGALPA - HONDURAS

TELEPHONES:
32·8Q87

aJlO 32-3120 EXT. 2701-2703

TO: USAID/Honduras Director, John A. Sanbrailo

FROM: tf RIG/A/T, Coinage N. Gothard~~
SUBJECT: Audit of USAID/Honduras' Accounting for Local Currency

Program Funds

The Office of the Regional Inspector General for Audit/Tegucigalpa
has completed its audit of USAID/Honduras I Accounting for Local
Currency Program Funds. Five copies of the audit report are
enclosed for your action.

The draft audit report was submitted to you for comment and your
comments in their entirety are attached to the report as appendix
1. The report contains four recommendations. Recommendation No.
4b is considered closed upon final report issuance, and requires
no further action. Recommendation Nos. 1, 2, 3, and 4a are
considered resolved but cannot be closed until further action is
taken. Please advise me within 30 days of any additional actions
taken with respect to these recommendations.

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



EXECUTIVE SUMMARY

The local currency equivalent of $574.7 million had been made
available under the Economic Support Fund and Public Law 480
Title I and Title I/III p~ograms in Honduras du~ing the period
June 1982 through December 1988. The equivalent of $541.5
million had been jointly programmed by USAID/Honduras and the
Government of Honduras to finance public and private sector
development activities of which $456.6 million had been
disbursed.

The Office of Regional Inspector General for AUdit/Tegucigalpa
made a performance audit of USAID/Honduras' accounting for
local currency program funds. The specific audit objective
was to determine the effectiveness of USAID/Honduras' and the
Government of Honduras' systems to properly account for local
currency in accordance with A.I.D. policy.

The audit found that USAID/Honduras' and the Goverl~~lent of
Honduras' systems had not fully accounted for the use of local
currency program funds in accordance with A.I.D. policy.
USAID/Honduras was, however, monitoring certain aspects of the
program in that its Office of Controller, Financial Analysis
Review Section had conducted about 60 financial reviews
annually since 1985 of the activities funded under the local
currency program. The majority of these financial reviews
covered A.I.D. direct assistance projects that had received
local currency counterpart funds and generally provided good
information to management on these activities.

The report contains four findings. First, at least $129
million in local currency was not disbursed in compliance with
A.I.D. policy. Second, USAID/Honduras did not obtain adequate
assurance that the Government of Honduras implementing
agencies had the required accounting capabilities to carry out
the program. Third, USAID/Honduras did not use independent
audit as a means of providing assurance that local currency
was appropriately accounted for. Last, USAID/Honduras' Office
of the Controller needed to strengthen its administrative
control over the recommendation follow-up process.

A.I.D. local currency policy calls for missions, as a minimum,
to ensure that documentation exists to demonstrate that local
currency is disbursed from the special account to the
appropriate project or line agency. Local currency funds of
at least $129 million equivalent programmed for public sector
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p~ojects, sectoral support, and general bUdgetary support were
not disbursed in compliance with Agency policy. This
situation occurred because the Government of Honduras'
accounting system did not segregate local currency inflows to
the Government of Honduras Treasury, so that their later
disbursement from the Treasury could be traced to the intended
recipient. As a result, USAID/Honduras did not have the
required assurance that all of the local currency intended for
the public sector was disbursed as intended. The report
recommends that disbursement of local currency to the pUblic
sector be suspended until evidence can be provided to
demonstrate that local currency can be adequately accounted
for from the special account to the intended recipient.
Management stated that USAID/Honduras will establish new
disbursement procedures with the Government of Honduras that
will comply with the traceability requirement. This
recommendation is resolved.

A.I.D. pOlicy requires USAIDs to assure that the technical and
administrative capabilities of the host government's
i.mplementing entities are satisfactory. USAID/Honduras did
not obtain adequate assurance that the Government of Honduras
implementing agencies had the required accounting
capabilities. Although USAID/iHonduras made a positive
certification of the accounting system used by the Government
of Honduras' Ministry of Finance and Public credit, its
verification did not extend to the various Government of
Honduras implementing entities responsible for projects
receiving local currency funds. As a result, USAID/Honduras
was not aware that the Ministry of Finance and Public Credit
was reporting the status of local currency funds inaccurately.
Therefore, USAID/Honduras had less than reasonable assurance
that programmed local currency funds were accounted for
properly and disbursed as intended. The report recommends
that a determination be made that the accounting capabilities
of the entities implementing the program are satisfactory.
The Mission's Office of the Controller made a certification
of the implementing entities. However, this certification did
not inclUde an assurance that reconciliations between amounts
expended b~' the entities and the amounts reported as expended
under the program were being made. This recommendation is
resolved but will remain open until such assurance can be
provided.

A.I.D. policy calls for missions to have reasonable assurance
that local currency assistance funds have been used
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appropriately. Independent audit is required to verify if
local currency is adequately accounted for and used as jointly
programmed. USAID/Honduras did not identify the universe of
local currency recipients and did not encourage the
independent audit concept. It considered its in-house
financial reviews as a substitute for independent audits,
however, its financial revtews are not audits. As a result,
there was less than reasonable assurance that proper fiscal
control existed over approximately $363 million equivalent in
Economic Support Fund and Public Law 480 Titles I and III
local currency assistance funds. The report recommends that
independent audit reports of local currency financed
activities be obtained, evaluated and followed up by
appropriate USAID/Honduras staff. The recommendation is
resolved.

Basic management principles require the prompt resolution of
financial review recommendations. The Office of the
Controller, Financial Analysis Review Section •s follow-up
files demonstrated that the status of several finapcial review
issues was uncertain. The Office of the Controller had not
adequately maintained these files. As a result,
USAID/Honduras did not always know whether recommended
corrective actions and recoveries had been completed. The
report recommends that the issues identified by the Office of
the Controller, Financial Analysis Review Section, in its
financial report recommendations be resolved. The
recommendation is resolved.
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AUDIT OF
USAID/HONDORAS' ACCOUNTI!IG FOR

LOCAL CURRENCY PROGRAM FUNDS

PART I - INTRODUCTION

A. Bac:kgr.ound

The local currency equivalent of $574.7 million had been made
available under the Economic Support Fund (ESF) and Public Law
480 (PL 480) Title I and Title I/II! programs in Honduras
during the period June 1982 through December 1988. The
equivalent of $541.5 million had been jointly programmed by
USAID/Honduras and the Government of Honduras (GOH) to finance
pUblic aTJd private sector development activities of which
$456.6 million had been disbursed (see exhibit 1).

Local currency was deposited in the Central Bank of Honduras
in a special account for each program. Each ESF special
account was to fund public sector activities. and private
sector/special activities that directly supported or
complemented Honduran and USAID/Honduras objectives. Funding
was split equally between these two activities in accordance
with the terms of the ESF agreements. Local currency made
available to the special account from the PL 480 Title I and
Title 1/111 programs was to support pUblic and private sector
agricultural initiatives.

USAID/Honduras designated its Office of Development Finance
(DF) with overall Mission responsibility for the local
currency program. It was assisted by the Office of the
controller which played the leading role in financial
monitoring of the program. The DF participated with the
Ministry of Finance and Public Credit (MFPC) in the
programming of local currency and the MFPC provided a monthly
status report of the local currency program to USAID/Honduras.
Funds were monitored by both the MFPC and the Office of the
Controller. The Office of the Controller's Financial Analysis
Review section monitored local currency disbursements and
conducted financial reviews of the various activities funded
under the local currency program.
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B. Audit Obiectives and scope

The Office of Regional Inspector General for AUdit/Teguc.dgalpa
(RIG/A/T) made a performance audit of USAID/Honduras'
accounting for local currency program funds. The specific
audit objective was to determine the effectiveness of
lJSAID/Honduras' and the Government of Honduras' systems to
account for local currency in accordance with A.I.D. policy.

To accomplish the objective, we interviewed officials and
reviewed agreements and fiscal records and related support at
USAID/Honduras and the following GOM entities: The Ministry
of Finance and Public Credit, the Ministry of Natural
Resources, the Ministry of Health, the Ministry of Education,
the Secretary for Communications, Public Works, and
Transportation, the Executive Directorate of Cadastre, and the
National Autonomous Service for Water and sanitation. We also
tested the system used by the GOH to account for local
currency funds programmed for public sector development and
agricul'Lure activities. Finally, we evaluated the system used
by USAID/Honduras to monitor the programming and disbursement
of local currency program funds.

We performed the audit during the period February 1, 1989 to
August 7, 1989 in the off;;.ces of USAID/Honduras and the
offices of the previously referred to GOH entities, all
located in Tegucigalpa, Honduras. The audit included local
currency funds made available by five ESF agreements and seven
PL 480 Title I and Title 1/111 agreements during the period
June 11, 1982 through December 31, 1988 (see exhibit 1);
however, our review concentrated primarily on local currency
programmed for GOH activities during calendar years 1987 and
1988.

Of the total $456.6 million equivalent disbursed from the ESF
and PL 480 special accounts during the audit period, we
reviewed the disbursement of $192.2 million to determine if
the funds could be tracked to their programmed use (see
exhibit 2). We examined 29 projects which had been programmed
with the local currency eqllivalent of $19.3 million to
determine if the GOH entities which implemented the projects
adequately accountE!d for th~ local currency funds (see exhibit
3) •

We did not review the eligibility of costs charged to projects
and activities funded under the local currency program. In
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addition, this audit did not include a review of the excess
$6.7 million in local currency deposited in the USAID/Honduras
trust fund because the u.s. General Accounting Office had
recently completed an audit of various missions' trust funds,
including that of USAID/Honduras.

We limited the review of internal controls and compliance to
USAID/Honduras and GOH management of the local currency made
available for activities (other than that of the Trust Fund)
by the ESF and PL 480 agreements. The audit was performed in
accordance with generally accepted government aUditing
standards.
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AUDIT OF
USAID/HONDURAS' ACCOUNTING FOR

LOCAL CURRENCY PROGRAM FUNDS

~~T II - RESULTS OF AUDIT

Our review of USAID/Honduras' and Government of Honduras I

systems to account for local currency prog'"am funds disclosed
that funds had not been fully accounted for in accordance with
A. LD. policy, USAID/Honduras was, however, monitoring
certain aspects of the program in that its Office of the
Controller, Financial Analysis Review section (CONT/FARS) had
conducted about 60 financial revJews annually since 1985 of
the activities funded under the l~~al cur~ency program. The
maj or i ty of these financial reviews covered A. L D. direct
assistance projects that had ~eceived local currency
counterpart funds and generally provided good information to
manageme~t on these activities.

The report contains four findings. First, at least $129
million in local currency was not disbursed in compliance with
A. I. D. policy. Second, USAID/Honduras did not obtain adequate
assurance that the GOH implementing agencies had the required
accounting caparilities to carry out the program. Third,
USAID/Honduras did not use independent audit as a means of
providing assurance that lucal currency was appropriately
accounted for. Last, CONT/FARS needed to strengthen its
administrative control over the recommendation follow-up
process.

The report recommends that USAID/Honduras suspend
disbursements of local currency for GOH projects, sectoral
support, and/or general bUdgetary support until it can be
demonstrated that the GOH accounting system can trace local
currency funds to L~e intended recipient, make a determination
that the accounting capabilities of the GOH implementing
agencies are satisfactory, obtain independent audit reports
of local currency financed activities and ensure they are
evaluated and followed up by appropriate USAID/Honduras staff,
and resolve various issues concerning local currency resources
idEmtified in financial report recommendations issued by
CONT/FARS.

..
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A. Findings and Recommendations

1. Local Currency Disbursements for Public Sector Activities
Were Not Accounted for As Required

A.I.D. local currency policy calls for missions, as a m~n1mum,

to ensure that documentation exists to demonstrate that local
currency is disbursed from the special account to the
appropriate project or line agency. Local currency funds of
at least $129 million equivalent programmed for pUblic sector
proj ects, sectoral support, and general budgetary support were
not disbursed in compliance with Agency policy. T~is

situation occurred because the GOH accounting system did not
segregate local currency inflows to the GOH Treasury, so that
their later disbursement from the Treasury could be traced to
the intended recipient. As a result, USAID/Honduras did not
have the required assurance that all of the local currency
intended for the public sector was disbursed as intended.

Recommendation No.1

We recommend that USAID/Honduras suspend disbursements of
local currency for public sector projects, sectoral support,
and general budgetary support until it can provide evidence
that the Government of Honduras can adequately account for
local currency funds from the special account to the intended
recipient.

Discussion

A. I. D. local currency guidance establishes local currency
accountability requirements. These requirements vary
depending on the level to which local currency is programmed.
Mission responsibility is greatest when local currency is
programmed for host government project support and somewhat
less when programmed for nonproject support, that is sectoral,
sUbsectoral, or bUdget support of the host government. In
order to ensure that local currency is used as intended,
A.I.D. local currency accountability requirements, as a
minimum, require that:

If A.I.D. and the recipient government program the
local currency for nore ':1eneral purposes, for
example, an agreement that .£.ocal currency w~ll be
used to meet development budg'et requirements of, say,
the ministry of agriCUlture, the =~le of A.I.D. may
be limited to ensuring that documentation exists
demonstrating that the local currency indeeu was
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transferred to the ministry's development account.
The mi::;sion need not trace the funds to specific
budgetary or end-use items since A.I.D. 's development
goal is a level of overall financial support to a
program or institution; indeed, once transferred from
a special account to a program or institution, the
funds will generally have Deen combined with other
budgetary funds and will not be traceable. However,
the mission should generally be satisfied on the
quality of overall program activities and the
technical and a~minis~rative capabilities of the
implementing entity or entities to carry out the
program.

USAID/Honduras Mission Order 560 also establishes local
currency program responsibilities. In regard to monitoring
general budget support activities, the Order states:

The Mission (CONT/FARS) will ensure that documenta
tion exists demonstrating that LC [local currency]
was tFansferred (or disbursed) to appropriate line
agenc1es.

Our review found that USAID/Honduras did not fully comply with
its local currency monitoring responsibilities. Local
currency funds programmed for public sector projects,
sectoral support, and general budgetary support were disbursed
from the special account directly to the GOH Treasury. At
this point the local currency lost its identity and thus could
not be traced to the appropriate project account, GOH Ministry
targeted for sectoral support, or other recipient for whom the
local currency had been programmed.

Our review disclosed that $129 million equivalent in local
currency that had been programmed for public sector projects
and activities had been disbursed from the special account to
the GOH Treasury. This amount, in all likelihood, is higher
as we reviewed only $192 million of the $299 million in local
currency program funds disbursed as of December 31, 1988 for
GOR pUblic sector activities and projects. Of the equivalent
$192 million reviewed, however, $129 million or 67 percent
(see exhibit 2) was remitted directly to the GOH Treasury and
could not be tracked to the appropriate GOH ministry,
implementing agency, or project account.

The situation occurred because the GOH accounting system did
not earmark or identify and thus segregate local currency
inflows to the GOH Treasury so that their later disbursement
from the Treasury could be traced to the intended recipient.
Local currency funds were not segregated because the direct
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disbursements to the Treasury were to reimburse it for
projects previously funded by the GOH. In using this
"reimbursement method II of programming funds, USAID/Honduras
has precluded itself fr0~ complying with the A.I.D.
accountability guidance. As a result, USAID/Honduras could
not ensure that $129 million in local currency had been
disbursed from the special account to the appropriate
recipient as required bj" "'.• LD. policy.

In conclFsion, A. L D. has established minimum accountability
requirements to ensure that local currency program funds are
used for their prot;Jrammed purposes. Unless USAID/Honduras
adheres to these requirements, there is less than reasonable
assurance that these resource~\ will be used as intended.
USAID/Honduras should suspend further local currency
disbursements for pUblic sector projects, sectoral support,
or general budgetary support until it is satisfied that the
GOH accounting system has been modified to permit local
currency funds to be traced from the special account to the
intended recipient.

Management Comments

Management disagreed with our recommendation citing the
following two reasons:

First, the GOH has adequate accounting procedures and
records which show tne local currency was used as
mutually programmed by the GOH and the Mission.
Second, LC [local currency] countersigned programming
FILS represent formal agreements of the GOH and the
USAID/Honduras on the use of funds on either a
project or sectoral level, and an accounting base
aga1nst which the GOH and Mission can and do track
d1sbursement.

To suppcrt these contentions, management gave a brief
description of t.he GOH budget system and concluded that "The
use of the transfers from the Special Account, however, are
traceable through the budgetary system which is used to
account for GOH funds." Management also presented a schedule
of projects to support the $25 million in local currency
programmed in December 1988 for sectoral support to the GOH.

with regard to the guidance followed, Management stated that
"The Mission followed LAC Bureau guidance (STATE 313159,
September 24, 1988) which state 'chat 'A.LD. should ensure
that documentation exists demonstrating local currency was
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transferred (or disbursed) to the appropriate budget account.
The Mission need not trace funds to specific budgetary or end
use items since A. Ie D. 's development goal is a level of
overall financial support to program or institution.' "

In conclusion, management made the following comments:

The Mission agrees with Recommendation No. 1 in that
it should assure itself that the GOH can adequately
account for local currency funds from the special
account to the intended recipient (" intended
recipient" meaning implementing agency under project
programming and Ministry under sectoral programming).
The Mission is rev~ewin9 the possicility of
programming funds early ~n the calendar year.
USAID/Honduras has analyzed all categories of
assistance allowed for in the current A.I.D. Policy
guidance procedures including general bUdgetary
support and has concluded that while from a
mechanical point of view general bUdgetary sup~ort
may be attractive, that sectoral and proJect
categories allow for a better way of ensurl.ng the
resources are used toward development objectives and
for assuring LC assistance funds are used
appropriately. Based on the Mission's certification
on the adequacy of the GOH budgetary and accounting
s~stem, including its implementing agencies, the
Ml.ssion will establish new disbursement procedures
with the GOH that will comply with this traceability
requirement.

We believe the GOH's bUdgetary procedures and
accounting records show the use of the local currency
that was programmed on a reim~ursement basis. We do
not agree wi1:h the report's statement the funds could
not )Se tracked to the ap1;>ropriate GOH Ministry,
implementing agencies or proJect account. Attachment
I shows that ESF funds can De traced to the intended
recipient through the GOH bUdget system. We ask that
tae recommendat~onbe closed as the Mission has shown
that the GOH can account for local currency
transfers.

Office o~ the Inspector General Comments

Although management begins by stating it does not agree with
the recommended action, they conclUde their comments by
statin~ that " ••• the Mission will establish new disbursement
procedures with the GOH that will comply with this
traceability requirement." We believe that management, by
taking this correct course action which will satisfy the
Agency's accountability requirements as well as our
recommendation. This recommendation is considered resolved
and will be closed when management provides the new
disbursement procedures to RIG/A/T.
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2. USAID/Honduras Needed To ~xpand Its Certification
coverage of Government of Honduras Accounting systems

A.I.D. policy requires USAIDs to assure that the technical and
administrative capabilities of the host government's
implementing entities are satisfactory. USAID/Honduras did
not obtain adequate assurance that the GOH implementing
agenci.es had the required accounting capabilities.
USAID/Honduras made a positive certification of the accounting
system used by the Ministry of Finance and Public Credit
(MFPC) but did not extend its verification to the various
Government of Honduras implementing entities responsible for
projects receiving local currency funds. As a result,
USAID/Honduras was not aware that the MFPC was reporting the
status of local currency inaccurately. Therefore,
USAID/Honduras had less than reasonable assurance that
programmed local currency funds were accounted for properly
and disbursed as intended.

Recommendation No.2

We recommend that USAID/Honduras make a determination that the
accounting capabilities of the Government of Honduras'
implementing agencies are satisfactory prior to the
programming of any additional local currency for general
budgetary or sectoral support.

Discussion

As a prerequisite to programming local currency for sectoral
or general budgetary support to the host government, A.I.D.
policy states in part:

••. the mission should generally be satisfied on
quality of overall program activities and
technical and administrative capabilities of
implementing entity or entities to carry out
program.

the
the
the
the

Implicit in the above policy is the need for USAID/Honduras
to have assurance that the entities carrying out the program
have adequate accounting systems to properly account for and
report to USAID/Honduras the status of the local currency
program. USAID/Honduras did not obtain adequate assurance
that the GOH implementing agencies carrying out the local
currency program had these required capabilities.

9



USAID/Honduras' Office of the controller, Financial Analysis
Review section issued a positive certification of the
accounting practices and system used by the Ministry of
Finance and Public Credit (MFPC). This certification
concluded by stating:

We hereby certify that the MHCP [MFPC] uses standard
accounting practices, and that their accounting
system is adequate to control and account for thQ
local currency funds and provide sound and timely
financial data. We find the monthly Financial
Reports present the actual financial status of the
local currency funds.

The certification, however, did not extend to the accounting
practices and systems used by the various implementing
entities which were responsible for executing GOH projects
funded under the general bUdgetary and sectoral programming
of local currency. Because of this limited certification
USAID/Honduras was not aware that the MFPC was reporting the
status of local currency inaccurately.

within the pUblic sector, local currency was programmed both
for projects and for nonproject support (sectoral and general
budgetary support) by USAID/Honduras. The GOH supports both
types of programming with projects and we were able to assess
the effectiveness of the systems established by USAID/Honduras
and the GOH to account for local currency funds by visiting
six entities responsible for implementing 29 projects funded
with local currency. A total of $19.3 million in local
currency was programmed for the 29 projects. As of December
31, 1989 the MFPC reported to USAID/Honduras 'that $18.6
million in local currency had been disbursed for these
projects. See exhibit 3 for details on all projects reviewed.

Our review disclosed that the MFPC accounting system, used as
the basis for reporting to USAID/Honduras on the status of
programmed local currency, WdS not supported by the accounting
records of the implementing agencies in 27 of the 29 projects
reviewed (93 percent). Our review of implementing agency
records showed that disbursements for 25 projects were the
equivalent of $759,380 less than what had been reported as
disbursed by MFPC, disbursements for 2 projects were more than
what had been programmed, and 2 projects' records were in
agreement with MFPC accounting.

We noted larger discrepancies for the 16 projects which were
funded through nonproject support programming. As shown in
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exhibit 3 the local currency not accounted for under these
projects totaled $666,578. Most of the discrepancies noted
were a result of the "reimbursement method" of programming
discussed previously in finding 1.

For example, under a GOH project entitled "Road Construction
and Supervision - San Nicolas to Pito Solo", USAID/Honduras
and the GOH jointly programmed $1,550,000 equivalent. Local
currency was prograIMned to reimburse project costs which had
already been incurred and funded by the GOH during calendar
year 1988. The $1,550,000 equivalent was disbursed to the GOH
Treasury, and the MFPC recorded and reported to USAID/Honduras
that all of these funds were fUlly disbursed. However, our
review of the records at the implementing entity level
demonstrated that only $1,275,000 in GOH fund;.: had been
expended during 1988 for the project. As a result, $275,000
equivalent was disbursed from the special account, was not
supported beyond the records of 'the MFPC, and was not
accounted for.

Implementation of the recommendation in finding 1 should
resolve this type of discrepancy.

Although not as significant, records of the implementing
agencies for the 13 projects funded directly with local
currency showed disbursements of $92,802 less than reported
as disbursed by MFPC. contributing to the accounting
discrepancies and resultant reporting errors was a lack of
accounting record reconciliations between the implementing
agencies and MFPC. We found only one instance where the MFPC
and an implementing agency had reconciled their records.
Reconciliation of accounting records is a basic feature of any
effective accounting system. These discrepancies between
actual local currency disbursements to that reported to
USAID/Honduras existed because CONT/FARS had certified the
technical and administrative capabilities for only the MFPC
and not for the implementing agencies.

Thus, the CONT/FARS review and certification failed to
identify problems, such as the absence of GOH reconciliation
practices, a basic internal control deficiency. The
accounting and reporting of local currency at the: implementing
agency level is an integral part of the accounting system of
the GOH and must be considered when certifying the
capabilities of the GOH as a whole. without reconciliations,
GOH accounting practices and internal controls are weak and
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USAID/Honduras has less than reasonable assurance that local
currency funds have been accounted for properly and disbursed
as intended.

Manageme:;.tt Comments

Management stated that the Mission's Office of the Controller
evaluated the GOB bUdgetary and accounting procedures for
accounting for budget allocations and expenditures. In
addition, 69 implementing agencies were reviewed and found to
have adequate bUdgetary and accounting systems to account for
funds and were complying with GOH budgetary and accounting
requirements. Based on this work the Off ice of the Controller
certified the implementing agencies of the GOH in response to
our reco~~endation.

with regard to the report's discussion of the lack of
accounting reconciliations between the Ministry of Finance and
Public Credit and the implementing agencies management stated:

It should be noted the implementing agencies, through
their Ministry's administrative offices, reconcile
their budgetary accounts with the Directorate of the
BUdget. The legislative decree on GOH budget and
accounting procedures make the Directorate of BUdget
resJ?onsible for managing the national budget. We
don t believe it is necessary to reconcile programmed
amounts with the Directorate of Public Credit.

Management also commented that the report's conclusion, that
local currency was not accounted for properly, w~s incorrect.
To support this contention management presented a schedule of
projects in support of t~he $25 million in local currency
programmed for sectoral support to the GOH. The schedule
shows that the GOH expended more than what was programmed.

Office of Inspector General Comments

We commend management's timely efforts in complying with the
recommended action. However, the certification of the GOH
system cannot be accepted until it can be demonstrated that
the implementing agencies and/or Directorate of the BUdget are
reconciling their accounts with the Ministry of Finance and
Public Credit (Directorate of Public Credit). These
reconciliations are necessary as the Mission uses the figures
reported by the Ministry of Finance and Public Credit (MFPC)
to report on the status of their local currency program. As
an alternative, the Mission could change its source for the
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local currency status report from MFPC to the implementing
agencies or Directorate of the BUdgGt. It should also be
noted that this level of accounting is only necessary when the
Mission chooses to program local currency to the project level
and is no~ required if sectoral or bUdgetary support is
programmed.

Finally, we noted various errors in the schedule of projects
presented by USAID/Honduras to support the local currency
programmed as sectoral support to the GOH. For example, for
the project for road construction and supervision from San
Nicolas to Pito Solo, management has considered only the funds
programmed from one ESF funding source and thus, incorrectly
concludes that the GOH expended 1.0 million Lempiras more than
progra~~ed. Actually, when all local currency sources were
considered we found that the Mission had programmed 500,000
Lempiras ($275,000) more than expended under the project by
the GOH. A similar error was made on another road
construction project for 1.5 million lempiras. Based on the
methodology used by the Mission in developing their scpedule
we can not accept their conclusion as valid.

The recommendation is considered resolved and will be closed
when USAID/Honduras provides RIG/A/T evidence tllat the GOH
system certif ied by the Mission includes a procedure for
reconciling amounts expended by the GOH entities to the
amounts reported as expended under the local currency program.
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3. USAID/Hondura2 Needed to Ensure That All Local Curre~cy

Program Activities Were AppropriatelY Audited

A.I.D. policy calls for missions to have reasonable assurance
that local currency assistance funds have been used
appropriately. Independent audit is required to verify if
local currency is adequately accounted for and used as jointly
programmed. USAID/Honduras did not identify the universe of
local currency recipients and did not encourage the
independent audit concept. It considered its in-house
financial reviews as a substitute for independent audits,
however, its financial reviews are not audits. As a result,
there was less than reasonable assurance that proper fiscal
control existed over approximately $363 million equivalent in
ESF and PL 480 Titles I and III local currency assistance
funds.

Recommendation No.3

We recommend that USAID/Honduras:

a. identify the universe of recipients of Economic Support
Fund and Public Law Titles I and III local currency;
determine which ones have not been independ~ntly aUdited;
and, establish a plan to have them audited;

b. institute procedures to ensure that periodic independent
audits are performed on recipients of local currency made
available by the Economic Support Fund and Public Law 480
programs and that standard audit guidance is sent to all
recipient organizations; and

c. establish procedures to ensure tha.t audit reports of said
local currency recipients are obtained, evaluated, and
followed up by appropriate Mission staff.

Discussion

USAID/Honduras' Office of Development Finance (DF) was
primarily responsible for monitoring ESF and PL 480 Titles I
and III local currency. DF relied on USAID/Honduras' Office
of the Controller, Financial Analysis and Review Section
(CONT/FARS) for technical advice and assistance with respect
to local currency fiscal matters. The local currency
programming officer, assigned to DF, advised us that CONT/FARS
was the designated depository for independent audit reports.

14
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A.I.D. pOlicy affecting ESF and PL 480 Titles I and III local
currency calls for missions to have reasonable assurance that
local currency assistance funds have been used appropriately.
The degree of A.!.D.'s monitoring involvement is dependent
upon the type of local currency programming and the
capabilities of the recipient. To illustrate, A.I.D. policy
guidance (STATE cable 327494) provides that periodic audits
of activities are to be made when jointly programmed local
currency is directly associated (or projectized) with
recipient government projects or private sector activities.

In contrast, if a less detailed programming approach such as
sector programming is used, there must be assurance that
technical and administrative capabilities of the local
currency recipient are adequate. As previously discussed in
finding 2, certification of technical and administrative
capabilities is used to document assurance under this type of
programming.

other regulations and A. I. D. policies establish the
requirement for independent audits in order to provide
reasonable assurance that local currency assistance funds have
been used appropriately. To illustrate, Office of Management
and Budget (OMB) Circular A-l10 requires all private voluntary
and other nonprofit organizations receiving Federal funds to
have an audit performed by the institution's independent
auditors, usually on an annual basis, but not less frequently
than every two years. Although OMB Circular A-1~0 does not
legally apply to indigenous nonprofit organizations located
abroad, A.I.D. has administratively extended it to cover them
in A.I.D. Handbook 13, Chapter 1. Several of USAIO/Honduras'
recipients fit this category, and had received ESF and PL 480
Titles I and III local currency as counterpart to their direct
assistance-funded agreements.

Next, A.I.D.'s payment verification policy provides, in part,
that if local currency is to be made available to an
intermediate credit institution or to any other organization,
including priv~~e voluntary organizations (PVOs), responsible
for controlling and reporting on the use of such funds, USAIDs
should first assess the organizations' financial procedures
and related internal controls. Then, subsequent audit or
evaluation reporting on the activity should also Dleasure
performance from the standpoint of accountability. Again,
several of USAID/Honduras' recipients of ESF and PL 480 Titles
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I and III local currency were intermediate credit institutions
and PVOs.

Since 1982, USAID/Honduras and the GOH have programmed local
currency primarily on a projectized basis. Eliminating the
trust fund, budget support and sector support components, the
audit found that about $363 million equivalent in ESF and PL
480 Titles I and III local currency assistance funds had been
programmed for projects and discreet activities. Although
USAID/Honduras did not identify a universe of local currency
recipients, we were able to identify at least 105 executing
entities that had received local currency program funding
based on USAID/Honduras' CONT/FARS local currency accounting
report as of December 31, 1988. However, there were more that
could not be identified because in several instances the
report associated local currency funding with the project name
rather than the recipient.

Nonetheless, for the more than 100 recipients and ~363 million
equivalent, the audit found that USAID/Honduras had only 35
external audit reports on file. Instead of obtaining
indeper.dent audits, USAID/Honduras had relied upon more than
250 financ:':.al reviews made by its CONT/FARS to assure itself
that the local currency had been appropriately used.

USAID/Honduras did not agree that external independent audits
were required. USAID/Honduras believed that the financial
reviews performed by CONT/FARS were appropriate and that the
CONT/FARS personnel were qualified with broad expertise in
accounting, aUditing, banking, economics, and automated
computer systems. USAID/Honduras also believed that its
CONT/FARS staff met the standards of independence and due
professional care and that their work was more comprehensive
and management-responsive than the reports provided by
independent audit firms. In addition, USAID/Honduras believed
it was in compliance with OMB Circular A-110 because
recipients were required by CONT/FARS to have adequate
accounting and reporting mechanisms along with supporting
documentation that would identify, segregate, accumulate, and
record costs incurred.

Despite the qualifications of the CONT/FARS personnel, u.s.
government regulation and A.1.D. policy require external
independent audits and we could find evidence of only 35 such
audits.
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As a result, there was less than reasonable assurance that the
more than 100 pUblic and private organizations had established
proper fiscal controls over $363 million equivalent in ESF and
PL 480 Titles I and III local currency assistance funds.

To sum up, Federal regulations and A. Ie o. policies and
procedures have clearly established the requirement for
independent audits as a preferred means of providing
reasoncble assurance that local currency assistancE! funds have
been used appropriately. The existence of only 35 independent
audit reports at USAIO/Honduras" designated depository
indicated an internal control weakness in USAIO/Honduras '
administration of its local currency portfolio which needed
to be corrected.

Management Comments

Management provided the following response with regard to the
recommendation:

concerning Recommendation 3(a), we have identified
the current private sector ent1ties which have been
audited by external auditors. In addition, ...
(financial reviews) have been performed by CONT/FARS
of practically all private sector project/activit.ies.
On the pUblic sector activities funded with PL-480
Title I and III and Section 416 there has been no
A.I.O. requirement for independent audits by external
auditors. However, 19 .•• {financial rev1ews} were
performed durin9 the past two fiscal years by
CONT/FARS of T1tle I and III and Section 416
projects. These reviews, in our opinion; complied
with the standards of OMB Circular A-110 and A.I.D.
HB 13 calling for prudent management of A.I.O. funds.
Concerning future audits, the Mission will continue
to reql~ire private sector organizations to contract
external auditors. In addition, CONT/FARS will
continue to schedule and perform •.• {financial
reviews1 of all private sector organizations and
activit1es in accordance with HB 13. The Mission
will also perform financial reviews of public sector
activities when rec;{uired and approved by the GOB.
External audits w1l1 be made, as required by
agreements, of projects/activities financed with
appropriated funas.

We request that Recommendation number 3(a) be closed
based on the above comments.

Recommendation 3 (b) has been complied with. The
Mission's management procedures require that all
private sector recipients of local currency to be
periodically examined by CONT/FARS and external
auditors when required by project agreements.
Generally, all private sector rec1pients are being
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examined annually or every two years. Recipients of
A.I.D. assistance have been ~rovided with standard
audit guidance, Attachment "C', Audit Requirements.
The attachment was sent with our response to RAF
number 4. In addition, the Mission has provided some
iroplementing agencies an expanded audit scope of work
for use by external auditors. We ask that this
recommendation be closed.

Recommendation number 3 (c) has been carried out.
CONT/FARS has procedures ln place to ensure copies of
all external audit reports are received by the
Mission, reviewed by appropriate Mission staff and
open recommendation of the audit report are followed
up. The tracking system shows the entities that
require external audits and the audits which are
performed by independent external auditors. Please
close the recommendation.

Offic~ of Inspector General Comments

We c:onsider management's comments responsive to the intent of
our recommendation. Part a. of the recommendation is
comddered resolved and will be closed when management
provides the established audit plan to RIG/A/T. Part b. of
the recommendation is considered resolved and will be closed
when management provides the applicable procedures to RIG/A/T.
Pari: c. of the recommendation is considered resolved and will
be c:losed when management provides the established procedures
to HIG/A/T.
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4. USnrD/Honduras Needed to ImDrove Its Management of
outstanding Financial Review Recommendations

Basic management principles require the prompt resolution of
financial review recommendations. The Office of the
Controller, Financial Analysis Review Section's (CONT/FARS)
follow-up files demonstrated that the status of several
financial review issues was uncertain. The CONT/FARS had not
adequately maintained these files. As a result,
USAID/Honduras did not always know whether recommended
corrective actions and recoveries had been completed.

Recommendation No.4

We recommend that USAID/Honduras:

a. resolve the issues concerning local currency resources
identified in report rncommendations issued by its Office
of the Controller, Financial Analysis and Review section
as detailed in exhibit 4; and

b. appoint a recommendations follow-up control officer
within its Office of the Controller, Financial Analysis
and Review Section to ensure that the status of
recommendations is accurately and promptly documented and
reviewed.

Discussion

Basic management principles require the prompt resolution of
financial review recommendations. Audit follow-up standards
are established in the Office of Management and BUdget's (OMB)
circular No. A-50. These standards require among other
things:

Prompt resolution and corrective action on
recommendations within a maximum of six months after
issuance of a final report,

Appointment of a follow-up official, and

Maintenance of accurate records of the status of reports
and recommendations through the entire
resolution/corrective action process.
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Although CONT/FARS is not technically required to follow OMB
Circular No. A-50, prudent management practices would suggest
that these standards be followed as closely as possible.

In December 1987 the CONT/FARS Chief issued instructions to
his employees on professional standards with respect to
follow-up. Included with the transmittal was a
"Recommendations Control" sheet to be used by CONT/FARS
employees. This document was to be used to record the
activity, financial review report number and date,
recommendation number and status, comments, and responsible
follow-up employee. In short, the document was intended to
provide a ready reference on the status of recommendations.

While this was a good idea, CONT/FARS employees did not fUlly
implement the instructions. For example, 15 of the 19
financial reviews tested had not been updated, some for over
a year. Seven of these files contained reccmmendations with
a monetary value totaling $17.1 million. The follow-up
folders for 4 of the 19 financial reviews tested did not
contain Recommendations Control sheets at all.

Each CONT/FARS financial analyst was independently responsible
for following up recommendations in their completed reports.
Therefore, the integrity of the follow-up files, and the
responsibility for coordinating and updating these files
depended on the degree of attention given to the files by the
financial analysts. The financial analysts had not given a
high priority to recommendations follow-up.

As a result of
USAID/Honduras did
corrective actions

recommendation follow-up weaknesses,
not always know whether recommended

and recoveries had been completed.

In discussing this issue with USAID/Honduras management, we
suggested that management require a periodic review and update
of CONT/FARS' Recommendations Control sheets and follow-up
files. It was also suggested that USAID/Honduras appoint a
recommendations follow-up control officer within CONT/FARS to
ensure that the status of recommendations is accurately and
promptly documented including those identified during the
audit and detailed in exhibit 4. On August 17, 1989
USAID/Honduras provided us with a status report on the
recommendations which is now included as part of exhibit 4.
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USAID/Honduras also stated that CONT/FARS reports issued
during 1988 and 1989 were reviewed and missing control sheets
had heen attached to the appropriate follow-up files. In
addition, USAID/Honduras responded that the CONT/FARS staff
reviewed instructions for reviewing and updating the files in
order to keep them current. Also, effective July 31, 1989,
procedures were implemented in which each financial analyst
will complete a monthly status Report on Reco~nendations for
all reports for which the analyst has monitoring
responsibility. The reports will be summarized and both the
summary and individual detailed status Reports will be
distributed to responsible USAID/Honduras staff for their
information and follow-up action.

The mission's actions demonstrated its desire to improve the
situation. However, we believe the proposed procedure would
not be as efficient as if a follow-up control officer was
given responsibility for the entire follow-up system.
USAID/Honduras may wish to reevaluate the proposed procedure
prior to implementation.

Management Comments

In response to recommendation 4.a. management provided a
status of each outstanding issue requiring resolution~

According to the status report seven of the ten issues have
been resolved and closed by the Mission. The remaining three
issues are open issues.

with regard to recommendation 4.b. management has designated
the Chief of 'the Financial Analysis and Review Sector as the
follow-up control officer.

Office of Inspector Gene~al Comments

We consider management's comments responsive to the
recommendation. Part a. of the recommendation is considered
resolved and will be closed when management provides evidence
that the three remaining open issues have been resolved by
USAID/Honduras. Part b. of the recommendation is considered
closed upon issuance of this report.
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B. compliance and Internal control

We limited the review of compliance and internal control to
Government of Honduras and USAID/Honduras management of local
currency funds made available under the ESF and PL 480
agreements.

Compliance

There were three compliance exceptions. First, USAID/Honduras
had not implemented A.I.D. policy which required that local
currency disbursements or transfers be traceable to the
implementing entity level (finding No.1) • Second,
USAID/Honduras had not implemented independent audit as a
means for providing the Mission assurance that local currency
was appropriately accounted for as called for by A.I.D. policy
(finding No.3). Last, USAID/Honduras' CONT/FARS had not
complied with its own procedures with regard to recommendation
follow-up (finding NO.4).

Internal Control

The audit disclosed five internal control deficiencies.
USAID/Honduras had not established adequate procedures to
ensure that: (1) local currency programs funds were traceable
from the special accounts to their intended recipients
(finding No.1), (2) implementing agencies had adequate
technical and administrative capabilities to carry out the
local currency program effectively (finding No.2), (3)
independent audits were being conducted on the use of local
currency funds by recipient organizations (finding No.3), and
(4) administrative controls over the recommendation follow
up system were functioning adequately (finding No.4). In
addition, our review at one GOH implementing agency found that
adequate internal control procedures had not been established
over supplies purchased with local currency funds (other
pertinent matters).
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C. other Pertinent Matters

Although the scope of this review did not include end-use
reviews of program resources, the following matter came to our
attention and is presented for USAID/Honduras I management
consideration.

The National Autonomous Service for Water and Sewer Systems
(SANAA) is the GOH semiautonomous i~stitution responsible for
the nationwide distribution of water l'c~ources and sewage
services. The Rural Water and Sanitation Project - SANAA
(PRASAR-SANAA) is an implementing unit within the SANAA
organizational structure established to execute A.I.D. funded
projects. PRASAR-SANAA maintains its own warehouse to store
and manage materials and supplies needed to execute the
projects for Which it is responsible. SANAA also maintains
several warehouses to service its countrywide operations.

The audit found that PRASAR-SANAA used $5,261 in local
currency program funds to purchase office supplies directly
from local vendors. Rather than maintain these supplies in
its own warehouse, PRASAR-SANA~ had the supplies delivered to
the SANAA central warehouse L, Tegucigalpa. SUbsequently,
PRASAR-SANAA used an additional $1,263 from local currency
program funds to purchase office supplies from the SANAA.
warehouse. In the absence of proper accounting entries it
could not be determined if PRASAR-SANAA had paid twice for the
same office supplies. Accountability for the office supplies
purchased and delivered to SANAA was lost due to inappropriate
PRASAR-SANAA management decisicns. Two project officials
stated that the former project administrator had decided that
these office supplies be delivered to the SANAA main
warehouse. The officials also stated that once the supplies
were delivered to the SANAA warehouse, they were used by SANAA
in its own operations.

USAID/Honduras needed to examine and resolve this issue to
ensure that local currency funds are used properly.

Management Comments

Management provided the following comments in response to this
issue:

The draft report discusses two transactions which
could have been paid twi.ce for the same office
supplies. We have examined the documentation
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supporting the questioned amounts and find the
transactions are proper and have no relation to each
other. The documents totalling $1,263 were purchased
on February 11, 1988 from SANAA. The aocuments
totalling ~5,268 were purchased by PRASAR/SANAA on
October 17, 1988 and delivered to the SANAA
warehouse.

Office of Inspector General Comments

Judging from management's comments, the concern of the RIGI AI T
in this issue was not understood completely. The Mission's
examination of the issue merely confirmed what we reported in
our review. That is, that supplies were purchased with
project funds but delivered to a warehouse where
accountability over the supplies was lost. In another
transaction supplies were purchased with project funds
directly from the same warehouse. Although a distinct
possibility, our concern was not that same supplies were paid
for twice but that purchases made and delivered to a warehouse
not under the control of the project were not accounted for
properly. The Mission should assure that this practice is not
continued and recover any local currency and/or supplies not
accounted for properly.
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SUMMARY OF THE LOCAL CURRENCY PROGRAM IN HONDURAS
MADE A VAILABLEFROMESFANo PL4ioFUNoS .

As OFDECEMBER 31/1988· .·1/.····
(000s ofU.S. S)

ESF Program Date Local Currency
A.I.D. Project of Amount Amount Made

Number ~greement Obligated Disbursed Available Programmed Disbursed
522-0230 24-Sep-82 $131,000 $131,000 $131,000 $131,000 $129,289
522-0283 25-Mar-85 208,748 208,748 208,748 208,748 179,813
522-0323 19-Jun-87 80,000 80,000 80,000 . 80,000 53,522
522-0331 1,-Sep-87 20,000 5,000 5,000 0 0
522-0357 20-Aug-88 75,000 65,000 65,000 50,000 25,000

ESF Subtotals $514,748 1489,748 $489,748 $469,748 $387,624

PL480 Date Amount Actual Local Currency
Program Type of of Value of Made
andUS. FY Agreement Agreement Shipments Available Programmed Disbursed

Title 1/11I: 1982 11-Jun-82 $14,500 $14,353 $15,486 21 21
Title I: 1983 27-Jun-83 5,000 4,941 5,310 21 2J
Title I: 1984 16-Dee-83 15,000 14,938 16,032 2J 2J
Title I: 1985 1'-Mar-8S 12,500 12,287 13,235 2J 2J
Title I: 1986 15-Mar-86 15,000 13,421 14,524 2J 21
Title I: 1987 1'-Mar-87 12,000 11,899 12,475 21 21
Title I: 1988 07-Mar-88 12,000 11,880 7,891 21 21
PL 480 Subtotals $86,000 $ 83,719 $ 84,953 $ 71,796 1M.&967

ESF & PL 480 Totals $600,748 $573,467 $574,701 $541,544 $456,591

11 Unaudited fiscal data in this exhibit were derived from the ESF and PL 480 agreements and USAID/Honduras Controller records.
21 The programming and disbursement of local currency made available under the PL 480 program are not reported by agreement,

but only in the aggregate.
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SUMMARY OFLOCALCURRENCYPROGRAM PUNDS
DISBURSED TO. THE GOvERNMENrOptioN1JlJIiASTREASURY
. FOR. VARIOUS PEiiioDSiiNfjrNG:DBCEMiJERII~'i988·.jl .

(U.S. $)

Local Currency
Program Total Local D1sbursemcmts Reviewed

Generating Currency period of Review 21
Local Disbursed ToGOH To Other

Currency To 31-Dec-88 f!2m I2 Treasury Payees Total

ESF 522-0230 $ 64,701,588 31 01-Jan-86 31-Dec-88 $ 569,694 $ 553,102 $ 1,122,796
ESF 522-0283 102,675,909 3/ 01-Apr-85 31-Dec-88 72,179,252 30,496,657 102,675,909
ESF 522-0323 37,837,875 31 01-Jan-88 31-0ec-88 24,107,797 13,730,078 37,837,875
ESF 522-0357 25.000.000 31 01-0ec-88 31-0ec-88 25.000.000 Q 25.000.000

Subtotal-ESF $230,215,372 $121,856,743 $44.779.837 $166,636,580

PL480 $ 68.966.760 01-Jan-87 . 31-Dec-88 $ 6,732,852 $18,824,268 $ 25,557,118

Totals $299,182,132 $128,589,595 $63,604,103 $192,193,698

, I

Percentage of total disbursements reviewed

Percentages of disbursements reviewed 68.91% 33.09%

64.24%

100.00%

."

~...

1/ The audited $192.2 million contained in this exhibit was based on a review of the monthly local currency status reports
maintained by the USAID/Honduras Office of the Controller.

21 Local currency amounts which RIG/AIT reviewed were disbursed during thess time periods.
3/ Disbursements for projects/programs of the public sector only.
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SUMMARY RESULTS OF ACCOUNTABIU1'Y REVIEW
OF SELECTED PROJECTS FUNDED UNDER THE

USAIDmONDURAS LOCAL CURRENCY PROGRAM 11
(U.S. $)

Amount per Programmed
Amounts oar MFPC Implementing Local

Agency Currency Not Funding
Project Title Proarammed Disbursed Disbursed Accounted For Source

Projects Funded with Locaf Currency Programmedas Non-project Support:

1. Road Construction & Supervision; ESF (0323)
San Nicolas to Pito Solo $1.550.000 $1.550.000 $1,275,000 $275,000 ESF (0357)

2. Road Construction & Supervision;
SlalJatepeque to Esperanza to ESF (0323)
Marcala 1.535.900 1.535.900 1,531,832 4.068 ESF (0357)

3. Road Paving; La Paz to Tutuls to
MarcalA 1.450.000 1.450,000 1.838,600 21 0 ESF (0357)

4. SANAA Counterpart; 4 Cities
Project 1,300,000 ',300,000 ',300,000 0 ESF (0357)

5. National Cadastre Project ',000,000 1.000,000 975.000 25,000 ESF (0357)
6. School Construction; Esteban

Guardiola: CY 1987 350.000 350,000 299,975 50.025 ESF (0323)
CY 1988 400.000 400,000 366,897 33.103 ESF (0357)

7. Building Construction; Jose
Trinidad Reyes: CY 1987 250.000 250,000 275,000 2J 0 ESF (0323)

CY 1988 000,000 500,000 487.603 12,337 ESF (0357)
8. Rural Sanitation; SANAA-CARE-

Communidad 500,000 500,000 344,073 '55.927 ESF (0323)
9. Access Road at Roatan Airport 500,000 500,000 ',OC!),Ooo 2J 0 ESF (0357)

10. Continuation of Roatan Airport c
a:

Widening 500,000 500,000 500,000 0 ESF (0357)
c

~
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.. SUMMARY RESULTS OFACCOUNTABlLITY REVIEW
OF SELEcrEDPllOmcrSFUNDED UNDER THE.· .

. . .' .. . .," .

USAIDflIONDURAS LOCAL CURRENCY PROGRAM .11.
(U.S. $)

Amo;,;nt per Programmed
Amounts oar MFPC Implementing Local

Agency Currency Not Funding
Project Title f!Qgrammed Disbursed Disbursed Accounted For Source

11. Building Construction; San Fran-
cisco de la Paz: CY 1987 50,000 50,000 50,000 . 0 ESF(0323)

CY 1988 250,000 250,000 186,810 63,190 ESF(0357)
12. laboratory Services 251,350 251,350 246,258 5,092 ESF(0357)
13. Improvements to Airpons 205,000 202,220 199,099 3,121 ESF(0323)
14. Maintenance of Aii'pons 200,000 200,000 178,356 21,644 ESF(0357)
15. Agricultural Development of the

Choluteca River Basin 79,850 79,8~O 79,239 611 ESF(0357)
16. Project Norms of Cattle Control 44.150 44,150 26,690 17,460 ESF (0357)

Subtotal l1Q,916,250 110.913.470 SH.160.492 '666,578

Projects Funded with Local Currency Programmed as Project Support:

1. Rural Roads II - Construction $2,005,589 $1,842,ln $1,807,315 $34,862 ESF (0323)
2. Primary Education Efficiency 1,447,369 1,183,612 1.293.058 (109,446) ESF (0323)
3. Health Sector I 1,361,020 1,240,673 1,184,027 56,646 ESF (0323)
4. PRASAR-SANAA 730,809 717,258 699.590 17,668 ESF (0323)
5. Bovine Production & Animal

Health 680.800 637,250 830,303 6,947 PL480
6. Rural Roads II - Maintenance 500,000 496,437 576,094 3/ nla ESF (0323) "0

Q)

7. Rural Development; La Paz! co
CD

Intibuca 398.000 395.&36 3n,247 18.389 PL480 l\)

0-to)
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SUMMARYRESULTS OP..4CCOUNTABILITYREVIEW
OF SELECTED:PROJErnFiiNDEDUNDU11m

USAIDIHONDUJiAsiocAL ClJRRBNCYPROGRAM 11.
(U.S. $)

I
I.

~
Cl

Amount per Programmed
Amounts Der MFPC Implementing Local

Agency Currency Not Funding
Project Title Programmed Dlsbmsed Disbursed Accounted For Source

8. Mediterranean Ay Prevention 300,000 293,068 292.298 no PL4BO
9. Environmental Protection 300,000 293,764 234.336 . 59,428 PL480

10. Intregal Rural Development; Yoro 285,000 283,128 285.000 (1,872) PL480
11. Aquaculture 155,350 153,614 145,409 8,205 PL480
12. Artificiallnsemination 132,400 126,024 125,921 103 PL480
13. EI Carao Project 60.000 58.785 57.683 1.102 PL480

Subtotal $ 8.416.337 $ 7.721.426 S 7.708,281 $ 92,802

Totals for All Projects $19.332.587' 118.634.896 $18,868.n3 $759.380

11 The audited amounts contained In this exhibit were based on a review of fiscal records and related support maintained by the following
Government of Honduras entities: the Ministry of Finance and Public Credit, the Ministry of Natural Resources, the Ministry of Health,
the Ministry of Education, the Secretary for Communications, Public Works, and Transportation, the Executive Directorate of Cadastre,
and the National Autonomous service for Water and Sanitation.

21 The implementing agen~yhad more funds budgeted and expended than was programmed with local currency funds fCir these projects.
ThUS, for these projects we accepted the full amount programmed as supported.

31 Two sources (';~ budgeted funds were comlngled at the implementing agencY. Total un::fisbursed funds for both funds totaled $41,456,
Since funds .,;ere comingled it was not possible to determine the amount of ESF (522-0323) undisbursed funds.
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. ..FINANCIALANALYSISREVIEWSECTJON;REPORTS>·.. .. ...
·REQUIRlNGRESOLuTiONPER RIG/An AUDlTRECOMMENDATlONNO/4.1I.·. ..

USAID/Honduras Provided
Status of Recommendation liS of

RIG/AIT Recommended Action August 17, 1989

1, Require the transfer of $447,074 Recommendation remains 0PEln as the
'to one of the ESF separate ac- Central Bank of Honduras has not
counts approved by A,I.D. (FARS received sufficient Information
Report No, 89-02, Recommendation from tho corresponding U.S. bank
No.2) to reconcile the separate account.

Central Bank Is sending staff to
Inspect the U.S. bank's recorcls.

2. Require the presentation of eligi- Reports !rom the Central Sanft have
ble documentation to A.I,D. to been received showing the use of
justify the disbursement of ESF the $15,290,465. Documentallon
totaling $15,290,465. (FARS Re- has been reviewed and a repclrt
port No. 89-02, Recommendation No, will be Issued to close this re-
3) commendation,

3. Require the return of L. 1,596 Implementing agency has Issued a
($798) to the Ministry of Finance check for L, 1,596 and recommen-
and Public Credit. (FARS Report dation has been closed.
No. 88-68, Recommendation No.3)

4, Require the refund of L, 79,941 Mission requested the Ministry of
($39,971) to a P,L. 480, Title I Finance and Public Credit to sub-
project. (FARS Report No. 88-55, mit support for the use of the
Recommendation No.1) L. 79,941 on July 10, 1989.

5, ReqUire the return of L. 542,211 Support for L, 2n,451 submitted
$271,106) in P.L. 480, Title I to the Ministry of Finance and
funds, or evidence of approval of Public Credit from the implemen-
said funds. (FARS Report No. ting agency,leaving a balance of
88-40, Recommendation No.4). L. 264,760 to be accounted for.

Mission will follow-up wiih Minis-
try to determine if these costs
have been accepted,

6. Require the refund of L. 4u,941 Mission has requested the Ministry
($20,471) to a P,L. 480, Title I of Natural Resources to furnish
project, (FARS Report No. 88-35, Information on the use of the un-
Recommendation No.1) accounted balance of L. 4",941.

j
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SUMMARY OFISSUES IDENTIFIED IN·
USAIDIHONDURAS, OFFICE OFTHECONTROWR•.· ...
FINANCIAL ANALYSIS REVIEW SEc:TIONREPoRfS···.· . .. ...

REQUIRING RESOLUTIONPER.R1(}IAnAUDlTiiEcoMMENiiATr()NNo.4.•~····

RIG/AIT Recommended Action

7. Require the segregation of L. 2
million ($1 million) in P.L. 480,
Title I funds. (FARS Report No.
88-30. Recommendation No.1)

8. Require justification for. or the
return of L. 46,166 ($23.083) in
P.L. 480, Title I funds. (FARS
Report No. 88-25. Recommendation
No.l.a)

9. Reopen Recommendation No.1 of
FARS Report No. 88-51 which called
for a L. 665.000 ($332,500) refund
by a GOH ministry. Documentation
submitted by the ministry to close
the recommendation included sev
eral duplications, shotgun pur
chases and other questionable pro
curement actions.

10. Take action, as appropriate. to
ensure that vehicles are returned
to the appropriate GOH ministry.
(FARS Report No. 88-31, Recommen
dation No.2)

USAID/Honduras Provided
Status of Recommendation as of

August 17. 198~

Mission has Informed Ministry of
Finance and Public Credit that the
trust fund must be deposited in a
separate account. To date, no re
sponse has been received. Mission
will continue to follow-up.

Mission closed this recommendation
on April 11. 1989.

Mission has reviewed documentation
once again and found no duplicate
charges. Purchased shotguns are
being used by ministry watchmen.
Mission does not believe there are
any questionable Items in the
documentation submitted to the
Mission.

Recommendation calls for the Iden
tification of project vehicles and
the use of GOH vehicle plates.
Mission Is currently awaiting sup
port from GOH regarding its legal
position. Return of vehicle is a
separate Issue outside of the FARS
report. Mission formally reques
ted return of vehicle on May 25,
1989. Mission will follow-up to
ensure vehicle is returned.
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of USAID/Honduras' Accounting for Local Currency

TO, Coinage Gothard, RIG

Following are our comments on the subject draft report:

Executive Summary

The Mission takes exception to the draft report's conclusion that the
Government of Honduras did not fully account for the use of local
currency program funds. The Mission's Office of the Controller verified
the use of L50 million, which was questioned by the audit, by examining
t~1e Government of Honduras budgetary and accounting procedures and
records. Therefore, we do not believe that the local currency
disbursements should be suspended as the Government's records show the
proper use and accounting of the L.50 million.

Local Currency Disbursements for Public Sector Activities Were Not
Accounted for As Required

The Mission disagrees with draft Audit Report Recommendation No.1 that
USAID/Ronduras suspend disbursement of local currency funds until it
provides evidence that the GOH can adequately account for local currency
funds from the special account to the intended recipient for the
following reasons. First, the GOR has adequate accounting procedures and
records which show the local currency was used as mutually programmed by
the GOH and the Mission. Second, LC countersigned programming PILS
represent fornal agreements of the GOR and the USAlD/Honduras on the use
of funds on either a proj ect or sectoral level, and an accounting base
against which the GOR and Mission can and do track disbursement.

By the way of explanation, it should be noted that the GOH has a budget
system which considers that estimated expenditures for central and
decentralized government projects/activities are financed with general
receipts lo1hich are deposited in treasury accounts I including transfers of
local currency from the ESF Special Account. The annual GOH budget
includes "I.n estimate of the receipts \'Jhich \olill be deposited in the GOB

O"IONAL P'O"M NO. 10
(..EV.I ..O)
a.A~M" (.1 C,",,) 101-11.'
1010.114'* u.s. QPOI "'~""4'/40041
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treasury to pay for obligations incurred during the budget cycle. The
use of the transfers from tue Special Account, hO~lever. ai.."e traceable
through the budge tary system ~vhich is used to aCCount for GOH funds.
Attached is a schedule (Attachment I) showing the sectoral programming of
L50 million in December 1988 to 69 projects/activities in the sectors
mutually agreed upon by AID and the GOH and how the amount was expended.
Attachment I shows that in some projects the expenditures exceed the
programmed amounts. In other projects) the expenditures were less tllan
the programmed amounts. There are some projects which spent the same
amount that was programmed The overall result is that the GOH spent
L3, 135, 000 more than was programmed in the various sec tors. The source
of the expenditures information was obtained from the accounting records
in the GOH's Direc torate of the 3udget and the implemenL.. ng agencies.
There is no doubt that the GOH has the budgetary and accounting ~ystems

to account for local currency funds from the special account to the
intended recipients.

On page 8 the draft report refers to the local currency guidance ~vhich is
to be followed in programming local currency. The Mission fOl-lowed LAC
Bureau guidance (STATE 313159, September 24, 1988) which state that
"A. 1. D. should ensure that documentation exists demonstrating local
currency was transferred (or disbursed) to the appropriate budget
account. The Mission need not trace funds to specific budgetary or
end-use items since A.LD. 's development goal is a level of overail
financial support to program or institution."

The Mission agrees with Recommendation No. 1 in that it should
assure itself that the GOH can adequately account for local currency
funds from the special account to the intended recipient ("intended
recipient" meaning implementing agency under project ~rogramming and
Ministry under sectoral programming). The Mission is reviewing the
possibility of programming funds early in the calendar year.
USAID/Honduras has analyzed all categories of assistance allowed for in
the current A.I.D. Policy guidance procedures including general budgetary
support ana has concluded that while from a mechanical point of view
general budgetary support may be attractive, that sectoral and project
categories allow for a better way of ensuring the resources are used
toward development objectives and for assuring LC assistance funds are
used appropriately. Based on the Mission's certification on the adequacy
of the GOH budgetary and accounting system. including its implementing
agencies, the Mission wlll establish new disbursement procedures with the
GOH that will comply with this traceability requirement.

\ve believe the GOH's budgetary procedures and accounting records
show the use of the local currency that \laS programmed on a reimbursement
basis. We do not agree "i th the report's statement the funds could not
be tracked to the appropriate GOH Ministry I implementing agencies or
project account. Attachment I shows that ESF funds can be traced to the
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intended recipient through the GOH budget system.
recommendation be closed as the Mission has shown
account for local currency transfers.
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We ask that the
that the GOH can

•

USAID/Honduras Needed to Expand its CertifLcation of Government of
Honduras Accounting Systems

Recommendation number 2 requests the Hission to determine if the
GOH's entities carrying out the program have adequate accounting systems
to properly account for local currency transfers. The Mission's Office
of the Controller has evaluated the Government of Honduras budgetary and
accounting procedures for accounting for budget allocations and
expenditures. Attachment II shows the steps which are taken for
preparing an order to pay its review and approval process and recording
the expenditure in the accounting records. CONT/FARS reviewed 69
implementing agencies rn1ich had been programmed local currency to
determine if they were complying with GOH's procedures. We found the
implementing agencies have adequate budgetary and accounting systems to
account for funds and are complying with GOH legal budgetary and
accounting requirements. CONT/FARS has certified to the adequacy of the
GOH for funds procedures (see attachment III). We request that you close
the recommendation on the basis that the Mission has certified the GOH
maintains adequate records and procedures to account for local currency.

On page 15 the report states the local currency was not accounted
for. The conclusion is not COl."rect as the GOB's budget and accounting
systems show the local currency transfers (L50 million) were used in 69
sectorial project/activities (see attachment I). The overall budget
results lr1ere that the GOH spent more than was programmed.

On pages 16 and 17 the report discusses the lack of accounting
reconciliations between the implementing agencies and the Ministry of
Finance e.nd Public Credi t (Directorate of Public Credit). It should be
noted the implementing agencies, through their Ministry: s administrative
offices, reconcile their budgetary accounts with the Directorate of the
Budget. The legislative decree on GOB budget and accounting procedures
make the Direc torate of Budget responsible for managing the national
budget. We don't believe it is necessary to reconcile programmed amounts
with the Directorate of Public Credit.

USAID/Honduras Needs to Ensure that All Local Currency Program Activities
Were Appropriately Audited.

We do not agree with your conclusion that because financial reviews
perfarmed by CONT /FARS are not audits, there was less than reasonable
assurance that proper fiscal control existed over ESF and PL··480 Titles I
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and III local currency funds. On the contrary, the Hission has been
given .:easonable assurance that local CU1:rency funds have been properly
cont:'olled and accounted for by the financial reviem; which 1dere
performed by CONT/FARS. The financial reviews assure the Hission that
any organization receiving A.I.D. funds has adequate accounting and
internal control systems prior to receiving funds. The periodic
examination" tvhich are performed also determine the extent of achieving
objec tives and goals, compliance Hi th A. I. D. regulations and agreements'
requirements, identify implementation problems, examine expenditures to
verify they were used for project purposes and insure accounting and
internal controls are effective to safeguard projects' funds and property
and minimize waste, abuse and mismanagement.

The Hission has no objection to having audit.s performed by external
1.uditors. The external audits complement the Mission's financial
revieus. Local external auditors have performed audits of organizations
using local cun:ency and prepared reports on the result of thai r vlork.
\~e found the external audit reports do not give the Mission and audited
organizations assurance that funds have been properly used. rne scope of
work of the external auditors is limited to selective tests to enable the
auditors to express an opinion on whether the financial statements
present fairly the financial situation of the organization. The external
auditors' scope of work does not include determining the progress toward
achieving objectives, the effective use of funds or if the organization
will reach self-sufficiency.

Attached (see attachment IV) is a schedule (universe) showing the
current Development Assistance and private sector
organizations/activities which have been audited by external auditors and
the entities which have not teen audited. In addition, periodic
financial reviews have been perfr,rmed by CONT/FARS of the organizations.
It can be concluded that the Mission is carrying out extensive oversight
through both internal Mission reviews and external audits. Further,
projects/activities of prior years were also monitored by performing
external audits and CONT/FARS financial revielvs. The Mission plans to
continue to require audits of local currency and development assistance
in accordance with A.I.D. agreements.

Concerning Recommendation 3(a), we have identified the curLent
private tiector entities uhich have been audited by external auditors. In
addition, self-audits (financial reviews) have been performed by
CONT/FARS of practically all private sector project/activities. On the
public sector activities funded ,rith PL-480 Title I and III and Section
416 there has been no A.I.D. requirement for independent audits by
external auditors. However, 19 internal self-audits were performed
.l:Jring the past two fis~l years by CONT/FARS of Title I and III and
Section 416 projects. These reviews, in our opin~con, complied witb the
standards of OHB Circular A-HO and A. I.D. lIB 13 cal1::'ng fo.: prudent
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management of A. 1. D. funds. Concerning future audits, the Mission will
continue to require private sector organizations to contract external
audi tors. In addi tion, CONT/FARS will continue to schedule and perform
self-audits of all private sector organizations and activities in
accordance with HB 13. The ~1ission will also perform financial reviews
of public sector activities when required and approved by the GOH.
External audits will be made, as required by agreements, of
projects/activities financed \Yith appropriated funds.

We request that Recommendation number 3(a) be closed based on the
above comments.

Recommendation 3(b) has been complied lvith. The Hission's
management procedures require that all private sector recipients of local
currency to be periodically examined by CONT/FARS and external auditors
when required by project agreements. Generally, all private sector
recipients are being examined a~nual1y or every two years. Recipients of
A.LD. assistance have been provided with standard audit guidance,
Attachment "e", Audit Requirements. The attachment was sent with our
response to RAP number 4. In addition, the Mission has provided some
implementing agencies an expanded audit scope of work for use by external
auditors. We ask that this recommendation be closed.

Recommendation number 3(c) has been carried out. CONT/FARS has
procedures in place to ensure copies of all external audit reports are
received by the Mission, reviewed by appropriate Mission staff and open
recommendation of the audit report are followed up. The tracking system
shows the entities that require external audits and the audits which are
performed by independent external auditors. Please close the
recommendation.

USAID/Honduras Needed to Improve its Management of Outstanding Financial
Review Recommendations

Regarding recommendation number 4(a) which calls for resolVing the
issues raised in financial reports prepared by CONT/FARS, the Mission has
continued to seek prompt resolution and corrective action on
recommendations. It should be noted the Mission has to follow up on 150
to 175 open recommendation each month. Some of the recommendations are
difficult to close on a timely basis for many reasons. The
recommendations in Financial Reports number 89-02, 88-68, 88-40, 88-25,
and 88-31 have been closed. We did not reopen recommendation number 1 in
Financial Report number 88-51 because the expenditures are proper.

1. Report No. 89-02, recommendation No. 2

The financial report 1 s recommendation requested the Central Bank to
transfer the amount of $447,074 from a Central Bank account to an
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AID approved account. However, the Centrai. Bank has used the funds
to finance eligible transactions under the ESF Agreement. The
Hissio!! considers the recommendati on closed and will formally advise
the Central Bank the recommendation is no longer outstanding.

Report No. 89-02, recommendation number 3.

The recommendation r::quested the Central Bank to furnish the Mission
with information on the disbursement from the separate bank account
of SIS, 290,465 which \-lere partially supported with documentation.
The Central Bank subsequently reported to the Mission tnere Has
documentation supporting the amount in their files. !-Ussion
Financia:i. Analysts have examined the Central Bank commercial
documenLs and records supporting the disbursement of the
$15, 2S0, 465. The commercial transactions were found to be eligible
for AID financing. The Mission considers the recommendation closed.

r

3. Financial Report No. 88-68, recommendation No.3.

The recommendation ,vas closed on Septenll,er 6, 1989.

4. Financial Report No. 88-55, recommendation No.1.

On September 30, 1989 the Mission requested the Ministry of Finance
to submit a detailed report on the expenditures which ,.;ere not
properly documented.

5. Financial report No. 88-40, recommendation No.4.

On November 13, 1989 the recommendation was closed on the basis that
the Ministry of Finance approved the reprogramming of the remaining
funds.

6. Financial Report No. 88-35, recommendation No.1.

The Hission has requested the Ministry of Finance to furnish a list
of the expenditures in order fOL CONT/FARS to verify them.

7. Financial Report No. 88-30, recommendation No.1.

On September 28, 1989 the Hinistry of Finance was informed by the
Mission the recommendation remains open and again requested that
corrective action be taken.

8. Financial Report No. 88-25, recommendation No. l(a).

The recommendation was closed on the basis of documentation which
was submitted to the Mission on April 6, 1,89.
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9. Financial Report No. 88-51, reconmendation No.1.

APPENDIX 1
Page 7 of 19

I

The RIG asked the Mission to reopen the recommendation because
supporting documentation was questionable. CONT/FARS, staff
examined the documentation and found the e~penditures were proper.

10. Financial Report No. 88-31, recommendation No.2.

On October 19, 1989 the Hinistry of Natural Resources advised tile
Hission vehicle was returned. CONT/FARS personnel verified the
vehicle was being used by the Hinistry. The recommendation has been
closed.

Concerning recornmenciation number 4(b). the Chief of the Financial
Analysis and Review Sec tion is the designated control officer who is
responsible for following up on outstanding recommenciations. He reviews
the monthly status reports which are prepared by CONT/FARS and notes the
status of the open recommendations anc the follow-up action that has been
taken in the current month by the Mission staff. If no follow-up action
has been taken during the month, a formal communication is immediately
sent to the implementing agency, reminding the organization corrective
action is required to close the open recommendation(s).

We believe the Ivlissions follot.-up system of p..' ~aring monthly
sta.us reports on open recommendations is effective and provides
mana~cment wi th informa ti on on the compliance of CONT/FARS
recommendations. The Mission has complied w.i.th the recommendation as the
Chief of the Financial and Analysis Sec tion is responsible for ensuring
follow-up action on open recommendations. We request that you close the
recommendations.

Other Pertinent Matters

The draft report discusses two transactions which could have been paid
twice for the same office supplies. We have eJ~amined the documentation
supporting the questioned amounts and find the transactions are proper
and have no relation to each other. The documents totalling Sl,263 were
purchased on February 11, 1988 from SANAA. The documents totalling
$5,268 were purchased by PRASAR/SANAA on October 17, 1988 and delivered
to the SANAA warehouse.
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30490 Sope"i'ioo y construccion de cuino, 340.0 32i.8 10.2 m.e. m.B 10.2
30550 Canst. pUlnles pnhbricdas de udrri 363.2 377.9 5.3 383.2 377.9 5.3
105BO Peconst. clrnlen CiJlljDnes-Pulblo Nuno, (apl. 50.0 H.8 0.2 50.0 49.B 0.2
30600 Retonsl. Yldos sobre RIO feligull, sc',e Ria Ilerolici 75.0 62.B 12.2 75.0 62.8 12.2
10830 Preq. cui.os par uno de obri - co.lnpule donicion

Prag. Ilundiil de Ali.mlas 45U.0 43'>.6 19.4 . 450.0 430.6 1~.4

30860 Inicio co!lst. ellinos po••'00 de cbr. - COHAAT
ccolrlpule 'ltiand 15M 144.4 5.6 150.0 144.4 5.6

30610 Prey. Des. Pouri! Ioleq,"~o d. St.. Birbul ~~OUES8H eO·J.o 763.8 36.2 600.0 m.B 36.2
JIJ50 Canl •• 'Sish.til lrchoiel I u,il5 lunicipllidldrs

del plis 140.0 B1.5 50.5 8905 89.5 0.0
31J10 ReviSion y ItlUiliucion phn regulido. desurallo

urbill10 ce Julieilpi y Clhcuas, Olancha 40.0 23.5 16.5 24.2 23.5 0.1mao Ehb. plan reguhdar creti.ienLa y desuraJlo urbano
de 115 Ish' d. h 8ibil eo.o 2~.2 50.8 3/.2 21.2 2.>

3lJ90 Elib. gOii d..irralla urbIBo de Ii liu. CartfS 40.0 23.4 Ib.6 23.4 23.4 O.~
31600 Rued. ler.inll aerli Aercpurrte Ruen Villeda ". 150.0 340.9 U 315.~ 340.9 4.5

2/ Este ca,lidad se dl.glau In In CliVI. fAD y los valores siauient.s: "Cl i;;III07040 I. 97.5 QQ "Cl
07050 m.e fll

~07060 491.5 t:l
07070 195.0 \0 H

>:01m 195.0 0
'J/'),') 1'15.0 .....
('1160 195.0 ..-
~/IIO 24'..9 \01..-

---------
IOliol L. !.8S2.6

~
...J

•
"

,.
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VAlOR GASTDS GASIDS
CLAVE TRAIISFUIDQ musm IlOHTO REAlES ntL

PRJ) NOlI!llE DE LA A£llVIDAD POR LA U.D. PERIDDO OlfERENCIA PRESUPUESTO PERIDDD DlfERENC\A
a::::::z::a.z======:.::: :====:1l:==~ c::=;a1::= ;::a===::== ===:======z ========== =========

12110 Saper,. YIillleDilienla de obrn bidr.ulicu 500.0 m.4 6.6 500.0 m.4 6.6
32120 Obrl5 dr pratKcion cantu. inWldlCianr~, erasion ,

udilfllhcian Lilaril Alllnlico 1,000.0 829.3 m.T 971.0 829.3 147.7
28370 Forl.ltcilimlo d, 105 nrv. de r.'Vf9iCion uru 20U 204.0 O. " 20U 201.0 0.0
28770 fttioro.ltnla y du. dt II A<iacion Civil SOFR£AYIA

II Ehp., cOlllr.pllle naClon.1 300.0 121.7 (121. 71 430.0 121.7 8.3
30320 hh.bilihcion y superYicion cllnhra dd sur,

trno La Venh-Jicaro S.lin Conlr,pllh Freslnc FlY 1,000.0 1.541.3 (541.31 1,550.0 1,541.3 B.7
mJO Pnilfnhcicn 'IInh,. L. faz-Tulul!-ftIlClh.

ccntraparle prnluo Hllua-nitsui 2,900.0 3.b77.2 (777.21 J,m.3 3,677.2 15.1
30460 Consl. 'ltrtlftl S.nh Rnu-GrlCu, 500.0 9.4.1 (464.11 1.000.0 964.1 35.9
30510 Const. ,uinos de ucuo Jcccn-Pcenhcita 100.0 319.4 1299.11 400.0 399.4 0.•
30570 Can51. patnh sailrt Ria Ulu., Sh. Barbara 130.0 131.2 (4.21 130.0 134.2 (4.21
30710 Proytclo "UCil.-SoI.com 300.0 300.0 0.0 300.0 300.0 0.0
31360 Consl. ailrn de inlraulruclur. en VII in lac.-

Iidl~es del pais 200.0 371.0 t171.01 314.9 371.0 3.9
32310 Conlinuacian aJpliacior. uropuerlo de Ro~lan 1.00lQ.0 1.000.0 0.0 I.OOG.O 1,000.0 0.0
32120 Curete,. de icceso ifrOjlaerh de Raalan 1,000.0 2.000.0 !l,NO.OI 4,340.3 2,000.0 2,340.3
302,0 COMt. , SUp"Y. carrelera SigUlltpeque-L.

Esptranu-Kucala 1,571.8 3,063.7 11,491.91 3,071.8 3,063.7 B.I
30m Consl. y su~e... pnjlenladon carrelera

desyia a Sl. Nicoln-Pita Sola 1,550.0 2,550.0 !l,000.01 2,~50.0 2,550.0 0.0
32140 Cbras dt cantral de inun~acia.!5, !fasion V 5!di-

nnlacion en cutnca Yloni arq'Jeologic. til Ruinn
y Rio de COPIO B.5.0 m.3 365,7 500.0 m.3 0.7

32180 Consl. de o;r~s de conlral de in.nd~cionf5, hY~n-

laGiento .eralologrllelrieo cuenca Chala.., Carhs 350.0 m.2 206.8 205.0 143.2 141.8
322~0 CantuuHian ellboracion lin,.\ de uraputrtos 15.0 5.2 9.B 1~.0 5.2 9.8
32210 Esludio y diSfna nueva Atrupuerlo Tonconlin 100.0 43.4 5••• 86.6 43.4 43.2
322,0 Supervision. cDnst. de n'DPuerlas m.o 40605 21.5 128.0 40U 21.5
mvo "anlui.ienlo de 'tropuerlus 400.0 35b.7 43.3 400.0 356.1 43.3

EMEP.6IA
-------
2mO CDnsl. lineu de lrans.isi.. de energh eleclriea

para comlar las i~slahcicr.es del Sub-Di5lrilD
No. I, Danli • II ENEE 30.0 23.4 6.b 30.0 23.4 6.6

SECIOP.ES PRO~UCTlVQS

--------------------
A5RltullURA
----------- "0 ?d325401 D>

OQ "0
32550 Proy. de arro:, conVfnio con e! S~bierno ChinD 71.0 .7.1 3.9 b9.7 .7.1 2.b (l)

~34m Diseno Iina! del PrDy. de Oemr;l!o A~rieala de Ii ..-t:l
Cuenco del Rio Chol.leca 159.7 158.0 1.1 158.7 158.0 0.7 0 H

39Jio PraYecla de Cllaslro Hl~icnal 2.000.0 1.950.0 50.0 2.00H.l' 1.950.0 50.0 ><
037930 P,porle pa,a PrayeelQs de Reforu r.qr.ria 3.m.1 3,74'1.1 O.~ J,H9.1 3,149.1 LO HI

..-
\01..-
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yt1l.lii 6ASTOS GASTOS
ClAvE TRAlISFERlDD RfAL£S DEl IllNIO AEAtES DEL
iAn lllllIaAE DE lA ACmlDAD fOR lA A.I.D. PEAlOD!! DIFEAEllClA mSUfUESTO PERIDDO DIFEAEIlC[A

:22==:n=:2::===:=• .z: ==========:zzz a=:====== ::z======== =======::== ==========
3/ froyedo Ilorus y Canlrol Pecur io 88.3 51.4 34.9 6B.9 53.4 15.5
41 Suyicio de liborilorio 502.7 478.0 24.7 m.o 478.0 20.0

INDUSTRIA
--------
070[0 Prog. d...i5I. pequrno prodoetor • lrnn d.1 CO[ 1,613.0 1.572.7 4D.3 1,611.0 [,572.7 40.3--_..__... _.._-_.._...... --_ ..-........- --_........- --.

GRAN TOTAl 50.000.0 53,135.5 13.135.51 57,658.4 53,135.5 4,522.9
=====:=== ::::::::z ==:2:1::: 2=======

31 Eslt c.nlidd 5! dnglou en In Clives PAD
y las .alorn siqoienln:

3bOSO L. .2
36060 .4
36070 11.5
36080 1.1
36090 .7
3;100 1.1
10110 .2
31>160 [.3
36170 .2
36180 1.0
3620U 1.0
36230 .07
36m 6.1
36240 5.0
36270 20.8
36190 1.9
36350 .t

3&370 .6
36360 4.0

-------
TOTAL l. 57.9

4/ Eslt onlldad se desglon tn lis Cl.VES PHD
y [as Vilares siquienles:

1113;0 l. 46.7
36100 25.1
30110 1~.0

311m JS.I.
3bl30 31.1
3WO m.B

------...-
r(!fiil l. m.3

~~
OQ >t:l
nl ~
.... l::l
.... H

X
o
H'l

....
\01 ....
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GOR - DIS3URSEMENTS MECHANISM
( COUNTERPART FUNDS)
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ANEXO 1.B

DOCUNENTOS Y PROCEDIMIENTOS NECESAFIOS PARA
JUSTIFlCAR LOS GASTOS ATRIBUIBLES AL PRESUPUESTO

DE FONDOS NACIONALES

1. DOCUHENTOS

1. Cuota. Es la parte de las asignaciones presupuestarias a ero
garse durante un periodo determinado conforme a las condiciones
finll11Cieras y la si tuacion estacional de las recaudaciones fis
cales.

2. Orden de Compra. Es el documento administrativo emitido par las
dependencias del poder ejecutivo, a efec tos de realizar toda
compr~ de articulos, materiales. servicios y demas suministros,
previo el cumplimiento de los requisitos legales.

3. Reserva de Credito. Es un documento administrativo, por el cua1
el Gobierno a traves de sus diversas Dependencias, preve el pago
de compromisos que par su natura1eza, no se cump1en de inmediato
y que se hacen efective a posteriori, a1 realizarse 0 cumplirse
los requisitos y obligaciones previstas.

4. Orden de Pago. Es e1 documento administrativo, mediante el cua1
laD distintas Unidades Ejecutoras de Programas del Gobierno
Central, ordenan la cancelaci6n de los bienes y servicios reci
bides con cargo a sus respectivas asignaciones presupuestarias.

II. PROCEDIHIENTOS

1. La cuota trimest ral para cada dependencia del Gobierno Central
es autorizada y hecha disponlble.

2. Las dependencias del Gobierne Central, emiten 1a Reserva de
Credito para comprometer los fondes necesarios antes de emitir
las Ordenes de Pago para cancelar los bienes y servicios recibi
dos.

3. La Reserva de Credito es aprobada por el la Direccion General de
Presupuesto (DGP) del Gobierno Central y devuelta a la dependen
cia que la emitio.

4. Las Ordenes
Generales 0

Estado.

de Pago son emitidas ya sea por las Direcciones
Secciones Administrativ~s de cada Secreta ria de

5. Previa a su e.lvio a la DGP, las Ordenes de Pago contabilizadas
par las dependencias que emi tieron las mismas y revisadas par
los audi tores interno!:: de las Secretarias de Estado. Posterior
a la contabilizaci6n y revisi6n, las Ordenes de Pago son firma
das por el Hinistro de 1a Secretaria de Estadl respectiva.
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6. Las Ordenes de Pago son enviadas a la DGP para revision, conta
bilizacion y emisi6n del cheque respectivo.

7. Los cheques emi tidos son enviados a la Tesoreria General de 1a
Republica (TGR) del Gobierno Central par.a firma del Tesorero.

8. Los cheques son pagados a los beneficiarios 0 entregados a las
dependencias que emi tieron las Ordenes de Pago, cuando las mis
mas tienen una Oficina de Pagaduria tal como el Ninisterio de
Salud Publica.

III. REGISTROS CONTAaLES

1

r
I
;
!

..!!! -I
t
I
~
I

·1
;
'}
]

1.

2.

A nivel de las agencias 0 dependencias de las diversas Secreta
ria de Es tado

Las agencias 0 dependencias que emiten Reservas de Credito u
Ordenes de Pago y las Secciones Administrativas de la Secretaria
de Estado, mantienen e1 Hayor de Asignaciones Presupuestarias.
en el que consta e1 presupuesto aprobado/modificado; los compro
misos no pagados; los pagos efectuados y los saldos disponibles
para cada rubro presupuestario.

A nivel de la Direccion General de Presupuesto

La Di:"eccion General de Presupues to ha desarrollddo e implemen
tado un sistema computarizado de contabilidad presupuestaria
para todas las Secretarias de Estado del Gobierno Central.
Todas las dependencias que emi ten Reservas de eredi to. Ordenes
de Compra y Ordenes de Pago I tienen acceso a reporte del es tado
de sus respectivos presupuestos.
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Certification on Government of Honduras

Accounting Systems

The Administrative procedures for the budgeting and accounting for

public funds are established by a legislative decree from the

National Congress approving the annual budget. The decree describes

the general condi tions of the budget which include the procedures

and documents to incur obligations and expenditures. The budget

guidelines require the administrative offices (including

implementing agencies) of the various Ministries to maintain budget

and C'.:counting records for all financial transactions to control

their annual budget. The accounting records are to be maintained in

accordance with the General Manual on Budgetary Control and General

Accounting and instructions of the General Accounting Office of

Honduras •

We have evaluated the GOH's budgetary and accounting controls to

determine if the GOH entities are complying with budget procedures

and maintaining accounting records showing the annual budget,

quarterly allocations, expenditures and available balance. We

tested 64 GOH entities in the sectors of education, health,

communications and agriculture (see attachments). We certify the

GOH entities are maintaining records showing the status of their

budget and consistently complying with the administratiuc procedures

governing the reporting, accounting and controlling of public funds.

In the future CONT/FARS will revie~. public seci:or implementing

agencies which are programmed local currency prior to the disbursing

of funds.

Reyes G. Herrera

Financial Analyst
Office of the Controller
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tJ-r 74-C ,J n1~r ~
PROJECTS AUDITED (ESF Local Currency)

(Private Sector Funds)
RECOl-lMENDATlONS FARS

PROJECT PRIVATE AUDIT REPORT AUDIT PERIOD FOLLOW UP CONTROL
NAME OF PROJECT NO. 522- PACD FIRM DATE FROM THRU BY F/A REPORT No.

Escue1a Agricola Panamericana ·(EAP) 0134

Rural Technologies (Credit Lines) 0157 N/A Fortin Lagos y Asociados 07/31/87 01/01/87 12131/87 HTP N/A

Partners of the Americas 0168 05/31/89

Small Faraer Coffee Icprov. (Credit Lines) 0176 05/26/'J0 Price Wacerhouse(Non Fed.Audit) 03/13/89 01/01/85 12131/S7 AA U/A

MIDI 0205 05/31/89 Morales, Palao, Wi110a, &Asoc. 07/1S/88 06/01/87 05/31/8S CN NIA

flOE 020;' 12/31/90 Pea,. Harwick, Mitchell & Co. 03/21/89 01/01/88 12131/Bg RR 01-89

FEPROEXAAH 0207 12/31/90 Mendieta y Asociadas DRAFT 07/01/88 06/30/S9 RR N/A

E:o:port tnVe5t~nt /Wor1<:i"g Capi ta 1 Fund 0207 N/A

FIDE (Special debt restucturing fund) 0207.1 12/31/90 P23t, Harwick, Mitchell & Co. 03/21/89 01/01/88 12/31/88 RR 01-B9

ScalI Farmer Livestock Develop. 0209 09/30/90 Internal Audit 04/27/[,9 01/01/88 12131/88 ",rp 11-89 y
Escue1a Agricola Panacericana 0222

S~ll Business Developcent II 0241 09/30/93

Fli1A (EAP) 0249 08/30/94 Price Uaterhouse 01/26/89 01/01/88 12/31/88 RR 02-89

Small Farcer Organization Strengthening 0252 09/30/93 Peat, Harwick, mtchell Ii Co. 02/04/88 06/01/87 12/31/87 N/A 2/

FIDE 0253 12/31/85 Peat. Harwick, Mitchell Ii Co. 03/21189 01/0l/88 12/31/88 RR 01-89

CADERII 0257 05/30/92 Price Waterhouse 12/05/86 08/01/85 07/31/86 RR N/A

Int'l Executive Service Cor~5 (lESe) 025B 12/31/BB RiVera Melara y Asociadas 05/15/89 01/01/89 04/30/89 RR 0)-89 "':>
~ '"0

FEPROEXAAH 0260 12/31/84 Price Waterhouse 1~
>1j

~
FU:;ADEH 0263 05/30/B8 Price Waterhouse 03/21/87 01/01/86 12131/86 HTP N/A I-' ~

0- t-!
Irribatlon D~ve]op~ent (Credit Lln~5) 026B 09/30/93 >:

0
t\V~;C!:: 0273.01 03/04/92 ~lendieta y Asoc lados 04/27189 01l01/B8 12l3l/B8 :lTl' 12-~t)

..,.,
I-'
-01 ......

!:' ':{,n !{j_"l:;:-~

:'.~:-.- ;",\(:'.':: ;11"''''': ::~)r:!... ': ,\; ·)i1·_·i.lli·':~-;J

~ ! .

••••••••••••••••lIIllimJl~lf~lIi.III••••••••••••• ----------------------------------------------
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NA.\fE OF PROJECT
PROJEcr
No. 522---- PACD

PRIVATE AUDIT
FIRM

REPORT AUDIT
DATE

PERIOD

~ TIlRU

RECOMMENDATIONS
FOLLOW UP
BY F/A

FARS
CONTROL

REPORT No.

0276 03/21/88 Tovar L6pez y Asociadas 07/15/87 0:/01/86 03/31/87

0280 03/31/89 Price Waterhouse 09/13/89 03/29/85 12/31/88

0286 07/31/89 Peat. Harwick, Mitchell & Co. 03/12/88 01/01/87 12/31/87

0289 10/01/89 Morales,Palao, William y Asoc. 08/31/88 10/01/86 08/31/88

AHDEJUHUR

FOPRIDEH (PVO's Assistance)

ASHONPLAFA

Privatization of State o~ed Enterprises

(Credi t Funds)

Inst'l. Develop. camara de Com. e Industrias

de Cortes

FUHRIL

~er.zandad Integrated Development Program (OPG)

FOPRlDEIl (Proa Ima II)

AITEC (Microenterprise Development)

Unlversid~d de San Pedro Sula (Ope)

I~~A (Prog. Pesplazados)/Coop. Apaguiz

Cooperat 1ve "ousl ng Found at ion (OIF)

~~rtc~n Inst. ror (rue lahor (AIFlD): Annch

Agr1<:ultur;>l Land SolIe Funcl

Employment Generation Program

Emer~ency Assistance Fund

Housing Support credit

COPE.'l

Oc><:. 007,,11 pa;;.-'+I)

0302

0305

0306

0313

0319.1

0320

0326

0332

0)]7

N,'A

N/A

N/A

f!;-008

N/A

08/13/89

03/]1/89

09/30/89

02/13/89

07/30/88

06/29i89

09/01/89

OS/26/91

N/A

N/A

03/31/90

Peat, Marwick, Mitchell & Co. 01/07/89 01/01188 12/31/88

Price Waterhouse 04/09/87 12/01/85 12/31/86

Price Waterhouse 09/13/89 03/29/85 12/31/88

~Iendieta y Asociadas 04/20/88 01/01/87 12/31/87

CT N/A

MTP 10-89

I.e N/A

MTl' 08-89

cr 06-89

eN N/A

MTP 10-89

~Irp 'Ii!A

'"d>
l:> '"d

OQ '"d
Cl) t=:l

Z
~t:l

-...J I-t
X

()

;i~
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A.l.D. PROJECTS AUDITED (0 A. FUNDS)

REC<MMENDATIONS FARS
PROJECT PRIVATE AUDIT REPORT AUDIt PERIOD FOLLOW UP CONtROL

NA.'fE OF PROJECT NO. 522- PACD FIRM DATE FROM THRU BY F/A REPORt No.

Health SeCl:or I 0153 12./31/88 Price Waterhouse 06/01/87 01/01/85 06/30/86 RR N/A

Rural Technologies 0157 12/31/88 Fo l't in Lagos y AsDC lados 07/31/87 01/01/86 12/31/86 HTP H/!

Rural Water & Sanitation 0165 12/31/88 Fortin Lagos y Asociadas 05/18/89 01/01/88 12/31/88 cr 04-89

Natural Resources Management 0168 05/31/89

Rural Housing 0171 03/31/87 Fort 1n Lagos y Asoe lados 04/10/87 01/01/86 12/31/86 EM N/A

Small Farmer Titling Project 0173 06/29/89 Fortin Lagos y Asociados 06/03/88 01/01/87 12131/87 EM H/A

Small Farmer Coffee Improvement 0176 OS/26/90 Price Waterhouse(Non Fed Aud ) 03/13/89 01/01/85 12/31/87 RR ,,/A

Small Business Develop~ePt U205 05/31/89 Morales.Pa!ao,William & Asoc. 07/18/88 06/01/87 05/31/88 CN N/A

Shel;:"r for the Urban Poor II 0206 07/01/87

Export Development & Services (FIDE tlOE) 0207 12/31/90 Peat HarwIck, Hitche.1 & Co 03/21/89 01/01/88 i2/31/88 RR 01-89

Export Development & Service (FEPROEXAAH) 0207 12/31/90 Hendieta y A,;oc:iados DRAFT 07/01/88 06/30/89 RR ~/A

S~ll Farmer Livestock Developcent 0209 09/30/90 Internal ,\udlt 04/27/89 01/01/88 12/31/88 HIP 11-89 Y
Rural Roads 11 0214 31/12/89

Hea.th Sector II 0216 10/01/95

SQ3I~ ~usiness D~velopQent II 0241 09/30/93

~;I>I 0241. 01 07/28/93

ASi:PADF. 0241. 02 07/31/93 '" >
OJ '1:l

ft::/ADEH 0241. 03 07/28/93 OQ "0
11l t:'J

Fore5try D=v=lopo=nt 0246 12/31/94 z.... t:::l
0:: I-i

Hc~d~ran Abric:u1tural Research f~uncatiQ~ :><
0

(F::~';) 0249 08,30,9.. Price Waterhouse 01/26/89 0110: /813 12/31/C8 RR Q2-a~
H)

Sm1.!.1 F.Jrm'!r- fJr:~_Lli~:atjo:t Str~n~~thenlng O~J2 09/30/~3 r~:lt, :fat'w,ck, :':itchell & Cn 02/0-i/!O:' f;G /01 ,'H7 l2i31i87 :..;,' .\ :. / ,\
....

- ~i ......

e·o· ...:·: l H~:"':':-i:l I~·~<";':·;J:·ces ilt.:·/(~i. (c...'HlERli) 0PG 0257 05 :30, '..'2 Price ~:;"}te:r:If)'I:~t! ; :, C:," ;~(l (j:i If) l" :~5 1I7/Jl/:-)~! ':H ~;,' :\

:' ...

- I II' ~ ~ • ll': I " 111'1 'I'll
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PROJECT
NO. 522-

RECGlHENDATIONS FARS
PRIVATE AUDIT REPORT AUDIT PERIOD FOLLOW UP CONTROL

FIRM DATE FRffil THRU BY F/A REPORT So.

Price Waterhouse 03/21/87 01/01/86 12/31/86 HTP II/A

Price Waterhouse 09/13/89 03/29/85 12/31/88 RGH 10-89

Peat ,Harwick, Ni tchell & Co. 03/12/88

Horales, Palao ,Williams y Asoc. 08/31/88

01/01/88 12/31/88
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N/A

N/A

08-B9

12-89

07-89

ell

eli

HTP

RR

RR

RR

RR

AC

HTP

~ITP

12/31/86

12/31/87

08/31/88

06/30/89

12}01/85

01/01/87

10/01/86

01/01/89

04/27/89

08/21/89

04/09/87Pric~ Waterhouse

Mendieta y Asociadas

Mendieta y Asociadas

PACD

05/30/88

03/28/90

09/30/93

07130194

03/04/92

12/31/87

12/31/87

10/31/88

12131187

07/31/89

10/01/89

0'i./OB/97

OB/31/92

03/31/119

03/31/90

0B/3l/94

09/09/92

11/30/93

08/31/90

03/31/91

12/31/89

03/07/92

0263

0266

0268

0213

0273.01

0278

0278.01

0278.02

0278.04

0286

0289

0292

0296

0305

')324.01

0125

0325.01

0329

0338

0361

0362

0363

NAME OF PROJECT

FUNADEH

FOPRlDEH Institutional Strengthening

Irrigation Development

Primary Education Efficiency

Assoc. Socia-Economic Prom. & Dev. (AVANCE)

Hosquitia Relief Program

Mosquitia Relief (SECOPT)

Mosquitia Health care Systeo

Hosquitia Relief and De.elop~ent

Private Sector Population Program

Privatization of State ovned Enterprises

Land Use and Productivity EnhancelllenL

Strengthening Deoocratic Institutions

FUIIRIL Inst itutional Str::ngthening

She Iter Sec tor Progralll

l'o11.y Analys1:l ilnd lmplclD"ntilt lon (COil)

i'olicy Analysis and Imp1. Coop. Agree. (COlIEr)

Honduras Peace Scholarship

Assistance to the Controller General

International Executive Service Corps

Integrated Pest ~anage~ent

Cort~s Chamber of Co~erce

II Foado de D·,s,lrr'Jllo Fi.,.ltlciero - F/\CACll (fi rst sl:t Clonth:; of opcra:\ol\~)
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APPENDIX 2
Page 1 of 2

LIST OF REPORT RECOMMENDATIONS

.=

-

•

Reoommendation No.1

We recommend that USAID/Honduras suspend disbursements
of local currency for public sector projects, sectoral
support, and general budgetary support until it can
provide evidence that the Government of Honduras can
adequately account for local currency funds from the
special account to the intended recipient.

Recommendation No.2

We recommend that USAID/Honduras make a determination
that the technical and administrative capabilities of
the Government of Honduras' implementing agencies are
satisfactory prior to the programming of any
additional local currency for general budgetary or
sectoral support.

Recommendation No.3

We recommend that USAID/Honduras:

a. identify the universe of recipients of Economic
support Fund and Public Law Titles I and III local
currency i determine which ones have not been
independently audited; and, establish a plan to
have them aUdited;

b. institute procedures to ensure that periodic
independent audits are performed on recipients of
local currency made available by the Economic
Support Fund and Public Law 480 programs and that
standard audit guidance is sent to all recipient
organizations; and

5

9

14

J
I~lj.;/ ..... r



-...

•

•

REPOR~ DISTRIBUTION

u.s. Ambassador to Honduras
Director, U5~ID/Honduras

AA/LAC
LAC/CAP/H
AA/M
GC
LAC/CONT
LAC/DP
LAC/DR
LAC/GC
RLA
AA/XA
LEG
AA/FVA
FVA/FFP
FVA/FFP/LAC
AA/PFM
PFM/FM/FP
XA/PR
PPC/CDIE
IG
AIG/A
IG/PPO
IG/LC
IG/RM/C&R
IG/I
RIG/I/T
Other RIG/As

APPENDIX 3

No. of copies

1
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1
1
2
1
1
1
1
1
1
2
1
1
1
1
1
2
1
3
1
1
2
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