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MEMORANDUM
 

TO: D/USAID/Honduras Acting, B. Loc Eckersley 

FROM: RIG/A/T, Reginald Howard ,; /k 

SUBJECT: Pre-Award Survey of the Capability of the Federation of Agricultural 
and Agro-Industrial Producers and Exporters of Honduras to 
Manage the USAID/Honduras Investment and Export Development 
Project 

This report presents the results of a non-Federal pre-award survey of the 
capability of the Federation of Agricultural and Agro-Industrial Producers and 
Exporters of Honduras (Federation)to manage the activities of the Investment and 
Export Development Project, USAID/Honduras Project No. 522-0312. The 
accounting firm of Arthur Andersen & Co. prepared the report which is dated July
10, 1991. The audit was requested by USAID/Honduras. 

The purpose of the project is to increase Honduran non-traditional export
earnings and related employment and income. The five year proposed budget is 
$10 million, including $2.5 million in long-term technical assistance and $1.0 
million for a capital fund. 

The objectives of the pre-award survey were to report on the Federation's: (1)
financial and managerial capability to administer the project, (2) internal control 
structure with respect to the project's operations, (3) compliance with the terms 
of the agreement and applicable laws and regulations, and (4) statement of 
proposed direct and indirect costs. 

Arthur Andersen concluded that the Federation has sufficient management
capability to manage the activities of the project and to comply with laws,
regulations, and proposed agreement terms relevant to the project. The auditors 
also concluded that the Federation has, except for the lack of an appropriate
projection of income, sufficient financial capability to manage the activities of the 
project. The auditors concluded that the internal control procedures established 
at the Federation are generally adequate with the exception of four material 
weaknesses that should be improved in order to strengthen its ability to manage
the Project's activities. These weaknesses included: (1) the lack of written 



procedures for certain accounting activities, (2) inadequate computer equipment
management procedures and a lack of computer capability, (3) commingling of
project funds with those of the Federation, and (4) the lack of written
reimbursement procedures. In respect to the statement of proposed costs the
auditors were not provided the bases, criteria, or documentation supporting theproposed direct and indirect costs and because of this scope limitation did not 
express an opinion on the project's proposed costs. 

This report was discussed with the Federation's management who expressed
general agreement with the report. They stated they were in the process of
s;ubmitting a new proposal with documentation to support the proposed costs and
irnplementing changes to address the findings addressed in the report. 
We are including the following recommendations in the Office of the Inspector 
General's audit recommendation follow-up system: 

Recommendation No. 1 

We recommend that USAID/Honduras, as a condition precedent to disbursement
of funds, require that the Federation of Agricultural and Agro-Industrial
Producers and Exporters of Honduras: (1) provide documentation to adequately
support its proposed direct and indirect costs for implementing the project, and
(2) prepare an appropriate income projection supported by income commitments 
from the Government of Honduras and other sources expected to contribute 
resources and establish procedures for the monitoring of the receipt of these 
resources. 

Recommendation No. 2 

We recommend that USAID/Honduras require that the Federation ofAgricultural
and Agro-Industrial Producers and Exporters of Honduras establish a separate
bank account and procedures to account for A.I.D. funds separate from its other 
funds. 

Recommendation No. 3 

We recommend that USAID/Honduras require the Federation ofAgricultural and
Agro-Industrial Producers and Exporters of Honduras to demonstrate that it has 
adequate accounting and administrative procedures manuals to adequately
address: (1) monthly closing of accounting records, (2) segregation of cash 
management functions, (3) management of fixed assets, (4) computer data
security, and (5) processing reimbursement requests. 

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

K
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AuxHUR ANDERSEN & GO. 

Guatemala, July 10, 1991
 

Mr. Reginald Howard 
Regional Inspector General for Audit 
United States Agency for International Development
Tegucigalpa, Honduras, C. A. 

Dear Mr. Howard: 

This report presents the results of our pre-award survey of the FEDERATIONOF AGRICLURAL AND AGRO-INDWIAL PRODUCERS AND ECMORMrM OF HONXJRAS (FPX)to manage the DIESIMERr AND EXPCRT DEVELO14M PMET USAIDM/fCNLURAs P
No. 522-0312, as of June 21, 1991. 

The U.S. Agency for International Development, Mission to Honduras(USAID/Horduras), plans to sign a grant agreement with the FEDERATION OFAGRIaffJRAL AND AGRD-INDSTRIAL P E AND EVXFIER OF HONDURAS (Federaci6n
de Productores y Exportadores Agropecuarios y Agroindustriales de Honduras-FPX),
San Pedro Sula, Honduras to implement the INVESTMMET AND EXPORT DEVEIDMENT
PRWO=Ea, USAID/H URM PROECT No. 522-0312. The Project's purpose is toincrease non-traditicnal export eaings and related employnent and inuxme. Thelife-of-project proposed budget is US$ 10 million over a five year period; thisbudget includes appi-cadmately US $ 2.5 million in long-term technical assistance 

laws of the Republic of Honduras, 

and $ 1 million to a capital fund. 

FPX currently receives funds fran USAID/Hnduras
Services Project, USAID/I uRm PRwIXECr No. 522-0207. 

under the Export and 

FPX was constituted for an indefinite term, in January, 1984 under the 
as a non profit, private entity. It is locatedin San Pedro Sula, Honduras. The objective of FPX is to assist and prmote thedevelcpment of the agricultural and agro-industrial exportations of non­traditional products, from the post-crop to their trade. Among the activities

performed by FPX are to promote and provide support services to producers and
exporters rEgarding marketing, pricing information on international market,
technical assistance and finance. 



ARTHUR ANDERSEN & Go. 

RZE-AWARD SURVY OBJEC'rIV AMDSCF 

The objectives of our pre-award survey of FMX to determine whether:were 

1. 	 The costs proposed by FPX are based on the most ccuplete and rateacc
pricing data available, and reflect only allowable, allocable and
reasonable costs which are considered necessary to accmplish the Project
activities. 

2. 	 FPX has sufficient management and financial capabilities and span of
control to administer the Project, considering its carrent and future
Projects' workload, staffing levels and past perfornmaxe. 

3. 	 FPX's internal control structure, including the xtrol environnnt, the
accounting system, and control procedures; cmtains sufficient capacity
to accurately capture accounting data under the agreement and that the
internal controls are adequate for the Project's purpose. 

4. 	 FPX is in ompliance th applicable laws, regulations and agreement terms. 

We crducted our work for the pre-award survey of FPX in accordance with
generally accepted auditing standards and the U.S. 	 Oumptroller General 's
"Government Auditing Standards" (1988 Revision). 

Our scope of the work included the following steps: 

A. 	 Preliminary tp 

We reviewed the following documents and applied criteria to the
different items tested in performing our work. 

1. 	 U.S. Office of Management and Budget (CHB) Circular A-122 "Cost 
Principles for Nonprofit Organizations". 

2. 	 The Mardatory St-dard Provisions for Non-U.S., NonGovernmental 
Grantees. 

3. 	 CMB Circular A-l10 "Grants and Agreements with Institutions of Higher
Education, Hospitals and Nonprofit Organizations" 

4. 	 AID Handbook 13, "Grants" 

B. 	 Statement of Proposed Costs 

1. 	 We have audited the Statement of Proposed Costs and analyzed the 
criteria used by the company to determine the costs proposed. 
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2. 	 We assessed that the costs included in the Statement of Proposed
Costs were allowable, allocable or reasonable costs. 

C. 	 Management and financial capability 

In assessing the management and financial capability of FPX, we 
carried out the following activities: 

1. Evaluation of the results taimed by FPX in developing similar 
projects. 

2. 	 Evaluation of the current crganization charts and the proposed 
assigrments.
 

3. 	 Evaluation of the staff levels of capacity in ability and experience 
terms. 

4. 	 Evaluation of the current and proposed work load of the key personnel 
that wmld be in charge of the Project. 

5. 	 Evaluation of FPX's policies for staff management. 

6. 	 Assessment of the procedures followed 	by FPX for refund requests. 

7. 	 Evaluation of whether FPX has the financial capability to cover the
Project's proposed expenses during a two-month period, until
USAID/HMM provides refurds periodically. 

8. 	 Evaluation of FPX's capability to cover 	its op-rating costs. 

9. 	 Verification of whether there was a formal commitment to cbtain the 
conterpart fnds. 

D. 	 Internal control stnucture 

We evaluated the current internal control structure and the controls pro­posed for the Project's management, in accordance with generally accepted audit­
ing standards. The internal controls evaluated included the adequacy of the
accounting system, procurnt policies andprocedures, procedure for contracting
technical assistance, planning policies, management and evaluation of the Pro­
ject, and the output and input procedures in the electronic data processing. 

E. 	 Compliance with agreement terms and
 
applicable laws and rp~ lations
 

Our work in this area consisted of monitoring whether FPX has cmplied withall applicable laws and regulations and assessing possible risks for the Project,
resulting from noncompliance. 
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Although it was not the purpose of our review, our audit steps andprocedures were designed to detect and we were alert to situations or transac­tions that could indicate fraud, abuse and illegal expenditures and acts. 

RESULTS OF SURVEY 

In this section we present a summary of the survey results, brieflydescribiM the most significant issues and problems found. These are fullydiscussed in the corresponding section of this report. 

1. Statement of Progosed Costs 

We were not provided by FPX with all the bases, criteria and documentationused to estimate the direct and indirect costs for the activities of theIVSEMEr AND EXPORT EVEDPMENT PR)JECT to be managed by FPX during a fiveyear period from 1991 to 1995. There was no sufficient information about thegeographical location where the Project is to be developed; therefore, it wasnot possible for us to verify the reasonability of the increase of hectares beingsupported; and cmsepently, the reasonability of the criteria used to preparethe Statement of Proposed Costs. Because of these limitations, the scope ofour survey was not sufficient for us to determine whether the related costs wereallocable, allowable, reasonable, and necessary for the Project execution, andconsequently, we are not in a position to express, and we do not express, anopinion on the Statement of Proposed Costs. 

The following conditions precluded from expressing an opinion:us 

Amonts included in the Statement of proposed Costs, considered un­
reasonable
 

In the Statement of Proposed Costs there were some disburse­
ments included that seem to be unreasonable. 

Counterpart funds and other income without sufficient bases 

The Statement of Proposed Costs includes US $ 450,000 which 
are expected to be received as counterpart funds. As of thisdate the governmant has not decided yet on its contributions 
to this Project in process, and cannot be confirmed byThere are also revenues for US 

now. 
$ 799,800 t-hat FPX expects toreceive through grants fram other entities, but there is noformal commitment from such entities, at the present time. 

2. Manajement capability 

We consider that FPX's management capability is satisfactory for the
Project's execution. 
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3. 	 Financial capability 

In the Financing Proposal, FPX estimated without sufficient bases 
that during the next five years, it will obtain income totaling approximately
US $ 842,400 from the interest to be earned through line of credit under the 
Agreement No. USAID/522-0207. 

If FPX does not obtain the incame mentioned in the preceding paragraph,
we consider that it may have same problems in executing the Project under the 
expense reimbrsement method. 

4. 	 Internal control structure 

As a 	 result of our evaluation of FPX's internal control structure
(different economic cycles), we detected sane weaknesses that should be improved
in order to strengthen the Project's execution. 

Financial Information 

a. 	 Lack of definition of internal controls of cash management, fixed 
assets, and the monthly accounting closing. 

b. 	 Tack of computer equipment capability and weaknesses in the 
Electronic Data Processing (EDP) department. 

Treasury 

a. 	 FPX funds ommingled with Project funds. 

E~enitures 

a. 	 Tack of procedures to prepare the requests for reibrsement from 
USAID/Honduras. 

5. 	 Campliance with agreement terms and 
aplicable laws and regulations
 

The results of our tests indicate that FPX had complied, or was in position
to comply, with applicable laws and regulations and proposed agreement terms.With respect to item not tested, nothing came to our attention that caused us 
to believe that FPX had not complied, in all material respects, with those 
provisions. 
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MANAGFEN=- OME 

FPX' s management gerrally agrees with the results of our audit and
recomnerdations; their ccaments have been ircapporated in the report as 
appropriate. ashe entire text of the written anag aents is ircludied 
Apperiix I of this report. 
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FEDERATION OF AGR=CUURAL AND AGMO-NDUSTRIAL 

PROECr AND =IRTrS OF HONQUAS-FPX 

.lVTITEXERT DEV=O:4ENT PROJECTAND 

USAID/HONLURAS PROJ-Ear No. 522-0312 

ATEME OF PM1POSED COSTS 

nIDEPEN=DE AUDIrlER' S REPORT 

We have reviewed the accopanying Statement of Proposed Costs for 

the Investment and Exports Development Project, USAID/Honduras project No. 

522-0312, to be managed by the Federation of Agricultural and Agro-irdustrial 

Prducers and Export Develorment (FPX). 

As described in findings fram No. 1 to No. 3, it was not possible to 

ewaluate the criteria used by FPX to determine the proposed costs for the Project 

to be developed; as well as the methodology and data used to prepare the 

Statement of Proposed Costs for the execution the NMm ANDof EXPORT 

DEVELDO N PRJECr, USaVD/HONDURAS PRWECT, No. 522-0312. 

Due to the limitations described in the preceding paragraph, the 

scope of our work was not sufficient to express, and we do not express an opinion 

on the reasonableness, allowability and allocability of the proposed direct and 

indirect costs for the execution of the INVESU=g AND XpORT DEVELOEN 

PRWJECT, USAID/HONMURAS PROJECr, No. 522-0312. 
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This report is inteark solely for the use of FPX and the U.S. Agency 

for International Developent. Tus restriction is not intended to limit the 

distribution of this report, whid upon aceptarne by tk.e Office of the Inspector 

General, is a matter of public record. 

June 21, 1991
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THE FEDERATION OF AGRICTTJRAL AND AGRO-INWSTRIAL
 
PRODUCERS AND EXPORTERS OF HONDURAS - FPX
 
INVEST=IE~ AND EXPOR DEVELOF=IENT PROJTECr
 

USAID/HON[XJRAS PROJEc- No. 522-0312
 

STATE74ENT OF PROPOSED COSTS
 

FOR THE YEARS 1991 TO 1995
 

(Expressed in 000' U. S. dollars)
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LM 
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5,271.0 25.0 0.0 133.8 5,429.8 
1,584.5 0.0 0.0 0.0 1,584.5 
1,226.0 25.0 0.0 51.0 1,302.0 

28.0 0.0 0.0 7.0 35.0 
141.0 0.0 0.0 0.0 141.0 
23.5 0.0 0.0 0.0 23.5 

268.0 0.0 0.0 0.0 268.0 
2,000.0 0.0 0.0 75.8 2,075.8 

1,502.6 0.0 0.0 636.0 2,138.6 
42.0 0.0 0.0 0.0 42.0 
63.0 0.0 0.0 0.0 63.0 
250.0 0.0 0.0 10.0 260.0 
477.6 0.0 0.0 50.0 527.6 
320.0 0.0 0.0 50.0 370.0 
240.0 0.0 0.0 426.0 666.0 
75.0 0.0 0.0 100.0 175.0 
35.0 0.0 0.0 0.0 35.0 

,554. 0.0 0.0 30.0 2,584.0 
800.0 0.0 0.0 0.0 800.0 
217.0 0.0 0.0 0.0 217.0 
87.0 0.0 0.0 0.0 87.0 
175.0 0.0 0.0 30.0 205.0 
275.0 0.0 0.0 0.0 275.0 

1,000.0 0.0 0.0 0.0 1,000.0 

310.0 0.0 0.0 0.0 310.0 

0.0 2,377.7 0.0 0.0 2,377.7 

0.0 0.0 450.0 0.0 450.0 

362.4 0.0 0.0 0.0 362.4 

10,000.0 2,402.7 450.0 799.8 13,652.5 
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kEZATION OF AGRICU IAL AND AGRO-TNUSTRTAL 

PROUCERS AND EXOORS OF HONmRAS-FPX 

ThVESMI= AND EXPORT DEVELOPMENT PRQTECT 

USATD/HONURAS PROTE-= No. 522-0312
 

REPORT ON THE STATEMENT OF PROPOSED COSTS 

1. 	 FPX did not document the criteria related to the 
Project Proposed Costs nor the basis applied to 
prepare the pertinent financial data 

Conditions 

The cost proposal for Project execution does not describe the basis 
and criteria applied to prepare the corresponding budget, and we were 
not given the documentation and other related information. 

Criteria
 

The cost proposal should be based on the most current, coMPlete and 
accurate data, which should be available in support of the Project's 
budget. 

Causes 

We were told that the budget for the Project was pI'pared in 
conjunction with USAID/Honduras staff and FPX did not receive the 
documentation on the criteria, basis, assumptions and other 
information in support of the Project financial data. 

Effects 

There is uncertainty as to whether the proposed costs are necessary, 
reasonable, and applicable for the Project's execution. 

Recmendations 

FPX should properly document the proposed costs, by taking into 
account the eligibility criteria established for such purposes. To 
this effect FPX should obtain from USAID/Honduras the provision to 
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which the entity would be subject when managing USAID/Honduras 
project funds. Also, FPX should submit to USAID/Honduras for its 
review, 	 the resulting proposed costs prior to USAID/Honduras 
authorizing the use of Project funds. 

2. 	 Amounts included in the Statement of Proposed 
Costs, considered unreascnable 

Conditims 

Within the Statement of Proposed Costs there are included the 
following accounts that seem to be unreasonable: 

CONCEPT
 

Research 	and development of 4 new 
products 	at US $ 500,000 each one US $ 2,000,0O0
 

Permanent technical assistance for the 
Presidency and General Management, 
during four years (US$ 200,000 each) 	 800,000 

Contingents 	 362,400
 

New products tests 	 320,000
 

Two evaluatiors of the Project during 
its term (US $ 155,000 each) 	 310,000
 

Purhase 	of vehicles 275,000
 

US $ 4,067,400
 

FPX included in the Statement of Proposed Costs a US $ 1 million 
allocated for external debt purdhase, in order to generate income 
for the Federation. Howver, such transaction was not accepted by 
USAID/Honduras, and it is unknown where that amount is going to be 
reassigned. 

FPX prepared the proposed costs for foreign technical assistance 
based on the maximum rates paid by AID for such a concept. FPX did 
not contemplate the average paid in previous contracts, which is 
lower than the proposed costs.
 

Criteria 

According to the circular OMB A 122, reasonable costs are those that 
do not exceed the value that a prudent person would incur. 
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- Due to the need to submit the financial costs proposal, FPX estimated 
the proposed costs based upon its criteria instead of documented 
issues. 

Effect 

Proposed costs appear to be overestimated. 

Reocmaton 

FPX should properly document the proposed costs, by taking into 
accomt the eligibility criteria established for such purposes. To 
this effect FPX should dtain from USAID/Hmiduas the provisions to 
which the entity would be subject when managing USAID/Honduras
Project funds. Also, FPX should suhnit to USAID/Honduras for its 
review, the resulting proposed costs prior to USAID authorizing the 
use of Project funds. 

3. Counterpart funds and other income without sufficient support 

Coition 

In the Statement of Proposed Costs there are US $ 450,000 for 
counterpart funds from the Governmnt of Honduras, for which there 
is no assurance whatsoever that FPX will receive.
 

In addition, FPX included in the Statement of Proposed Costs other 
incomze amntng US $ 799,800. However, FPX does not have as of this 
date the confirmation of receiving such income during the Project. 

criteria 

AID requires that there exists a written commitment from the 
Government of Honduras for obtaining counterpart funds. Also, FPX 
shoild establish a procedure to make sure these funds will be timely
received. 

Cause 

FPX does not have comnitment document fron the Government of 
Honduras, to assure that counterpart funds, will be received and 
there is no formal cammitment from other international entities to 
grant donations. 

Effect 

- Overestimation of revenues in the Statement of Proposed Costs. 
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FPX should request the Govenment of Honduras the subscription of 
a commitment document for obtaining counterpart funds. In addition,
FPX should establish a procedure to assure that the counterpart funds 
will be received in a timely mnner. 

FPX shuld obtain a commintme document from other entities for 
cbtai nin resor and to establish a procedure to ensure such 
funds will be timely received. 
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FEDEmATON OF ARICUJRAL AND AGRO-INUSTRAL 

P JCERS AND ORTERS OF HONa -FPX 

MISTMET AND EXPORT DEVEOPM PENT 

USAID/HONMXJRAS PR No. 522-0312 

REPORT ON MANAGE CAPABILIT
 

INDEPENDT AUDITOR' S REPORT
 

We have performed a pre-award survey of the Statement of Proposed 

Costs of the activities of the MNVESI= AND EXOR EVEOENT PROJECT, 

USAID/M RM PROEC No. 522-0312, to be managed by UE FEDEATION OF 

ARICJIRAL AND AGO-INUSTRIAL PRODUCERS AND EXPORTERS OF HONWMRAS (Federacion 

de Productores y Exportadores Agropecuarios y Agroirkbistriales de Honduras 

-FPX), and have issued our report dated June 21, 1991, in which we disclaimed 

our opinion due to significant scope limitations. 

As part of the pre-award survey, we have performed an evaluation of 

FPX's management capability to manage the activities assigned to it under the 

above mentioned project. Our evaluation included the following areas we consider 

relevant to the criteria established by USAID/Honduras as set forth in its 

statement of work for the pre-award survey. 

Our survey included the evaluation of the following areas: a) the 

results obtained by FPX in developing similar projects; b) the current 

organization charts and proposed assignments; c) the staff levels in relation 
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to the ability and experience of pers=me assigned; d) the current and 

proposed work load of the key personnel that would be in carge of the Project; 

and e) FPX 's policies for staff managnt. 

Based on our evaluation and uderstarding of the criteria included 

in the statement of wrk referred to in the preceding paragraph, we believe that, 

FPX has sufficient administrative capability to manage the activities of the 

MVESD= AND EXPCfRU D ELOPMENT PRECr, USAID/HMUMAS MO= No. 522-0312. 

This report is intended solely for the use of FPX and the U.S. Agency 

for International Development. This restriction is not intended to limit the 

distribition of this report which, upon acceptance by the Office of the Inspector 

General, is a matter of public record. 

June 21, 1991 
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FEDERATION OF AGRIJUTIRL AND AGRM-NIEfUTIAL 

PRODUCERS AND EXPORTERS OF HONDURAS -FPX 

INVESTMENT AND EXPORT DEV PMENT PROJECr 

USAID/HONURAS PRO No. 522-0312 

PPOR ON FINANCIAL CAPABI=flY 

INDPE DENT AUDITOR' S REORT 

We have performed a pre-award survey of the Statement of Proposed 

Costs of the activities of the INVE 1r AND EXPOI DEVIMT cR=, 

USAUD RAs P1FEC No. 522-0312, to be managed by THE FEDERATION OF 

AGRICJ=UAL AND AGR-INUSTIAL PDUCERS AND EXPORES OF HONDURAS (Federaci6n 

de Productores y Exportadores Agropecuarios y Agroindustriales de Honduras 

- FPX), and have issued our report dated June 21, 1991, in which we disclaimed 

our opinion due to significant scope limitations. 

As part of the pre-award survey, we have performed an evaluation of 

FPX's financial capability to manage the activities assigned to it under the 

above mentioned Project. Our evaluation included the following areas we consider 

relevant to the criteria established by USAID/Honduras as set for in its 

statement of work for the pre-award survey. 

In our survey we performed an evaluation of a) the procedures 

followed by FPM for fund requests; b) whether FPX has the financial capability 
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to cover the Project's proposed expenses during a tw-month period, until 

USAID/Honduras provides refunds periodically; c) FPX's capability to cover its 

operating costs; and d) whether there was a formal commitment to obtain the 

counterpart funds. 

Based on our evaluation and uderstanding of the criteria included 

in the statement of work referred to in the precedent paragraph, we believe that, 

except for the lack of an appropriate projection of incom as explained in 

finding No. 1 of the following page, FPX has sufficient financial capability to 

manage the activities of the INVEMMERr AND EXORT DEVEiD4wT ROEC, 

USAID/HONDPRAS E ECr No. 522-0312. 

This report is intended solely for the use of FPX and the U. S. 
Agency for International Develqment. 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. 

June 21, 1991 
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-F- ON OF AGICILUP ANDA 

PROUCER AND EXCFR S OF I-MMMWS-PX 

INVSTME MND EXOP EVFoP JEc 

USAID/ UMS MM= No. 522-0312 

mag C*N FINNCIA (&P- uz.r 

1. 	 ncert Init i dtainirg proJiected, proceeds 
at the Central Bank of Horduras 

Cmdition 

FPX May have problems in coveriM the project expenses while it 	 receivesthe 	USAID/ ras periodic refunds, because the cbtention of the projectedUS$ 842,400 is uncertain since FPX estimated such revenues with no basis.Therefore, FPX 	may have problems with its cash availability. 

CitariLa 

In the Statement of Proposed Costs only the projected revenues based on 
outplete and accurate available information shuld be included. 
Cause 

FPX as of this date has no confirmed the funds that expect to receive fromthe interest earned on the loans given with funds of the Agrement
LSAID/522-0207. 

Effect 

The revenues shown on the financial proposal may be overestimted. 

FPX mumst include in the financial proposal only those revenues that arelikely to be obtained as interest fron the financing line of credit under
Areewnt USAID/522-0207. 
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FEDERATION OF AGRICULJURAL AND AGRO-INJSTRIAL
 

PROUCERS AND EXPORTERS OF HONDURAS - FPX
 

I.FSTMI T AND EXPORT DEVELOPMENT PRCJECr
 

USAID/HONmpRAS PRI=TECr No. 522-0312
 

REPORT ON INTERNM CONTRL STRJCI R
 

INDEPENDENT AUDITOR' S REPOT
 

We have performed a pre-award survey of the Statement of Proposed 

Costs of the activities of the INVESU= AND EXPORT mEvE=OPMET Jr, 

USAID/H RAS FMEC No. 522-0312, to be managed by MIE FEEATION OF 

AGRICUIURAL AND AGO-INJDUSTRIAL PRODUCERS AND EXPORTERS OF HONDURAS (Federacion 

de Productores y Exportadores Agropecuarios y Agroirdustriales de Honduras 

- FPX), and have issued our report dated June 21, 1991, in which we disclaimed 

our opinion due to significant scope limitations. 

In planning and performing our survey we considered FPX's internal 

control structure to manage the proposed Project, in order to determine our 

survey procedures for expressing our opinion on the Statement of Proposed Costs 

and not to provide assurance on FPX's internal control structure. 

The management of FPX is responsible for establishing and maintaining 

an internal control structure for Project purposes. In fulfilling this 

responsibility, estimates and judgments by management are required to assess the 
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expected benefits and related costs of control procedures. The objectives of 

an internal control strucure are to provide management with reasonable, but not 

absolute, assurance that assets are safeguarded against loss fran unauthorized 

use or disposition, and that transactions are executed in accordance with 

management's authorization and recorded prqerly to permit the preparation of 

financial statements in accordance with generally accepted acounting principles. 

Because of inherent limitationso in any internal control structure, errors or 

irregularities may nevertheless occur and not be detected. Also, projection of 

any evaluation of the structure isto future periods 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. 

For the purpose of this report, we have classified the significant 

internal control structure policies and procedures in the following categories: 

financial information, procurement, payrolls, treasury, incom and conversion. 

For all of the internal control structure categories listed above, 

we obtained an understanding of the design of relevant policies and procedures 

and whether they have been placed in operation, and we assessed control risk. 

We noted certain matters involving the internal control strure 

and its operation that we consider to be reportable conditions under standards 

established by the American Institute of Certified Public Accountants. 

Reportable conditions involve matters coming to our attention relating to 
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significant weaknesses in design operation of the controlthe or internal 

structure that, in our judgment, could adversely affect the Federation's ability 

to record, process, summarize and report financial data consistent with the 

assertions of management in the financial statements. 

Our evaluation of the FPX's internal control structure related to 

Project activities disclosed the reportable conditions, described as findings 

No. 1 to 4 on the following pages of this report. 

A material weakness is a reportable condition in which the design 

or operation of the specific internal control structure elements does not reduce 

to a relatively low level the risk that errors or irregularities in amounts that 

would be material in relation to the financial statements being audited may occur 

and not be detected within a timely period by employees in the normal course of 

performing their assigned functions. 

Our consideration of the internal control structure notwould 

necessarily disclose all matters in the internal control structure that might 

be reportable conditions, and accordingly, would not necessarily disclose all 

reportable conditions that are also considered to be material weaknesses as 

defined above. We believe that all reportable conditions described in the 

following pages as findings 1 to 4 are material weaknesses. 

This report is intended solely for the use of FPX and the U. S. 

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

Inspector General, is a matter of public record. 

June 21, 1991 
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FEDERATION OF AGRICULRAL AND AGRO-INDUSTRAL 

PROIXYS AND EXPORTERS OF HONDURAS-FPX 

INVESIM= AND EXPORT DEVE IOPaM T PROJ"ECT 

USAID/HONDURAS PRXJECr No. 522-03:72 

INTERNAL CONTROL STRUC IUE 

1. Lack of definition of the 

internal controls 

Condition
 

As a result of our evaluation of the FPX's internal control structure, the 
following weaknesses were detected: 

There was a lack of written procedures to perform monthly accounting 
closing, which identify among other items, individual responsibili­
ties, critical due dates and accounts that should be reconciled 
against the subsidiary records. 

There was not adequate segregation of functions in the cash 
management and accounts receivable areas: the same person that 
receives and deposits cash in the bank, is the one in charge of 
handling the subsidiary records of clients from whom the funds are 
received. 

- The subsidiary records of fixed assets outdated.are 

criteria 

In an adequate system of internal control, there must be procedures defined
in writing for the following activities: a) accounting closing, b) an
adequate segregation of functions, c) safeguard of the entity's assets. 

Cause 

The manual of accounting procedures lacks specific written instructions 
in regard to the above mentioned areas. 

Effect 

Some transactions may not be recorded in the respective period 
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he Project funds received my be diverted withut noticing it at 
the proper time. 

-Tere exists the risk of subtracting the fixed assets without timely
detection. In addition, there is not assuranc of fixed assets 
existence and physical location. 

Reamdation 

FPX should include in its accxmting manual, the procedures to carry out
accounting closing, seregation of functis in cash management, and 
procedures for controlling the fixed assets.
 
2. 	 lack of computer equipnt c bility and weaknesses 

in the Electronic Data Processini (EDP IDertment 

Ondition 

When assessing input and output prockdures in the electronic data 
processing area, we detected the following weaknesses: 

- The cmute equipment of the accounting department has a small 
memory capacity; therefore, it processes the information very slowly. 

- The accountin program in use is inflexible. 

- Some personal computers have no restrictions on the access to the 
accounting information. 

-	 The computer equipment is used in an isolated way, that is physical 
resources are not shared. 

-	 There are master files without protection against non-authorized 
access.
 

- There still are access codes to the accounting software that were 
used by ex-eaployees of the entity. 

-	 Some accounting reports issued by the EDP department do not appear 
to be 	accurate.
 

criteria 

The accounting systems (manual or computerized) should provide timely 
and accurate information.
 

Accounting software should be flexible, so that adjustments and/or
 
necessary changes can be made.
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Internal ontrols in an MP environ=t require that any cv 
equipment has the follwin features: 

Minimal access restrictions (Passwords). 

Master files protection against non-authorized access. 

Updated access codes. 

The iter uipnt operation shoud be maximized sharing the 
physical and logical resaces, in order to avoid duplicating
infonmation. 

Reports issued by any application acquired or developed should be 
consistent. 

Causes 

Lack of computer equipment in acordance with the accounting
 
de artment nes.
 

Inadequate software for accxmtirg purposes.
 

lack of clearly defined policies on access restrictions, master files
 
protection, accss codes, andi updatin.
 

Each FPX department handles its own data and programs.
 

Effect 

- Processing of accounting transactions and issuance of reports takes 
a long time. 

- Same accounting transactions are not recorded in the corresponding 
month. 

- Any person can access important accounting information in the 
capiters. 

- Any file may be modified or eliminated, without leaving any evidence. 

- People who make modifications to the applications may not be 
identified. 

- All personal cxmputers have the same software installed (word proces­
sor, electronic sheets), using disk space and complicating the 
sharing of information. 

- The reports issued are not completely reliable. 
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£PX ~should consider: 

Evaluating the convenience of acquirirq a more flexible accounting
software or to modify the one it already has; 

Designing an access procedure for the different software used 
including total protection against non-authorized access to any 
software;
 

Establishing procedures to assure that access codes are frequently

changed and to eliminate the passwords that identify personnel that 
no longer works for FPX; and 

Integrating all personal computers into a multi-user netwcrc in order 
to share physical and logical resources and to assure the safety and 
integrity of the information. 

3. FPX funds commingled with Project funds
 

cOdition 

FPX deposited its own funds together with Project funds received from 
USAID/Honduras and other sources. 

criteria 

The Financial Audit Guide issued by the Controller General of the United 
States, requires that an entity's own funds not be comingled with loans 
or grant funds provided by any U. S. Goverment Agency.
 

Cause 

The bank accounts of Project No. 522-0207 financed by USAID/Honduras, are 
usually kept with a low amount of funds. This is due to the fact that the 
reimbursement of expenses by USAID takes a long time. Therefore, FPX has 
transfer its own funds to the operating account for the execution of the
 
Project. 

Effect
 

In the financial statements of Project USAID/Honduras No. 522-0207 managed 
by FIDE, there are receivables to the Federation.
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FPX should open and maintain a separate account for the management of 
USAID/HorKurs project funds. 

4. 	 lack of procedures to prepare the requests
 
for reimbursements from USAID/Honduras
 

Cn iti 	n 

FPX does not have a written policy defining procedures to prepare requests
for reimbursnts from USAID/Honuras. This situation has resulted in 
the requests being prepared according to the FPX's General Accountant 
criteria. 

criteria 

As a part of an adequate control measure, to execute the Projects financed 
by USAID/Honduras, FPX should have written procedures that result in a 
timely, accurate, and appropriate presentation of the refunds application. 

Cause 

There is no policy in the administrative procedures manual for the 
preparation of request for reimbursements. 

Effect 

The applications for expenses refunds from USAID/Honduras are backlogged
because they are not periodically prepared. At the same tim this results 
in FPX receivables from USAID/Honduras, because the Federation must cover 
with its own funds the expenses of projects financed by USAID. An example
of this situation is FPX receivable from USAID/Honduras of Lps. 1,642,538, 
as of April 30, 1991.
 

eccamendation
 

FPX should define clear policies for the preparation, review, and 
authorization of requests for reimbursement, and should include those 
policies in the administrative procedures manual. 
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FEDERATION OF AGRICULMIURAL AND AGRO-INDUSTRIAL 

PRDJCE AND EXPORnMS OF HONDURAS - FPX 

MVESTMENr AND EXPORT DEVELnPT pRQJECT 

USAID,' A PROJECr No. 522-0312 

REPORT ON CM[P NCE WIT AGREEME~r TERMS 

AND APPLICABLE 1AWS AND ROUIATIONS 

INDEPENDENT AUDITIOR' S REPORT 

We have performed a pre-award survey of the Statement of Proposed 

Costs of the activities of the NVEs]mEN AND EXPORT DEruoPMENT Ip =, 

USAID/ uwA PROJECT No. 522-0312, to be managed by =IE FEDERATION OF 

AGRIaIUR AND AGO-INxWSTRIAL PRODJCERS AND EXPORTERS OF HONDURAS (Federacidn 

de Productores y Exportadores Agropecuarios y Agroindustriales de Honduras 

- FPX), and have issued our report dated June 21, 1991, in which we disclaimed 

our opinion due to significant scope limitations. 

he management of FPX is responsible for compliance with agreement 

terM and applicable laws and regulations. As part of our review to obtain 

reasonable assurance about whether the Statement of Proposed Costs is free of 

material misstatement, we performed tests of FPX's compliance with agreement 

terms and certain provisions of laws and regulations. However, our objective 

was not to provide an opinion on overall compliance with such provisions. 
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he results of our tests irniicate that FPX had complied, or was in 

position to comply, with applicable laws and regulations and proposed agrent 

terms. With respect to items not tested, nothing came to our attention that 

caused us to believe that FPX had not complied, in all material respects, with 

those provisions. 

This report is intended solely for the use of FPX and the U.S. Agency 

for International Developnt. This restriction is not intended to limit 

distrihition of this report which, upon acceptance by the Office of the Inspector 

General, is a matter of public record. 

June 21, 1991 

-30­



APPENDIX I 

I of 2 

MANAGEMENT COMMENTS TO PRE-WARD SURVEY OF FPX TO MANAGE
 

USAID/HONDURAS PROJECT No. 522-0312
 

1. 	 STATEMENT OF PROPOSED COSTS
 

FPX will D-e-sent witnir, tn,e ne>xt 7 weeks to USAID/HONDURAS
r)Ezw DroODsOal which wii r-a'.e in to acm*ount severl cnances 
tte t nave oc-,,rre. ince- tne or2aoinal 5iu~niit- i_ o-i t e_­
DroD-i_= iF, Dece.mtbe'- 1 . -L mrEnew report will TLul> r,_oc,_mert 
tne £DrOCEcS costs cro- ections.and 	 Eoort arc emrco'mer: 

=D-oal will ne tasec only on Dr-Joects SUDDOm- ted D\, FPX. 

T!he Decemoer DroDC_,sal was _reoared based on tne oe,-aeinc 
e),oerience oi tre in-titutior, in develooinQ ann-al Lr-, anl 
tr,e follow2.nc: 

a 	 £_ctc-a I studae_ .f the exoort ootential 
sDeci ic Uoducts, e.o. Stud0Y of the Shrim-
Potential ir Honduras devel oped by Trop,ical 
Resea,--nr- and Devel ooment. 

_1) 	 Product Development Plans (PDP) which are oreoared 
and reviewed annually by the institution for every 
product they oromote. These documents provide 
sufficient statistical information on exoorts, and
 
the recomendation was closed.
 

c) 	 AID policy to consider maximum costs for technical 
assistance in the development of prooosals. 

The issue of obtaining formal commitments from the Government 
of Honduras (GOH) and other donor entities is an area in which 
FPX is working on and expects to obtain them in the near 
future. FPX will repuire AID suooort and assistance for the
 
GOH commitments as these will be proviJed by PL484, Title _TI
 
f unds. 

2. 	 FINANCIAL CAPABILITY
 

The new ,rooosal will include a more detailed analysis of the 
projected revenues. Specifically, the projected interest
 
spread for the 522-0207 Credit Line will be oro-ecteo on a 
loan by loan basis. A formal aoreement between AID and tne 
Central Bank of Honduras already exists and remains 2.n force 
until one or both of the oarties decioes to modify it.
 
Federaci6n de Asociaciones do Productores y Exportadores Agropecuarios v Agroindustriales de Honduras 

P.O Box 1442 San Pedro Sula. HONDURAS. Tel, (504) 52-6794/95- 52-7851. Fax (504) 52-7852

Our Overseas Address: Rdo. FEPROEXAAH, Dept 534, P.O. Box 52-6450 Miami. Fl 33152-6450
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3. INTERNAL CONTROL STRUCTURE 2 cf 2 

FPX on, : n _-u. teev "ts counr "Q F,"'r-ne i or tre re, 
-r l !,-e_ &no secrecatsrc 0 jIFrctrons_ T the hotT,., 

n'a::nta 'g--:clo F. (DeE a.-ac _e- memo'anOms A,. Trne cor lr-Cpj 
c!T Q e aset w l be stren'2tneneo an: new Droceoure re 

e=,as-oing comuter eouir,ment a stwo- was comoleted in AuusEt 
-wo to define swecilaci eQuipment needs (See attached 

-aB). Accorcin ,,,, the nezes'sary eQUirment r:as 
Ei reaeen DL-chaseo (See Attachment C The mul t2-user 
netwo- will De nurcnesed once FPX moves tc a its new office 
bLl: '7lOuring mt-e next montns. The current accountnn sstem 
nas teen reviewec ,See attached Memo E) and further 
-va'uations will take olace in the followino months to decide 

_nvter current system or Dv newthe is modified substituted a 
one. Oin July 18. 1991 the Dasswords and access proceoures have 
DEer modified iSee attached Memorandum E). 

,sEseen in attached examDie (F) of daily memos. FPX has 
secarate bank accounts by funding source. On July I a memo was 
sent to guarantee that funds are deoosited in the aorooriate 
accounts (See attached Memo G). 

Regarding the Drocedure for the Dreoaration. review and
 
authorization of the reouests for reimbursements by AID, FPX's 
new Administrative Manager will travel to AID to verify their
 
Qrccedures and subsequently will develoo the apmrooriate
 
Dolicies and include them in the Administrative Procedure
 
Manual.
 

July !0. 1q91 

/ 
Federacion de Asociaciones de Productores y Exporradores Agropecuarios y Aoroindustrialesde Honduras (71-" 

7852 
;4.1;n 



Appendix 1 

U.S. Ambassador to Honduras 
D/USAID/Honduras 
AA/LAC 
LAC/CONT 
LAC/CAP/H 
AA/XA 
XA/PP 
LEG 
GC 
AA/M3 
FM/FPS 
PPC/CDIE 

Office of the Inspector General 

IG 
AIG/A 
IG/A/PPO 
IG/LC 
IG/RM/C&R 
AIG/I 
IG/A/PSA 
IG/A/FA 

Regional Inspectors General 

RIG/A/Cairo 
RIG/A/Dakar 
RIG/A/ManiIa 
RIG/A/Nairobi 
RIG/A/Singapore 
RIG/A/Washington 
RIG//Tegucigalpa 

REPORT DISTRIBUTION
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