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MEMORANDUM
 

TO: 	 USAID/Guatemala Director, Anthony J. Cauterucci
 

FROM: 	 RIG/A/T, Coinage N. Gothard Jr. u v h 

SUBJECT: 	 Audit Report No. 1-520-89-51-N, "Audit of the Small
 
Farmer Diversification Systems Project Component with
 
the Institute of Agricultural Science and Technology"
 

This report presents the results of a non-Federal financial
 
audit requested by your Mission of the Small Farmer
 
Diversification Systems Project, USAID/Guatemala Project No.
 
520-0255, component implemented by the Institute of Agricultural
 
Science and Technology (Instituto de Ciencia y Tecnologia
 
Agricola - ICTA). The audit covered the period from the start
 
of ICTA's project operations on July 18, 1983 through June 30,
 
1987. It did not cover the remainder of the project period
 
which ended on March 31, 1989. The accounting firm Touche Ross
 
in Guatemala prepared the report which is dated August 21, i989.
 

The project's major goal is to strengthen the Guatemalan
 
agricultural sector's livestock and to stimulate small farm
 
diversification from basic grains to higher value diversified
 
crops of greater labor intensity. ICTA's role in the project
 
was to perform research and adapt technology to be applied for
 
improving fruit, vegetables and cattle, and to improve technical
 
training provided to small farmers by other implementing
 
institutions. ICTA received about US$202,000 in project funds
 
during the audit period.
 

The purpose of this audit was to determine whether: (1) the fund
 
accountability statement for the project component fairly
 
presents project receipts and disbursements for the period with
 
disclosure of questionable expenditures, if any, (2) ICTA's
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internal control system is adequate to manage the project
 
component's funds, and (3) ICTA has complied with agreement
 
terms and applicable laws and regulations.
 

Touche Ross disclaimed expressing an opinion on the fund
 
accountability statement for the project component because ICTA
 
did not have separate accounting records for the project; the
 
funds received by ICTA were not reconciled with those disbursed
 
by USAID/Guatemala and the Government of Guatemala; the
 
project's bank account was not reconciled with the fund
 
accountability statement; disbursements were made directly by
 
USAID/Guatemala, including scholarships for approximately
 
Q.350,000, which were not recorded by ICTA; there was a lack of
 
subsidiary records for the amount of Q.122,600 recorded from
 
1984 to 1986 as liabilities for goods and services not received;
 
fixed assets valued at Q.303,000 were not separately
 
identifiable because they were commingled with the institution's
 
own assets; and the auditors were unable to apply alternative
 
procedures to satisfy themselves as to the accountability and
 
use of funds received from USAID/Guatemala due to inadequate
 
records. Touche Ross' study and evaluation of the system of
 
internal control over the project component revealed weaknesses
 
which, in its opinion, result in more than a relatively low risk
 
that errors or irregularities in amounts that would be material
 
in relation to the project component's financial statements may
 
occur and not be detected within a timely period. In reaching
 
this opinion, Touche Ross referred to the numerous
 
accountability deficiencies mentioned above plus inadequate
 
controls over inventory and over vehicle use and fuel
 
consumption. Touche Ross disclaimed expressing an opinion on
 
ICTA's compliance with agreement terms and applicable laws and
 
regulations because of the above mentioned deficiencies plus the
 
fact that required audits were not performed. Touche Ross
 
identified Q.131,800 (US$48,815) in questionable costs which
 
involved expenditures reported to USAID/Guatemala which were not
 
supported with documentation.
 

The Touche Ross report contains 6 recommendations regarding
 
improvements needed in ICTA's accountability for A.I.D. funds,
 
internal controls, and compliance with the agreement terms and
 
applicable laws and regulations. Although the project ended on
 
March 31, 1989, we noted that USAID/Guatemala continues to work
 
with ICTA on a similar follow-on project, the Highlands
 
Agricultural Development Project, USAID/Guatemala Project
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No. 520-0274 phase II. We believe that the conditions noted
 
during this audit will likely be applicable in this new project
 
and therefore, USAID/Guatemala should require implementation of
 
all the Touche Ross recommendations to the extent they would be
 
appropriate in settling matters related to the audited project
 
or useful in promoting better accountability over the new
 
project. In this regard, we consider those findings related to
 
the lack of accountability for A.I.D. funds, inadequate internal
 
controls over inventories and vehicle use and fuel consumption,
 
and the questionable costs to be particularly significant.
 
Also, we believe that a final close-out audit is needed for the
 
project component since the audit found a lack of accountability
 
over A.I.D. funds and material internal control weaknesses.
 

We are making the following recommendations which will be
 
included in the Office of the Inspector General's audit
 
recommendation follow-up system.
 

Recommendation No. 1
 

We recommend that USAID/Guatemala negotiate a settlement with
 
the Institute of Agriculture Science and Technology (ICTA)
 
concerning the disposition of the Q.131,800 (US$48,815) of costs
 
considered questionable by the Touche Ross report dated August
 
21, 1989.
 

Recommendation No. 2
 

We recommend that USAID/Guatemala determine whether ICTA has
 
established a proper accounting system to adequately account for
 
A.I.D. funds under the follow-on Highlands Agricultural
 
Development Project, USAID/Guatemala Project No. 520-0274 phase
 
II, and, if not, in order to address the deficient conditions
 
noted in the Touche Ross report dated August 21, 1989, provide
 
technical assistance to ICTA to develop and implement an
 
accounting system which will be adequate for USAID/Guatemala's
 
purposes and provide separate accountability for A.I.D. funds.
 

Recommendation No. 3
 

We recommend that USAID/Guatemala require ICTA to implement
 
adequate internal controls over inventories and vehicle use and
 
fuel consumption. Material weaknesses in these areas are
 
described by the Touche Ross report dated August 21, 1989.
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Recommendation No. 4
 

We recommend that USAID/Guatemala arrange for a final close-out
 
audit of the Small Farmer Diversification Systems Project,
 
USAID/Guatemala Project No. 520-0255, component implemented by
 
the Institute of Agricultural Science and Technology. This
 
should include a regular financial audit covering the period
 
July 1, 1987 to March 31, 1989 with additional steps included
 
to determine the amounts of A.I.D. funds provided for this
 
component during the project's life.
 

The Touche Ross report was discussed with representatives from
 
ICTA and USAID/Guatemala on July 6, 1989 and their comments were
 
considered in preparing this final report.
 

Please advise this office within 30 days of actions planned or
 
taken to resolve and close the recommendations.
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August 21, 1989
 

Mr. Coinage N. Gothard, Jr.
 
Regional Inspector General for Audit
 
U. S. Agency for International Development
 
Tegucigalpa, Honduras, C. A.
 

Dear Mr. Gothard:
 

This report presents the results of our audit of the Small Farmer
 
Diversification Systems Project, USAID/Guatemala Project No. 520
0255, component implemented by the Institute of Agricultural
 

de
 

Science 
Agricola 

and Technology (Instituto 
- ICTA), from July 18, 1983 

de Ciencia y Tecnolog'a 
to June 30, 1987. 

BACKGROUND 

On August 28 and September 24, 1981, the Government of Guatemala 
(GOG) through the Ministry of Public Finances (Ministerio 

Finanzas Pblicas - MPF), the Ministry of Agriculture, Livestock,
 
and Food (Ministerio de Agricultura, Ganader'a y Alimentaci6n
 
MAGA), and the National Board of Economic Planning (Consejo
 
Nacional de Planificaci6n Econ6mica - CNPE) signed grant
 
agreement No. 520-0255 for US$3,696,000 and loan agreement No.
 
520-T-034 for US$5,500,000 with the U.S. Agency for
 
International Development in Guatemala (USAID/Guatemala) for the
 
Small Farmer Diversification Systems Project, USAID/Guatemala
 
Project No. 520-0255. USAID/Guatemala committed funds were for
 
the purpose of financing the acquisition of the goods and
 
services necessary to carry out the project. In addition to
 
these funds the GOG committed a minimum of US$6,700,000 in
 
counterpart funds, to finance administrative expenses and other
 
direct and indirect costs related to the project. The completion
 
date of the project, originally scheduled for March 31, 1987, was
 
later extended to March 31, 1989.
 

The project's major goal is to strengthen the agricultural
 
sector's livestock and to stimulate small farm diversification
 
from basic grains to higher value diversified crops of greater
 
labor intensity. The project activities are: a) applied
 
research and technology adaptation, b) extension and promotion,
 
c) loans and social cost payments (contributions), d) in-service
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training, e) project coordination, and f) nutritional impact
 
evaluation.
 

The Institute of Agricultural Science and Technology (ICTA) is
 
part of the Ministry of Agriculture, Livestock, and Food (MAGA).
 
ICTA's general objective is to contribute towards the economic
 
and social development of the country through the generation,
 
validation, and promotion of proper technology to increase
 
agricultural and cattle production. ICTA's role in the project
 
was to perform research and adapt technology to be applied for
 
improving fruit, vegetables, and cattle; and to improve the
 
agricultural and cattle related technical training provided to
 
small farmers by two other implementing institutions, the
 
General Directorate for Livestock Services (DIGESEPE) and the
 
General Directorate for Agricultural Services (DIGESA).
 

The other implementing institutions of the Government
 
agricultural sector participating in the project were as follows:
 

the Coordinating Unit for the Agricultural Diversification
 
Program (Unidad Coordinadora del Programa de Agricultura
 
UCPRODA) was formed specifically to coordinate the project
 
activities. This coordination included receiving
 
reimbursement requests from the implementing institutions,
 
obtaining the reimbursements from USAID/Guatemala and
 
distributing them back to the implementing institutions, and
 
preparing consolidated financial information for the project
 
based on fund accountability statements or other financial
 
statements received from each implementing institution.
 

the General Directorate for Livestock Services (Direcci6n
 
General de Servicios Pecuarios - DIGESEPE) was responsible
 
for the livestock extension activities that focused primarily
 
on improving management practices related to disease,
 
parasite control, and nutritional feed supply;
 

tha General Directorate for Agricultural Services (Direcci6n
 
General de Servicios Agrlcolas - DIGESA) was responsible for
 
project activities involving the transfer of agricultural
 
technology for crop production;
 

the National Bank for :gricultural Development (Banco
 
Nacional de Desarrollo Agricola - BANDESA) was responsible
 
for the administration of the trust fund created under the
 
project to provide loans and grants to small and medium-sized
 
farmers; and
 

the Technical Assistance Team (Equipo de Asistencia Tecnica -

EAT) was a group of professionals with extensive agricultural
 
experience organized to coordinate some technical assistance
 
to the project.
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AUDIT OBJECTIVES AND SCOPE
 

The general objective was to perform a financial and compliance
 
audit of the Small Farmer Diversification Systems Project,
 
USAID/Guatemala Project No. 520-0255, component implemented by
 
the Institute of Agricultural Science and Technology (ICTA), for
 
the period from July 18, 1983 to June 30, 1987. Our review was
 
made in accordance with generally accepted auditing standards
 
and the United States Comptroller General's "Standards for Audit
 
of Governmental Organizations, Programs, Activities, and
 
Functions" (1981 Revision). Accordingly, we included such tests
 
of the accounting records and such other audit procedures as we
 
considered necessary under the circumstances. Our examination
 
was made to determine whether:
 

1. 	The fund accountability statement of the project component
 
implemented by ICTA fairly presents the project receipts and
 
disbursements for the period from July 18, 1983 to June 30,
 
1987, with disclosure of questionable costs, if any.
 

2. 	ICTA's internal accounting control system is adequate to
 
manage the project funds as required by USAID/Guatemala. In
 
this regard, our study included the controls over the
 
following project areas: procurement systems, warehousing,
 
vehicles, fixed assets, and technical transfer mechanisms.
 

3. 	 ICTA has complied with applicable laws, regulations,
 
agreement terms, and implementation letters which may have a
 
material effect on the fund accountability statement.
 

The scope of our work consisted of:
 

1. 	 Reviewing ICTA's fund accountability statement for the period
 
from July 18, 1983 to June 30, 1987.
 

2. 	 Conducting a study and evaluation of ICTA's internal
 
accounting controls, including controls over the procurement
 
system, warehousing, vehicles, fixed assets, and technical
 
transfer mechanisms.
 

3. 	 Determining whether ICTA was complying with agreement terms,
 
amendments, project implementation letters, and applicable
 
laws and regulations.
 

RESULTS OF AUDIT
 

Fund Accountability Statement
 

Due to the lack of reconciliation between funds received by ICTA
 
with those provided by USAID/Guatemala and the Government of
 
Guatemala; the failure to reconcile the project's bank account
 
with the fund accountability statement; the lack of subsidiary
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records for the amount of Q.122,600 recorded from 1984 to 1986 as
 
liabilities for goods and services not received; the failure to
 
separately identify project fixed assets valued at Q.303,000
 
which were commingled with the institution's assets; the
 
nonrecording of disbursements made directly by USAID/Guatemala,
 
including scholarships for approximately Q.350,000; and the
 
inadequacy of ICTA's accounting system in general, the scope
 
of our work was not sufficient to enable us to
 
express, and we do not express, an opinion on the fund
 
accountability statement of ICTA for the period from July 18,
 
1983 to June 30, 1987. However, questionable costs of Q.131,800
 
were disclosed by the audit.
 

Internal Controls
 

Our study and evaluation of the internal controls disclosed
 
conditions that we believe result in more than a relatively low
 
risk that errors or irregularities, in amounts that would be
 
material in relation to the fund accountability statement of the
 
project component, may occur and not be detected within a timely
 
period. These conditions were the following:
 

Findings in our report on the fund accountability statement:
 

1. 	The accounting records and budgetary controls were
 
inadequate.
 

2. 	Financial information was not reconciled.
 

Findings in our report on internal control systems:
 

1. 	 Inventory and warehouse controls were inadequate.
 

2. 	Vehicle logs were not used and controls over fuel purchases
 
were inadequate.
 

3. 	Technology transfer was not documented.
 

As set forth in the scope of work, our study and evaluation of
 
ICTA's internal controls included the following major areas with
 
the following results:
 

A. 	 Procurement System. Our evaluation of the procurement system
 
did not disclose any material weakness.
 

B. 	Warehouse Controls. Inventory controls were inadequate.
 

Receipt and issue forms were prepared after the materials
 
were received or issued. In addition, amounts recorded as
 
received and issued for some supplies were based on estimates
 
rather than on actual quantities or weight.
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C. 	Vehicles, Spare Parts, Fuel and Lubricants Controls. ICTA's
 
controls in this area were not adequate. There was no system
 
for controlling vehicle and fuel usage, no reviews were made
 
to determine the reasonableness of fuel usage considering the
 
kilometers traveled, and fuel requisitions were not properly
 
filed by date and user.
 

D. 	Fixed Assets Controls. Fixed asset controls were inadequate.
 
There were no fixed asset subsidiary ledgers and fixed assets
 
acquired with project funds were commingled with the
 
institution's other assets, without identification.
 

E. 	Technical Transfer Mechanisms and Controls. Controls for
 
transfer of technology were inadequate. There were no plans
 
establishing goals and schedules for their accomplishment and
 
the results of field visits were not documented.
 

Compliance with Applicable Laws, Regulations, and Agreement Terms
 

ICTA's inadequate internal controls and accounting records were
 
not sufficient to enable us to express, and we do not express
 
positive assurance on those items tested for compliance with
 
applicable laws, regulations, and agreement terms or negative
 
assurance on those items not tested. Nevertheless, our study and
 
evaluation revealed that annual audits were not performed.
 

MANAGEMENT COMMENTS
 

A copy of this report was provided to ICTA and we discussed the
 
report with them on July 6, 1989. ICTA provided written comments
 
to the report which we have included as Annex 1. After
 
considering ICTA's oral and written comments, we determined that
 
the report as written accurately reflects the conditions found
 
during the audit.
 

ICTA expressed disagreement with most of the report's findings
 
concerning its accounting system and internal controls stating
 
that they were adequate. However discussion brought out that
 
ICTA's comments were for the organization as a whole rather than
 
specifically for A.I.D. funds under the project. ICTA agreed
 
that the accountability for A.I.D. funds could not be separated
 
from the organization's overall system of accounting and that its
 
internal controls at the project level were inadequate.
 

TOUCH OSS & CO.
 

Lice Rolando Lara Jeiva 
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON THE FUND ACCOUNTABILITY STATEMENT
 

AUDITOR'S OPINION
 

We have performed a financial and compliance audit of the fund
 

accountability statement of the Small Farmer Diversification
 

Systems Project, USAID/Gi'atemala Project No. 520-0255, component
 

implemented by the Institute of Agricultural Science and
 

Technology (ICTA), for the period from July 18, 1983 to June 30,
 

1987. Except as described in the following paragraph, our
 

examination was made in accordance with generally accepted
 

auditing standards and the United States Comptroller General's
 

"Standards for Audit of Governmental Organizations, Programs,
 

and Functions" (1981 Revision) and, accordingly,
Activities, 

included such tests of the accounting records and such other
 

auditing procedures as we considered necessary under the
 

circumstances.
 

As described in the accompanying findings No. 1 and No. 2, ICTA
 

did not have separate accounting records for the project; the
 

funds received by ICTA were not reconciled with those disbursed
 

by USAID/Guatemala and the Government of Guatemala; the project's
 

bank account was not reconciled with the fund accountability
 

statement; disbursements were made directly by USAID/Guatemala,
 

including scholarships for approximately Q.350,000, which were
 

not recorded; there was lack of subsidiary records for the amount
 

of Q.122,600 recorded from 1984 to 1986 as liabilities for goods
 

and services not received; fixed assets valued at Q.303,000 were
 

not separately identifable because they were commingled with the
 

we were unable to apply alternative
institution's assets; and 


procedures to satisfy ourselves as to the accountability and use
 

of funds received from USAID/Guatemala due to inadequate records.
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As described in Note D to the fund accountability statement,
 
costs in the amount of Q.131,800 were considered questionable,
 
because of a lack of supportiing documentation.
 

As described in Note A, ICTA's policy is to prepare the fund
 
accountability statement on the modified cash basis, where
 
revenues are recognized when received rather than when earned.
 
Also, assets and expenses are recognized when funds are
 
committed rather than when the assets are received or the
 
expenses incurred. Accordingly, the accompanying fund
 
accountability statement is not intented to present the financial
 
information in conformity with generally accepted accounting
 
principles.
 

Due to the limitations mentioned in the second paragraph and the
 
questionable costs mentioned in the third paragraph, the scope of
 
our work was not sufficient to enable us to express, and we do
 
not express, an opinion on ICTA's fund accountability statement
 
referred to above.
 

August 5, 1988
 
Guatemala.
 

2
 



SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

FUND ACCOUNTABILITY STATEMENT
 

From July 18, 1983 to June 30, 1987
 

(Quetzales)
 

Question
able Costs
 
(Note D)
 

Income:
 
Advance received from the Government
 
of Guatemala and USAID/Guatemala
 
reimbursements deposited in project
 
bank account Q.546,368 

Expenditures: 
Materials and supplies Q.296,997 Q.13i,800 
Vehicles and equipment 302,994 
Construction and supervision 152,910 

752,901 

Less: An estimate of ex
penditures paid directly 
by USAID/Guatemala 368,269 384,632 

Project funds that should be 
available 161,736 Q.131,800 

Less: Bank account balance as
 
of June 30, 1987 218,154
 

Surplus to be reconciled or
 
explained Q. 56,418
 

Enclosed notes are an integral part of this financial report.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

From July 18, 1983, to June 30, 1987
 

A. Summary of Significant Accounting Policies
 

The fund accountability statement of the project was prepared on
 
the modified cash basis, where revenues are recognized when
 
received rather than when earned and assets and expenses are
 
recognized when funds have been committed rather than when the
 
assets are received or the expenses incurred.
 

B. Grant and Loan Agreements
 

On August 28 and September 24, 1981, the Government of Guatemala
 
(GOG) through the Ministry of Public Finances (Ministerio de
 
Finanzas P'blicas - MPF), the Ministry of Agriculture, Livestock,
 
and Food (Ministerio de Agricultura, Ganaderla y Alimentaci6n -

MAGA), and the National Board of Economic Planning (Consejo
 
Nacional de Planificaci6n Econ6mica - CNPE) signed grant
 
agreement No. 520-0255 for US$3,696,000 and loan agreement No.
 
520-T-34 for US$5,500,000 with the U. S. Agency for International
 
Development in Guatemala (USAID/Guatemala). The completion date
 
of the project, originally scheduled for March 31, 1987, was
 
extended to March 31, 1989.
 

The agreements were signed to carry out the Small Farmer
 
Diversification Systems Project to be implemented through six
 
Guatemalan Government institutions. The project's major goal
 
was to strengthen the agricultural sector's livestock and to
 
stimulate small farm diversification from basic grains to higher
 
value diversified crops of greater labor intensity. The project
 
activities were: a) applied research and technology adaptation,
 
b) extension and promotion, c) loans and social cost payments
 
(contributions), d) in-service training, e) project
 
coordination, and f) nutritional impact evaluation.
 

ICTA, one of the Government implementing institutions of the
 
project, in coordination with the other participating
 
institutions, is responsible for the research and adaptation of
 
technology app'ied to fruit, vegetables, and cattle; and for
 
improving agricultural and cattle related technical training
 
provided to small farmers by two other implementing
 
institutions, the General Directorate for Agricultural Services
 
(DIGESA), and the General Directorate for Livestock Services
 
(DIGESEPE).
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

From July 18, 1983, to June 30, 1987
 

C. Implementing Institution
 

The Institute of Agricultural Science and Technology (ICTA) is a
 
descentralized unit of the Ministry of Agriculture, Livestock,
 
and Food established in 1973. Its main activity is to originate,
 
validate, and promote proper technology to increase agricultural
 
and livestock production and to improve the socio-economic level
 
of those inhabitants of the rural areas dedicated to agricultural
 
and cattle activities.
 

In order to achieve its objectives, ICTA has five research
 
centers and five auxiliary centers located in key areas of the
 
most important agricultural regions of the country. ICTA's
 
activities for the Small Farmer Diversification Systems Project
 
are developed in the research and production center at Labor
 
Ovalle, located in Quetzaltenango.
 

D. Questioned Costs
 

Due to the inadequacy of ICTA records, costs amounting to
 
Q.131,800 were questioned, and are detailed as follows:
 

Expenditures for goods and ser
vices not received were recorded
 
in the fund accountability state
ments from 1984 to 1986, without
 
detail and supporting documenta
tion. (See finding No. 1 of this
 
section.) Q.122,600
 

Disbursements were made for mat
erials and supplies for 1987,
 
without detail and supporting do
cumentation. 9f200
 

Q.131,800
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

From July 18, 1983, to June 30, 1987
 

E. Fund Accountability Statement Preparation
 

Expenditures paid directly by USAID/Guatemala were estimated and
 
subtracted from expenditures registered by ICTA for presentation
 
in the fund accountability statement. The fund accountability
 
statement shows a surplus of Q.56,418 to be reconciled or
 
explained by ICTA. (See finding No. 2 of this section.)
 

ICTA received funds in advance from the Government of Guatemala
 
(GOG), depositing them in the project bank account. The
 
liquidation of such fuads was reported to USAID/Guatemala. Funds
 
in advance received from GOG were Q.261,706. Also, reimbursements
 
of Q.284,662 have been received from USAID/Guatemala. As of
 
June 30, 1987, ICTA had not repaid the GOG funds received in
 
advance.
 

F. Monetary Unit
 

ICTA's fund accountability statement is stated in Quetzales (Q.),

the monetary unit of Guatemala. Foreign currency transactions
 
must be realized through the banking system in which three
 
different exchange rates have been established as follows: the
 
official market rate (Q.1:US$1) to pay the public debt and those
 
private liabilities registered prior to June 6, 1986; the
 
regulated market rate to pay for imports and liquidate exports;

and the banking market rate for those transactions not included
 
in the above mentioned markets. As of June 30, 1987, the
 
regulated market rate was Q.2.50:US$1 and the banking market rate
 
was of Q.2.60:US$1. On June 23, 1988, the exchange rate applied
 
in the regulated and banking markets was unified at Q.2.70:US$1.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON THE FUND ACCOUNTABILITY STATEMENT
 

FINDINGS
 

1. 	The Accounting Records and Budgetary Control Were Inadequate
 

Condition:
 

ICTA's accounting records and budgetary control related to the
 
project were inadequate as evidenced by the following conditions:
 

A. 	As an organization, ICTA had no subsidiary records and
 
transactions for the project were mixed in with ICTA's
 
overall records with no capability for automated retrieval.
 
A review of project receipts and expenditures would require
 
a manual search of documentation supporting daily entries to
 
ICTA's cash book. Such an effort would be time consuming and
 
prone to human error.
 

B. 	At the end of 1984, 1985 and 1986, ICTA recorded expenditures
 
for the amount of its unspent budget for each of those years
 
and these expenditures were not supported with subsidiary
 
records. The total for the three years was Q.122,600. When
 
questioned concerning these unsupported amounts, ICTA could
 
not provide documentation which fully reconciled back to the
 
recorded figures.
 

C. 	Due to the lack of subsidiary records it was not possible to
 
verify the amounts reported in the fund accountability
 
statement for fixed assets.
 

D. 	Fixed assets valued at Q.303,000 acquired with project funds
 
were not separately identified as belonging to the project
 
and were commingled with the institution's other fixed
 
assets.
 

E. 	Some expenditures paid directly by USAID/Guatemala were not
 
recorded in ICTA's records, including scholarships amounting
 
to Q.350,000.
 

Criteria:
 

Proper control of the use of funds requires implementing an
 
adequate accounting system, including the use of a general ledger
 
and subsidiary records.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON THE FUND ACCOUNTABILITY STATEMENT
 

FINDINGS
 

Cause:
 

A. 	 The project was allowed to start without ICTA having a proper
 
accounting system capable of accounting for the use of
 
project funds, and, thereafter, the institution had not
 
developed an adequate accounting and administrative
 
procedures manual to establish requirements to maintain
 
proper accounting records and controls.
 

B. 	 With regard to the Q.122,600 of unsupported year end
 
expenditures recorded by ICTA, the apparent motivation was to
 
circumvent normal budgetary controls so as to be able to use
 
these funds for the following year without asking Government
 
of Guatemala authorization for a new budget.
 

Effect:
 

The financial information prepared by ICTA was not reliable and
 
budgetary controls were weak.
 

Recommendation:
 

USAID/Guatemala should require the Institute of Agricultural
 

Science and Technology (ICTA) to:
 

A. 	 Establish a separate accounting system specifically for the
 

project,
 

B. 	 Implement the use of a general ledger and subsidiary records
 
for proper control of accounts payable, fixed assets,
 
inventories, and expenses. The subsidiary records for fixed
 
assets should include information on each asset's location,
 
value and the name of the employee responsible for it,
 

C. 	 Support recorded transactions with adequate documentation,
 
and do not record transactions until such time as the costs
 
are actually incurred,
 

D. 	 On a monthly basis, record the expenditures paid directly by
 
USAID/Guatemala on ICTA's behalf. The expenditures should be
 
identified as having been paid directly by USAID/Guatemala,
 
and
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON THE FUND ACCOUNTABILITY STATEMENT
 

FINDINGS
 

E. 	 Identify the fixed assets acquired with project funds and tag
 
these assets to separately identify them from the rest of the
 
organization's assets.
 

2. 	 Financial Information Was Not Reconciled
 

Condition:
 

A. 	 The unreconciled difference between ICTA's fund
 
accountability statement and the funds provided to the
 
project by USAID/Guatemala and the Government of Guatemala
 
indicated a cash surplus of Q.56,418. (See fund
 
accountability statement on page 3 of this report.)
 

B. 	 ICTA had an independent bank account for the management of
 
USAID/Guatemala project funds; nevertheless, ICTA's fund
 
accountability statement was not reconciled iith this bank
 
account.
 

Criteria:
 

As part of the system of internal control over project funds
 
financial information must be reconciled monthly. ICTA's fund
 
accountability statement should fully reconcile to its general
 
ledger and subsidiary records and should be reconciled with the
 
Coordinating Unit for the Agricultural Diversification Program's
 
(UCPRODA's) and USAID/Guatemala's records on a monthly basis.
 

Cause:
 

There was lack of supervision and coordination among the
 
implementing units and USAID/Guatemala. Also, as explained in
 
finding No. 1 of this section, ICTA did not maintain separate
 
records for the project.
 

Effect:
 

The financial information prepared and provided by ICTA and
 
therefore UCPRODA was not reliable. Errors or irregularities may
 
have occurred that have not been detected and funds have not been
 
properly accounted for.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON THE FUND ACCOUNTABILITY STATEMENT
 

FINDINGS
 

Recommendation:
 

USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to:
 

A. 	Reconcile or explain the Q.56,418 cash surplus indicated in
 
the project component's fund accountability statement as of
 
June 30, 1987, and
 

B. 	Reconcile, on a monthly basis, the funds received for the
 
component with the funds provided by the Goverr ;nt of
 
Guatemala and USAID/Guatemala, the expenditures realized,
 
and the outstanding bank account balance. The fund
 
accountability statement should also be reconciled monthly
 
with the financial information submitted by the Coordinating
 
Unit for the Agricultural Diversification Program (UCPRODA)
 
to USAID/Guatemala.
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SMALL FAEMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROTECT No. 520-0255
 

REPORT ON INTERNAL CONTROL SYSTEMS
 

AUDITOR'S OPINION
 

We have performed a financial and compliance audit of the fund
 

accountability statement of the Small Farmer Diversificatiorn
 

Systems Project, USAID/Guatemala Project No. 520-0255, component
 

implemented by the Institute of Agricultural Science and
 

Technology (ICTA) for the period from July 18, 1983 to June 30,
 

1987 and have issued our report thereon dated August 5, 1988. As
 

part of our examination, we performed a study and evaluation of
 

ICTA's system of internal accounting and administrative controls
 

to the extent that we considered necessary to determine the
 

nature, timing, and extent of the auditing procedures necessary
 

for expressing an opinion on the entity's fund accountability
 

statement. Our study and evaluation made in accordance with
 

generally accepted auditing standards and the United States
 

Comptroller General's "Standards for Audit of Governmental
 

Organizations, Programs, Activities, and Functions" (1981
 

Revision), was more limited than would be necessary to express an
 

opinion on the system of internal accounting control. taken as a
 
whole and included a review of the significant internal controls
 

in the areas of procurement, warehousing, vehicles, fixed assets,
 

and technology transfers.
 

The management of ICTA is responsible for establishing and
 

maintaining a system of internal control. In fulfilling this
 

responsibility, estimates and judgments by management are
 

required to assess the expected benefits and related costs of
 

control procedures. The objectives of an internal control system
 

are to provide management with reasonable, but not absolute,
 

assurance that assets are safeguarded against loss from
 

unauthorized use or disposition, and that transactions are
 

executed in accordance with management's authorization and
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recorded properly to permit the preparation of financial
 
information in accordance with generally accepted accounting
 
principles and/or on a compcehensive accounting basis. Because
 
of inherent limitations in any system of internal control, errors
 
or irregularities may nevertheless occur and not be detected.
 
Also, projection of any evaluation of the system to future
 
periods is subject to the risk that procedures may become
 
inadequate because of changes in conditions, or that the degree
 
of compliance with the procedures may deteriorate.
 

Our study and evaluation made with the limited purpose as
 
described in the first paragraph, would not necessarily disclose
 
all material weaknesses in the system. Accordingly, we do not
 
express an opinion on the system of internal control of ICTA
 
taken as a whole or on any of the categories of controls
 
identified in the first paragraph. However, our study and
 
evaluation disclosed conditions described in the accompanying
 
findings No. 1 to 3 and findings No. 1 and 2 in the report on the
 
fund accountability statement that we believe result in more
 
than a relatively low risk that errors or irregularities, in
 
amounts that would be material in relation tc the fund
 
accountability statement of the project, may occur aivd not be
 
detected within a timely period.
 

This report is intended solely for the use of ICTA and the U.S.
 
Agency for International Development. This restriction is not
 
intended to limit the distribution of this report which, upon
 
acceptance by the Office of the Inspector General, is a matter of
 
public record.
 

August 5, 1988
 
Guatemala
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON INTERNAL CONTROL SYSTEMS
 

FINDINGS
 

1. 	 Inventory and Warehouse Controls Were Inadequate
 

Condition:
 

A. 	 Control over receipt and issuance of materials was
 

inadequate, mainly because:
 

a) 	 Forms documenting receipts and issues were prepared
 

after the materials were received or dispatched from the
 

warehouse. The warehouse-keeper signed the forms after
 

receipts and issues were recorded in the kardex.
 

b) 	 The warehouse-keeper dispatched materials without
 

obtaining prior approval from a responsible officer.
 

B. 	 The recording of the receipt and issuance of some
 

agricultural supplies, such as potato seeds, was based on 

estimates by the technicians rather than on the actual 

quantity (pounds) of supplies involved. 

Criteria:
 

A warehouse should have proper, formal inventory controls in
 

order to accurately account for and safeguard materials and to be
 

able to detect errors or irregularities. Proper controls should
 

include procedures for using and preparing inventory transaction
 

forms and their approval and authorization.
 

Cause:
 

There was a lack of an inventoy control system.
 

Effect:
 

Errors in the recording of inventory transactions or misuse of
 

the inventories themselves could occur without being detected.
 

Recommendation:
 

USAID/Guatemala should require Lhe Institute of Agricultural
 

Science and Technology (ICTA) to establish a proper inventory
 

control system, including the following:
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON INTERNAL CONTROL SYSTEMS
 

FINDINGS
 

A. 	 Establish the use of numbered inventory forms and require
 
written evidence of the persons who prepared and approved
 
transactions,
 

B. 	 Implement procedures that accurately account for and record
 
receipts and issues of materials and supplies. Bulk items
 

should be recorded based on their actual weight, and
 

C. 	 Reconcile inventory subsidiary records with the warehouse
 

kardex on a monthly basis, and periodically perform physical
 
inventories to verify the accuracy of recorded inventory
 
amounts.
 

2. 	 Vehicle Logs Were not Used and Controls over Fuel Purchases
 
Were Inadequate
 

Condition:
 

The major deficiencies dirclosed in this area were as follows:
 

A. 	 The institution had no system for controlling vehicle and
 
fuel useage. Vehicle logs were not used.
 

B. 	 There was no post review of fuel usage to determine the
 
reasonableness of the gallons used versus the kilometers
 
traveled.
 

C. 	 Fuel requisitions were not properly filed by date and user.
 

Criteria:
 

Formal procedures and controls that permit the evaluation of the
 
use of vehicles and their fuel consumption should be established.
 

Cause:
 

There was an inadequate internal control system over vehicle use
 

and 	fuel consumption including a lack of supervision.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON INTERNAL CONTROL SYSTEMS
 

FINDINGS
 

Effect:
 

Vehicles and fuel could be used for unauthorized purposes and
 
fuel could be misappropriated without being uetected.
 

Recommendation:
 

USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to establish adequate controls
 
over fuel consumption and vehicle use, including the following:
 

A. 	 Prenumbered fuel purchase requisition forms filed by date and
 
user,
 

B. 	 Written evidence documenting the persons who requested,
 
approved, and received the fuel,
 

C. 	 Support for payments, which should include original invoices
 
from gas stations and the original approved fuel purchase
 
requisition forms,
 

D. 	 Use of vehicle logs for each vehicle (showing each vehicle
 
trip, purpose of the trip, locations visited, kilometers
 
traveled and a record of fuel purchases) and periodic
 
management reviews made to determine whether the vehicles
 
have been used only for project purposes and that fuel
 
consumption was reasonable considering the kilometers
 
traveled, and
 

E. 	 Supervisory control performed by personnel not involved with
 

the 	use of the vehicles.
 

3. 	 Technology Transfer Was Not Documented
 

Condition:
 

There was no plan against which to measure the adequacy of
 
technology transfer efforts, and the results of field visits were
 
not documented.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCF AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON INTERNAL CONTROL SYSTEMS
 

FINDINGS
 

Criteria:
 

The institution should have an established plan for technology
 

transfei that should include project goals and progress
 

reporting, and documentation of the results of individual events
 

whose main purpose was to transfer technology or assess the
 

results of technology transfer efforts.
 

Cause:
 

The agreement did not specify what was required in this area.
 

Effect:
 

It was not possible to determine whether or not ICTA had complied
 

with the requirements to transfer technology to the General
 

Directorate for Agricultural Services (DIGESA) 'and the General
 

Directorate for Livestock Services (DIGESEPE) as established in
 

the agreement.
 

Recommendation:
 

USAID/Guatemala should require the Institute of Agricultural
 

Science and Technology (ICTA) to develop and implement policies
 

and procedures for technology transfer which will include the
 

establishment of goals, plans and schedules for reaching those
 

goals, progress reporting against the established plans and
 

schedules, and written reports on the results of individual
 

events whose main purpose was to transfer technology or to assess
 

the results of technology transfer efforts.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON COMPLIANCE WITH APPLICABLE LAWS r REGULATIONS,
 

AND AGREEMENT TERMS
 

AUDITOR'S OPINION
 

We have performed a financial and compliance audit of the fund
 

statement of the Small Farmer Diversification
accountability 

Systems Project, USAID/Guatemala Project No. 520-0255, component
 

implemented by the Institute of Agricultural Science and
 

Technology (ICTA) for the period from July 18, 1983 to June 30
 
1987. Our study and evaluation was made in accordance with
 

accepted auditing standards and the U.S. Comptroller
generally 

"Standards for Audit of Governmental Organizations,
General's 


Programs, Activities, and Functions" (1981 Revision), which
 

includes requirements for the review of compliance with
 

applicable laws, regulations, and agreement terms. Accordingly,
 

our examination included such tests of the accounting records and
 
under
such other auditing procedures as we considered necessary 


the circumstances. The laws, regulations, and agreement terms
 

reviewed for compliance included:
 

1. 	Grant agreement No. 520-0255 and loan agreement No. 520-T

034, their amendments and project implementation letters.
 

2. 	 A.I.D. Handbook Number 11, Chapter 4.
 

3. 	A.I.D. procurement regulations.
 

4. 	Purchasing and contracting laws of the Government of
 

Guatemala.
 

5. 	 The Guatemalan Social Security Law.
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The Jeficiencies detected as indicated in findings No. 1 and 2 in
 
the report on the fund accountability statement, findings No. 

to 3 in the report on internal controls, and the accompanying
 
finding to this report prevent us for expressing, and we do not
 
express positive assurance on those items tested for compliance
 
with applicable laws, regulations, and agreement terms or
 
negative assurance on those items not tested.
 

This report is intended solely for the use of ICTA and the U.S.
 
Agency for International Development. This restriction is not
 
intended to limit the distribution of this report which, upon
 
acceptance by the Office of the Inspector General, is a matter of
 
public record.
 

August 5, 1988
 
Guatemala
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

REPORT ON COMPLIANCE WITH APPLICABLE LAWS, REGULATIONS,
 

AND AGREEMENT TERMS
 

FINDING
 

1. Annual Audits Were not Performed
 

Condition:
 

Periodic audits of the project were not made.
 

Criteria:
 

Section B.5, Annex II of the loan and grant agreements
 
established that the books and records would be audited regularly
 
in accordance with generally accepted auditing standards.
 

Cause:
 

USAID/Guatemala authorized the Office of the General Comptroller
 
of Guatemala to perform periodic project audits. However, this
 
office only performs voucher examinations and not audits in
 
accordance with generally accepted auditing standards and the
 
government auditing standards of the United States Comptroller
 
General.
 

Effect:
 

As documented in this report, the financial information for the
 
project was unreliable, project funds were not properly accounted
 
for, questionable expenditures occurred, and there was a high
 
risk that errors or irregularities in the use of project funds
 
may have occurred without detection. However, because audits
 
were not done, management was not informed of these problems at
 
an earlier date.
 

Recommendation:
 

USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to have periodic independent audits
 
of project funds performed in accordance with the U.S.
 
Comptroller General's "Government Auditing Standards " (1988
 
Revision), either by the Guatemalan Comptroller General or by
 
external audit firms.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

LIST OF REPORT RECOMMENDATIONS
 

FUND ACCOUNTABILITY STATEMENT
 

1. 	 USAID/Guatemala should require the Institute of Agricultural
 

Science and Technology (ICTA) to:
 

A. 	 Establish a separate accounting system specifically for
 
the project,
 

B. 	 Implement the use of a general ledger and subsidiary
 

records for proper control of accounts payable, fixed
 
assets, inventories, and expenses. The subsidiary
 
records for fixed assets should include information on
 

each asset's location, value, and the name of the
 
employee responsible for it,
 

C. 	 Support recorded transactions with adequate
 
documentation and do not record transactions until such
 
time as the costs are actually incurred,'
 

D. 	 On a monthly basis, record the expenditures paid directly
 
by USAID/Guatemala on ICTA's behalf. The expenditures
 
should be identified as having been paid directly by
 
USAID/Guatemala, and
 

E. 	 Identify the fixed assets acquired with project funds and
 
tag these assets to separately identify them from the
 
rest of the organization's assets.
 

2. 	 USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to:
 

A. 	 Reconcile or explain the Q.56,418 cash surplus indicated
 

in the project component's fund accountability statement
 

as of June 30, 1987, and
 

B. 	 Reconcile, on a monthly basis, the funds received for the
 

component with the funds provided by the Government of
 

Guatemala and USAID/Guatemala, the expenditures realized,
 
and the outstanding bank account balance. The fund
 

accountability statement should also be reconciled
 
monthly with the financial information submitted by the
 
Coordinating Unit for the Agricultural Diversification
 
Program (UCPRODA) to USAID/Guatemala.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

LIST OF REPORT RECOMMENDATIONS
 

INTERNAL CONTROL SYSTEMS
 

1. 	 USAID/Guatemala should require the Institute of Agricultural
 

Science and Technology (ICTA) to establish a proper inventory
 

control system, including the following:
 

A. 	 Establish the use of numbered inventory forms and require
 

written evidence of the persons who prepared and approved
 
transactions.
 

B. 	 Implement procedures that accurately account for and
 
record receipts and issues of materials and supplies.
 

Bulk items should be recorded based on their actual
 

weight.
 

C. 	 Reconcile inventory subsidiary records with the warehouse
 
kardex on a monthly basis, and periodically perform
 
physical inventories to verify the accuracy of recorded
 
inventory amounts.
 

2. 	 USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to establish adequate controls
 

over fuel consumption and vehicle use, including the
 

following:
 

A. 	 Prenumbered fuel purchase requisition forms filed by date
 

and user,
 

B. 	 Written evidence documenting the persons who requested,
 

approved, and received the fuel,
 

C. 	 Support for payments, which should include original
 
invoices from gas stations and the original approved fuel
 

purchase requisition forms,
 

D. 	 Use of vehicle logs for each vehicle (showing each
 

vehicle trip, purpose of the trip, locations visited,
 

kilometers traveled, and a record of fuel purchases) and
 

periodic management reviews made to determine whether the
 
vehicles have been used only for project purposes and
 

that fuel consumption was r-asonable considering the
 

kilometers traveled, and
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF AGRICULTURAL
 

SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

LIST OF REPORT RECOMMENDATIONS
 

E. 	 Supervisory control performed by personnel not involved
 
with the use of the vehicles.
 

3. 	 USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to develop and implement
 
policies and procedures for technology transfer which will
 
include the establishment of goals, plans and schedules for
 
reaching those goals, progress reporting against the
 
established plans and schedules, and written reports on the
 
results of individual events whose main purpose was to
 
transfer technology or to assess the results of technology
 
transfer efforts.
 

COMPLIANCE WITH APPLICABLE LAWS, REGULATIONS, AND AGREEMENT TERMS
 

1. 	 USAID/Guatemala should require the Institute of Agricultural
 
Science and Technology (ICTA) to have periodic independent
 
audits of project funds performed in accordance with the
 
U.S. Comptroller General's "Government Auditing Standards "
 
(1988 Revision), either by the Guatemalan Comptroller General
 
or by external audit firms.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT
 

COMPONENT WITH THE INSTITUTE OF
 

AGRICULTURAL SCIENCE AND TECHNOLOGY
 

USAID/GUATEMALA PROJECT No. 520-0255
 

MANAGEMENT COMMENTS
 

(Free Translation)
 

Comments to the draft of the auditor's report issued by Lara &
 
Gonza'lez for the A.I.D. Project No. 520-0255 for the period from
 
July 18, 1983 to June 30, 1987.
 

In general terms it may be stated that the audit does not fairly
 
reflect the activity and application of adequate procedures for
 

the accounting 
difficulty that 
information. 

of the institution, but only 
the auditors had in obtaining 

responds 
the 

to 
neces

the 
sary 

In relation to the results of the audit, we point out the 

following: 

C. Control on Vehicles, Spare Parts, Fuel, and Lubricants
 

Vehicles acquired with project funds are accounted for
 
through registration and inventory control.
 

As for fuel consumption, the request forms indicate the
 
kilometers to be traveled, place, and identification of
 
project's activity. The support documentation is filed with
 
ICTA similar documentation according to the period of,
 
purchase.
 

Controls on the vehicles imply that the agronomists have to keep
 
subsidiary records on vehicle use, an activity they refuse to do.
 
Even so, the use of vehicles is adequately consigned in the forms
 
for fuel request.
 

The invoices for fuel purchases are filed according to period of
 
payment and together with the purchase order, solicitation form
 
for fuel and a copy of the payment voucher.
 

The fuel requisitions are numbered and have evidence of the
 
persons who request, authorize, and receive the fuel.
 

D. Controls Over Fixed Assets
 

There is adequate control over fixed assets since there is a
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subsidiary record for this purpose.
 

The accounting records and internal controls are adequate
 
since they follow the Integrated Accounting System for the
 
Government and its Institutions. Section B.5 of the loan
 
agreement establishes that the borrower commits himself to
 
keep records Lhat perinit fuill accountability for goods and
 
services provided with loan funds, for which reason ICTA kept
 
the budgetary control and the subsidiary record of the
 
project separately. A.I.D. never indicated which subsidiary
 
records were necessary for the project.
 

Fund Accountability Statement
 

The surplus of Q.56,418 to be explained or reconciled corresponds
 
to transfers from ICTA when funds in the A.I.D. account were
 
insufficient and consequently this excess was pending for
 
reimbursement to ICTA.
 

Notes to the Fund Accountability Statement
 

a) Summary of the Principal Accounting Policies: This policy is
 
in accordance to the Integrated Accounting System for
 
reconciling budget and accounting records.
 

b) Questioned Costs
 

Regarding the Q.131,800 in this note, expenses and services
 
are always recorded with supporting documentation and are
 
detailed on Purchase Orders and Petty Cash receipts. The
 
questioned amount refers to expenditures commited but not
 
incurred whose support is the list of purchases orders and
 
petty cash receipts.
 

c) As for the lack of subsidiary records for A.I.D. funds,
 
A.I.D. never indicated which ones were necessary.
 

e) Scholarship expenses for Q.350,000 have already been 
liquidated according to data furnished by Mr. Alejandro 
Fuentes. 

Criteria
 

ICTA's accounting system has a general ledger authorized by the
 
Comptroller of accounts and has the subsidiary records needed by
 
ICTA.
 

Warehouse and Inventory Controls
 

The warehouseman uses numbered forms authorized by the
 
comptroller of accounts or by the state tax administrations.
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Receipt and issue of materials are recorded at the end of each
 
month.
 

Physical stocks are reconciled with the kardex through periodic
 
audits performed by the administration and the internal audit
 
department of the institution.
 

Physical inventories are taken regularly every six months, but
 
special. one can be made when considered convenient.
 

All the payments made with ICTA's and its projects' funds comply
 
with the requirement of having the invoices authorized by the
 
General Directorate of Internal Tax: in original and numbered
 
with its respective Tributary Identification Number (NIT).
 

A audit of 4 years of purchases, warehouses, vehicles, spare
 
parts, fuel, lubricants, fixed assets, accounting, and technology
 
transfer cannot be performed in one month.
 

That the records do not separate the operations for ICTA from
 
those of the project is no reason to express an opinion that the
 
accounting system is inadequate since through selective tests the
 
reasonableness of the records can be proved, even though more
 
extensive work has to be performed. Also, ICTA has an internal
 
audit department that checks the institution's transactions.
 

Recommendations
 

1. 	The control procedures that A.I.D. requires for project
 
progress reports must be estiblished at the beginning of the
 
project.
 

2. 	 Instead of a review at the project's completion, periodic
 
reviews during the course of the project should be made so
 
that observations could be delt with to account for the use
 
of project funds in an accurate and effective manner as
 
required by the external auditors.
 

3. 	The above recommendation could prevent the findings disclosed 
during the audit by Lara & Gonz5lez. The audit process 
resulted in ICTA having to make an additional effort to 
provide the information in this way the auditors wanted it 
though this does not imply lax management or inadequate 
internal controls. 
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SECTOR PUBLICO AGROPECUARIO Y DE ALIMENTACION 
IESIIJWIO E CIENCIA Y TECNOLOGIA AfRIGLAS 

Km. 21.5 Carretera hacia Amatitlfn 
Brcenas, Villa Nueva 
Tels. 0312008, 0312009 

Gutemala, C. A. 

DF-269-89
 

11 de julio de 1989
 

Sefiores
 
LARA & GONZALEZ
 
Contadore3 Pblicoo y Auditoras
 
Ciudad de Guatemala
 

Seliores Auditores:
 

Adjunto a la presente envfo austedes las observaciones por parte del
 
ICTA al borrador del dictamen de Auditorfa, practicada al proyecto de Diversi
ficaci6n del Pequefio y Mediano Productor del Altiplano, el cual es financiado
 
con fondos del pr~stamo AID-520-T-034 y Contrapartida del Gobierno de Guatema
la.
 

Sin otro particular, me es grato suscribirme de ustedes,
 

Atentamente,
 

..
...,
 
-fCAV 

DE R U~ ,C£0 

c.c. Ing. Edgar Pineda -AID

VMR/Mcoc
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O8SERVAF:IONES AL BORRAD[JR DEL DI":TAMEN I)E AUDITORIA [)E 
LA'A & GONZALES, FAi:ACFICADO AL F'OYEC:TO AID T 52 DEL 
18 DE JULIO DE 1983 AL. 30 DE JUNO DE 1'987 

EN TERMINOS GENERALES FUEDL AFIRmARSh DUE LO iNDI'I:ADO iPcwR LA 
AUDIVORIA, NO ES UN PEFLEJt) FiEL DE LA ACrFIVIDAD Y LA APLICAF:ION 
DE F'RO7:CEDIMIENTOS ADE,:WADOS 'AR'A EL PROCESO CONTABLE
 

NST I UF: I ONAL S 1NO DUE UN II:Ar1EN rE RESPONDE A LA D F I C.UL TAD DUE 
AFRON [A.ON, rAPA PLE-ABAR LA INFO-'MACI ON SOL IC I TADA. 

CON RELACION A L9 RESULTAI)LJS DE L A AUDITORTA SE PUEDE IND ICAR LO 
S 1GU I EN E: 

SC:ON-IROL DL VEHIC:UL.OS, F'LUSrOS, F:i..mBUSTIB _ES Y LUL!.ICI:ANTES 
I..:s venicul,-,s con ,rldocs or,-,ve,-to, estanaoulirioms :'n dei sl 
controlados a trave. del i? de inventari,-,.r 1lstro y ,-,-,ntr,-,l 

t,:' US:' de[ I ib l e, t ienenC':o n resneec al M ,:'eCmLts Ias sli cI tudes 
cns gnad,'s los W:iomet rc-s a re'-or rer, el lunar V la 
ioentificacic'n de la actividao c,2-rresocndiente al aroye,_t,_-. 
Los dO'2ument'z's se archivan con Ia demas oaeleria similar de 
ICTA, y de aczuerdo': at oerino'-, de oesoa::i,:, en Las nas',ilneras. 

Los c:ntroles en 1,:',R venlculozcs imol11:an Oa.Le lOs incen1erc's 
Z
aar 6n,_-,m'z's tenoan aue 11 evar ,_n aui 1 iar del us del mi smo, a,_,: i'-,n 

Qcue no- estan di 3suest,'s a real i zar, aLn as! , se c,:nsigna 
adecuadamante el us:, oe i,-s mi sm','s en Ios f,.'rmui ar i'c's de 
solicitud de 'cmoustible.
 

Los ,-omr,-oantes de c-mdust iole se archi van de acuerdo a 1 a 
.i (11u aa':I _,n ae Ia cas,2i,1 nera d-noce se desaacha el mi sm,:', y 
ad)junto a 1a a, cin y a delcr den de comor requi si ,i co vouc:her. 

Lc's vales de c:mbustibles son numerad':'s, y tienen evidencia de 
uien los scz, licita, lc's autc-riza y re-ioe el. cozmbustible. 

o 	 CONTROLES DE A::TIVOS FIJOS 
Al resnectc' si hay contro-l ade:uadcde locs activc's fijos, en 
razon ae cue existe un libr:, auiliar oara tal fin. 

Lo's regirstros de czntabilidad y l ,s czntr,-01es internos no son 
inadecuado':s, ya cue reso,'nden al Sistema Intearaao de 
C,:ntaoilidad oara El Estao- y sus Instituci'nes. l conveni,: de 
Prhstamo en su Gec-i.hn B.5 indica WLe el Prestatari,, se 
c'omoromete a llevar ]ioros y recistr,-,s due oermitan identificar 
sin limitaci:,nes ia entreia y utiiizacibn ae bienes y servici,-,s 
finan0-ier,-,s ccon f,-no-s del or.stam,-c, nara Ico cual [Ic A lievb el 
,contro-,l resunuestaric, en f,',rma seoarana as! cc-m,-, el libr,, al 
cuenta c,-rriente del or,-,vect,-, en ninbn m,-,ment,-, AID indic:6 
cuales eran 1os reuistros auxiiiares "ecesari,,s en el c:,ntrcl del 
o r ,-,ye,-t ,_'. 

ESTADO DE NVE'SION
 

El sc-brante a ser exolicadc, o- c,-n-ilia':, de Q 56,418.00
 
correso'c-nce a transferen:ias oue [c:.A, a efe.tuawo en
 

http:56,418.00
http:Gec-i.hn
http:VEHIC:UL.OS
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determinad,-,s moment,-,s ,zuano- la cuenta de AID era insuficiente y
 
en ,:,onsezuencia oendiente cJe trasladarse de nuev,.- a ICTA.
 

NOTAS AL ESTADO DE INVERSIOTN 

a. 	 Pesumen de las Frincipales F'lfti,:as C:,,ntables
 
Esta o,-,l:tica tiene su ,-,ripen de acuero:, a lo oue establece
 
el Sistema Integrao, Oe oc-ntadilidad, oara llevar un ,uadre
 
entre Ca)a Presuouest,_- y C:,ntabiiidad.
 

a. 	F:OSTOS CWESTIONABLcS 

C:n reia,:in a ics 0 131,800.00 de este ount,-.
 
Los Qastc,s y servi,:i,,s S1emore son reoi straiEs con s,'ocrte
 
y se detalian en ias ,Ordenesoe Comora y Ca.as Cnias.
 
El mcnt-, anterior se refiere a gastos ,oliqacd',-s cuVo scocrte
 
es 	el lstaoo de ,-s mismos gast:,s. 

c. 	 Cuan,, se refiere a la falta oe registros auxiliares se
 
refiere a registrc,s auxi lares expecificos nara AID, los
 
,uales n:, se indic6 cuales eran.
 

e. 	LOs qast-,s de becas o,:,r 1 350, 000.00, ya fuer:,n liauidado:,s
 
,
de 	acuerdn con ios dat,:,s nrc r 1 :'ionados nor ei Ing. Alejandro 

Fuent es. 

F:R fTER IO 

El 	sistema de ,-cntaoilidaocde ICTA, si tiene libr,-, mayo'r 
aut-i.zado:, no-r la C:c,ntralor!a de :uentas y los a'uxiliares 
cc,nvenientes nara [CTA. 

CONTROL DE INVENTARIOS Y BODEGA 

El quaroalmac'n usa formas prenumeradas y autor1zadas nor Ia 
c,ntralorta de cuentas ,- Jas administraci,-nes de rentas 
dear tament ales. 

LOs ingresos y eoresos de materiales son c,,ntadilizados cada fin 
ce 	mes.
 

LOs salos f!sic,os se ,c-n,:il an ,con l-,s del kardex o,-,r las 
audidt,-,rfas oeri6di,:as ue realiza la administra,-iSn y la 
aulditorta interna de la Instituci6n. 

Los inventari'z's f~sicos se realizan reoularmente ,:ada 6 meses y 
extraordinari:,s cuand,' se considere c:nvenientes. 

Td'os los 	 aao-s aue se efectuan con fondo,s del IF::TA y sus 
or':,yect,-s, cumolen con el recuisit:' dce facturas autor.zadas o'-,r 
la Direcci6n General oe Rentas Internas, en orioinal, numeradas 
con SU NIT respect1vo-

La Audi tor i a de 4 aPos de: comoras, bodeoas, vehf cul os, 
reouestcS, combusti 1 es, 1 ubr icantes, act i vos fi j,-,s, 

2
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co:ntabili cad y tran;fer enc:i a oe teemi''iClil , no.OP oliede reali1 ar 
en ei roern:'do: te Lii mes. 

Si 1 cs registrc's no: ti1enen Lina senaraci1'~n die o:oera.: ':nes die ICTA 
y i as oerac:i ':nes oel oroy'ect-, no: es raz6n rnara di: taminar nue 
el sistema tie c:'ntanilidad Ps inaoeculaoo,' ya OLIC nor medi: tie 
pruetas sei ectiv.a'sT otiede co:mnro:'ar 1la razc'naoili cad die 1c.S 
red.1strcos attn tencaa aue efe':tuar un trabalj': m~is etens:. 
Aoern~s se cuenta co:n u~na Audi t:'rta Interna Que revisa las 

oceacines tie la i nstitu':ib. .~ 

RECOM:TENDAIOCNE-E: 

1 DUE SE EQAHLEtLAN DiKSD UN FP'.I NiI -I U LOS.i PNOOII i :NTOS DE: 
II:ONT5:OL 0%~ AIii) eWi VRE PARA LCJI3FAR LA I NFO)RMACIO S)OBREip LA 
EJECiUC:I ON DE UN PRrfY'CTOj. 

2DUE LOS PWOC~iESjjS DEm RWS~IN SE EFEKIUEN PtRIOI.ICAMhNTE Y NO AL 
FINAL DEL F'IoUYri' YiUj S IMrPE[DE L.S OBSERYACI ONES OUEFILELLi AIENDER 
SE~AN NEI:.SARiAS. A FIN Do DAR: I::ENFA Y R:AZON DEL USC) DEL OS 
PEI:U F:SIS AS IGINA[)IS EN FRMI~FA CONCRETA Y EFEC F1 A Y EN FORFMA DUE LO 
SOL I CITAN LOS AUDI fiFFS tX 4FNOS. 

3 DE LA FRM~rA I NDI£C:A1A SE POAN LY .1TAR LOS NCIINVEN IENTES 
M1ANIFESrADOS 5iOjF LARA &? G~ONZAL.EZ, EN EL POC:FSO DE REVISION, EL 
G:UAL REQUIPIC) LA DEDfI:AC:IfN DE TIErIPO EXTRAORDINARIO PARA ORDENAP 
LA INFOFP1AC:ION DE LA MANERA DUE LiO F:FUEF:IAN AUN CUANDO ELLO NO 
IFIPLICA DESOROEN 0 iNADECUJADOS CNNFOLES INYERNOS. 

3 001 
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APPENDIX 1
 

REPORT DISTRIBUTION
 

No. of Copies
 

Director, USAID/Guatemala 5
 

AA/LAC 2
 

LAC/CAP/G 1
 

AA/M 2
 

GC 1
 

LAC/CONT 1
 

LAC/DP 1
 

LAC/DR 1
 

LAC/GC 1
 

AA/XA 2
 

LEG 1
 

M/FM/ASD 2
 

XA/PR 1
 

PPC/CDIE 3
 

IG 1
 

AIG/A 1
 

IG/PPO 2
 

IG/LC 1
 

IG/ADM/C&R 12
 

IG/I 1
 

RIG/I/T 1
 

Other RIG/As 1
 


