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1-1E ORANDUM1 

TO :USAID/Ect Ifdor Director, Fran Almaguer 

FROM1% IIG/A/,ona~e Got ha rd 

SUBJECT: Audit of Selected USAIl)/Ecuador Activities 

The Office of the Regional Inspector General for Audit/Tegucigalpa
conducted a financial and compliance audit of selected USAIDl/Ecuador
activities. The audit covered the Mission's management of local currency 
trust funds, monitoring of host country contracts under the Macroeconomic 
Analysis project, and certain transactions and activities which have 
become the suibject of an investigation. Discussion of those activities 
has been deleted from this atidit report in orler to avoid prejudicing the 
outcome of the investigation. The aud it objective was to detenmine 
whether selected activities supported by USAID/licmador were in compliance
with applicable laws and regulations. 

The audit showed that USAID/licuador had not complied with All) Handbook 19 
requirements for establishing and managing local currency trust fund 
accounts. Also, in some instances, the Mission had not complied with 
guidance on monitoring performance under host country contracts found in 
Handbook 19 and elsewhere. 

The first report finding discusses non-compliance with requirements for 
establishing and managing trust fund accounts. The Hission had 
established two accounts in the name of the ission Controller (rather
than in the name of the U.S. Disbursing Officer) and used trust funds to 
purchase certificates of deposit in the Controller's name. In addition, 
the Mlission did not maintain accounting records to kee l) track of 
transactions involving the certificates, and did not adequately safeguard
the certificates of deposit. The second finding concerns weak monitoring
of performance under host country contracts. The Mission relied on the 
implementing agency's certification of performance when authorizing 
payments to host country contractors, rather than personally verifying
performance. Later, after a change in project officers, the Mission more 
closely monitored performance under host country contracts, but approved 
payments to one contractor who did not fulfill all of the tenns of his 
contract.
 



The first rr mcmendation is that. USAI)/lFcuador account for trust fumdsuInder its guardianship, and establ i sh procedures for managing trust fundsin accordance with Iandbook 19. The second recommendation is that theMNi ssion provide its project officers guidelines for moni toring
perfonnance under host country contracts. 

USAID/tcuador generally agreed with the findings and recommendations, but
proposed a number of changes to improve the report's completeness and accuracy. Where appropriate, we have incorporated these changes. TheMission's detailed comments and our response are presented in Appendix 1. 

Please advise this office within 30 days of the actions planned or taken 
to implement the report recommendations. 



EX iCu''IVE SUJP.1ARY 

This report discusses three programs managed by USAID/Ecuador. The first 
is a $24.2 million Economic Support Fund grant, signed on September 29,
1985. The second is a PL 480 Title I loan agreement, signed on May 17,
1985, which provided for the sale of $15 million in agricultural
commodities. The third is the Macroeconomic Policy Analysis project,
signed on September- 28, 1984, which provided $1.3 million in Development 
Assistance funds. 

The Office of' the IRegional Inspector General for Audit/Tegucigallv' 
conducted a financial and compliance audit of selected IJSAID/Ecuador 
activities. The audit encompassed certain transactions and activities 
which have become the subject of an investigation. The discussion of 
these activities has been deleted from this audit report in order to 
avoid prejudicing the outcome of the investigation. The audit objective 
was to determine whether selected activities supported by USAID/Ecuador 
were in compliance with applicable laws and regulations. 

The audit showed that USAI)/Ecuador had not complied with AID Handbook 19 
requirements for establishing and managing local currency trust fund 
accounts. Also, in some instances, the Mission had not complied with 
guidance on monitoring performance under host country contracts found in 
Handbook 19 and elsewhere. 

Current Mission management had, however, taken several corrective actions 
before the audit began. For example, it had closed two trust fund 
accounts which were improperly established. It had also instructed the 
Government of Ecuador that certificates of deposit purchased with PL 480 
Title I funds should be purchased in the name of the PL 480 Title I 
program rather than in the name of the Mission Controller. 

The first report finding discusses non-compliance with requirements for 
establ ishing and managing trust fund accounts. The Mission had 
established two accounts in the name of the Mission Controller (rather
than in the name of the IJ.S. Disbursing OfFicer) and used trust funds to 
purchase certificates of deposit in the Controller's name. In addition, 
the Mission did not maintain accounting records to keep track of 
transactions involving the certificates, and did not adequately safeguard
the certificates of deposit. The second finding concerns weak monitoring
of performance under host country contracts. Mission relied onThe the 
implementing agency's certification of performance when authorizing 
payments to host country contractors, rather than personally verifying
performance. Later, after a change in project officers, the Mission more 
closely monitored performance under host country contracts, but approve( 
payments to one contractor who did not fulfill all of the terms of. his 
contract.
 

According to All) Handbook 19, the U.S. Disbursing Officer is to make 
deposits to and payments from AID trust fund accounts, and AID is to 
account for and report on the trust fund operations to the host
 
government and AI)/Washington. Contrary to these requirements, 
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IISAID/Ecuadnr opened two trust fund accounts at a local hank ("La

Previsora") in the name of the Mission Controller to manage local 
currency generated under the PL 480 Title I and Economic Support Fund 
programs. Also, the Controller did not maintain required accounting
records to keep track of the resources under Iis control. The exact 
reason why tile two accounts were established at La Previsora is not 
clear. Mission officials offered several possible explanations: that
the Controller thought he was the U.S. Disbursing Officer and his actions
 
were in compliance with AID regulations; that the Controller was asked by
his superiors to establish the accounts at La Previsora; or that the 
Government of Ecuador wanted the accounts opened at La Previsora tQ
bolster the hank's financial position. Since required internal control 
procedures were not followed in establishing and managing the trust fundaccounts, approximately $17.1 million in local currency could have easily
been misappropriated from the accoonts. The report recommends that
USAI/Ecuador prepare an accounting for trust funds under its control,
and establish procedures to ensure that trust funds are managed in
accordance with AID/landbook 19. Mission officials generally agreed with 
this finding and recommendation. 

AID's management system places project monitoring responsibility on its
project officers who administratively approve payments under host country 
contracts after ensuring that services have been properly rendered. The
Mission approved payment under three host country contracts based solely 
upon the contracting agency's certification. Later, the Mission approved

payment 
under a host country contract even though the contractor had not
 
complied with all of the contract terms. 
 IJSAIJ)/Ecuador had not developed

guidelines or procedures to assist its project officers in establishing 
systems to monitor performance under host country contracts. As a
result, over $196,000 in U.S. grant funds was paid to host country 
contractors who had not provided all of the products and services 
stipulated in their contracts. lowever, according to Mission officials,
$150,000 of this amount was paid to a contractor who at least complied
with the intent of hi s contract. The report recommends that
IJSAII)/Ecuador issue guidance en monitoring performance under host country 
contracts. fhe Mission genera Ily agreed with this finding and 
recommendation.
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AUDIT OF SELECTED
 
USAI I)/FCUAI)OR ACTIV ITI ES 

PART I - INTRODUCTION 

A. Background
 

Three programs are discussed in this report: an Economic Support Fund 
(ESF) grant, a PL 480 Title I sales program, and the Development
Assistance-funded Macroeconomic Policy Analysis project. 

The ESF grant agreement was signed on September 29, 1985. The basic 
agreement and its four amendments obligated $24.2 mil Iion for
balance-of-payments support. At the time of the audit, this entire 
amount had een disbursed, and S/. 2,311,536,000 (Ecuadorian sucres) I/
had been generated tinder the agreement. This local currency was to _Fe
used for purposes agreed to by USAIl)/Ecuador and the Government of 
Ecuador.
 

The PL 480 Title I loan agreement, signed on May 17, 1985, provided for
the sale of $S million in U.S. agricultural commodities. The sale of 
these commodities generated S/. 1,414,046,488 to be use( for purposes
agreed to by IJSAIl)/Ecador and the Government of Ecuador. 

The agreement for the Macroeconomic Policy Analysis project was signed on
September 28, 1984; the project assistance completion date was September
30, 1987. The project agreement obligated $1.3 million in Development
Assistance funds and required counterpart contributions equivalent to 
$435,000. As of March 31, 1987, $1.1 million in All) funds had been 
disbursed. 

B. Audit Objectives and Scope
 

The Office of the 
 Regional Inspector General for Audit/Tegucigalpa
conducted a financial and compliance audit of selected USAID/Ecuador
activities. The audit covered the Mission's management of local currency 
trust funds, monitoring host contracts theof country under Macroeconomic 
Analysis project, and certain transactions and activities which have
 
become the subject of an investigation. Discussion of those activities
 
has been deleted from this audit report in order to avoid prejudicing the
 
outcome of the investigation.
 

The audit objective was 
 to determine whether selected activities 
supported by USAID/Ecuador were in compliance With applicable laws and
regulations. The audit work consisted of: reviewing relevant laws and 
regulations; reviewing Mission documents such as agreements,

correspondence, reports, and accounting 
 records; and interviewing
 

l/ Local currency was generated using the exchange rate of S/. 95 to 
- $1. The same exchange rate is used throughout this report. 



USAII)/Eciiador and host government officials. The review of compliance 
and internal controls was limited to the findings in this report. The 
audit work was perfoned from January through April 1987, and covered the 
per(id from May 1985 through blarch 1987. The audit covered All) 
dishu rsemenLs of $1.1 mill ion and local currency generations equiva lent 
to $39.2 mlliion. The aludit was made in accordance with generally
accepted government auditing standards. 
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AIJD)[T OF SELECTED
 
USAID/ECIJAIDOR ACTIVITIES
 

PART I - RESULTS OF AUDIT 

The audit showed that USAID/Ecuador had not complied with AID Hlandbook 19
 
requirements for establishing and managing local currency trust fund 
accounts. Also, in some instances, the Mission had not complied with 
guidance on moni tori ng perfoniiance under host country contracts found in 
Landbook 19 and elsewhere. 

llowever, USAI)/cuador had taken several corrective actions before the 
aud it began. For example, it had closed two trust fund accounts which 
were improperly established. It had also notified the Government of 
Ecuador that certificates of deposit purchased with PL 480 Title I funds 
should he purchased in the name of the PL,480 Title I program rather than 
in the name of the Mission (olitroller. 

The first report finding discusses non-compliance with requirements for 
establishing and managing trust fund accounts. The Mission had 
established two accounts in the name of the Mission Controller (rather
than in the name of the U.S. Disbursing Officer) and used trust funds to 
purchase certificates of deposit in the Controller's name. In addition, 
the Mission did not maintain accounting records to keep track of 
transactions involving the certificates, and did not adequately safeguard
the certificates of deposit. The second finding concerns weak monitoring

of performance under host country contracts. The Mission relied on the 
implementing agency's certification of performance when authorizing 
payments to host country contractors, rather than personally verifying
performance. Later, after a change in project officers, the Mission more 
closely monitored perfonmance under host country contracts, but approved
payments to one contractor who did not fulfill all of the terms of his 
contract. 

The first recommendation is that UJSAID/Ecuador account for trust funds 
under its guardianship, and establish procedures for managing trust funds 
in accordance with Handbook 19. The second recommendation is that the 
,.ission provide its project officers guidelines for monitoring 
performance under host country contracts. 
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A. 	 Findings and Recommendations 

I. 	 Two Trust Fund Accounts Were Improperly Established and Carelessly 
Ma naged 

According to 	 All) landbook 19, the IJ.S. Disbursing Officer is to make
deposits to and payments from All) trust fund accounts, an( All) is to 
account for report the trust fund 	 toand on 	 operations the host 
government and AID/Washi ng ton. Cont ra ry to these requiremens,
USAI)/Eicuador opened two tnist fund accounts at a local hank ("La
Previsora") in the name of the Mission Controller to manage local 
currency generated under the PL 480 Title I and Economic Support Fund
(ESF) programs. Also, the Zontroller did not maintain required
accounting records to keep track of the resources under his control. The 
exact reason why the two accounts were established at La Previsora is not 
clear. Mission officials offered several possible explanations: that
the Controller thought he was the U.S. Disbursing Officer and his actions 
were in compliance with AIl) regulations; that the Controller was asked by
his superiors to establish the accounts at La Previsora; or that the
Government of Ecuador wanted the 	 accounts opened at La Previsora to
bolster the bank's financial position. Since required internal control
procedures were not followed in estahlishing and managing the trust fund 
accounts, approximately $17.1 million in local currency could have easily
been misappropriated from the accounts. 

Recommendation No. 1 

We 	 recommend that rJSAID/Ecmfdor: 

a) 	 prepare a utill accounting for the use of the Economic Support Fund 
and PL 480 Title I local currency funds deposited into and disbursed 
from the two trust fund accounts at La Previsora hank, and 

b) 	 establish procedures to ensure that AID trust funds are established 
and managed in accordance with AID Handbook 19. 

Discussion 

AID Handbook 19 reflects U.S. Treasury regulations in specifying the
procedures to be followed in establishing and managing trust fund 
accounts. The cooperating country makes local currency available for
deposit in a U.S. trust account pursuant to negotiations and a definitive 
agreement with AID. Title for foreign currency trust funds resides with
the cooperating country, and the Mission acts as trustee for the country
and reports thereon to the country and to Al)/Washington. Deposits to
and 	 payments from the trust account are effected by the U.S. Disbursing
Officer in accordance with standard collection, certification, and
accounting procedures. (The 1.S. Disbursing Officer for Ecuador is 
located in Mexico City, Mexico.) The All) Mission is required to maintain 
accounting records and 	 prepare reports on trust fund operations. 
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Contrary to the requi rements of Handbook 19, ISAI/l-cijador opened two 
trust fund accounts in the name of the Mission Controller at La Previsora 
bank to manage $17.1 million in local currency generated under the PL 480 
Title I program and the ESI! program. The Mission Controller and the 
Deputy Mission Director were authorized to sign checks drawn on these 
accounts, hut all checks drawn on the accounts (between December 1985 and
 
August 1986) were in fact signed by the Controller. 

The account for PL 480 Title I local currency was opened on )ecember 4, 
1985 purrsuant to a Trust Fund Agreement with the Government of Ecuador 
dated October 21, 1985. A total of $12.8 million in local currency
 
gene rated plus interest earned were deposi ted into tIle account. 
IJSAIDiCosta Rica's Deputy Controller, who was asked by USAID/Ecuador to 
provide rechnical assistance on managing local currency, questioned the 
legality of this account in a report dated February 7, 1986. On July 10, 
1986 (five months later) the Mlission closed the account an(d transferred 
the balance ($6.4 million) to a PL 480 Title I account at tile National 
Development Bank controlled by the Ministry of Agriculture (see Exhibit 
l). Another account, used only to pay the costs of the PI, 480 Title I 
Implementation Secretariat, was opened in the name of the IU.S. sl)ibursing 
Officer on November 24, 1986.
 

The account for the EISF program was opened on January 24, 1986 pursuant 
to a trust fund agreement wid the Government of Ecuador dated .]ania ry 
23, 1986. A total of $4.3 million in local currency generated and 
interest earned was deposited into this account a, La Previsora bank. A 
February 7, 1986 report prepared by, USAI)/Costa Rica's Deputy Controller 
who had travelled to (,Jito at the request and expense of IJSAll/Ecuador in 
order to help the Mission establish accounting and control systems over 
the ESF local currency generations also questioned the legality of this 
account. The trust fund cpreement was amended on May 29, 1986 (four
months later) to put the trust account in the name of the I.S. Disbursinug 
Officer. However, USAI1/Ecuador's Controller continued to disburse fmds 
from the Previsora account until a new account in the UJ.S. )isbursing 
Officer's name was opened on August 22, 1986. On December 30, 1986 the 
old Previsora account was finally closed and the balance ($3.9 million) 
transferred to a Central Bank account at La Previsora bank (see Exhibit 
2).
 

The Controller did not maintain accounting records (required by Handbook 
19) to keep track of the trust funds. Instead, he relied on bank 
statements and notations in the check books to account for uses of trust 
funds.
 

The Control ler invested some of the funds from the two trust flnd 
accounts in certificates of deposit at the National Development Bank. 
Most of the certificates paid 22 percent interest and had short-term 
maturities. The certificates were purchased in the name of the 
Controller rather than the name of the PL 480 Title I or ESF program. A 
total of 23 certificates of deposit were purchased (18 with PL 480 Title 
I funds and five with ESF funds). About $9.5 million ($6.3 million in PI,
 
480 Title 1 funds and $3.2 million ESF funds) was invested in
 
certificates of deposit. (These figures do not include interest earned
 
on the certificates.)
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The Mission's careless manageiient of trust funds is illistrated by its 
failure to properly protect the $6.3 million in PI, 480 Title I funds 
invested in cel. i ficates. Eleven of the certificates were redeemed at 
the National Development Bank by the Executive Secretary of the program, 
even though the certificates were in the name of the Mission Controller. 
The Executive Secretary was a foreign service national employee working
under a personal services contract with the Mission's Agriculture and 
Rural Development Office. The other seven certificates were kept by the 
Mission Controller in his Cashier's safe. Prior to his departure from 
Ecuador in September 1986, the Controller gave the seven unredeemed 
certificates to the Executive Secretary who kept them in his office. 
When the currunt Controller was instructed in December 1986 to secure all 
Mission files relating to our audit, the Executive Secretary delivered 
two sealed envelopes to the Controller for safe-keeping. According to 
the current Controller, the two sealed envelopes were placed in a safe 
that he had obtained for the purpose of controlling sensitive 
information. Upon cataloguing the information the following day, the 
Control ler found that the two sealed envelopes contained the seven 
unredeemed certificates of deposit. 

In addition, the Controller did not maintain any accounting records to 
track investments of PL1 480 Title I and ESF funds in certificates of 
deposit. Although the National Development Bank provided monthly 
statements to USAID/Ecuador, the ?,fission had no accounting records to 
verify the inforlation contained in the bank's statements. Given the 
absence of controls over the certificates of deposit, it would have been 
quite possible for tie Executive Secretary to misappropriate the 
equivalent of millions of dollars in trust funds. 

To correct this situation, the Controller turned tile seven unredeemed 
certificates over to the Ministry of Agriculture for safe-keeping on 
January 8, 1987. At that time, Implementation Letter No. 65 was issued, 
mandating that the name oil the certificates be changed from tile Mission 
Controller to the P, 480 Title I Program and that the certificates be 
held by appropriate Government of Ecuador officials. The Implementation
Letter also suggested that the certificates be kept in the custody of the 
National Development Bank and that authority to transfer funds between 
certificates of deposit and the PL 480 Title I Program account be 
exercised by the Minister of Agriculture or his representative who served
 
as the Chairman of the PL 480 Advisory Council.
 

The exact reason why the two trust fund accounts were established at La 
Previsora bank is riot clear. Some possible explanations given by USAID 
officials were that the Mission Controller was asked to do so by his 
superiors; or that the Government of Ecuador wanted the account opened at 
La Previsora bank to bolster its financial position. Also, we were told 
that the draft of the first trust fund agreement for the PL 180 Title 
program (which was approved by AID/Washington) stated that the trust 
account should he in the name of the iJ.S. lishursing Officer. Ilowever, 
this draft agreement was reportedly changed during Mission clearance 
because the Controller reportedly advised Mission officials that he was 
the U.S. )isbursi ng Officer. 

- 6­
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Al though we accolnted for al I funds deposi ted into and dishursed from the 
two trust fund accounts at La Previsora bank, we did not verify that alIof the funds disbursed from the accounts were used for intended
 
Diroses. In separate audit reports on the ESF dnd PL 480 Title I local currency programs, we recommend uses the Funds dishursedthat of underthese programs be promptly reviewed by local auditing firms. 

The establishment of the two trust fund accounts in the name of theMission Controller and the failure to account for the transactions was a
serious internal control deficiency. The equivalent of $17.1 million kn
local currency cou]d have easily been ldive rted to ummaHthorized uses sinrce
either the Controller or the Deputy Mission Director could 
have written
 
checks on these accounts without any vouchers to authori ze the
 
transactions or could have supported the transactions with falsified
 
vouc he rs.
 

Management Comments
 

USAI)/Ecuador questioned whether it would have actually been possible for
the Executive Secretary to misappropriate trust funds invested in
certificates of deposit. It also stated that one possible reason tnst
funds were deposited in La Previsora bank was so that the funds woumld 
earn interest. With its response to the draft report, the Mission
provided copy of a Mission Order dated June 19, 1987, which established 
policies for managing trust funds in accordance with AID and U.S.
 
Treasury regulations.
 

Office of Inspector General Comments
 

We continue to believe that trust funds could have easily been
 
misappropriated. The Controller could have written checks 
based on 
falsified or non-existent supporting documentation, and the Executive 
Secretary could have redeemed certificates of deposit without.
amthori zation. The validity of the suggestion that trust funds may have
been deposited in La Previsora to earn interest is doubtful since (1) the 
accounts did not earn interest and (2) interest could have been earned at 
any bank other than the Central Bank of iEcuador. The Mission Order 
issued in June 1987 implements part "h" of recemmendation number I which 
is closed upon issuance of this report. Part "a" is resolved, and will 
be closed whep the required action is comnpleted. 

- 7 ­



2. flost Country Contract Monitoring Needed Improvement 

AID's management system places project monitoring responsibility on its 
project officers who administratively approve payments under host country 
contracts after ensuring that services have been properly rendered. The 
Mission approved payment under three host country contracts based solely 
upon the contracting agency's certification. Later, the Mission approved 
payment under a host country contract even though the contractor hadnot 
complied with all of the contract terms. USAI)/Ecuador had not developed
guidelines or procedures to assist its project officers in establishing 
systems to monitor performance under host country contracts. As -a 
result, over $196,000 in U.S. grant funds was paid to host country 
contractors who had not provided all of the products and services 
stipulated in their contracts. llowever, according to Mission officials,
$1S0,000 of this amomut ias paid to a contractor who at least complied
with the intent of his contract. 

Recommendation No. 2 

We recommend that USAID/Ecuador issue a Mission Order on monitoring host 
country contracts which complies with Agency guidance. 

Discussion 

AID regulations found in hIndbook 19, Chapter 3 provide that project
officers assigned to oversee project implementation are to 
admini stratively approve all vouchers submitted under host country 
contracts (With certain exceptions not relevant here). The project 
officer's approval: 

.signifies that the [project officer], who is in a position to know 
or find out if services have been performed pursuant to the terms of 
the contract, is satisfied that the services set forth in the 
document attached to the claim or have in factbill been performed
and that the Iproject officer] assures to the best of his/her
knowledge that such services are in accordance with the contract 
invol ved. 

While AID Handbook 19, Chapter 3, Section If places primary importance 
upon the certificate of performance executed by the contracting agency, 
it does not relieve the project officer of- responsibility for 
independently verifying contract performance. All) Hlandbook 19, Appendix
3A proviles criteria for the project officer's administrative approval of 
all vouchers. It stipulates that, under contracts providing for payment 
at fixed intervals (as was the case under the contracts in question) the 

effectively 

project officer is expected "...to know whether the work has been 
completed" before approving payment. 

In addition, Section 101 of 
amended stipulates that "... 

the Foreign Assistance Act 
United States development 

of 
res

1961, 
ources 

as 
be 

and efficiently utilized." Sound management procedure would 
dictate that AID not delegate this monitoring responsibility to a host 
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country contracting agency, as would he the case if the project officer 
relied solely upon contracting agency certifications to ensure compliance 
with contract terms. 

Finally, All Ilanclbook 3, Chapter 11 provides that Bureaus and Missions 
must establish to monitor projectssystems adequately in their portfolios. 

IJSAID/Ecuador's Macroeconomic AnalysisPolicy Project (No. 518-0050)
funded host country technical services contracts with three Ecuadorian
nationals. The scopes of work of these contracts were vague, but it was 
intended that the contractors would provide advisory services, reports
and analyses to the Ministry of Finance in whatever manner the Minister
of Finance deemed appropriate. Two of the contracts also required the 
contractors to evaluate reports which were not scheduled for completion

i very the wereand de until host country cont racts approaching
termination. Therefore, the project in essence funded Ministry of
Finance staff positions, relieving the Ministry of Finance of the salary
burden of three staff advisors. The contractors were, however, to
provide detailed work plans to the Mission and/or the Ministry of Finance 
within 30 days of the contracts' effective dates. The contractors were
also to provide periodic progress reports, work plans and final reports.
The progress reports would summarize their work performance, problems
encountered and how they were solved, conclusions, and recommendations.
The final reports would provide a compilation of achievements, problems
and recommendations. These reports were to be submitted to the linistry
of Finance. The first contract became effective in November 1984 and 
terminated in Februaiy 1987. The remaining two contracts became 
effective in September 1985 and were terminated for convenience by the 
Ministry of Finance in ,June 1986. 

Under the terms of the contracts, IJSAID/Ecuador made monthly payments
directly to the contractors for "services rendered." The contractors 
submitted "Public Vouchers for Purchases and Services Other Than
Personal" (SF-1034), together with Ministry of Finance certifications of 
performance, to the Mission each month. projectTwo officers were
 
assigned to monitor the contracts at different times. 

The Mission administratively approved payments based solely on the
 
Ministry's certification of performance. Notwithstanding the Ministry's
certification, two of the contractors did not perform satisfactorily, and
their contracts were terminated for convenience in June 1986. The third 
contractor performed more satisfactorily, but still did not provide the
work plan, progress reports, and final report required by his contract. 

In May 1986, after a change in project officers, the Mission discovered 
that two of the contractors were not performing as required and 
immediately took 
 steps to terminate their contracts. The Mission,
however, continued to administratively approve payments for the third 
contractor, even though the contractor had provided the requirednot work 
plan, progress reports, and final report. 
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USAIl)/Ecuador had not established a system or specific guidelines for its 
project officers to use in monitoring activity under host country
contracts, so as to enable them to make informed payment authorizations.
Without positive guidance, the projec officers assigned monitorto theMacroeconomic Policy Analysis Project expressed the belief that they need 
not or could not actively monitor activities under these host country
contracts. In August the issued a1986, Mission Staff Notice requiringeach project officer to submit a completed monitoring checklist to the
Mission Controller's Office with each reimbursement voucher submitted For 
payment, incluling payments under host country contracts. This checklist
mentioned meeting with counterparts to discuss contractor performance al 
one basis for approving payment vouchers. This is a necessary step inestablishing 
an adequate payment authorization and certification system.
It does not, 
however, directly address the needs of the project officers

monitoring host country contracts. These include the need physicallyto
inspect work products, guidelines for refusing to authorize payment in
the absence of specific performance, and a description of project

officers' duties and responsibilities as a representative of a
 
non-signatory participant under the contract.
 

In the absence of such guidance, project officers were left 
 to
independently determine the scope 
of their monitoring responsibilities.

In this instance, the lack of guidance resulted in disbursement of almost

$200,000 to contractors who failed to abide by the terms of their
 
agreements. 
 Despite a lack of physical evidence of contract compliance,
AID had disbursed, through March 1987, $196,632 (partly in local
currency) to the three contractors for "services rendered." According to
Mission officials, $150,000 
of this amount was paid to a contractor who
 
at least complied with the intent 
of his contract, although he did not
 
produce exactly what was called for in the contract.
 

Management Comments
 

USAI)/Ecuador generally agreed with this finding and recommendation, butsuggested certain changes to the text to improve the completeness and 
accuracy of the finding and recommendation. According to the Mission,

the Regional Legal Advisor and the Regional Contracting Officer were

reviewing a draft Mission Order which provided guidelines on monitoring 
host country contracts.
 

Office of Inspector General Comments
 

We consider recommendation number 2 resolved. It may be closed when the
Mission Order on monitoring host country contracts is issued in final 
form. 

- 10 ­



B. Compliance and Internal Control 

1. Compliance
 

The audit disclosed compliance problems in two areas. First,
IJSAID/Ecuador had not complied with Handbook 19 requirements for 
establishing and managing trust fund accounts. The Mission established 
two trust fund accounts in the name of the Mission Controller rather than 
in the name of the U.S. Disbursing Officer in Mexico as required by All) 
and U.S. Treasury Regulations. The Mission also used trust funds to 
purchase certificates of deposit in the Controller's name. The Mission 
did not maintain accounting records to control the certificates, and (lid 
not properly safeguard the certificates themselves. The second area of 
non-compliance concerned monitoring performance under host country 
contracts. The Mission relied on the implementing agency's certification 
of performance when administratively approving vouchers for payment,
rather than personally verifying performance. Later, after a change in 
project officers, the Mission more closely monitored contractors' 
performance, but approved payments to one contractor who had not provided 
all of the products called for in his contract. The review of compliance 
was limited to the two areas discussed above. 

2. Internal Control 

The internal control weaknesses revealed during the audit concerned the 
same areas discussed above. First, the failure to establish sound 
internal controls over trust funds introduced an unacceptable risk that 
these funds could be misappropriated or wasted. Second, due to the lack 
of lission procedures for monitoring host country contracts, about 
$200,000 was dishursed to contractors who had not entirely fulfilled the 
terms of their contracts. The review of internal controls was limited to 
the matters discussed above. 

- 11­
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Exhibit 1
 

ANALYSIS OF DEPOSITS AND DISBURSIENTS
 
LA PREVISORA TRUST FUND ACCOUNT - PL 480 TITLE I PROGRAM
 

I)EC13IBER 9, 1985 TO JULY 14, 1.986
 

Deposits
 

- PL 480 Title I Sales Proceeds $14,884,700 
- Loan from Ministry of Agriculture 105,263 
- Redemption of Certificates of Deposit 1,101,246 

Total Deposits $16,091,209
 

Disbursements 

- Repayment of Loan $ 105,263 
- Purchase of Certificates of Deposit 6,315,790 
- Program Expenses 3,255,795 
- Transferred to National I)evelopment Bank 6,414,362 

Total Disbursements $16,091,209 



Exhibit 2
 

ANALYSIS OF DEPOSITS AND 1)ISBURSEMENTS 
LA PREVISORA TRUST -FUND ACCOUNT ESF PROGIRAM 

JANUARY 24 TO DECMBER 30, 1986 

Deposits 

- ESF Special Account at Central Bank $4,000,000 
- Redemption of Certificates of Deposit 3,491,431
 

Total De posi ts $7,491,431 

Di sbursement s
 

- Purchase of Certificates of Deposit 
 $3,157,895
 
- Program Costs 388,731
 
- Transferred to Central Bank Special Account at 3,944,805
 

La Previsora
 

Total Disbursements 
 $7,491,431
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UNITED STATES GOV~iiNMENr 

JH. 1./1C tmemorandum
 
14EPLY 1O /l-

AI TNo I"f aagu ( ,USA Il/ihcLadour(t to1* O/CONT-87-318 

DaftIa' Audit- Rep.u A Selected USAID/Ecuador Activi.tie; 

Mr. Coinage Gothard, LAC/RIG/A 

The Mission has reviewed thre subjoct d-aft audit repoLt and has 
the following comments, observations ond 
recommendations/requests for" changes: 

IL. Page i (first paraqraph) 

The last sentence in this paragraph states that the 
Macroeconomic Policy Analysis project was signed on 
September 28, 1.985. The correct signing date is September 
28, 1984. 

Page i (last paragraph) 

Mission requests that the first sentence be changed to 
read: "Current Mission management had taken many 
corrective actions...". 

3. Page ii (middle para.raph, last two sentences) 

Mission requests that the last two sentences he changed to 
read: "The Mission re l.ied on the implementing agency's
certification of performance when autho,:iz ng payments to 
certain host country contractors under one )roject." We. 
also request that the next sentence be changed to read: 
"Later, after a change in project ol:1:cers, the Mission 
muru cLoseLy moni. tored the project performance under the 
host country contracts, buit approved payments to one 
contractor who did not fulfill._ all of Lo terms oA hi... 
contracL." 

4. 'Page iii (first paragraph) and Page LO (second sentence) 

We know of no factual evidence to support the statement 
that the Governiment of Ecuador "...wanted the account.s 
opened at L Previsora to bolster the hank's pomsi.ton."
Unless there are documented statements made by GO: 
officials to support this claim, then we believe tihe 
statement should be del eted from the report. If 
speculative statements are to he ncludeo. in the report, 
tii, n other possibl.e reasons include a des ire to earn 

OPTIONAL FORM NO. 10 
(RCV. 1-80) 
GSA FPMR (41 CFR) 10i :I I 
5010-114 
* !,. C P(0 190r--4-I ?'V0yLL, 
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interest on the rI/c and presumed g reater accessabi i.ity
under the trist arrangement of the Missoa. 

Als:o, we question the statement that "...approximately 
$0L7.1. mii. . i n i local_ currency could have easily been 
omhbezziao fr1omi:n Admittod ly,the accounts." 
 inteirnal
 
control-,-; woL weak, butl tDL t ooes not necessa r i lv mean 
tliat lIlon is l been Ombezz Led ensily. If tL Isc-ou--Lk ilave 

statement: 
is to remail, it shoul.d be eplained in tLhe 
rpi)ort, in precise language, just how o3sily the money 
COuL d h.ivo been crmbez'led. In the absence of th,is 
Lguacj, we bel:ieve the statement siould oe chnnqel to 
road: ". .. in local currency was succeptale to misuse. 

'3ecause of the nevera I. chalges raquested to tLis findln, 
wo:equest that 
the last: sontenco .n this paraqratll be 

Paqe iii (last paLaLI,phi s 2cond setnc.) 

'Tine M1ission r eCuest:3 sentence chnthat the he igl1ed9, to road 
"The Mi,.<i.son a proved..." We KL:;o r:e-lileust that tie next 
se2ntolce no changed tot real: "[ater-, th1e Mission a pp UOvcI 
payment... '
 

b. Page iv (last sentence) 

Becatse of the cliianqp.Js ri-Iuolstedi in i.i:ems No. 4 and 5 
above, the mission bliev,3 that the ].ast sontence on thi 
pdge is tnnecossary and should he deler'ted. 

7. Pag:e 5 (s:'nto(nce whit begi sf on line1 1. 

We request that the sentonce he cihanged to read "Current 
Hission officials of he.red several. possible explanations:
 
that the accounts would earn interest, that the
 
controller...''
 

8. Page 5 (last sentence) 

Please reler to our comments re.Lated1 to tLe ease with
 
which money could have been embezzled. Again, we quest ion 
the validlity of this statement In time report unl.ss it i: 
substantiaLei. We s'ulijgcst that thn sentence he chang,,d Lo 
re fer to poor internal- controls which lett. the resources
 
vu ]ne rable. 

9. Page 6 (racom11nd atiLon a ano I)) 

We request that the iecommendation be rewritten as follows:
 

http:cliianqp.Js
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i.nterest oil the ,/C and presumned greater accessab. 
 ty 
und .r the trust a r arL, ,,ent o the Mission. 

A]:;so, we (uest ion the statement that "...approximately
$ 17i ,i [.[ion .in local currency could have easily been... 
embezzi i From the accounts." Adrmn t:dti., intoei-nal 
colnt 'oLs w,?i. wo.o Lho ha. uous O sL rl nll,L ihuue Il It.nrss -i 
t ihi m nioi Colu LW InIV' !),ton Oil):e2Z o, L Ly. I f- t i. 
stLaLeent. is to- IemainI, iit thinuld be explai ned in th;, 
uwpo inl r , PrLC (. l.a nj 0:1, , just LhOW 01 ii I y t h money 
(COLu havo d: ii the ;,V)(l eon heo 1. absenice F UP 
Larrguage, we be!_ Qvoi Lie st:tement .sioulnd no c q.' d to 
read: " . . . L u c" clr 1enc was 8,ICCFu.tsl 'lu to is sI .", 

B.cause ol the severa l changes reLquested to tit IsLnding, 
'o request" th:at :UP i: soI:;ntence in thiis parag raph be 

5. Paqe ici.i (last pjaiagi. i,)!i seco'o d snt cn) 

Te Miss)ion recl.iest:s; ii LhU the sent"ence he chanedii, tO rooi 
"''Ihe Missi'on approved. ." We also request that the next 
sQntence no changqo "Later, [1 [ssOto roal: the oplrovokl 
) ' me.iCnt.. . 

b. Page iv (Iast sentence) 

Because oi t e change:; r.,inste i J. t-OiU- .and 5m No. 4 
above, t.e Mi:sLon believes that the ;astsentOnce onl thi.sa 
page is unnneessar y a no shou.ld he 1olet1,-, 

7. Page 5 (s(nitence whci h L on ine 11.) 

We request tiat Lth seuIt.enco he ciangol t-o rcad "Current.
.4is; ion ot ic i.l1 s o .1 s.vra,ed l possible expl na tions: 
that the ,iCCunflts 0 [CI eab.t( LIi .iL, therito. that 

contro. Ie ...I 

8. Page 5 ( Li.at sntce) 

please re/Jr to coioilt reled.a to witionr r the ease 
whi m)oney corl have 110 embezzled. Again, we 1..(qu 51:1 
the valiJditV [ tis stal.:ement in the re:)or t unless it i;
substantiated. We suq.wat that; thlo sentence 'he crg ol I()
rlFor to poor internal controls which the resources.lt 

vu 1 no rabl . 

9. Page 6 (r . commO ndatLon a a no h) 

We roquest: that the recomlienreidation be rewiri,tten as VIoAlows 

A/ 
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a. "Prc:*parie 1iLl repor t. will , comFa . wli clh include o lot: e 
*ni+yi Lt. the : 480, ,,, li, I t:I2t0us,,l, l ai I1'I c u r r e n (]cy'] Qtl i le:;n pl+, s !:;l- l Wil€ 

Title I lec t 
a 11cI dl [ :;1)l l .;tYh F71 ()ii L. Q+ t w o) 

trust fun-d cc t nt; at ,a Previsnora hank, al...'' 

We bel1iove the recoimmendlation as presently written implies
that t o Mission should reconstruct accounting reports to 
AID/, that wouLd have been prepared if the trust accounts 
had been established properly. If this is the intent oE 
the recommendation, we do not believe it would serve any 
purpose to do so, and there would be no way the accounting 
reports to AID/W could be processed retroactivelv. 

6. This ectton of Recommendation No. L can be deleteo 
because the miss[on has taken the recommended action. 
Mission Order No. 236 was issued on June 1.9, 1987. We are 
providing a copy of the ordr to RIG/A and this should be 
reflected in the finaL report.
 

10. Page 7 (thLrd line) 

There is a footnote I/ but tlhere is no explanat[on of the 
footnote. 

it. Page 9 and 10 (reference to misappropriation of funds) 

Again, there were inter nal control weaknesses [)resent hut 
we do not know whether [t would have been poss [bl for the 
Executive Secretary to actually embezzle trust funds. le 
did not hayv, check signing author ity over any funds, but 
did have certiCicates o deposits in his possession, 
althouglh they were not in his name. Whether the bank 
wou [0i have a llowed him to catsh them and receive CLrrelncv 
is highly tnLikety and raises doubt about the hroid 
statement in the dra ft a udi: report regar[di ng the ease 
withi whichI he could have accessesl tle fLnds. The Miss ion 
believes that the statements on the subject should be 
deletel or altered to reflect the fact that weaknesses in 
internal controls left the Mission vulnor:ibla,. 

12. Page I1 (last paragraph) 

'le Mlission Order has been drafLted and is being reviewed 
by the Rf,A and RCO. We believe this should be raf lected 
in the final report. 

13 Page iii, Page L2, and Pages 17 and .8 

On these hour pages the dra ft report refers to $196,000
which was paid to host country contractors who had not 
"...provided all of the products and services in their 
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cofntiracts." This amount includes $150,000 paid to one 
contractor who we bel.ieve mo re than met te conditions of 
his contract and provided reports and other documents to 
justify the contract payments made to him. The 
deliverables produced may not have been precisely what 
were called Lo, in the contract, but it would be 
misleading to cLaim that the entire $196,000 had been paid 
out to contractors who iad not produced anytlhi.ng do r.ing
the terms of thei.r contlacts. We believe the statements 
in the dL-a[ft report should be changed to reflect the views 
of te ission on this matter. 

1.4. 	 Page .2 (Recomnendation Mo. 2) 

\e Lrequest that the second sentence be deleted. We are in 
the process oF i ssuinq an oLder which conforms to Agency 
guidance oro :the moni.tocing oC host country contracts. 
Personal. know.l.edge of acceptable work performed is on.y 
one of several acceptable monitoring techniques available 
to project oficers to ensure performance by host country 
conLractors. Perhaps the recommendation could bo 
rewr-itten to require the Mission to provide guidance to 
project officer s on monitoring techniques which conform to 
Agency standards. 

1.5. 	 Page 15 (second paragraph, last sentence) 

Mission requestq that tis sentence be del.eted. It 
implies that there were two officers assigned to monitor 
the same contracts which was not the case. 

16. 	 Page 15 (third paragraph) 

We request that the frst: sentence be changed to read: 
"The Nission administratively approved payments..." 

17. 	 Page 15 (last paragraph) 

Mission requests that the first sentence be changed to 
read: "In May [986, the Missicn discovered that..." 
Also, please change the Last sentence of the paragraph to 
read: "The Mission, however, continued to...'' 

1.8. 	 Page 17 (f:irst paragraph, l.ost sentence) 

Tlhis 	sentence should real: "An additiona1...was paid 
on... 	" 

19. 	 Pagc 17 (secondI par agrqph, irst sentence) and Page 18 
(Con l.iance) 

http:anytlhi.ng
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Because of t lie Ianguage changes p reviously requested 
.elatinq to the two project officers, it is not now 
iicv ssiiy I) (Ii lPrellt i.il~ btwoei the two project 
o I icI- .i IIliIII!;, i i I L (II e,v II ot Ih I e ,' l. 

20. Paqe 17 (last sentence) 

'l'jS.- serince slion id read: "The RLA and RCO are presently 
iceV iow al(jd ratit Miss ion Order provides d1 which gu jdel.i ,-!s 

ror Uloni tor i h COuntlry "host contracts. 

21. Page 18 (Cowd .[ancu) 

The wording in the second sentence in this paragaph
 
impes that the local bank account shouhld have been
 
opene, in the name of tho USDO, and, of course, this would
 
not have been acceptable. We suggest the last pact o:f the
 
sentence be rewritten to read: "...in the name of the 
Mi-ssion ControL ler ra the, than opening a trust account 
with the USI)O in Mexico "s requ.red by All) and US 'Ti:easuiry 
regu Lations. 

Att. : a/s 
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OFFICE OF INSPECTOR GENERAL RESPONSE
 
TO MANAGEMENT COMMENTS
 

Note: 	 The paragraph numbers below correspond to those used in 
USAID/Ecuador' s comments. 

1. We 	 have made the correction suggested by the Mission. 

2. We 	 have made the change requested by the Mission. 

3. We 	 have made the change requested by the Mission. 

4. 	 7he suggestion that the Government of Ecuador wanted trust funds 
deposited in La Previsora bank in order to bolster the bank's 
financial position is supported by a December 9, 1986 letter from the
USAI!)/Lcuador Director to the Assistant Administrator for Latin
America and the Caribbean. We doubt that the desire to earn interest 
was a motivating factor, since (1) the accounts did not earn interest 
and (2) interest could have been earned by depositing the funds in 
any bank other than the Central Bank of Ecuador. 

We 	 continue bel-eve the trust fundsto that 	 could have easily been
misappropriated. The Controller could have written checks based on
falsified or non-existent supporting documentation, and the Executive 
Secretary could have redeemed certificates of deposit without 
autho ri zat ion. 

5. We 	 have nade the change requested by the Mission. 

6. We 	 have made the change requested by the Mission. 

7. 	 The validity of the Mission's suggestion that trust funds may have
been deposited in La Previsora because of a desire to earn interest 
is questionable for the reasons discussed above in response number 4. 

8. 	 See response number 4. 

9. We 	 have made a change in the recommendation similar to that suggested 
by the 	Mission.
 

10. We 	 have deleted the footnote. 

11. 	 See response number 4. 

12. 	 The fact that the Mission order has been drafted has been included in 
the 	report.
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13. Ow Mission's views on this matter have been incorporated in lhe 

report. 

11. We have rn-wrilten the recommendation as the Mission suggested. 

15. We have changed the report to make clear that the two project
officers assigne to monitor these contracts were assigned at 
different times. 

16. We have made the change requested by the Mission. 

17. We have made the change requested by the Mission. 

18. The sentence the Mission refers to has been deleted. 

19. We have made the change requested by the Mission. 

20. We have made the change requested by the Mission. 

21. We have made the change requested by the Mission. 
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