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June 26, 1992 

MEMORANDUM 

TO: 	 D/USAID/Nicaragua, Janet Ballantyne 

FROM: 	 RIG/A/T Acting, Lou Mundy 'u9IeQ 

SUBJECT: 	 Audit of USAID/Nicaragua's Economic Support Fund Program, Funded 
by the Fiscal Year 1990 Dire Emergency Supplemental Appropriations 
Act and Fiscal Year 1991 Appropriations, June 1, 1991 to September 30, 
1991 

This report presents the results of a financial audit of USAID/Nicaragua's Economic 
Support Fund Program (Program) for the period June 1, 1991 to September 30, 1991. 
The Fiscal Year 1990 Dire Emergency Supplemental Appropriations Act and the Fiscal 
Year 1991 Appropriations authorized $518 million in A.I.D. funding for the Program.
The purpose of the Program is to provide support for Nicaragua's economic recovery 
through increases in the levels of sustainable employment and income in Nicaragua. This 
audit was limited to those implementing entities which conducted their financial and/or
administrative operations within Nicaragua. The accounting firm of KPMG Peat 
Marwick prepared the report dated May 20, 1992. 

The Program 	includes two major categories of assistance: 

* Cash transfer assistance--for balance of payment/budget support to assist in 
implementing a economic program designed to stabilize and reactivate the 
Nicaraguan economy and 

Development 	 assistance--for support of the new Nicaraguan Government's 
economic recovery and social programs. 

The objectives of the audit were to determine whether: (1) the implementing entities' 
consolidated fund accountability statement presents fairly, in all material respects, the 
local financial activities under the Program during the period audited, (2) the 
implementing entities' internal control structures were adequate to ensure appropriate
control over the Program's activities, (3) the implementing entities had complied, in all 
material respects, with the terms of the Program Agreements and applicable laws and 
regulations, and (4) the implementing entities had corrected deficiencies noted in previous 
audit reports of the Program. The scope of the audit included an examination of the 

1b
 



implementing entities' activities and transactions, executed within Nicaragua, to the 

extent considered necessary to issue a report thereon for the period under audit. 

Implementing entities reviewed unler this audit were: 

* The Central Bank of Nicaragua, 

* The Central American Institute of Business Administration, 

* Social Investment Emergency Fund, 

* The American Institute for Free Labor Development, 

* The Salesian Society's Centro Juvenil Don Bosco, 

* The Government of Nicaragua's Ministry of Health', and 

* The Confederation of Nicaraguan Professional Associations', 

* The Ministry of Education', 

* Radio Corporation of Nicaragua'. 

* General Procurement Office of Nicaragua'. 

The audit coverage includzd expenditure of A.I.D. funds totaling $65.4 million during 
the audit period for which records were available in Nicaragua. 

KPMG Peat Marwick found that the Program's consolidated fund accountability 
statement, with the exception of questionable costs of $1,315,660, presents fairly, in all 
material respects, the local financial activities of the implementing agencies for the period
audited. Questionable costs related to ineligible import transactions under a cash transfer 
agreement managed by the Central Bank. 

KPMG Peat Marwick identified seven material weaknesses in the internal control 
structures of six implementing entities. The auditors reported that: (1) the Central Bank 
of Nicaragua had not reported to USAID/Nicaragua the status of funds committed under 
the cash transfer programs2, (2) the Confederation of Nicaraguan Professional 
Associations did not follow established procedures to control the inventory of donated 
books and their disposition, (3) the Confederation did not deposit on a timely basis 
reflow funds generated from the sale of donated books, (4) the Ministry of Education did 
not follow established procedures for the distribution of donated books, (5) Radio 
Corporation of Nicaragua did not have adequate procedures for the control of fixed assets 

Audit coverage for these five implementing entities was limited to their systems for the 
receipt and delivery of goods under the internal control and compliance objectives. 

We have not made recommendations to address these areas as the implementing entities 
and USAID/Nicaragua resolved these issues with KPMG Peat Marwick prior to issuance 
of the report. 
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acquired under the National Endowment for Democracy Project, (6) the Salesian Mission 
did not followed established procedures to control donated assets under the Non-Formal 
Vocational Education Project, and (7) the General Procurement Office of Nicaragua did 
not follow established procedures for the control of fixed assets under the Public Sector 
Support Program3. 

In their review of compliance with terms of the various Program agreements and 
applicable laws and regulations, the auditors identified four areas of material 
noncompliance by two implementing entities. KPMG Peat Marwick reported that: (1)
the Central Bank of Nicaragua allowed ineligible imports by the military sector, (2) the 
Central Bank allowed ineligible imports by the public sector, (3) The Central Bank did 
not deposit into the Cordoba account the equivalent of the interest earned by the dollar 
account under the cash transfer programs3, and (4) the Central American Institute of 
Business Administration had not executed a memorandum of understanding with the
 
Government of Nicaragua as required under the Technical Assistance and Training
 
Project Agreement.
 

Regarding the correction of deficiencies noted in previous audit reports of the Program, 
the auditors found that implementing entities adopted adequate corrective measures for 
all recommendations except for one issue that is addressed in Recommendation No. 3 of 
this transmittal memo. 

The draft report was discussed with management officials of the various implementing 
entities and USAID/Nicaragua who generally expressed agreement with the report's 
content. Their comments were considered in the final report. Management's written 
comments are included as Attachment II to the KPMG Peat Marwick 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/Nicaragua resolve the questionable costs of $1,315,660
identified in the KPMG Peat Marwick audit report dated May 20, 1992, and recover 
from the Central Bank of Nicaragua all amounts determined to be unallowable. 

Recommendation No. 2 

We recommend tlat USAID/Nicaragua in conjunction with the Confederation of 
Nicaraguan Professional Associations, develop a plan, including a timetable for 
implementation, to establish responsibilities within the Confederation which ensure 
compliance with existing procedures regarding (1) the use of a formal document to 

See footnote 2, p. 2. 
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control inflow and outflow of books from the warehouse, (2) the taking of periodical
physical inventories of donated books by individuals not assigned to the warehouse, 
and (3) the timely deposit of reflow funds generated from the sale of donated books 
under the Regional Technical Aid Center H Project. 

Recommendation No. 3 

We recommend that USAID/Nicaragua, in conjunction with the Ministry of 
Education, develop a plan, includirg a timetable for implementation, to establish 
responsibilities within the Ministry which ensure compliance with existing procedures 
regarding (1) the proper documentation of the receipt and the distribution of books, 
(documents should be prenumbered and indicate who prepared, reviewed and 
approved such documents), (2) the taking of periodical physical inventory of books, 
and (3) the proper documentation of book destination to participating schools 
(documents should include the signature of the responsible person receiving the 
books and the date of delivery) under the Regional Technical Center H Project. 

Recommendation No. 4 

We recommend that USAID/Nicaragua, in conjunction with Radio Corporation of 
Nicaragua, develop a plan, including a timetable for implementation, to establish 
procedures and responsibilities regarding the reception and custody of assets 
acquired with A.I.D. funds including the performance of periodic physical 
inventories. 

Recommendation No. 5 

We recommend that USAID/Nicaragua, in conjunction with the Salesian Mission, 
develop a plan, including a timetable for implementation, to establish responsibilities 
within the Salesian Mission which ensure compliance with existing procedures
regarding the reception and custody of assets acquired with A.I.D. funds including 
the performance of periodic physical inventories. 

Recommendation No. 6 

We recommend that USAID/Nicaragua, in conjunction with the Central American 
Institute of Business Administration, review the need for a Memorandum of 
Understanding between INCAE and the Government of Nicaragua and, based on 
this review, determine whether this requirement should be eliminated from 
Amendment I to Agreement No. 524-0301. 

This final audit report is being transmitted to you for your action. Please advise this 
office within 30 days of actions planned or taken to resolve and close the 
recommendations. 
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Peat Marwick 
Certified Public Accountants 

Peat, Marwick, Mitchell & Co. 

Apartado 10208 Telefono 20-1366 
San Josd, Costa Rica 1000 Telefax (506) 200408 

May 20, 1992
 

Mr. Reginald Howard
 
Regional Inspector General for Audit
 
United States of America Agency
 

for International Development
 
Tegucigalpa, Honduras
 

Dear Mr. Howard:
 

This report presents the results of our financial audit of the
 
Fiscal Years 1990 and 1991 Economic Support Fund Programs for
 
Nicaragua under the Dire Emergency Supplemental Appropriations

Act for the period from June 1, 1991 through September 30, 1991.
 

BACKGROUND
 

On May 25, 1990, the President of the United States of America
 
signed into law the Fiscal Yea± (FY) 1990 Dire Emergency

Supplemental Appropriations Act which includes a US$300 million
 
Economic Support Fund (ESF) assistance program to Nicaragua for
 
its economic recovery, which implementation will raise the levels
 
of sustainable employment and income therein. An additional $218
 
million was alloted from the Fiscal Year 1991 appropriations to
 
continue the assistance program, thereby making the total funding

from those two sources $518 million. Both programs include two
 
major categories of assistance:
 

a. Cash transfer assistance for balance of payments/budget
 
support to assist in implementing a rational economic program
 
to stabilize and reactivate the Nicaraguan economy, and
 

b. Development project assistance involving disbursements over a
 
longer period of time in support of the new Government's
 
economic recovery and social programs.
 

The US$300 million FY 1990 program includes: cash transfers,
 
development projects and repatriation assistance.
 

The US$218 million FY 1991 program includes: cash transfers,
 
development projects, repatriation assistance and food aid.
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The principal Nicaraguan Government entity involved in the cash
 
transfer portion of the assistance program is the Central Bank of
 
Nicaragua (CBN). Other entities, some of which are headquartered
 
outside Nicaragua, are involved in the implementation of
 
individual development projects.
 

On May 31, 1990, a $60 million grant agreement was signed for the
 
Economic Stabilization and Recovery Program I, United States of
 
America Agency for International Development/Mission to Nicaraua
 
(USAID/Nicaragua) Program No.524-0300, under the responsibility
 
of CBN, for the purpose of financing essential commodity imports,
 
primarily for the orivate sector, such as petroleum, agricultural
 
inputs (excluding' pesticides), spare parts, intermediate and
 
capital goods, and other private sector imports needed to keep
 
the economy functioning.
 

On September 26, 1990 (as amended on January 21, 1991 and August
 
8, 1991), a second grant agreement was signed for the Economic
 
Stabilization and Recovery Program II, USAID/Nicaragua Program
 
No.524-0311, according to which US$68 million were authorized for
 
commodity imports and US$50 million for the repayment of debt to
 
multilateral development institutions (International Bank for
 
Reconstruction and Development and the Inter-American Development
 
Bank).
 

On May 8, 1991 (as amended on August 13, 1991), a third grant
 
agreement was signed for the Economic Stabilization and Recovery

Program III, USAID/Nicaragua Program No.524-0319, according to
 
which $137.5 million were authorized for commodity imports and
 
US$25 million for the repayment of debt to multilateral
 
development institutions. In addition on May 15, 1991 a
 
Memorandum of Understanding on Local Currency was signed between
 
CBN and USAID/Nicaragua, which states that local currency
 
generated may be used for the following:
 

- budget support to Central Government of Nicaragua,
 
- offsetting exchange losses of CBN, and/or
 
- repaying debt of the Government of Nicaragua (GON) to CBN.
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As of September 30, 1991 the following 
development projects

planned by USAID/Nicaragua had 
reached the agreement stage and
their operations for the period from June 1, 1991 
 through

September 30, 1991 were subject 
to audit:
 

1. Economic Growth and 
Development (Project No.524-0301) - this
project provides US$48.2 million 
($48.1 and $0.1 million

according to FYs 1990 and 1991 appropriations, respectively5
 
for various economic and social recovery subprojects of an
 
emergency nature. 
Those include:
 

a. Technical Assistance and Training - On June 4, 1990 (as

amended on June 27, 1991 
 and September 19, 1991),

USAID/Nicaragua signed with the Central American Institute
of Business Administration (INCAE) a cooperative agreement

for US$3.3 million (US$3.2 and 
0.1 million budgets in FYs
 
1990 and 1991, respectively). The purpose of this
 
agreement is to assist INCAE in efforts
its to provide

technical assistance to GON and training to both the public

and private sectors. This assistance will support the

highest priorities of the new Government, including 
a

macroeconomic program which aims to promote short and long
term economic 
recovery within the framework of a market
 
oriented economic system.
 

b. Employment Generation - On September 19, 1990 (as amended 
on May 22, 1991 and September 17, 1991) USAID/Nicaragua

signed this grant, presently at US$20.9 million (budgeted

in FY 
1990), with GON. The purpose of this project is to
 
utilize a portion of Nicaragua s unemployed population 
to
work on the repair of basic infrastructure. The. project

will be implemented 
through the National Institute for
 
Municipal Development (INIFOM), which 
 represents

Nicaragua's 143 municipalities. De facto starting in

January 1991 project implementation had been assigned to

Emergency Social Investment Fund (Fondo de Inversi6n Social
 
de Emergencia - FISE).
 

Working closely with the municipalities, FISE will 
execute
 
contracts with private sector entities for the repair and

maintenance of local infrastructure. To meet stated

project objectives, FISE will 
receive technical assistance
 
to ensure proper administration of project funds.
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c. 	Public Sector Support - this US$7.8 million grant (budgeted
 
in FY 1990), signed on September 25, 1990 (as amended on
 
September 17, 1991) will provide commodities - office
 
equipment, including computers, typewriters, desks, etc.,
 
and vehicles - for several ministries and Government
 
offices. Except for furniture, all procurement must be of
 
US source and origin.
 

d. Amendment to Participating Agency Services Agreement (PASA) 
with the United States Public Health Service (USPHS) for 
medicines - an agreement with USPHS to procure medicines 
for an additional US$1.5 million (budgeted in FY 1990) to
 
be distributed by the Ministry of Health (MINSA) to
 
Government health facilities throughout Nicaragua.
 

e. Community Hospitals - Operation Program Grant (OPG) with 
Project HOPE - a US$2.5 million agreement (budgeted in FY 
1990) to provide support to four community hospitals in 
Nicaragua to improve the quality of care, by funding 
supplies and medicines, promoting an exchange program of 
medical specialists from both within and outside Nicaragua, 
and securing certain training. Project HOPE has agreed to 
make a counterpart contribution of medicines worth at least 
US$3.5 million. 

f. Textbooks under the Regional Technical Aid, Center II (RTAC
 
II) - this regional project proposes to increase the
 
availability and use of US technical books and materials in
 
Spanish tc university students and development
 
professionals in Central America. With regards to
 
Nicaragua, US$12.2 million (budgeted in FY 1990) have been
 
obligated to: a)provide Spanish-language primary and
 
secondary school textbooks to the Ministry of Education
 
(approximately 6,200,000 books over the life of the
 
project); and b) provide technical assistance and services
 
to university bookstores, the Ministry of Education, and
 
USAID/Nicaragua. Additionally, on July 11, 1991
 
USAID/Nicaragua signed a grant with Confederation of
 
Nicaraguan Professional Associations (Confederaci6n de
 
Asociaciones Profesionales de Nicaragua - CONAPRO); the
 
purpose of this grant is to make available to university
 
students at affordable prices good quality and updated 
texbooks of US origin published in Latin America in 
Spanish. 
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2. American Institute for Free Labor Development- Confederation
 
of Labor Unity (AIFLD - CUS) US$700,000 grant (Project No.524
0308 budgeted in FY 1990) signed on September 28, 1990 and
 
provided to AIFLD. The purpose o this grant is to support a
 
program of CUS and other independent democratic unions in
 
their efforts to play leadership roles in Nicaragua's
 
organized labor movement. More specifically, the grant will
 
fund technical assistance to CUS and other independent labor
 
unions; training, workshops and activities for union members;
 
institutional strengthening for independent labor unions; and
 
administrative and instutional financing for AIFLD.
 

3. National Endowment for Democracy (NED) - Delphi Research
 
Associations - this US$235,000 grant (Project No.524-0309
 
budgeted in FY 1990) to NED will fund the purchase and
 
shipping of a new transmitter, communications tower, and
 
studio equipment that will enable Radio Corporation to resume
 
its country-wide operations as soon as possible, and function
 
as a forum for free discussion and the advancement of
 
democratic ideas.
 

4. Non-formal Vocational Education - this US$1.7 million grant 
(Project No.524-0310 budgeted in FY 1990), to v administered 
by the Salesian Society's Centro Juvenil Don Bosco, provides 
resources for vocational training through six schools located 
in Managua, Granada and Masatepe. The funds will be used for: 
a) vocational training materials and support for education in 
moral, civic and democratic values; b) pay part-time
 
instructors and auxiliary personnel; c) purchase equipment,
 
tools and supplies, and d) remodel some shops and classrooms.
 

5. Strengthening Democratic Institutions - Based on a US$3
 
million project grant agreement (Project No.524-0316 budgeted
 
in FY 1990) signed on June 17, 1991, US$526,000 were provided
 
to AIFLD to strengthen the democratic and independent
 
Nicaraguan trade union movement, so that it will be eguipped
 
to represent the worker's interest and participate
 
constructively in the rehabilitation and development of
 
Nicaragua.
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AUDIT OBJECTIVES
 

The general objective of this engagement was to perform a
 
financial audit of all local activities, except as explained in
 
the following section entitled Exclusions from Scope of Work, for
 
Fiscal Years 1990 and 1991 Economic Support Fund Programs for
 
Nicaragua 
 funded under the Dire Emergency Supplemental

Appropriations Act (the Programs) for the period from June 1,

1991 through September 30, 1991.
 

The specific objectives of the financial audit were to determine
 
whether:
 

A. The consolidated fund accountability statements present fairly

the financial activities of the Programs performed within
 
Nicaragua by the local implementing entities as of September

30, 1991, on a modified basis of cash receipts and
 
disbursements; and costs 
reported as incurred were allowable,
 
allocable and reasonable in accordance with the agreement
 
terms and applicable laws and regulations;
 

B. The internal control structure established by the implementing

entities is adequate for the management of the Programs.

Compliance with this objective is limited to the consideration
 
of such internal control structure in order to determine the
 
auditing procedures for the purpose of expressing our opinion
 
on the consolidated fund accountability statements and not to
 
provide assurance on the internal control structure;
 

C. The implementing entities have complied, in all material
 
respects, with the agreement terms, and applicable laws and
 
regulations which may affect the Programs' goals and incurred
 
costs. This includes a determination of possible questionable
 
costs, if any. According to applicable USAID regulations

there are two categories of questionable costs: 1)

"questioned" costs are explicitly ineligible because they 
are
not program related; are unreasonable; or are prohibited by
the agreement 'Ij applicable regulations, and 2)
or laws and 

"unsupported" costs those that not supported by
are costs are 

adequate documentation or did not have the required prior
approvals or authorizations; and
 

D. The implementing entities have corrected deficiencies noted in
 

previous audit reports of the Programs.
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EXCLUSIONS FROM SCOPE OF WORK
 

The audit scope did not include local execution of the following
 
Program components:
 

• 	Repatriation of Nicaraguan resistance and refugees
 
" 	Food assistance under the Food for rrogress Act and Public Law 
480, Titles I and II 

• USAID Mission to Nicaragua project development and support,
 
and operating expenses
 

" Any audit work on the implementing entities that would need to
 
be performed outside Nicaragua.
 

SCOPE OF WORK
 

Except for not conducting an external quality control review by
 
an unaffiliated audit organization and for a scope limitation as
 
described further in our opinion on the consolidated fund
 
accountability statements, we conducted our audit in accordance
 
with generally accepted auditing standards and the United States
 
ComDtroller General's Government Auditing Standards (1988
 
Revision). Those standards require that the audit be planned and
 
performed to obtain reasonable assurance about whether .ne
 
consolidated fund accountability statements are free of material
 
misstatements. An audit includes examining, on a test basis,
 
evidence supporting the amounts and disclosures in the
 
consolidated fund accountability statements. An audit also
 
includes, assessing the accounting principles used and
 
significant estimates made by the implementing entities' as well
 
as evaluating the overall consolidated fund accountability
 
statement presentation. We consider that our audit provides a
 
reasonable basis for our opinion. 

To meet stated audit 
following: 

objectives, scope of work consisted of the 

A, Preliminary Steps 

Review Lhe 
Programs: 

following documents to become familiar with the 
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1. 	Program Assistance and Approval Documents (PAADs) for
 
USAID/Nicaragua's ESF Balance 
of Payment Programs Nos.524
0300, 524-0311 and 524-0319.
 

2. 	Grant Agreements - Economic Stabilization and Recovery
 
Programs I, II and III, USAID/Nicaragua Programs Nos.524
0300, 524-0311 and 524-0319, with Project Implementation
 
Letters (PILs), if any, and relevant correspondence.
 

3. 	State Cable 194322 - Subject: Financial Management Guidance
 
on 
Dollar Separate Account for ESF Cash Transfers and ESF, DA
 
and DFA Funded Non-Project Sector Assistance Cash
 
Disbursements (dated June 1990).
 

4. 	Nicaraguan Economic Stabilization and Recovery Programs I, II
 
and III Separate Account Operating Procedures, Program

No.524-0300 of June 1990, No.524-0311 of October 1990 and
 
No.524-0319 of May 1991.
 

5. 	Memorandum of Understanding on Local Currency between
 
USAID/Nicaragua and CBN signed on May 15, 
1991 under Economic
 
Stabilization and Recovery Program III, USAID/Nicaragua
 
Agreement No.524-0319.
 

6. 	Central Bank of Nicaragua/Procedures for the recording, use
 
and control of local currency counterpart funds. Instructive
 
No.5-91, USAID/Nicaragua Agreement No.524-0319.
 

7. 	Amendment No.10, dated June 19, 1990, of contract number LAC
0011-C-00-6081-10 with Aguirre International, San Mateo,
 
California (buy-in for RTAC II Project No.524-0301).
 

8. 	Cooperative Agreement No.524-0301-CA-90-01, dated June 4,
 
1990 with INCAE and subsequent amendments thereto.
 

9. 	Project Paper/Agreement, when available for development
 
projects.
 

10. 	US Office of Management and Budget (OMB) Circular A-122 "Cost
 
Principles for Nonprofit Organizations".
 

11. 	Mandatory Standard Provisions for both US and for Non-US,
 
Non-Governmental Grantees.
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12. 	OMB Circular A-11O "Grants and Agreements with Institutions
 
of Higher Education, Hospitals and other Nonprofit
 
Organizations".
 

13. 	AID Handbook 3, Project Assistance.
 

14. 	AID Handbook 13, Grants.
 

15. 	Contracts and subcontracts with third parties, as applicable.
 

16. 	AID Handbook 11, Chapter 4, which discusses host country
 
contracts.
 

17. 	File documentation maintained in USAID/Nicaragua Controller's
 
Office regarding the procedures for status of the $118
 
million commodity import assistance (No.524-0311) and each of
 
the 	existing project agreements under the Programs.
 

18. 	RIG/A/T Audit Reports No.]-524-91-004 dated February 8, 1991,
 
No.1-524-91-32-N dated May 24, 1991, No.1-524-91-012 dated
 
August 23, 1991 and No.1-524-92-20-N dated January 21, 1992.
 

19. 	Project/Program related documentation available in
 
USAID/Nicaragua Controller's Office relcv-nt for audit
 
purposes.
 

20. 	Federal Acquisition Regulations (FAR), which include costs
 
principles and procedures for contracts issued after April 1,
 
1984.
 

21. 	AID Acquisition Regulations (AIDAR), which provide USAID
 
supplemental procedures to the FAR.
 

22. 	All Program financial and progress reports; and the
 
implementing entities charts of accounts, organizational
 
charts; accounting system descriptions; procurement policies

and procedures; and receipt, warehousing and distribution
 
procedures of materials, as necessary to successfully

complete the required work.
 

23. 	All reports resulting from previous audits of the Programs.
 

24. 	AID Commodity Eligibility Listing.
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B. Financial Audit of the Programs' Local Execution/Disbursements
 

Examine the consolidated fund accountability statements including

the budgeted amounts by cate~ory and major item; the costs
 
reported by each local entity implementing projects or programs

within the US$300 million of FY 1990 and the US$218 million of FY
 
1991 Economic Lupport Fund assistance provided to GON as incurred
 
during the period from June 1, 1991 through September 30, 1991
 
(the period and the revenues received from USAID for that
 
period.
 

1. For commodity imports made under the Economic Stabilization
 
and Recovery Programs, USAID/Nicaragua Projects Nos.524-0300,
 
524- 0311 and 524-0319, determine the amount of commodities
 
authorized, shipped and reported as received under the
 
Agreements between GON and USAID/Nicaragua during the period.
 
Also:
 

a. Assure that each transaction meets the general eligibility

requirements contained in the Agreements (review 100% of
 
import transactions financed under the Projects).
 

b. Verify that each purchase meets the source and origin
 
requirements in the Agreements.
 

c. EvaluaLe procedures in effect to judge the reasonableness
 
of prices paid for imported commodities (nrice checking).

Overpaying for commodities may be a vehicle for capital
 
flight from the country. On a judgmental sample basis
 
obtain further information to establish whether prices on
 
individual transactions were excessive.
 

d. Evaluate procedures employed when the commodities enter the
 
country to assure that the item received matches the item
 
that was ordered. Accepting an item worth less than what
 
was ordered and paying the original amount is another
 
avenue for capital flight from the country.
 

e. Visit importers on a selective basis to verify the validity

of commodities imported under the Projects.
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2. For local currency generated under the Economic Support and
 
Recovery Program III No.524-0319:
 

a. Verify that GON has opened a separate account for the
 
deposit of local currency generations.
 

b. 	Verify that local currency generations are programmed and
 
disbursed in accordance with the rules as required in the
 
Memorandum of Understanding.
 

3. 	For those projects that involve the reception and distribution
 
of commodities:
 

a. 	Verify that commodities received are in accordance with the
 
quantities and type of commodities authorized in the
 
agreements.
 

b. Verify that implementin* agencies have established adequate
 
controls for the reception and storage of commodities.
 

c. Verify that implementing agencies have adequate controls to
 
ensure that commodities are reaching the intended end
 
users.
 

For textbooks
 

d. Verify controls established at the Municipality levels to
 
ensure that textbooks are distributed to participating
 
schools as intended by the agreement.
 

e. Determine, on a selective basis, that the quantity of books
 
received by the schools agree with preestablished
 
quantities intended for distribution for selected schools.
 

4. 	For local execution of projects managed by AIFLD/Nicara~ua
 
under the Programs, review documentation supporting
 
disbursements for which records are available in Nicaragua, to
 
ascertain they are Program related. Budget execution is the
 
final responsibility of AIFLD/Washington.
 

5. For all other initiated projects and programs within the
 
overall FY 1990 and the FY 1991 Economic Support Fund
 
assistance programs provided to GON:
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a. Review direct and indirect costs reimbursed by

USAID/Nicaragua quantifying questionable costs. Any costs
 
which are not supported by adequate documentation or not in
 
accordance with agreement terms should bt questioned and
 
included as findings in the reports on internal control and
 
compliance.
 

b. Review general ledger and project ledgers determine
to 

whether costs incurred were properly recorded. Reconcile
 
direct costs reimbursed by USAID/Nicaragua to the project
 
ledgers and to general ledger.
 

c. Review the procedures used to control the funds.
 

d. Determine whether advances of funds were justified by

documentation, including reconciliations of funds advanced,
 
disbursed, and available. Verify that all project funding

received by the implementing institutions from
 
USAID/Nicaragua and other sources was appropriately

recorded in the accounting records and that those records
 
were periodically reconciled with information provided by
 
those sources.
 

e. Determine whether income and reimbursements, if any,

representing recoveries of project costs are recorded as
 
income or credited to project cost accounts.
 

f. Review counterpart contributions including their proper
 
estimation and recording, as well as the timeliness of such
 
contributions. The appropriate use of the counterpart

contribution shall also be evaluated.
 

C. Internal Control Structure
 

1. Obtain a sufficient understanding of the internal control
 
structure to audit and to determine
assess risks the nature,
 
timing and extent of audit tests to be performed.
 

2. Analize policies and procedures that pertain to the
 
implementing entities ability to record, process, summarize,
 
and report financial data consistent with the consolidated
 
fund accountability statements and to ensure compliance with
 
agreement terms and applicable laws and regulations.
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D. 	Compliance with Agreement Terms and Applicable Laws and
 
Regulations
 

1. 	Identify the terms of the agreements, project implementation

letters and pertinent laws and regulations, and determine
 
which of those if not observed could have a material effect
 
on the Programs' consolidated fund accountability statements.
 

2. 	Evaluate for each important requirement the risk of
 
noncompliance. This includes assessing internal controls in
 
place to ensure compliance with agreement terms and
 
applicable laws and regulations.
 

3. 	Design steps and procedures to test compliance with agreement

terms and applicable laws and regulations to provide

reasonable assurance of detecting both intentional and
 
unintentional instances of noncompliance that could have a

material effect on the consolidated fund accountability
 
statements.
 

E. 	Follow up to Prior Period Audit Recommendations
 

Review the steps taken by the implementing entities regarding

findings and recommendations included in the reports issued
 
as a result of prior period audits (see preceding subpart
 
A.18).
 

Although not the purpose of our financial audit, we were alert to
 
situations or transactions that would be indicative of fraud,

abuse or illegal disbursements or acts.
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RESULTS OF AUDIT
 

1. Consolidated Fund Accountability Statements
 

In our opinion, except for the possible effects, if any, on
 
the consolidated fund accountability statements of
 
questionable costs amounting to $1,315,660 and for the effects
 
of such adjustments, if any, as might have been determined had
 
we reviewed evidence of the use of funds provided by debts
 
subsequently repaid with Economic Stabilization and Recovery
 
Program funds managed by the Central Bank of Nicaragua, such
 
consolidated statements present fairly, in all material
 
respects, disbursements incurred locally as reflected by
 
accounting records available in Nicaragua, excluding those of
 
the Prcgram components detailed in the preceding section
 
entitled Exclusions from Scope of Work, of the Fiscal Years
 
1990 and 1991 Economic Support Fund Programs for Nicaragua
 
under the Dire Emergency Supplemental Appropriations Act for
 
the period from June 1, 1991 through September 30, 1991, on a
 
modified basis of cash receipts and disbursements.
 

2. Internal Control Structure
 

We noted certain matters involving the internal control
 
structure 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
 
significant deficiencies in the design or operation of the
 
internal control structure that, in our judgment, could
 
adversely affect the ability of the implementing entities to
 
record, process, summarize and report financial data in a
 
manner consistent with the assertions of management in the
 
consolidated fund accountability statements. Also, a material
 
reportable conditions noted are discussed in findings No.1
 
through No.7 of the Internal Control Structure section. We
 
believe that those reportable conditions are material
 
weaknesses.
 

-14



Peat Marwick 

Mr. Reginald Howard
 
- 15 -

May 20, 1992
 

3. Compliance with Agreement Terms and Applicable Laws and
 
Regulations
 

Except for the matters indicated in findings No.1 through No.4
 
included in the section of compliance with agreement terms
 
and applicable Laws and regulations, with respect to items
 
tested, the local implementing entities involved with the
 
Fiscal Years 1990 and 1991 Economic Support Fund Programs for
 
Nicaragua under Dire Emergency Supplemental Appropriations Act
 
(the Programs) had complied, in all material respects, with
 
agreement terms and applicable laws and regulations, during

the period fcom June 1, 1991 through September 30, 1991 (the

period). We believe that 
the matters indicated in those
 
findings are material instances of noncompliance.
 

Likewise, with respect to items 
not tested, nothing came to
 
our attention that caused us to believe that 
 the local
 
implementing entites involved with the Programs had not
 
complied, in all material 
respects, with agreement terms and
 
applicable laws and regulations during the period.
 

4. Follow up to Prior Period Audit Findings and Recommendations
 

Except for the matter indicated in finding No.1 of the follow
 
up section to prior audit findings and recommendations, the
 
results of our follow up tests indicate that the implementing

entities have adopted adequate corrective measures regarding
 
those recommendations.
 

In addition, note 10 to the consolidated fund accountability
 
statements refers to 
the follow up to prior audit questionable
 
costs. 

MANAGEMENT COMMENTS
 

This report was discussed with the management of the implementing

entities and the corresponding USAID/Nicaragua project officers,

who agreed with its content. In addition, Schedule II contains
 
comments thereby.
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Peat, Marwick, Mitchell & Co. 

Apartado 10208 Telefono 20-1366 
San Jos, Costa Rica 1000 Telefax (506) 200408 

AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 199]
 

Independent Auditors' Report on Consoi.-dated Fund Accountability
 
Statements
 

We have audited the accompanying consolidated fund accountability
 
statements for the local execution of transactions entered into
 
records available in Nicaragua, excluding that of Program
 
components detailed in the fourth paragraph of this report, of
 
the Fiscal Years 1990 and 1991 Economic Support Fund Programs for
 
Nicaragua under the Dire Emergency Supplemental Appropriations

Act, for the period from June 1, 1991 through September 30,
 
1991. These consolidated fund accountability statements are the
 
responsibility of the implementing entities. Our responsibility
 
is to express an opinion on these statements based on our audit.
 
We have not audited the financial information accumulated at May
 
31, 1991 included in the consolidated fund accountability
 
statements. Such financial information was audited by other
 
auditors, which report thereon dated June 25, 1991, included an
 
unqualified opinion. Therefore, our opinion refers only to the
 
consolidated financial information for the period from June 1,

1991 through September 30, 1991 and not to the accumulated
 
consolidated financial information at May 31, 1991 and its effect
 
as of September 30, 1991.
 

Except as indicated in the following paragraph and for the scope
 
limitation stated in the fifth paragraph of this report, we
 
conducted our audit in accordance with generally accepted
 
auditing standards and the United States Comptroller General's
 
Government Auditing Standards (1988 Revision). Those standards
 
require that we plan and perform the audit to obtain reasonable
 
assurance about whether the consolidated fund accountability
 
statements are free of material misstatements. An audit includes
 
examining, on a test basis, evidence supporting the amounts and
 
disclosures in the consolidated fund accountability statements.
 
An audit also includes the evaluation of accounting principles
 
used and significant estimates made by the implementing entities,
 
as well as evaluating the overall consolidated fund
 
accountability statement presentation. We believe that our audit
 
provides a reasonable basis for our opinion.
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We do not have an external qualiy control review by an
 
unaffiliated audit organization as required by paragraph 46 of

chapter 3 of Government Auditing Standards because no such
 
quality review program is offered 
by professional organizations

in Costa Rica. We believe that the effect of this departure from

the financial audit requirements of Government Auditing Standards
 
is not material because we participate in the KPMG Peat Marwick

worldwide internal quality control which
program requires the
 
KPMG Peat Marwick-Costa Rica office to be subjected, every three
 
years, to an extensive quality control 
review by partners and
 
managers from other KPMG offices.
 

The audit scope did not include local execution of the following

Program components:
 

- Repatriation of Nicaraguan resistance and refugees

- Food assistance under the Food for Progress Act and Public Law
 
480, Titles I and II
 

- USAID Mission to Nicaragua project development and support, and
 
operating expenses
 

We were unable 
to determine whether debt repaid in accordance
 
with Economic Stabilization and Recovery Programs under
 
Agreements Nos.524-0311 and 524-0319, managed by the Central Bank

of Nicaragua (CBN), were originally used to finance the

acquisition of prohibited commodities as stated in those
 
Agreements.
 

As indicated in note 3, the consolidated fund accountability

statements have been prepared on the modified basis of cash

receipts and disbursements, which is a comprehensive basis of

accounting other than generally accepted accounting principles.
 

As disclosed in 
note 9, the consolidated fund accountability

statements include questionable costs for $1,315,660.
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I n our opinion, except for the effects, if any, on the
 
consolidated fund accountability statements of questionable costs
 
amounting to $1.315,660, as indicated in the above paragraph and
 
for the effects of such adjustments, if any, as might have been
 
determined had we reviewed evidence of the use of funds provided
 
by debts subsequently repaid with Economic Stabilization and
 
Recovery Program funds, as explained in the fifth paragraph to
 
this report, such consolidated statements present fairly, in all
 
material respects, disbursements incurred locally as reflected
 
by accounting records available in Nicaragua, excluding those of
 
the Program components detailed in the fourth paragraph of this
 
report, of the Fiscal Years 1990 and 1991 Economic Support Fund
 
Programs for Nicaragua under the Dire Emergency Supplemental
 
Appropriations Act, for the period from June 1, 1991 through
 
September 30, 1991, on the basis of accounting described in note
 
3.
 

Our audit was made for the purpose of forming an opinion on the
 
consolidated fund accountability statements taken as a whole.
 
The supplementary information included below each consolidated
 
fund accountability statement is presented for purposes of
 
additional analysis and is not a required part of those
 
statements. Such information has been subjected to the auditing
 
procedures applied in the audit of the consolidated fund
 
accountability statements and, in our opinion, is fairly 
presented in all material respects in relation to those 
statements taken as a whole. 

This report is intended for the information of the Government of
 
Nicaragua, the implementin entities and the United States of
 
America Agency for International Development. This restriction is
 
not intended to limit distribution of this report which, upon
 
acceptance by the Office of the Regional Inspector General
 
(RIG/A/T), is a matter of public record.
 

%14ia
 
February 24, 1992.
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FISCAL YEAR ieao AND 101 ECONOMIC SUPPORT FUND (ESF) PROGRAMS FOR NICARAGUA
 
CONSOLIDATED FUND ACCOUNTABILITY STATEMENTS FOR THE LOCAL EXECUTION OF THE PROGRAMS
 

FROM MAY 31.100 THROUGH SEPTEMBER 30.1901 
(exprsssed In US Dollars) 

UNAUDITED LOCAL EXECUTION 

TITLE 

Fiscal Year (FY) -190-

CASH TRANSFERS: 

Budget 
Amount 

obllated 

Disbursed 
according to 

USAIDfNicarsIgf 

USAID direct 
disbursement 
In the period 

May 31.1900 
to May 31. 

1191 

Jun. 1.1tlI 
to September 

30, 1991 Total 

Ouestionable 
costs 

(note SI 

Economic Recovry Program I 
Economic Recovery Program II 

Subtotal Cash Transfer 

USS 60.000.000 
11 000,000 

178.000,000 

60.000,000 
11 000 000 

1711000.000 

60.000.000 
114,000000 

174.000,000 

65,000,000 

65000000 

50.028.313 
20.075.468 

70.103,781 

9.107.86" 
22,283,587 

31.391,4S5 

59.136,181 
42,359,055 

101.495.236 

DEVELOPMENT PROJECTS: 

ECONOMIC GROWTH AND DEVELOPMENT 
Technical Asmance and Training (INCAE) 
Employwnt Generation (INIFOM-FISE) 
PubhlcSector Suport 
Medicines -PASA 
Communey Hospials 
Textbooke (RTAC IICONAPRO) 
Subtotal 

3.190.000 
20.9W.000 
7.780.000 
1.500.000 
2.500.000 

12.200.000 
48.070.000 

3.190.000 
20.900.000 
7.780.000 
1.500.000 
2.500.000 

12.200.000 
48.070.000 

1.632.000 
6.278.000 

301.630 

1.052.400 
10.639.943 
19.904.013 

181.121 
1.700.641 

225,641 

451.338 
522.464 

3.088.205 

954.983 
1591.787 

2.546 770 

301.633 
3.034.713 

3.336346 

1.256.616 
4.626.500 

5.883.116 

AMERICAN INSTITUTE FOR FREE LABOR DEV 
NATIONAL ENDOWMENT FOR DEMOCRACY 
SALESIAN VOCATIONAL EDUCATION 
NATURAL RESOURCES MANAGEMENT 
PRIVATE AGRICULTURAL SERVICES 
STRENGTHENING DEMOCRATIC INSTITUTIONS 
PRIVATE SECTOR SUPPORT 
DEVELOPMENT TRAINING AND SUPPORT 

Subtotal Development Profecs 

700.000 
235.100 

1.700.000 
8.000.000 
1.5w0.000 
3.000.000 

1.000.000 
2.000.000 

66,205,000 

700.000 
235.000 

1.700.000 
8.000.000 
1.500.000 
3.000.000 
1.000,000 
2.000,000 

66,205r000 

628,219 
172.311 
487.669 

21,192,212 

525.299 
108.824 
487.669 

27.691 

4,237,688 

407.325 

507.636 

3,461 731 

78.377 

64.898 

3,479621 

485.702 

572.534 

8941.352. 

Rapabroabon of Refugees 45.000,000 45.000.000 42.50.000 42.500000 

USAID MISSION EXPENSES: 

Project Development and Support 
Operating Expenses 

4.065.000 
6.730.OO 

?..93.000 
50,01.6.000 

1.419.000 
3.44.000 

14.092 
169.245_ 

Subtotal Mislon supenme 

SUBTOTAL FY 190 USS 

10,795 000 

300,000,000 

9g021000 

208,234,000 

467. 000 

242,559212 

183 337 

111921,025 73565 512 34871,076 108 43658 

SUPPLEMENTARY INFORMATION FY 00: 

Interest earned on cash 
depost:
Centrl Bank of Nicaragua 
INCAE 
CONAPRO 
SaleeminVocational Education_ 

Tow kero 

US$ 

US$ 

(2.772.780) 
(4.445) 

(2',7221 

(688.946) 
(1.590) 

(20)
(-0)50 

695.612) 

(3.461.726) 
(6.043) 

(0)
(30) 

Cogactone on eleeof books. CONAPRO US11511 904S0 9040 

4e acMpuMyln noteae to consolidated fund eccountabity statemmts.
See note 8 to oonloklted fund accountibllty nmeft. 

- Se note 710 coneolldated fund accountabllty stlemantl. 



TITLE 
Fiscal Yer (FY) -1901 
CASH TRANSFERS: 

Econornc Recovery Program III 

Subtotal
Cash Tranders 

DEVELOPMENT PROJECTS 

ECONOMIC GROWTH AND DEVELOPMENT 
Technoca Ams.,sance and Training (INCAE) 
Subtoli 

PRIVATE SECTOR SUPPORT 
REPATRIATION OF REFUGEES 
RURAL ELECTRIFICATION 
INMUNIZATION ASSISTANCE 
PRO-FAMILIA 
PVO CO FINANCING 
CARIBBEAN CONSERVATION 
FOOD FOR PROGRESS TITLE I 
FOOD FOR PROGRESS TITLE 11 

Subtotal Development Projects 

USAID MISSION EXPENSES: 
PtrctDeveloprent 'nd Suppol 

Subtot al Mrson expenses 

SUBTOTAL FY 1991 

TOTAL FYs-9091 

SUPPLEMENTARY INFORMATION FY 91: 

Inters earned on cash 

Central Bank ofNicaragua 

FISCAL YEAR 11IOAND 11101ECONOMIC SUPPORT FUND (ESF) PROGRAMS FOR NICARAGUA
 
CONSOLIOATED FUND ACCOUNTABILITY STATEMENTS FOR THE LOCAL EXECUTION OF THE PROGRAMS
 

FROM MAY 31.31W THROUGH SEPTEMBER 30,1991
 
(expremed In US DolleMrs)
 

UNAUDITEO 	 LOCAL EXECUTION 

Disbursed USAID direct May 31.1310 June 1.111 OushUonable 
Amount accordlengto disburmement to May 31. toSeplember coets 

Budget obligated USAlFNIclre ua In the period 1l30 1911 Toll (note 6) 

US$ 162,500,000 162,500,000 125,000,000 60,000,000 	 30,521,119 30,521,119 1,315,660 

162.500.000 162.500.000 125000.000 60000000 	 30,521.119 30.521,110 1.315660 

110.000 110.000 
110.000 110.000 

300.000 300.000 
11.600.000 10.900.000 10.900.000 10.900.000 
5.000.000 S.000 000 
1.218.528 1.218.525 
1.000.000 815.727 
4.281.472 4.281.472 

150.000 150.000 
28.800.000 	 26.800.000 28.800.000 17.981.772
 
2.624,000 2,624,000 2,624,000
 

55.084 000 54.190727 42324000 28881.772 	 1.315.660 

100,000 100,000 1 169660 677,617 

100.000 100000 1.169.660 677.617 

217,684.000 216799727 161,493,660 89559,389 	 30521 119 30521 119 1315660 

US$ 517,684.000 515033,727 411_02672 201.450414 	 65.392,195 13897.707 1315660 

USS 	 (1,260,0671 (1,260,067) 

See accompanying not" to consoldaled fund accountablity statements. 



AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to Consolidated Fund Acco,.itability Statements
 

(1) Nature of the Project
 

On May 25, 1990, the President of the United States of
 
America signed into law the Fiscal Year (FY) 1990 Dire
 
Emergency Supplemental Appropriations Act which includes a
 
US$300 million Economic Support Fund (ESF) assistance
 
program to Nicaragua for its economic recovery. An
 
additional $218 million was alloted from the Fiscal Year
 
1991 appropriations to continue the assistance program,
 
thereby making the total funding from those two sources
 
$518 million. Both programs include two major categories
 
of assistance:
 

a. Cash transfer assistance for balance of payments/budget
 
support to assist in implementing a rational economic
 
program to stabilize and reactivate the Nicaraguan
 
economy, and
 

b. Development project assistance involving disbursements
 
over a longer period of time in support of the new
 
Government's economic recovery and social programs.
 

The cash transfer assistance provided under Program
 
Agreements Nos.524-0300, 524-0311 and 524-0319 was for the
 
purpose of financing essential commodities, primarily for
 
the private sector, such as petroleum, agricultural inputs
 
(excluding pesticides), spare parts, intermediate and
 
capital goods, and other private sector imports needed to
 
keep the economy functioning. Cash transfer assistance of
 
Program Agreements Nos.524-0311 and 524-0319 include funds
 
for debt repayment. Moreover, Program Agreement No.524
0319 defines the use of local currency generated thereby.
 

The principal Nicaraguan Government entity involved in the
 
cash transfer portion of the assistance is the Central
 
Bank of Nicaragua (CBN). Other entities, some of which
 
are headquartered outside Nicaragua, are or will be
 
involved 
projects. 

in the implementation of individual development 

(2) Currency and Exchange Regulations 

According to the Exchange Control 
all foreign currency acquired 

Law 
must 

of 
be 

September 9, 1978 
reported to the 

Central Bank of Nicaragua (CBN) and al remittances must
 
have its approval.
 

(Continued)
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AUDIT Or THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to Consolidated Fund Accountability Statements
 

On 	July 1, 1990 CBN established a new monetary unit (cordoba
 
oro-C$) at par with the US dollar; subsequently, on March
 
3, 1991 a new parity of the monetary unit was established
 
at Co$5,00 per US$1,00.
 

CBN has allowed the operation of a free market for currency
 
exchange, provided transactions are handled by authorized
 
agents (foreign currency bureaus).
 

(3) Preparation of Consolidated Fund Accountability Statements
 

The consolidated fund accountability statements of the Fiscal
 
Years 1990 and 1991 Economic Support Fund Programs for
 
Nicaragua under the Dire Emergency Supplemental
 
Appropriations Act present, in addition to unaudited
 
information, the disbursements incurred locally for the
 
period from June 1, 1991 through September 30, 1991. Such
 
statements are based on the policy of cash receipts and
 
disbursements; additionally, cash allocated for
 
commitments based on letters of credit issued according to
 
Program Agreements Nos.524-0300, 524-0311 and 524-0319 are
 
considered as cash disbursements for purposes of the
 
preparation of the consolidated fund accountability
 
statements (modified cash basis).
 

(4) Cash Commitments for Opened Letters of Credit
 

As stated in the preceding note 3, cash allocated for
 
commitments based on letters of credit issued according Lo
 
Program Agreements Nos.524-0300, 524-0311 and 524-0319,
 
managed by CBN, are disclosed as cash disbursements in the
 
consolidated fund accountability statements.
 

At September 30, 1991 the outstanding balances of cash
 
allocated for commitments for opened letters of credit
 
under 
Hanover 
follows: 

each 
Int

Agreement 
ernational 

are 
Banking 

deposited 
Corpora

at 
tion 

Manufacturers 
(MHIBC), as 

(Continued) 
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
ECONOMIC SUPPORT FUND PROGRAMS FOR NitARAGUA
UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to 
Conbolidated Fund Accountability Statements
 

Program 
 MHIBC
 
Agreement No. 
 Bank account 
 Amount
 

524-0300 
 6211-003954-525 
 US$ 1,578,489
524-0311 
 6211-004267-525 
 262,090
524-0319 
 62: -004754-525 
 7,879,045
 

(5) Cash Available from CBN Program Agreements
 

At September 
 30, 1991 cash available, excluding 
 cash
commitments 
for opened letters of 
credit as explained in
preceding note 
 4, 
 from CBN Program Agreements is
determined as follows:
 

Program Agreement No.

524-0300 
 524-0311 
 524-0319
 

USAID/Nicaragua

fundings 
 US$60,000.000 
 64,000,000 100,000,000
Interest earned 
 2 1804721 11281,005 1,260.067
Total fundings 
 651 81,005 101,260067
Executed disburse-


..
ments 
 64,823,516 
 43,034,227 
 30,521,119
Less redeposits 5,687.335 675 
172
Net execution 
 59.1367T 
 30952119
 
Funds
 
available 
 US$ 3,044.540 22,9219950 70,738,948
 

Cash in banks:
 
Federal Reserve
 
Bank of New York US$ 24,324 30,214 
 68,670


Manufacturers Hano
ver International
 
Banking Corpora
tion 
 25,100 
 -
 100,000


Citizens and Southern

International Bank 
 95,116 
 691,950 69,744


Total cash in

banks US$ 144,540 100,164 
 238,414
 

(Continued)
 

-23



4
 

AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to Consolidated Fund Accountability Statements
 

Program Agreement No.
 
524-0300 524-0311 524-0319 

Investments: 
Federal Reserve 

Bank of New York US$ 
Manufacturers Hano

ver International 

2,900,000 13,200,000 53,768,281 

Banking Corpora
tion 

Citizens and Southern 
International Bank 

Total invest
ments 

Funds availa
ble US$ 

4,721,786 7,882,253 

- 4,900,000 8,850,000 

2,900,000 22,821,786 70,5009534 

3,044,540 22,921,950 70,738,948 

(6) Local Currency Generations 

On May 15, 1991 a Memorandum of Understanding in Local 
Currency was signed between CBN and USAID/Nicaragua, which
 
states that local currency generated according to Program
 
Agreement No.524-0319 may be used for the following:
 

-	 budget support to Central Government of Nicaragua,
 
-	 offsetting exchange losses of CBN, and/or
 
-	 repaying debt of CON to CBN.
 

An 	analysis of the status of local currency generations (in

cordobas oro - Co$) at September 30, 1991 is as follows:
 

Local currency generations according
 
to Program Agreement No.524-0319 Co$ 507,233,414
 

Local currency deposited Co$ 505,325,595
 
Local currency used for allowable
 

purposes 696329295
 
Local currency available Co$ 498,693,300
 

Difference between local currency generated and deposited was
 
subsequently transferred by CBN into the corresponding
 
bank account in January 1992.
 

(Continued)
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to Consolidated Fund Accountability Statements
 

(7) American Institute for Free Labor Development (AIFLD)
 

Project Agreement No.524-0308 for US$700,000, provided to
 
AIFLD, was effective from September 29, 1990 through June
 
30, 1991 (the period). Records kept by AIFLD/Nicaragua
 
indicate that disbursements incurred locally during the
 
period with funds from that Project Agreement amounted to
 
US$485,702. However, because direct recipient and
 
controller of those funds is AIFLD/Washington, other
 
additional disbursements might correspond to the Project
 
execution that were incurred outside Nicaragua or are
 
recorded and controlled exclusively by AIFLD/Washington.
 

(8) Restatement of Consolidated Fund Accountability Statement as
 
of May 31. i991
 

Financial information of the local execution of the Fiscal
 
Year 1990 Economic Support Fund Program for Nicaragua
 
under the Dire Emergency Supplemental Appropriations Act
 
for the period from May 31, 1990 through May 31P, 1991 (the
 
period), as included in the consolidated fund
 
accountability statements, was audited by other auditors.
 

Total cash transfer (from Economic Recovery Programs)
 
incurred locally for the aforementioned period, which form
 
part of that financial information, did not consider as
 
deductions any redeposits of cash corresponding to 
previously executed transfers that had been deemed 
subsequently as unallowable by USAID/Nicaragua. 
Consequently, total cash transfers incurred locally for
 
the aforementioned period have been restated as follows:
 

Total cash transfers, as previously
 
reported US$ 74,829,880
 

Redeposits of cash for unallowable
 
disbursements 497269099
 

Total cash transfers, as restated US$ 709103781
 

(Continued)
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AUDIT OF THE FISCAL YEARS 1990 AND 1991

ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA


UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to Consolidated Fund Accountability Statements
 

(9) Questionable Costs
 

According to USAID 
applicable regulations, there are two

categories of questionable costs: 
 (1) questioned costs
that are explicitly ineligible because they are not
project related, unreasonable or prohibited 
 by the
agreements or applicable 
laws and regulations, and (2)
unsupported costs that not
are supported by adequate

documentation or did not 
have required prior approvals or
 
authorizations.
 

For the Fiscal Year 1990 Economic Support Fund Programs for
Nicaragua under Dire
the Emergency Supplemental
Appropriations Act no questionable costs were determined.
 

The following are costs of the 
Fiscal Year 1991 Economic
 
Support 
 Fund Programs for Nicaragua under the Dire
Emergency Supplemental Appropriations Act which were
determined as questionable because they are not 
 in

accordance with the aforementioned criteria:
 

Letter of Amount Reason for
Description 
 Credit Number 
 Questioned Questioning
 

Agreement No.524-0319:
 
Private Sector Imports:


Boot eyelets 
 LC-0010 US$ 11,407 1
Raw materials for shoes G-3398 21,758 
 1
Fats and oils 3081-91 3,487 
 2
 
36,652


Public Sector Total Imports:

Montane strong rubber 
 2942-91 14,838 3
Frozen chicken G-3276 23,170

Consumption goods 

3
 
G-2471 144,899 3
Frozen chicken G-3277 92,455 
 3
Fish flour 
 3102-91 462,844 3
Chemicals 
 3103-91 
 540 802 3
 

IT7,99uug
Total questioned, Agreement

No.524-0319 
 US$1,315,660
 

(Continued)
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to 
Consolidated Fund Accountability Statements
 

Explanation of references used in the preceding charts:
 

1. Unallowable. Military sector imports.
2. Unused portion of 
letters of credit, included as disbursements
in the consolidated fund accountability statements.
3. Unallowable. 
 Public sector imports.
 

See findings Nos. 1 
and 2 included in the 
 section of
compliance 
with agreement terms 
and applicable laws and

regulations.
 

(IO)Questionable Costs at 
May 31, 1991
 

Questionable costs at May 31, 
1991 amountin 
 to US$1,398,030,
as disclosed 
 in the previous 
 audit report, were
subsequently reimbursed by the Central Bank of Nicaragua.
 
(11)Letters of Credit for Imports Executed by the Central Bank of


Nicaragua
 

A summary of letters 
of credit for imports by the Central
Bank of Nicaragua during the 
period from 
June 1, 1991
through September 30, 
1991 in the amount of US$60,596,914,
which 
were found eligible under 
the Program Agreements,

are the following:
 

Number of

letters of credit 
 Total amount
Economic Recovery Program I:
 

Manufacturers Hanover international Banking Corp. 
 12 US 574,485
Citizens & Southern International Bank 
 8 
 8533383
 
Subtotal 9 

Economic Recovery Program II:
 
Manufacturers Hanover International Banking Corp. 
 20 14,306,749
Citizens & Southern International Bank 
 20 
 7,976.838


S u b t o t a l -- 2-3
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Notes to Consolidated Fund Accountability Statements
 

Economic Recovery Program III: 
Manufacturers Hanover Inter

national Banking Corp. 34 US$ 18,218,832 
Citizens & Southern Inter

national Bank 24 10,986,627 
Subtotal -2 09 
Total T US$ 659 14 
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Certified Public Accountants 

Peat, Marwick, Mitchell & Co. 

Apartado 10208 Telefono 20-1366 
San Jos, Costa Rica 1000 Telefax (506) 20-0408 

AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Independent Auditors' Report on Internal Control Structure
 

We have audited the consolidated fund accountability statements
 
of the Fiscal Years 1990 and 1991 Economic Support Fund Programs

for Nicaragua under the Dire Emergency Supplemental

Appropriations 
Act for the period from June 1, 1991 through

September 30, 
 1991 and have issued our report thereon dated
 
February 24, 1992.
 

Except for not conducting an external control review by an
 
unaffiliated audit organization and for a scope limitation as
 
described further in our opinion on the consolidated fund
 
accountability statements, we conducted our audit 
in accordance

with generally accepted auditing standards and the United States
 
Comptroller General's Government Auditing Standards (1988

Revision). Those standards require that we plan and perform the
 
audit to obtain reasonable assurance about whether the
 
consolidated fund accountability statements are free from
 
material misstatement.
 

In planning and performing our audit, for the period from June 1,

1991 through September 30, 1991, we considered the internal
 
control structure established by the implementing entities, in
 
order to determine our audioting procedures for the purpose of
 
expressing our opinion 
on the consolidated fund accountability

statements and not to provide assurance on the internal control
 
structure.
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The Government of Nicaragua and the management of the Central
 
Bank of Nicaragua (CBN) and of other implementing entities are
 
responsible for establishing and maintaining an internal control
 
structure for the management of the Fiscal Years 1990 and 1991 
Economic Support Fund Programs for Nicaragua under the Dire 
Emergency Supplemental Appropriations Act. In fulfilling this 
responsibility the implementing entities must assess through
 
estimates and judgements, expected benefits and related costs of
 
internal control structure policies and procedures. The
 
objectives of an internal control structure are to provide
 
reasonable, but not absolute, assurance that the assets are
 
safeguarded against loss from unauthorized use or disposition,
 
and that transactions are executed in accordance with the
 
implementing entities authorization and recorded properly to
 
permit the preparation of the consolidated fund accountability
 
statements in accordance with the basis of accounting described
 
in note 3 to the consolidated fund accountability statements.
 

Because of inherent limitations in any internal control
 
stri.cture, errors or irregularities may nevertheless occur and
 
not be detected. Also, projection of any evaluation of the
 
structure to future periods is subject to the risk that
 
procedures may become inadequate because of changes in conditions
 
or that the effectiveness of the design and operation of policies
 
and procedures may deteriorate.
 

For the purpose of this report, we have classified the
 
significant internal control structure policies and procedures in
 
the following categories:
 

. Accounting and budget control systems,
 
" Cash management,
 
• Management information system,
 
• Issue of and control over letters of credit, 
" Procurement of goods and services, and 
" Reception, distribution and administration of inventories 

(commodities) and fixed assets.
 

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 into
 
operation, and we assessed control risk.
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We noted certain matters involving the internal control structure
 
and its operation that we consider to be reportatle conditions
 
under standards established by the American Institute of
 
Certified Public Accountants. Reportable conditions involve
 
matters coming to our attention relating to significant

deficiencies in the design or operation of the internal control
 
structure that, in our judgment, could adversely affect the
 
ability of the implementing entities to record, process,

summarize and report financial data in a manner consistent with
 
the assertions of management in the consolidated fund
 
accountability statements. Reportable conditions noted are
 
discussed in findings No.1 through No.7 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 consolidated fund accountability 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 would not
 
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 weaknessess as defined above.
 
However, we believe, that the reportable conditions described in
 
findings No.1 through No.7 are material weaknesses.
 

This report is intended for the information of the Government of
 
Nicaragua, the implementing entities and the United States of
 
America Agency for International Development. This restriction is
 
not intended to limit distribution of this report which, upon
 
acceptance by the Office of the Regional Inspector General
 
(RIGIA/T), is a matter of public record.
 

February 24, 1992.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS 
FOR NICARAGUA
 

UNDER THE 
DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Findinas on Control
Internal Structure
 

Finding No.1 - CENTRAL BANK OF NICARAGUA (CBN) - Prolect
 
Nos.524-0300. 524-0211 and 524-0319
 

CBN is not Drovidina to USAID/Nicaraaua some reDorts
 
required on a monthly basis,
 

It was not the practice of CBN to provide to
 
USAID/Nicaragua 
 monthly bank statements and related
 
reconciliations for the following bank accounts, at
 
Manufacturers Hanover International 
 Banking Corporation

(MHIBC), related 
to Agreements Nos.524-0300, 524-0311 and
 
524-0319:
 

MHIBC
 
Bank account No. Aareement No.
 

6211-003954-525 
 524-0300
 
6211-004267-525 
 524-0311
 
6211-004754-525 
 524-0319
 

Consequently, committed 
but unpaid cash funds for pending

imports 
 in process were not reported as such to
 
USAID/Nicaragua.
 

According to Section VII of the Separate Account Operating

Procedures for Agreements Nos.524-0300, 524-0311 and 524
0319, CBN shall provide to USAID/Nicaragua on a monthly

basis:
 

- bank statements for each and every separate bank account 
opened under the Agreements, and 

- bank reconciliations for each of the aforementioned
 
accounts.
 

In addition, such section requires that 
 for transactions
 
financed with funds from the 
separate accounts information
 
be given of including date, name of and of
bank amount 

dollars debited to the separate accounts (which would
 
imply payment in cash already made to exporter).
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND PROGRAMS 
FOR NICARAGUA
 
UNDER THE DIRE 
EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Cause
 

CBN has reported as executed disbursements all funds
 
commited for letters of credit opened, regardless if
 
commited funds were paid directly to exporter or
 
segregated in another separate account.
 

Effect
 

Through February 1992, USAID/Nicaragua had received
 
insufficient information 
 to verify status of import

transactions: whether related funds were 
actually paid in
 
cash to exporter or remain committed in another separate
 
account.
 

At September 30, 1991 commited but unpaid funds for
 
imports amounting to US$9,719,624 had not been reported 
as
 
such to USAID/Nicaragua.
 

Recommendation
 

At the request of USAID/Nicaragua, CBN is now providing

monthly bank 
statements and related reconciliations for
 
the bank accounts detailed in the Condition.
 

No recommendation is made for this finding, 
 because
 
USAID/Nicaragua has already taken actions to resolve it.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 
UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Findina No 2 - TEXTBOOKS - CONFEDERATION OF NICARAGUAN 
PROFESSIONAL ASSOCIATIONS (CONAPRO) Memorandum o f
 
Understanding under Project No.524-0301.23
 

Procedures to control the inventory of donated books and
 
their disposition are not DroDerlv followed.
 

Condition
 

The following situations related with the internal control
 
structure established by CONAPRO for the management of
 
the program were determined:
 

* No formal document is used to control inflows and
 
outflows of books from the warehouse.
 

* No periodical physical inventories are prepared by other
 
than warehouse personnel.
 

Criteria
 

A manual recently issued for CONAPRO establishes internal
 
control procedures that would provide reasonable assurance
 
that the assets are safeguarded against loss from
 
unauthorized use or disposition and are properly recorded.
 

Cause
 

Procedures included in the aforementioned manual have not
 
been followed to control the inventory of donated books
 
and their disposition.
 

Effect
 

It minimizes control on the inventory of donated books and
 
their disposition.
 

Recommendation
 

CONAPRO should implement the procedures included in the
 
manual mentioned in the Criteria to control the inventory
 
of books and their disposition.
 

Additionally, CONAPRO should demonstrate 
 to
 
USAID/Nicaragua that the actions mentioned in the
 
preceding paragraph have been taken.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT 
FUND PROGRAMS FOR NICARAGUA
 
UNDER 
THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Finding No. 3- TEXTBOOKS - CONFEDERATION OF NICARAGUAN
 
PROFESSIONAL ASSOCIATIONS 
 (CONAPRO) - MEMORANDUM OF
 
UNDERSTANDING UNDER Project No.524-0301.23
 

CONAPRO does not deposit on 
 a timely basis, into the
 
reflow account, reflow funds aenerated by sales of books,
 

Condition
 

Reflow funds for more than US$20,000 generated by sales of
 
books have remained, in some cases, 
more than one month in
 
an account in local currency. Such funds should be
 
transferred to a specific US dollar account 
 (reflow
 
account).
 

Criteria
 

Clause VII of the Memorandum of Understanding establishes
 
that reflow funds deposited into local currency 
accounts
 
(except for the amount that is for
allowed expenses, which
 
equals to 10% of book 
sales prices) should be transferred
 
to the US dollar reflow account.
 

Sound business practices require that funds generated be
 
deposited into the reflow account on 
a timely basis.
 

Cause
 

Banking procedures to be followed by CONAPRO 
 to wire
 
transfer funds to US dollar accounts 
are burdensome.
 

Effec
 

CONAPRO does not deposit on a timely 
basis into the reflow
 
account, reflow funds generated by sales of books.
 

Eventually, funds remaining in local currency are subject

to the risk of variation of the exchange rate of the

cordoba oro (Nicaraguan currency) with respect to the US
 
dollar.
 

Recommendation
 

CONAPRO should establish the practice of making deposits

into the reflow account more frequently, provided amounts
 
to be transfered to the reflow account exceed an specified
 
amount.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND PROGRAMS FOR 
NICARAGUA
 
UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT


FOR THE PERIOD FROM JUNE 
1, 1991 THROUGH SEPTEMBER 30, 1991
 

Finding No. 4 - TEXTBOOKS - REGIONAL TECHNICAL AID CENTER 
II - MINISTRY OF EDUCATION (RTAC II-MED) Prolect- No, 
524-0301.23
 

Procedures included in the plan for of
distribution books
 
beina received under the Agreement have not been followed.
 

Condition
 

• Reception and documents not
delivery are 
 prenumbered

they any
nor do show evidence of who is responsible for
 

their preparation, review and approval.
 

• No periodical physical inventory counts of books are
 
made by other than warehouse personnel.
 

* Distribution documentation 
 for each school does not

provide evidence of who received books nor date of
 
reception.
 

Criteria 

A plan for distribution of books, recently issued,

establishes internal control procedures 
that would provide

reasonable assurance proper
of recording, custody and

distribution of books received 
under the Agreement.
 

Cause
 

Procedures included in the aforementioned plan for the

recording, custody and distribution of books received
 
under the Agreement have not been properly followed.
 

Effect
 

Control over 
recording, custody and distribution of books

is minimized. This could result in losses or unauthorized
 
disposition of donated books.
 

Recommendation
 

RTAC II should implement the procedures included in the
plan mentioned in the Criteria 
 to provide reasonable
 
assurance over 
 recording, custody and distribution of
 
books received under the Agreement.
 

RTAC II should demonstrate to USAID/Nicaragua that the

actions mentioned in the preceding paragraph have been
 
taken.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND FOR
PROGRAMS NICARAGUA
 
UNDER 
THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Finding No.5 - NATIONAL ENDOWMENT FOR DEMOCRACY - RADIO 
CORPORATION - Project No.524-0309 

There is no evidence that procedures have been established
 
to ensure the proper recording and custody of USAID
 
donated assets.
 

Taere is no evidence that Radio Corporation, the

beneficiary under the National Endowment for Democracy

project, has established procedures to ensure the proper

recording and custody 
of USAID donated assets.
 

Criteria
 

Good internal controls require the establishment of

procedures for recording and
proper physical custody of
 
such assets.
 

Cause
 

Due to the size of Radio Corporation premises and to their
 
reduced budget for operations, hiring personnel for
 
recording and control 
of donated assets is not considered
 
necessary nor affordable.
 

Effect
 

Lack of evidence of control over recording and physical

custody 
 of USAID donated assets pursuant to National
 
Endowment Democracy Project No.524-0309. This could result
 
in losses or unauthorized disposition of donated assets.
 

Recommendation
 

Radio Corporation should establish 
 proper control
 
procedures for recording and physical custody of donated
 
assets.
 

A physical inventory and identification of location of
 
each USAID donated asset should be performed.
 

Radio Corporation should 
demonstrate to USAID/Nicaragua

that the actions mentioned in the preceding paragraph have
 
been taken.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 
UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Findina No. 6 - NON-FORMAL VOCATIONAL EDUCATION - SALESIAN 
MISSION TO NICARAGUA (SALESIAN MISSION) Prolect No.5240310 

Lack of compliance with provisions stated in manuals
 
established by the Salesian Mission to control donated
 

Condition
 

* No documentation was prepared to report the reception of
 
some computer equipment.
 

Documentation prepared for the reception of donated
 
assets do not show any evidence of review or approval.
 

Hermes/Olivetti typewriters: series
with numbers
 
3687468-3710200-3687510-3687511-3710167 
 and 3710259
 
located in Colegio Maria Mozarello, as well as number
 
358689 in Centro Juvenil Don Bosco, are not identified
 
in the fixed asset subsidiary ledger with their
 
respective series number.
 

The source and origin of the Hermes/Olivetti typewriters
 
is not the United States of America.
 

Criteria
 

Salesian Mission manuals establish internal control
 
procedures that would provide reasonable assurance that
 
dona ed assets are properly recorded and safeguarded

agai..t unauthorized use or disposition.
 

Also, the source and origin criteria according to the
 
standard provision on AID Eligibility Rules for Goods and
 
Services contained in Handbook 13, should be met. Such
 
criteria requires justification for acquiring goods not in
 
the United States of America.
 

Cause
 

Salesian Mission is not following the procedures

established in its manuals for recording and custody of
 
USAID donated assets and has not justified in writing
 
reasons for not acquiring goods in the United Stated of
 
America.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 
UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Effect
 

Control over donated assets is minimized. This could
 
result in losses or unauthorized disposition of donated
 
assets.
 

Noncompliance 
nongovernmental 

with 
grantees 

standard 
regarding 

provisions 
the source 

for US 
and origin 

of goods acquired. 

Recommendation 

Salesian Mission should 
 follow the established internal
 
control procedures regarding the reception and custody
 
of assets acquired with USAID funds.
 

A physical inventory and an identification of location of
 
each USAID donated asset should be performed.
 

Salesian Mission should justify in writing reasons for not
 
acquiring goods in the United States of America.
 

Salesian Mission should demonstrate to USAID/Nicaragua

that the actions mentioned the preceding paragraphs have
 
been taken.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 

ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 
UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
 

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Finding No. 7 - PUBLIC SECTOR SUPPORT PROGRAM 

Lack of compliance with provisions stated in manuals for
 
control of donated assets - Proiect No.524-0301.04
 

Condition
 

Some computer equipment in the General Procurement
 
Office warehouse of the Republic of Nicaragua was not
 
properly packed (keyboards, monitors, etc. were stored
 
outside their original boxes).
 

In January 1992, the warehouse inventory cards and the
 

inventory information systems had not been updated.
 

Criteria
 

To improve controls over USAID donated assets,

procedures established in manuals issued by GON should be
 
followed.
 

Cause
 

General Procurement Office of the Republic of Nicaragua
 
was not following procedures established in
 
aforementioned manuals for recording, custody and
 
distribution of USAID donated assets.
 

Effect
 

Computer equipn nt may deteriorate or become damaged

while in warehouse.
 

Eventual losses or unauthorized disposition of donated
 

assets.
 

Recommendation
 

No recommendation is made for this finding, because the
 
General Procurement Office of the Republic of Nicaragua
 
has already taken actions to resolve it.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 301 1991
 

Independent Auditors' Report on Compliance with Agreement

Terms ar'1 Applicable Laws and Regulations
 

We have audited the consolidated fund accountability statements
 
of the Fiscal Years 1990 and 1991 Economic Support Fund Programs

for Nicaragua under 
 the Dire Emergency Supplemental

Appropriations Act (the Programs) for the period from 
June 1,

1991 through September 30, 1991 and have issued report
our 

thereon dated February 24, 1992.
 

Except for not conducting an external quality control review by
 
an unaffiliated audit organization and for a scope limitation as
 
described further in 
 our opinion on the consolidated fund
 
accountability statements, we conducted our audit 
in accordance
 
with generally accepted auditing standards and the United States
 
Comptroller General's Government Auditing 
 Standards (1988

Revision). Those standards require that plan and perform the
we 

audit to obtain reasonable assurance about whether the
 
consolidated fund accountability statements 
are free of material
 
misstatements.
 

Compliance 
 with agreement terms and laws and regulations

applicable to the Programs is the responsibility of the
 
Government of Nicaragua (GON) and the management of each
 
implementing entity 
in-olved with the Programs' execution. As
 
part of the process of obtaining reasonable assurance about

whether the consolidated fund accountability statements are free
 
of material misstatements, we performed tests on the implementing

entities compliance with certain provisions of the agreement

terms, and laws and regulations. However, our objective was not
 
to provide an opinion on overall compliance with such provisions.

Accordingly, we do not express such an opinion.
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Material instances of noncompliance are failures to follow
requirements or violations of agreement 
 terms and laws and
regulations that may cause us 
to conclude that the aggregation of

misstatements 
resulting from those failures or violations is

material to the consolidated fund accountability statements. The

results of our tests of compliance disclosed the material

instances of noncompliance included in findings No.1 through No.4
 
of this section.
 

We considered material
these instances of noncompliance in
 
forming our opinion on whether the consolidated fund

accountability statements of the Fiscal Years 1990 and 1991

Economic Support 
Fund Programs for Nicaragua under the Dire

Emergency Supplemental Appropriations Act, for the period from

June 1, 1991 through September 30, 1991, are presented fairly, in

all material respects, during that 
period, in conformity with

the basis of 
accounting described in note 3 to the consolidated
 
fund accountability statements. This report does not affect 
our
 
report on the consolidated fund accountability statements dated
 
February 24, 1992.
 

Except for the 
matters discussed in the fourth paragraph, the

results of our tests on compliance indicate that, with respect 
to
 
items tested, the local implementing entities involved with the
Programs had in material
complied, all 
 respects, with the
provisions referred 
to in the third paragraph of this report.

Likewise, with respect to items not tested, nothing to
came our
 
attention that caused 
us to believe that the local implementing

entities involved with the Programs 
had not complied, in all
 
material respects, with those provisions.
 

This report is intended for the information of the Government of

Nicaragua, the implementing entities and the United States of

America Agency for International Development. This restriction
 
is 
not intended to limit distribution of this report which, upon

acceptance 
by the Office of the Regional Inspector General
 
(RIG/A/T), is a matter of public record.
 

February 24, 1992.
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AUDIT FOR THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATION ACT FOR
 
THE PERIOD FROM JUNE 1, 1991 TRHOUGH SEPTEMBER 30, 1991
 

Findings on Compliance with Agreement Terms and
 
ADDlicable Laws and Reculations
 

Finding No 1. - CENTRAL BANK OF NICARAGUA (CBN)- Prolect 
No.524-0319 

Unallowable imports made under CBN Economic
 
Stabilization and Recovery Proaram Aareement No. 524-


Conditin
 

Imports for US$33,165 were made by the military sector.
 

Disbursements amounting to US$3,487 correspond to unused
 
portions of opened letters of credit, which 
 were
 
included as disbursements in the consolidated fund
 
accountability statements.
 

See details of those imports in note 9 to consolidated
 
fund accountability statements.
 

Sections V.C.3 of the Separate Account Operating

Procedures establishes that the funds shall not be used
 
to finance equipment and supplies for military and
 
police use.
 

Unused portions of letters of credit shall not be
 
reported as disbursements in the consolidated fund
 
accountability statements.
 

Cause 

Separate 
imports 

Account 
made under 

Operating 
the Agr

Procedures 
eement No.5

established 
24-0319 were 

for 
not 

properly followed. 

Effect 

The following imports are not eligible:
 

Imports for US$33,165 made to finance equipment and
 
supplies for military and police use, and
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An amount of US$3,487 included as a disbursement in
 
the consolidated fund accountability statements, which
 
represents the unused portion of a letter of credit.
 

Recommendation
 

* 	CBN officials should ensure compliance with Separate
 
Account Operating Procedures.
 

* 	CBN should redeposit US$33,165 due to imports that do
 
not comply with requirements established by Agreement
 
No.524-0319.
 

* 	CBN should adjust its books to properly record the
 
amount of US$3,487, which corresponds to the unused
 
portion of a fully executed letter of credit.
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AUDIT FOR THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT 
FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATION ACT FOR
 
THE PERIOD FROM JUNE 1, 1991 TRHOUGH SEPTEMBER 30, 1991
 

Finding No 2 - CENTRAL BANK OF NICARAGUA (CBN)
 

Unallowable transfers have been 
made to pav imports by
 
the public sector - Project No.524-0319
 

Condition
 

Transfers amounting to US$1,279,008 from Agreement

No.524-0319 
were made to pay imports by public sector.
 
See detail of those imports in note 9 to consolidated
 
fund accountability statements.
 

Criteria
 

Economic Stabilization and Recovery Program, Agreement

No. 524-0319, Paragraph II, Sections 2.1.A and 2.6,

establish that the Government of the Republic of
 
Nicaragua should present prior to the disbursement of
 
funds to be used for public sector imports, provisions

that will ensure the use of competitive purchase
 
procedures by public sector institutions.
 

Cause
 

On November 6, 1991, the Minister of Finance of 
 the
 
Republic of Nicaragua published the General Rulings for
 
Administrative Engagements, 
 which include purchase

procedures to be applied by all public institutions;
 
nevertheless, such document has not been 
approved by

USAID/Nicaragua because it contains some 
matters which
 
prevent compliance with Agreement terms.
 

Effect
 

Transfers amounting to US$1,279,008 from Agreement No.
 
524-0319 separate accounts were made to pay imports by

the public sector, without having fulfilled the
 
requirement mentioned in the 
Criteria. As a consequence,

such imports are not considered eligible.
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UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATION ACT FOR
 
THE PERIOD FROM JUNE 1, 1991 TRHOUGH SEPTEMBER 30, 1991
 

Recommendation
 

USAID/Nicaragua should request CBN to redeposit in the
 
corresponding separate account US$1,279,008 related to
 
imports made under Agreement No.524-0319 as of September
 
30, 1991, for not having fulfilled the requirement of
 
presenting purchase procedures for their use by public
 
sector institutions or, as an alternative, issue a
 
Program Implementation Letter which extends the period
 
to comply with such requirement.
 

Management Comments
 

USAID/Nicaragua has requested CBN to redeposit, in the
 
corresponding separate account, funds utilized for
 
public sector imports made prior to meeting the
 
provisions stated in the Criteria, which would allow the
 
financing of such import transactions.
 

CBN, in turn, responded to the concerns USAID/Nicaragua

had regarding public sector procurement policies and
 
procedures issued by the host country in compliance with
 
those provisions and, based on this response, requested

the redeposit not be made. USAID/Nicaragua is in the
 
process of reviewing CBN response to its concerns which,
 
if not found appropriate, will request immediate action
 
on the redeposit of the funds.
 

Auditors' Comments
 

It is USAID/Nicaragua responsibility to continue efforts
 
until this issue is resolved.
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UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATION ACT FOR
 
THE PERIOD FROM JUNE 1, 1991 TRHOUGH SEPTEMBER 30, 1991
 

Findina No.3 - CENTRAL AMERICAN INSTITUTE OF BUSINESS
 
ADMINISTRATION (INCAE)- Proiect No.524-0301.01
 

No evidence was provided that a memorandum of 
understandina was sianed between INCAE and the 
Government of Nicaragua (GON). 

No evidence was provided that a memorandum of
 
understanding was subscribed between INCAE and GON, as
 
required in Amendment I to Agreement No. 524-0301.
 

Attachment II, Section D of Amendment I to Agreement No.
 
524-0301, establishes that INCAE will provide, within
 
thirty days of signing of this Amendment, signed copies,

in form and substance satisfactory to USAID/Nicaragua,
 
of a memorandum of understanding 
as described in Sections C.l.b
Agreement. 

between INCAE 
,c,d and C.3. 

and 
of 

GON 
the 

Cause 

Related memorandum of understanding, previously approved
 
by USAID/Nicaragua, was sent to GON for signature and
 
no response has been officially received by
 
USAID/Nicaragua.
 

Noncompliance with applicable terms of the Agreement.
 

Recommendation
 

INCAE should request USAID/Nicaragua to amend the
 
Agreement to eliminate the requirement for the
 
memorandum of understanding mentioned in the Criteria.
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ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATION ACT FOR
 
THE PERIOD FROM JUNE 1, 1991 TRHOUGH SEPTEMBER 30, 1991
 

Findina No. 4- CENTRAL BANK OF NICARAGUA (CBN)
 

Inaccurate computation of eauivalent in local currency
 
to interest aenerated by US dollar separate account,
 
reauired to be deposited by CBN into the local currency
 
special account used to manage the counterpart funds
 
established by Economic Stabilization and Recovery
 
Proaram. Aareement No. 524-0319
 

Local currency equivalent to US$404,747 of interest
 
generated by the US dollar separate account during
 
September, 1991, was not computed nor deposited on a
 
timely basis by CBN into local currency special account
 
used to manage counterpart funds established by Economic
 
Stabilization and Recovery Program, Agreement No. 524
0319. Likewise, during June, July and August 1991,
 
US$23,183 (115,915 cordobas oro, Nicaraguan local
 
currency) were computed in excess as local currency

equivalent because the number of days used in the
 
computation was incorrect. In January and February 1992
 
such local currency equivalent was deposited in the
 
separate account.
 

Paragraph I of the Memorandum of Understanding on Local
 
Currency, and Section 1.2 of the Procedures for the
 
Recording, Control and Use of Counterpart Funds in Local
 
Currency under Agreement No. 524-0319 establish that
 
total counterpart funds shall include the equivalent in
 
local currency to interest generated by the US dollar
 
separate account.
 

Causeq
 

Procedures for recording, control and use of counterpart
 

funds were not properly complied with.
 

The equivalent in local currency of approximately
 
US$404,747 was not deposited on a timely basis in the
 
counterpart funds special account, which correspond to
 
interest for September 1991, generated according to
 
Section 1.3 of the Procedures for the Recording,
 
Control and Use of Counterpart Funds in Local
 
Currency.
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The equivalent in local currency of approximately

US$23,183 was 
deposited in excess in counterpart funds
 
special account during June, 
July and August 1991
 
because of inaccurate computation of interest
 
generated by US separate account.
 

Recommendation
 

No recomendation is made for this finding, because CBN
 
has already taken actions to resolve it.
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* Peat Marwick 
Certified Public Accountants 

Peat, Marwick, Mitchell & Co. 

Apartado 10208 Telefono 20-1366 
San Jose, Costa Rica 1000 Telefax (506) 200408 

AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERGENGY SUPPLEMENTAL APPROPRIATIONS ACT
 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Independent Auditors' Report on Follow Up to Prior Period
 
Audit Recommendations
 

We have audited the consolidated fund accountability statements
 
of the Fiscal Years 1990 and 1991 Economic Support Fund Programs

for Nicaragua under the 
 Dire Emergency Supplemental

Appropriations 
Act for the period from June 1, 1991 through

September 30, and have issued our thereon dated
1991 we report 

February 24, 1992.
 

Except for not conducting an external quality control review by
 
an unaffiliated organization 
and for a scope limitation as
 
described further in our opinion on the consolidated fund
 
accountability statements, conducted
we our audit in accordance

with generally accepted auditing standards and the United States
 
Comptroller General's Government Auditing Standards 
 (1988

Revision). Those standards require that 
we plan and perform the
 
audit to obtain reasonable assurance about whether the
 
consolidated fund accountability statements are free of material
 
misstatements.
 

Ab part of our audit procedures, we performed the follow up 
to
 
findings and recommendations included in the following document:
 

Audit Report No.1-524-92-20-N of January 21, 1992. Audit 
of
 
USAID/Nicaragua Economic Support Fund Program. Funded by the

Fiscal Year 
1990 Dire Emergency Supplemental Appropriations

Act, December 1, 1990 to May 31, 1991.
 

Such follow up was made of findings and recommendations which
 
could have a material effect on our 
audit, to determine if the

implementing entities 
involved have taken adequate corrective
 
measures.
 

We observed an instance in which the implementing entities did
 
not take adequate corrective measures, as indicated 
in finding

No.1 included in this section.
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Except for the matters indicated in findings No.1 through No.3
 
included in this section, the results of our follow up tests
 
indicate that the implementing entities involved have adopted
 
adequate corrective measures regarding the matters included in
 
the document described in the third paragraph.
 

This report is intended for the information of the Government of
 
Nicaragua, the implementing entities and the United States of
 
America Agency for International Development. This restriction
 
is not intended to limit distribution of this report which, upon
 
acceptance by the Office of the Regional Inspector General
 
(RIG/A/T), is a matter of public record.
 

February 24, 1992
 

-51



AUDIT OF THE FISCAL YEARS 1990 AND 1991
 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA
 

UNDER THE DIRE EMERCENGY SUPPLEMENTAL APPROPRIATIONS ACT

FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

Follow Up to 
Prior Period Audit Recommendations
 
Compliance with Agreement Terms and Applicable Laws
 

and Regulations
 

Instances for which corrective actions have not been taken
 

1. Prior Period Audit Recommendation No.3.a.
 

The internal control structure of the Regional Technical AID
 
Center II (RTAC II) in Nicaragua requires improvement. MED

districts 
do not keep copies of documents evidencing the

delivery of textbooks to schools 
 and do not reconcile
 
deliveries with 
the actual receipt of textbooks from RTAC II.
 

Present Condition
 

As explained in 
finding No.4 in the internal control structure

section, a plan for distribution of books, recently issued by

RTAC II, is in process of implementation.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

List of Recomendations
 

Findings on Internal Control Structure
 

Finding No.1
 

Recommendation
 

No recommendation is made for this finding, because
 
USAID/Nicaragua has already taken actions to resolve it.
 

Finding No. 2
 

Recommendation
 

CONAPRO should implement the procedures included in the
 
manual mentioned in the Criteria to control the inventory

of books and their disposition.
 

Additionally, CONAPRO should demonstrate 
 to
 
USAID/Nicaragua that the actions mentioned 
 in the
 
preceding paragraph have been taken.
 

Findina No.3
 

Recommendation
 

CONAPRO should establish the practice of making deposits

into the reflow account more frequently, provided amounts
 
to be transfered to the reflow account exceed an specified
 
amount.
 

Findina No.4
 

Recommendation
 

RTAC II should implement the procedures included in the
 
plan mentioned in the Criteria to provide reasonable
 
assurance of the recording, custody and distribution of
 
books being received under the Agreement.
 

RTAC II should demonstrate to USAID/Nicaragua that the
 
actions mentioned in the preceding paragraph have been
 
taken.
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UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS ACT
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 1991
 

List of Recomendations
 

Findinas on Intornal Control Structure
 

Findina No.5
 

Recommendation
 

Radio Corporation should establish proper control
 
procedures for the recording and physical custody of
 
donated assets.
 

A physical inventory and an identification of location of
 
each USAID donated asset should be performed.
 

Radio Corporation should demonstrate to USAID/Nicaragua

that the actions mentioned in the preceding paragraph have
 
been taken.
 

Finding No.6
 

Recommendation
 

Salesian Mission should follow the established internal
 
control procedures regarding the reception and custody

of assets acquired with USAID funds.
 

A physical inventory and an identification of location of
 
each USAID donated asset should be performed.
 

Salesian Mission should justify in writing 
reasons for
 
acquiring goods not in the United States America.
of 


Salesian Mission should demonstrate to USAID/Nicaragua

that the actions mentioned the preceding paragraphs have
 
been taken.
 

Finding No.7
 

Recommendation
 

No recommendation is made for this finding, because the
 
General Procurement Office of the 
Republic of Nicaragua

has already taken actions to resolve it.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 

ACT 
1991 

List of Recomendations
 

Findings on Comnliance with Agreement Terms and
 
AuPlicable Laws and Reaulations
 

Finding No.1
 

Recommendation
 

• CBN officials should ensure compliance with Separate

Account Operating Procedures.
 

" 	CBN should redeposit US$33,165 due to imports that do
 
not comply with requirements established by Agreement
 
No.524-0319.
 

* CBN should adjust its books to properly record the
 
amount of US$3,487, which corresponds to the unused
 
portion of a fully executed letter of credit.
 

Finding No.2
 

Recommendation
 

USAID/Nicaragua should 
request CBN to redeposit in the
 
corresponding separate account US$1,279,008 related to

imports made under Agreement No.524-0319 as of September

30, 1991, for not having fulfilled the requirement of

presenting purchase procedures 
 for their use by public

sector institutions, or as an alternative, issue a Program

Implementation Letter which extends the period 
to comply

with such requirement.
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AUDIT OF THE FISCAL YEARS 1990 AND 1991 
ECONOMIC SUPPORT FUND PROGRAMS FOR NICARAGUA 

UNDER THE DIRE EMERGENCY SUPPLEMENTAL APPROPRIATIONS 
FOR THE PERIOD FROM JUNE 1, 1991 THROUGH SEPTEMBER 30, 

ACT 
1993 

List of Recomendations
 

Findings on Compliance with Aareement Terms and
 
ADlicable Laws and Reaulations
 

Finding No.3
 

Recommendation
 

INCAE should request USAID/Nicaragua to amend the
 
Agreement to eliminate the requirement for the memorandum
 
of understanding mentioned in the Criteria.
 

Finding No.4
 

Recommendation
 

No recomendation is made for this finding, because CBN has
 
already taken actions to resolve it.
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Finding No. 3 ..Internal Control Structure
 

M E IM 0 R A N D U I 

TO : 	RICHARD LAYTON
 
C/OFIN 

THRU: 	LILIA4 AYALDE
 
GDO
 

FROM: 	GILBERTO DE LA CRUZ
 

RTAC-II COORDINATOR "
 

REF : 	DRAFT AUDITORS' REPORT ON CONAPRO
 

DATE: 	MARCH 25, 1992
 

In reference to Recommendations by auditors the following
 
comments apply:
 

Finding No. 3 - C'ONAPRO does the purchasing of dollars 
exercise thru Banco Central by following an elaborate maze 
of offices and desks that work more or less in the following 
manne r! 

a) A Letter of Authorization for funds is requested
 
from the office of imports at B.C.N.
 

b) The following day (if ready) the Letter is retrieved 
from the abovementioned office,
 

c) CONAPRO then issues a check in C6rdobas for the 
amount of Dollars is purchasing, This check has to have 
two signatures which are not always readily available.
 
Say this takes another two days.
 

d) Then CONAPRO goes to Banco Nacional de Desarrollo, 
to request _anothej: authorization. This time from the 
Gener-al Manager of International Operations and CONAPRO 
does this, letter in hand from B.C.N. Then, if the
 
person is available, he may sign it right there and 
then. If not the request must be left with the 
.cretary and return the next day to see if it has 
been approved.
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eI Once the request has been approved by. the General
 
Manager of International Operations, CONAPRO goes to
 
the person who actually does the request for the
 
transfer and sees that the check CONAPRO is paying

with has funds. This is done by telephone and may take
 
from 10 minutes to as much as 
two days if the telephone
 
lines are not working properly.
 

f) Then, and only then CONAPRO goes the the

International Teller window and gets 
its request for
 
Funds accepted by the Bank.
 

As you can see the entire process, when everything goes well

takes about a week. There's no practical way for CONAPRO to
 
repeat this exercise weekly. The procedures are there, but the

fact is; we have no control over the way the Banks involved do
 
their business.
 

(CONAPRO receives money in any substantial amounts during the
 
monLhs of March-April for the First School Semester and August-

September for the Second School Semester. During the rest of the
 
year CONAPRO receives very little money as the 
bank movement
 
shows. This would make going to the bank weekly a silly exercise
 
for the purpose of purchasing maybe one hundred dollars.
 

The auditors make refe'rence to Clause VII of the M.O.U. 
There's
 
nothing in Clause VII of the M.O.U. that makes reference to the
 
frecuency of deposits into the 
U.S. Dollar Reflow Account. It

is understood that 
frequent deposits should be made to avoid
 
losses due to devaluation and to 
speed the process of re-using

the monies generated. CONAPRO understands this and is complying.

It is my opi6ion that thp auditors did not realized checks take
 
as much as two weeks to clear before funds may be used when they

expressed Lhat CONAPRO had not. deposited $26,400 into the reflow
 
account as of September 1992.
 

1 wish to add that. Banco Central does not charge CONAPRO the
regular bank's commission which is 2%, thus saving the Program
substantial amounts of money, therefore placing more textbooks 
in the hands of Nicaraguan Students.
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Finding No. 4 - Internal Control Structure
 

MEMORANDUM
 

TO : 	 JOE WILLIAMS
 
A.ID.
 

FROM : 	GILBERTO DE LA CRUZ
 
RTAC-II
 

DATE : 	FEB 19, 1992
 

REF : 
ACTIONS TAKEN ON R.I.G'S RECOMMENDATION No. 4
 

In reference to Recommendation 
No. 4 we have approved in
principle and will monitor thru the services of an AID appointedProject Coordinator the items mentioned on numerals 3 & 4 as 
shown in the enclosed forms: 

Numeral 	No. 1 Will be covered by the use of Cuadro No. 4
 
Factura to Librerias
 
Cuadro No. 7
 

Numeral 	No. 2 Will be covered by the use of Cuadro No. 2 
as for numeral No. 3 which 
relates 	to security; the proper use

of the aforpmentioned forms should ensure the books do not leave
the departamental warehouses without 	controls, plus the fact that
MED has 	security guards around 
the clock in such warehouses.
It should be made clear in our response to the recommendations 
that the number of warehouses will be considerably less now that.MED will be de]ivering only to Departamental warehouses 
(about 10).
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Finding No. 5 - Internal Control Structure
 

MEMORANDUM April 29, 1992
 

TO : Richard Layton, OFIN
 

THRU : Lilian a , GDO
 

FROM : Mila Brooks, DI '_"
 

SUBJECT 
 : Draft Audit Finding: NED/Radio Corporacion
 
Cooperative Agreement No. 524.0301-G-SS-0052-00
 

On April 8, 1992 I forwarded a copy of the IG draft audit report

on Radio Corporacion to the NED Grants Officer, Tresa Moulton.

(Copy of letter attached.) Via telcom today, Ms. Moulton
 
responded as follows:
 

1. USAID has no contractual relationship with Radio Corporacion,

and NED believes that it was improper for an AID audit to take

place without their having received prior notification that one

of its second-tier recipients was going to be audited. Would that
 
have been the correct procedure?
 

2. She is in agreement with the audit finding that Radio

Corporacion should establish proper procedures for inventory

control and physical custody of AID-donated assets.
 

3. She stated that she will notify Delphi International, the NED
 
grantee directing the Radio Corporacion project, of the audit

finding, prior to the end of the grant period. Is this sufficient
 
for the audit exit conference to be held Tuesday, May 5?
 

-a 

, 
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Finding No. 6 - Internal Control Structure
 

M E M O R A N D U M
 

Date : May 12, 1992 

_ .
 

To : Richard Layton, OFIN
 

From : Kevin Armstrong, GDO
 

Subject 
 : Peat Marwick Audit findings on the Salesian Mission
 
Project (Don Bosco Project in Vocational Education)
 

Please find the attached letter which responds to the conditions
and the recommendations in the Peat Marwick audit of subject

project.
 

Father Vian charges that there is 
a full and updated inventory

system which records the disposition of all project funded
inventory. As a mentioned 
to the auditors during the exit

interview, I had knowledge 
that an inventory existed. If this 
system is up to date as ViL&. claims, I see no reason for the USAID 
to accept the recommendation as drafted in the report. 

Second, there seems to be some 
confusion on the typewriters.

Apparently they Ire not purchased with project funds and therefore
should not fall under the purview of this audit. In additionVian
 
notes that one the numbers of the typewriter could not possibly be
 
right since it lacks one digit.
 

GDO requests that you share these findings with the audit team at
 
your earliest possible convenience in an effort to clarify/modify

their findings and recommendations with regard to the Salesian
 
project.
 

cc.LAyalde
 
JAvila
 
Olcaza
 
FValva
 

Telephone: Internacional -011 - 505 - 2 (Local Na) 
Local No.- 670502,670503,6700 4 -61- Fcalm ; 7 711 

674M2, 674M. 674030 
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MEMORANDUM 

April 29, 1992
 

Finding No. 3 - Compliance with Agreement Terms
 
TO: Richard Layton, OFIN
 

THROUGH: Robert V. Burke, PEPS/
 

FROM: Sally Everett, PEPS
 

SUBJECT: Response 
to INCAE Project Findings of the Draft Audit

Report of FY90/91 ESF Programs under Dire Supplemental

for the period of June 1-September 30, 1991
 

Background Finding 
No.3on Compliance with Agreement 
Terms and
Applicable Laws and Regulations of the INCAE Project indicates that
 no evidence was provided that 
a MOU was signed between INCAE and
 
GON.
 

Response Although Amendment I of the INCAE CA requires that INCAE
sign 
a MOU with GON which is acceptable to the Mission, it was
determined in March, 1992 by PDIS that the usefulness of such 
an
agreement has diminished as the PACD is less that 6 months away.
INCAE did provide AID with a copy of the MOU which we approved, and
they then sent it the Ministry of External Cooperation where it has
languished for over 8 months despite both AID and INCAE's attempts
to get it signed. 
In spite of the fact that we have been unable to
get the MOU out of the Ministry of Extenal Cooperation, the project
has continued to operate as if the MOU were in effect. 
The lack of
the MOU has in no way affected the basis and and terms of 
the
execution of the activities. The other ministries of the GON have
continued to play an active part 
on the project serving 
on the
tripartite committee 
responsible for administering the project.
The Economic Cabinet has approved the studies under the Policy
Analysis 
Group and determined which ministries will receive
advisers. The workshops have continued serve
to the ministries
providing vehicles for their strategic planning as well as training
of their staff. To sign the MOU at 
this point will accomplish

nothing at this point.
 

Telephone: Internacional - 011 - 505 - 2 (Local No) 
Local No - 670502. 670503. 670504 -64- Facfa l: 75711 

674028, 674029 , 674030 



APPENDIX
 

REPORT DISTRIBUTION
 

U.S. Ambassador to Nicaragua 1 
D/USAID/Nicaragua 5 
AA/LAC 2 
LAC/CEN 1 
XA/PR 1 
LEG 1 
GC 1 
AA/OPS 1 
AA/FA 1 
FA/FM 1 
POL/CDIE/DI 1 
FA/MCS I 
IG 1 
AIG/A 1 
D/AIG/A 1 
IG/A/PPO 2 
IG/LC 1 
IG/RM 5 
IG/I 1 
IG/A/FA 1 
IG/A/PSA 1 
RIG/A/EUR/W 1 
RIG/A/Cairo 1 
RIG/A/Dakar 1 
RIG/A/Nairobi 1 
RIG/A/Singapore 1 
RIG/A/Vienna 1 


