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January 15, 1992

MEMORANDUM

TO: D/USAID/Guatemala, Terrence J. Brown

FROM: RIG/A/T Acting, Lou Mundyw

SUBJECT: Audit of USAID/Guatemala’s Small Farmer Diversification Systems
Project, Managed by the General Directorate for Livestock Services,
July 1, 1987 to March 31, 1989

This report presents the results of a financial close-out audit of the General
Directorate for Livestock Services (Directorate) for the period July 1, 1987 to
March 31, 1989. This was one of six audits performed of organizations which
received funds under the Small Farmer Diversification Systems Project (Project),
USAID/Guatemala Project No. 520-0255. The accounting firm of Arthur
Andersen & Co. prepared the report which is dated December 20, 1991.

Initiated in 1981, the Project’s major goal was to strengthen the agricultural
sector’s livestock and stimulate small farm diversification from basic grains to
higher value crops requiring greater labor intensity. The life-of-project budget
was $14.8 million, of which USAID/Guatemala was to provide grant and loan
funds totaling $8.1 million and the Government of Guatemala the balance of $6.7
million.

An organizational part of the Government of Guatemala’s Ministry of Agriculture,
Livestock and Food, the Directorate’s general objective is to improve the standard
of living of small and medium-sized farmers by providing them the necessary
technical assistance to increase the reproduction of various livestock species and
production of animal protein and to develop an improved livestock infrastructure.
The Directorates’ role in the Project was to develop, in coordination with the other
implementing organizations, livestock extension activities for cows, pigs, sheep,
and poultry, focusing primarily on improving management practices related to
disease, parasite control, and nutrition/feed supply. The audit coverage included
ALD. funds of $160,722 provided to the Directorate during the audit period.



The objectives of the audit were to determine whether: (1) the Directorate’s fund
accountability statement presents fairly, in all material respects, the financial
activity under the Project during the period audited, (2) the Directorate’s internal
control structure was adequate to manage activities under the Project, and (3) the
Directorate had complied with the terms of the Project Agreement and applicable
laws and regulations. The scope of the audit included an examination of the
Directorate’s activities and transactions to the extent considered necessary to
issue a report thereon for the period under audit.

Arthur Andersen & Co. found that the Directorate’s fund accountability statement
presents fairly, in all material respects, the financial activity under the Project for
the period audited, with two exceptions: (1) questionable costs of $17,915 were
identified and (2) the auditors were not provided a detailed listing showing the
value of the Directorate’s inventory and thus could not attest to its fairness.
Questioned costs related to materials and supplies purchased with Project funds
for which the final use or location could not be verified. Additionally, the auditors
reported that as of the end of their work on February 8, 1991, Project
expenditures incurred by the Directorate but not reimbursed by USAID-
/Guatemala totaled $18,775.

With respect to the Directorate’s internal control structure, the auditors identified
six material weaknesses. The auditors reported that the Directorate did not:

(1) prepare periodic fund accountability statements, (2) perform periodic
reconciliations of A.ILD. funds received, (3) maintain adequate segregation of
functions, (4) maintain adequate accounting records to permit verification of
counterpart funds reported as contributed to the Project, (5) maintain up-to-date
records of fixed assets acquired directly by A.I.D. on behalf of the Directorate, and
(6) maintain adequate documentation supporting the liquidation of advances.

In their review of the Directorate’s compliance with Project Agreement terms and
applicable laws and regulations, the auditors identified two instances of material
noncompliance. The auditors’ found that the Directorate did not: (1) comply with
Section B.5 of the Project Agreement which requires that adequate inventory
records be maintained and that periodic external audits of the Project be
performed and (2) comply with Section 3.2 of the Project Agreement which
requires that adequate accounting records supporting the amount of counterpart
funds contributed to the Project be maintained.

The draft report was discussed with management officials of the Directorate
whose comments were considered in the final report. The Directorate disagreed
with certain questioned costs and internal control findings. Management’s
comments and the auditor’s response to these comments are included in Annexes
I and II to the Arthur Andersen & Co. report.

Although this Project has ended, the Mission has an existing agreement with the
Directorate under the Highland Agricultural Development Project (USAID-
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/Guatemala Project No. 520-0274). For this reason we suggest that USAID-
/Guatemala obtain assurance that the problems noted in this report concerning
the Directorate’s internal control structure and compliance with agreement terms
are not evident in the Highland Agricultural Development Project.

We are including the following recommendation in the Office of the Inspector
General’s audit recommendation follow-up system:

Recommendation No. 1

We recommend that USAID/Guatemala resolve the questionable costs of
$17,915 (unsupported) identified in the Arthur Andersen & Co. audit report
dated December 20, 1991, and recover all amounts determined to be
unallowable from the General Directorate for Livestock Services.

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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ARTHUR ANDERSEN & Go.

Epiricio GAMARA DE INDUSTRIA
Ruta 8, 8-21 Zoxa 4, 50. NIVEL
GuaTEMALA, C. A,

TELS. 318136, 316381 Y 38315

December 20, 1991

Mr. Reginald Howard

Regional Inspector General for Audit

U. S. Agency for International Development
Tegucigalpa, Honduras, C. A.

Dear Mr. Boward:

This report presents the results of our financial close-out audit of the
SMALL FARMER DIVERSIFICATICN SYSTEMS PROJECT, USAID/Guatemala Project No. 520-
0255, CCMPONENT MANAGED BY THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES
-DIGESEFE—~ (DIRECCION GENERAL DE SERVICIOS PECUARIOS -DIGESEPE-), fram July 1,
1987 to the end of the Project, March 31, 1989.

I. BACKGROUND

On August 28 and September 24, 1981, the Govermment of Guatemala -GOG-,
through the Ministry of Public Finances (Ministerio de Finanzas Riblicas - MFP);
the Ministry of Agriculture, Livestock and Food (Ministerio de Aqriq.lltura,
Ganaderia y Alimentacién - MAGA); and the National Board of Econamic Planning
(Consejo Nacional de Planificacidn Econdmica - CNPE), signed grant agreement
No. 520-0255 for US$ 3,696,000 and loan agreement No. 520-T-034 for US$ 5,500,000
with the U.S. Agency for Irtten'natla\al Development in Guatemala (USAID/Guatemala)
for the Small Farmer Diversification Systems Project, USAID/Guatemala Project
No. 520-0255. The Government of the Republic of Guatemala will amortize this
loan to the United States Agency for Internmational Development -USAID- within
a twenty-five years (25) term, from the date of the first disbursement, by means
of thirty-one (31) semi-anmial payments. USAID will furnish to the Goverrment
of the Republic of Guatemala an amortization schedule; interest will be paid on
a 2% anmual base, during ten (10) years, beginning the date of the first
d:st.lrsementan:lsubsequentlyusma3%arxrmalbase caputed over the locan
balance and interest overdue and unpaid. The original amount was reduced on
September 26, 1988 to USS 4,413,135. The furds camnitted by USATID/Guatemala were
for the purpose of financing the acquisition of the gooxds and services necessary
to carry out the project. In addition to these funds, the GOG agreed to cammit
a minimm of US$ 6,700,000 in counterpart funds to finance administrative
expenses and other direct and indirect costs related to the project. The project
campletion date, originally scheduled for March 31, 1987, was later extended to
March 31, 1989.
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The project's major goal was to strengthen the agricultural sector's
livestock ard to stimulate small farm diversification from basic grains to higher
value diversified crops of greater labor inmtensity. The project activities were:
a) applied research and technology adaptation, b) extension and pramotion,

c) loans and social cost payments (contributions), d) in-service training,
e) project coordination, and f) nutritional impact evaluation.

As part of the project's loan agreement, a trust fund agreement was signed
by the MPF, MAGA, and the National Bank for Agricultural Development (BANDESA).
The main abjective of the trust fund agreement was to provide furds to finance
short and long-term loans for fruit and vegetable production, cattle raising,
small-scale irrigation works, and social cost payments (contributions) to pro-
ject beneficiaries. Under the trust funds agreement, USAID was to provide
Uss 3,000,000 of funds from the loan agreement No. 520~T-034 and the GOG was to
provide USS$ 2,200,000 as counterpart contribution. These furds were Yy
modified, agreeing that USAID would contribute the amount of US$ 4,270,567 from
the loan funds and the Goverrment of the Republic of Guatemala should provide

US$ 3,131,455 as counterpart funds.

There were six implementing institutions forming the project including a
coordinating unit and the bank mentioned above. The institutions and their
respective roles in the project are described below:

- The Coordinating Unit for the Agricultural Diversification Program
-UCFRODA~ was formed specifically to coordinate the project
activities. This coordination included receiving reimbursement
requests fram the implementing institutions, dbtaining reimbursements
from USAID/Guatemala and distributing them back to the implementing
institutions, and preparing consolidated financial information for
the project based on fund accountability statements or other
financial statements received fram each implementing institution.
Under procedures established for the project, UCPRODA's own
transactions were to be reviewed and approved by MAGA.

- The National Bank for Agricultural Development -BANDESA- is an
autonomous decentralized banking entity of the GOG whose general
dbjective is to pramote and administer the provision of credit
facilities from the GOG to the agricultural sector of the country,
mainly to the small and medium-sized farmer. Its furnds are cbtained
by means of Govermment trust funds and fram its capital, reserves,
and liabilities. BANDESA's role in the project is to manage the
trust fund created by the above agreement to provide loan facilities
to small and medium-sized farmers.

- The General Directorate for Agricultural Services -DIGESA- is part
of the Ministry of Agriculture, Livestock, and Food -MAGA- of the
Goverrment of Guatemala. Its general objective is to provide
technical assistance to small farmers and to promote the Goverrment's
general policy of agricultural develcpment to improve their standard
of living. On this project, DIGESA was responsible for activities
involving the transfer of agricultural technology for crcp
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production. The crops.and activities that DIGESA was to develcp as
part of the project included: vegetables, fruits from deciduous trees
(such as apples and pears), soil preservation, and small-scale
irrigation works. ,

- The General Directorate for Livestock Services -DIGESEPE- is part
of the Ministry of Agrlmlture Livestock and Food (MAGA) . DIGESEPE's
general ocbjective is to improve the standard of living of small and
medium~-sized farmers by providing them with the necessary technical
assistance to increase the reproduction of different livestock
species, the production of animal protein, and the development of
a better livestock infrastructure. DIGESEPE's role in the present
project is to develop, in coordination with the cother participating
mplanentmg institutions, livestock extension activities for cows,
pigs, sheep, ard poultry, focusing primarily on improving management
practices related to disease, parasite control, and mutrition/feed

supply.

- The Institute of Agricultural Science ard Technology -ICTA- is part
of the Ministry of Agriculture, Livestock and Food -MAGA-. ICTA's
general cbjective is to contribute towards the econamic and social
development of the country through the generation, validation, ard
pramotion of proper technology to increase agricultural and cattle
production. ICTA's role in the project was to perform research and
adapt technology to be applied for improving fruit, vegetables, and
cattle; and to improve the agricultural and cattle related technical
training provided to small farmers by DIGESEPE and DIGESA.

- The Technical Assistance Team -~ EAT was responsible for assisting
the implementing institutions of the project. The team started with
five specialists transferred by the U.S. Department of Agriculture
to collaborate with the U.S. Agency for International Development
in the implementation of the project. Additionally, six local
specialists were hired by USAID/Guatemala and included in the
project.

Each of the project implementing entities was audited by another auditing
firm as of June 30, 1987, and in general, the audits found that there was a lack
of accountability for USAID funds by the implementing entities, except for the
coordinating unit. Only the bank and the coordinating unit had adequate
accounting systems/records, and only the coordinating unit reconciled its
financial information with USAID records. In the cases of BANDESA, DIGESEPE ard
DIGESA, the USAID furnds flowed through the Govermment of Guatemala's (GOG)
accounts where such funds were camingled with the GOG's own funds before being
received by the institutions, and accountability for the USAID funds was lost.

Although the records of the implementing units, the Coordinating Unit, and
USATD/Guatemala were not reconciled, based upon USAID/Guatemala's information
a total of US$ 2,479,655 in loan funds and US$ 1,817,137 in grant funds had been
disbursed through June 30, 1987, which would leave loans funds of USS$ 3,020,345
ard grant funds of USS$ 1,878,863 remaining to be disbursed through the end of
the project pericd on March 31, 1989.

-5
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Except for the Coordinating Unit and the Technical Assistance Team, which
were disbanded, USAID/Guatemala cantinues to work with each entity (although in
same cases under different accounting relationships than previcusly) under
USAID/Guatemala's Highland Agricultural Development Project, USAID/Guatemala
Project No. 520-0274.

IT. AUDIT OBJECTIVES

This is a financial audit of the Small Farmer Diversification Systems
Project, USAID/Guatemala Project No. 520-0255, for the period from July.l, 1987
to the erd of the project on March 31, 1989. This project was implemented by
the Coordinating Unit for the Agricultural Diversification Program -UCPRODA-,
the National Bank for Agricultural Develcopment -BANDESA-, the General Directorate
for Agricultural Services -DIGESA-, the General Directorate for Livestock and
Food -DIGESEPE-, the Institute of Agricultural Science and Technology -ICTA-,
and the Technical Assistance Team -EAT-. The audit was built upon the work of
prior auditors who reviewed each implementing entity from their individual
starting dates of project operations through June 30, 1987. However, additional
steps were required to verify the amounts received by each entity during the full
life of the project.

The audit was to be performed in accordance with generally accepted
auditing standards and the United States Comptroller General's Goverrment
Auditing Standards (1988 Revision) and accordingly included such tests of the
accounting records as deemed necessary. The specific objectives of the audit
were to determine whether:

1. The fund accountability statement for each implementing entity under
the project for the period July 1, 1987 to March 31, 1989, fairly
presents in all material respects, the entity's financial activities
under the project, and costs reported as incurred and reimbursed by
USAID/Guatemala during the period are allowable, allocable, and
reasonable in accordance with agreement terms and applicable laws
and regulations.

2. The internal control structure of each implementing institution was
adequate to manage its activities under the project.

3. Each implementing institution complied with agreement terms, and
applicable laws and regulations which may affect the project's goals
and incurred costs.

Although it was not the purpose of the audit, we were alert to situations
or transactions that could be indicative of fraud, abuse, and illegal expendi-
tures and acts.
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III. SCOPE OF WORK

The scope of our work was the following:

A.

Pre-audit steps

We reviewed the following documents to became familiar with the project:

1.

2.

10.

B.

The project paper

The project related agreements between the Goverrment of Guatemala
and USATID/Guatemala, including the trust fund agreement under the
project's loan agreement.

The sub-agreements between the Goverrnment of Guatemala, USAID/Guate-
mala, and the implementing institutions, as applicable.

Contracts and subcontracts with third parties.

The budgets, project implementation letters, and written procedures
approved by the GOG and USAID/Guatemala to manage the project.

The reports derived from the audits performed on each implementing
entity by ancther audit firm for RIG/A/T covering the period from
the start of their project operations through June 30, 1987.

USATD Handbook 11, Chapter 4, which discusses host country contracts
and audit.

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

USAID Acquisition Regulations (ATDAR) which specifies USAID peculiar
procurement regulations in addition those specified in the FAR.

All financial and project reports; charts of accounts, organizational
charts; accounting systems descriptions; procurement policies and
procedures; and receipt, warehousing and distribution procedures of
materials, as necessary to successfully camplete the required work.

Fund accountability statement

For each implementing entity, we examined the fund accountability statement
of the entity's activities under the project to include the costs reported as
incurred during the audited period; the costs reimbursed by USAID/Guatemala
during the pericd; and the reimbursed costs to be questioned or suspended and
references to notes explaining the criteria for the questioning of those costs.
The work included evaluations of project implementation acticns and accamplish-
ments to specifically determine that costs incurred are allowable, allocable,
and reasonable under the agreement terms and to identify areas where fraud,
waste, abuse and mismanagement exist or could exist as a result of inadequate

" controls.

-7
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C. Internal control structure

We reviewed and evaluated errt:ltles' intermal control structure related to
the project's management as considered appropriate to camply with generally
accepted auditing standards. The major internal controls that were evaluated
included but were not limited to the adequacy of the accounting and information
systems, procurement procedures and practices, bank account reconciliaticon
procedures, and controls to assure that charges to the project were proper and
well supported.

D. Campliance with agreement terms and
applicable laws and requlations

Our work on entities' compliance with agreement terms and applicable laws
and regulations was designed to:

1. Identify the agreement terms and pertinent laws and regqulations and
determine which of those not cbserved could have a direct amd
material effect on the entity's fund accountability statement.

2. Assess, for each material requirement, the risks that material
noncampliance could occur. This includes consideration ard
assessment of the internal controls in place to assure campliance
with laws armd regulations.

3. Design steps and procedures to test campliance with agreement terms
and applicable laws and regulations to provide reascnable assurance
of detecting both unintentional and intentional instances of non-
compliance that could have a material effect on the fund account-
ability statement.

4. Determine if payments have been made in accordance with agreement
terms and applicable laws and regulations.

5. Determine if funds have been expended for purposes not authorized
or not in accordance with applicable agreement terms. If so,
identify these costs as questionable.

6. Ensure that performance under the agreement is being adequately
supervised by GOG, including oversight in connection with the
determination of eligibility of the persons to participate in the
project.

7. Identify any costs not considered appropriate for reimbursement
explaining why these costs are questionable.

8. Determine if the counterpart and/or the matching funds and technical
assistance, as applicable, are obtained opportunely according to
the agreement and to the project's needs. Quantify any shortcomings
in this area.
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Iv. RESULTS OF THE AUDIT

InthlssectmnwePresentasmmaryoftheandltresultsdescnbmgbneﬂy
themstuportant;ssuesarxiproblens found, which are fully discussed in the

corresponding section of this report. With the axception of the scope limitation
described below, we conducted our andit in accordance with the audit standards
mentioned in section II above.

Fund accountability statement . ... . ..

Exceptfortheposs:bleeffectsofstnhad;usﬁnemsthatmayhaverwﬂted
from the situation described in the following paragraphs, the fund accountability
statement presents fairly, in all material respects, project's revenues and costs

incurred, as well as the balance of the project camponent, managed by DIGESEPE for
the perlod July 1, 1987 through March 31, 1989:

- No valued listing of the store stocks as of March 31, 1989 was
furnished to us, since DIGESEPE 's records did not allow us to conduct

alternative procedures, we could not be sure of the fairness of such
stocks.

- In the fund accountability statement for the period July 1, 1987
through March 31, 1989, we determined questionable costs of an amount
of Q 48,372 (approximately US$ 17,915).

Internal control structure

'IhecurrerrtDI(ESEPE'sinternalcontmlstructureisbased, in scme cases,
on mandatory manuals and procedures issued by: the Nation's Accounts Comptroller—
ship, theMJ.m.stxyongnculture, Livestock and Food, andtheAccomtmgof the
Government Accounting. Our evaluation revealed the follow:.ng reportable conditions
which we consider to be material weaknesses:

Financial report

- Lack of preparation of the fund accountability statement.

- Lack of reconciliation of the funds received from USAID.

- Lack of an adequate segregation of functions in the Quetzaltenango
area of DIGESEPE.

- Lack of appropriate accounting records to pemmit the verification
of the receipt of the counterpart funds.

- USATD direct purchases not opportunely recorded by DIGESEPE.
Products and services acquisition

- Inadequate liquidations of advances given to the persons in charge
of the purchases of the project.

~9—
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Gampllance with legal matters, applicable
requlations and agreement temms

Except for the uon—compliance situations mentioned in the following
paragraphs, DIGESEPE camplied, in all material respects, with the agreement temms
and applicable laws and regulations. With respect to the non—tested items,
nothing came to our attention to cause us to believe DIGESEPE had not complied
with the agreement terms and the applicable laws and regulations:

Agreement terms

DIGESEPE did not comply with some accounting and financial terms of the

loan agreament signed with USATD. These non—-campliance situations are described
as follows:

- Section B.5 "Reports, records, inspections, audits" clause (b), Annex
2.

. A stock listing of the materials and supplies of the project
as of March 31, 1989 was not furnished to us, due to the
inadequacy of the subsidiary records.

. There were no periodical independent audits contracted.

- Section 3.2 "Borrower resources for the project"

. It was not possible to verify the campliance of this clause
since DIGESEPE did not have enough information available.
Result of visits to projects

As a result of the visits performed to cattle modules and natural stud
centers, we verified the following:

Cattle modules

We visited 61 cattle modules in total, lncllx:llng modules for: bovines,
pigs, apiculture and poultry. The result of our visits considering the current
status and conditions of the modules were the following:

Modules %

In good condition 27 44

In acceptable condition 17 28

Non—existing or failed modules 17 28
61 100%

—10_
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For the projects visited and that were in operation, we verified that:
- they physically exist,

- the benefits and objectives were achieved in an acceptable
percentage, and

- the technical assistance given by DIGESEPE was acceptable.
Natural stud centers

We verified the physical existence of the natural stud centers used in the
same areas visited of the cattle modules.

V. MANAGEMENT CCMMENTS:
DIGESEPE's camments were taken into consideration for the final report.
They disagreed with our opinion on some questioned costs, and some internal

control structure findings. The whole text of DIGESEPE's management camments
are included in the Annex I of this report.

VI. AUDITORS RESPONSE
Upon receiving DIGESEPE's management camments where appropriate, we revised

the findings included in the report. Our response to DIGESEPE's management
caments is included in the Annex II of this report.

Aﬂ‘fﬁwﬂmw faﬂ -
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SMATI, FARMER DIVERSIFICATION SYSTEMS PROJECT
USATD/GUATFMAIA PROJECT No. 520-0255

We have audited the accampanying fund accountability statement of the SMALL
FARMER DIVERSIFICATION SYSTEMS PROJECT, USAID/GUATEMALA PROJECT, No. 520-0255,
CCMPONENT MANAGED BY THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES -DIGESEPE-
(a govermmental entity which works attached to Ministry of Agriculture, Livestock
and Food), for the period July 1, 1987 through March 31, 1989. This fund
accountability statement is the responsibility of the DIGESEPE's Regional
Directorate. Our responsibility is to express an opinion on this fund
accountability statement based on our audit.

Except as discussed in following paragraph 1, we conducted our audit in
accordance with generally accepted auditing standards and the United States
Camptroller General's Goverrment Auditing Standards (1988 Revision). Those
standards require that we plan and perform the audit to abtain reasonable
assurance about whether the furd accountability statement is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the fund accountability statement. An audit also
includes assessing the accounting principles used and significant estimates made
by the DIGESEPE's Regional Directorate, as well as evaluating the overall fund
accountability statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

As described in Note 4a to the fund accountability statement, DIGESEPE
maintains its accounting records on a cash basis of accounting, which is a
canprehensive basis of accounting other than generally accepted accounting
principles, consequently the attached fund accountability statement does not
attempt to present the financial information in accordance with generally
accepted accounting principles.

1. No valued listing of store stocks as of March 31, 1989 was furnished
to us as DIGESEPE's records did not provide such information, and
we were not able to attest to their fairmess.

2. As mentioned in Note 7 to the fund accountability statement for the
period July 1, 1987 through March 31, 1983, there were identified
questioned costs amounting to Q 48,372 (approximately US$ 17,915).

1%
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In our opinion, except for the effects of such adjustments, if any, as
mghthavebeendetemunedtobenec&esaxyhadwebeenabletoexmmneavalued
listing of store striks and the effects of the questionable cost of L.s$ 17,915,
the fund accountability statement referred to above, presents fairly, in all
material respects, the project revenuesanicostshxcurmdandtlwﬁmdbalance
corresponding to the SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT, USATD/GUATEMA~-
LA PROJECT No. 520-0255, COMPONENT MANAGED BY DIRECCICON THE GENERAL DIRECTORATE -
FOR LIVESTOCK SERVICES -DIGESEPE-, for the period July 1, 1987 through March 31,
1989 in conformity with the basis of accounting as described in Note (4) to the

This report is intended for the information and use of the United States
Agency for International Development, the Govermment of the Republic of Guatemala
and the GENERAL DIRECTORATE FOR LIVESTOCK SERVICES -DIGESEPE-. This restriction
is not intended to limit the distribution of this report, which is a matter of
public record, upon acceptance by the Office of the Inspector General.

Guatemala, C. A.

February 8, 1991

..13._



-SMALL _FARMER DIVERSTFTCATION SYSTEMS PROJECT

USATD/GUATFMAIA PROJECT No. 5200255
OCMPONENT MANAGED BY

THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES —DIGESEPE-

FUND AQCOOUNTABITITY STATEMENT

FOR THE PERIOD JULY 1, 1987 THROUGH MARCH 31, 1989

Questiona-
ble costs Reference
Unsupported _to notes
REVENUES:
Reimbursements received
from USAID (Note 5) Q 427,357
Total revenues 427,357
EXPENDITURES:
Expenses made with USAID funds
) (Note 6) 375,096 Q 48,372 (7
Total expenses 375,096
Excess of current period revenues
over current expenditures
(note 8) Q 52,261 Q 48,372

The notes to the fund accountability statement are an integral part of this
e statement.



SMATT, FARMER DIVERSIFICATION SYSTEMS PROJECT
USATD/GUATEMATA PROJECT No. 520-0255
CCMPONENT MANAGED BY

THE GENERAL, DIRECTORATE FOR LIVESTOCK SERVICES -DIGESEPE~

NOTES TO THE FUND ACCOUNTABILITY STATEMENT

FOR THE PERTOD JULY 1, 1987 THROUGH MARCH 31, 1989

(1) Brief history and description of the project

The Guatemalan Govermment through the Ministry of Public Finances , the
Ministry of Agriculture, Livestock and Food and the National Board of Econcmic
Planning, signed a grant agreement No. 520-0255 for US$ 3,696,000 and the loan
agreement No. 520-T-034 for US$ 5,500,000 with the United States Agency for
International Development in Guatemala (USAID/Guatemala) for the Small Farmer
Diversification Systems Project, USAID/Guatemala Project No. 520-0255. The
Government of the Republic of Guatemala will amortize this loan to the United
States Agency for International Development -USAID- within a twenty-five year
(25) term, from the date of the first disbursement, by means of thirty-one (31)
semi-annual payments. USAID will furnish to the Government of the Republic of
Guatemala an amortization schedule; interest will be paid on a 2% annual base,
during ten (10) years, beginning the date of the first disbursement and
subsequently using a 3% annual base, camputed over the loan balance and interest
overdue and unpaid. The original amount was reduced on September 26, 1988 to
USS 4,413,135, Additionally to these funds, the Guatemalan Government committed
a minimum of US$ 6,700,000 as counterpart funds.

The project's major goal was to strengthen the agricultural sector's
livestock and to stimulate small farm diversification from basic grains to higher
value diversified crops of greater labor intensity. The project activities were:
a) applied research and technology adaptation, b) extension and promotion,

c) loans and social cost payments (contributions), d) in-service training,
e) project coordination, and f) nutritional impact evaluation.

(2) Brief history of the executor unit

The General Directorate for Livestock Services -DIGESEPE- is a part of the
Ministry of Agriculture, Livestock and Food. Its general objective is to raise
the standard of living of the medium and small farmers providing them the
necessary technical assistance to increase the reproduction of different cattle
species, the animal protein production and the development of the cattle
infrastructure. Activities accomplished by DIGESEPE in the project included the
development, in coordination with the other executor institutions, the extension
of cattle activities for cows, pigs, bees, sheeps and birds, specially the
improvement of the administrative practices related to illness, parasite control
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and nutritional food supplies. The geographical area covered by the project
included 37 cities in six different departments, which constituted Region I in
the Guatemalan highland.

3) _ Mon unit

The project's accounting records are kept in quetzales, the official
monetary unit of the Republic of Guatemala.

The in force exchange rates were as follows:

- Official exchange rate during the period July 31, 1987 through March.
31, 1989 was Q 1.00 per US$ 1.00, to be used only in payment of part
of the external debt of the Banco de Guatemala (Central Bank).

- Regulated market exchange rate for all other foreign currency
transactions:

. For the period from July 31, 1987 through June 22, 1988 Q 2.50
per US$ 1.00.

For the period from June 23, 1988 through March 31, 1989 Q 2.70
per US$ 1.00.

(4) Main accounting policies

(a) Basis of presentation

The project's accounting records are kept on a cash basis, which is a
comprehensive basis of accounting other than generally accepted accounting
principles. Under the cash basis of accounting:

- - Revenues and expenditures are recorded at the time they take place,
that is, when they are received or disbursed.

- Since there are no estimations or provisions, there are no
liabilities recorded.

(5)  Reimbursements received from USATD

USATD effected the following reimbursements as a part of the project
financing, for the period July 1, 1987 through March 31, 1989:

Month Year Amount
- 1986 0 10,223 a/
July 1987 33,920
July 1987 13,263
Septeamber 1987 10,213
December 1987 14,802
To page 17... Q 82,421

_16—



Month Year Amount

From page 16... Q 82,421
January 1988 56,044
June 1988 74,229
August 1988 47,930
September 1988 41,235
December 1988 10,105
January 1989 42,626
February 1989 23,472
October 1989 3,399
October 1989 45,896
Approximately US$ 160,722 Q 427,357

a/ 'This revenue corresponds to the reimbursement made by USAID with
check No. 63503 dated November 14,1989, belonging to 1986 expenses,
initially questioned by USAID.

(6) _ Expenditures made with USATD funds

Following is a summary of disbursements for the period July 1, 1987 through
March 31, 1989, classified by expenditure group.

Period
July January January
through through through
December Deceamber March
__ Expenditure group 1987 1988 1989 Total

TECHNICAL ASSISTANCE
Materials and supplies Q 68,192 Q 163,695 Q 48,372 Q 280,259

Machinery and equip-
ment 4,650 11,718 - 16,368

72,842 175,413 48,372 296,627

SHORT-TERM TRAINING

Personal services 19,310 - - 19,310

Non—-personal services 18,723 - - 18,723

Materials and supplies 39,927 - - 39,927
Machinery and equip~

ment 509 - - 509

78,469 - - 78,469

Total expenditures Q 151,311 ©Q 175,413 Q 48,372 Q 375,086




(7) Questiocnable -costs

Among the experditures presented in the furd accountability statement for
the period July 1, 1987 through March 31, 1989, same of the costs are deemed to
be questioned, and are detailed as follows:

Unsupported

Materials and supplies purchases made as
of March 31, 1989 for which their final
destination was not possible to be
verified. (Approximately US$ 17,915) Q 48,372

(8) Reimbursed by USATD

Per fund accountability statement- ‘
Revenues received fram USAID during audit period Q 427,357
Project expenditures during audit period (funds

disbursed by DIGESEPE during audit period for
project purposes but not necessarily reimbursed
by USAID) (375,096)

Excess of current period revermues over current
period expenditures Q 52,261

DIGESEPE conducts the project with its own funds; it pays the project
expenses with its own funds and is later reimbursed by USAID. The reimbursement
by USAID does not always occur in the same period as the expenditure. The
following explains this situation:

Revenues received fram USATD during audit period

by DIGESEPE Q 427,357
Reimbursement of prior period project expenses

initially funded by DIGESEPE (72,204)
Reimbursement of. expenses incurred by DIGESEPE

during the audit period (355,153)

Q -

Accaamlated project expenses funded by DIGESEPE and

not reimbursed by USAID as of July 1, 1987 Q 102,954
Accumilated project expenses funded by DIGESEPE during

the audit pericd and not reimbursed by USAID as

of March 31, 1989 (50,693)

Reduction in balance of project expenses funded by
DIGESEPE ard not reimbursed by USAID Q 52,261
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Balance of project expenses funded by DIGESEPE during
prior period and not reimbursed by USAID as of

July 1, 1987 Q 102,954
Prior period expenses fmded by DIGESEPE reimbursed

during audit period by USAID (72,204)
Project expenses funded by DIGESEPE during audit period

and not reimbursed by USAID as of March 31, 1989 19,943

Balance of project expenses funded by DIGESEPE arnd not
reimbursed by USAID as of March 31, 1989 Q 50,693

As of the end of our audit fieldwork (February 8, 1991) the total project's
expenditures incurred by DIGESEPE and not reimbursed by USAID/Guatemala amounted
to Q 50,693 (approximately equivalent to US$ 18,775).

{(9) Subsequent events

Exchange rate for the quetzal (Q) related to the dollar of the United
States of America (US$) was Q 5.11 per US$ 1.00 as of February 8, 1991.

Exchange rate determined according to the supply and demand of the US

dollar of the United States of America, and there is a base price for its
acquisition which is periodically determined by the Monetary Board.
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SMALL, FARMER DIVERS ON_SYSTEMS
USATD/GUATEMALA No. 520-0255
CCMEONENT MANAGED BY
THE GENERAL D ~DIGESEPE-

INTERNAL CONTROIL, STRUCTURE

INDEPENDENT AUDITOR3' REPORT

We have audited the fund accountability statement of the SMALL FARMER
DIVERSIFICATION SYSTEMS PROJECT, USAID/GUATEMAIA PROJECT No. 520-0255, CCMPONENT
MANAGED BY THE GENERAI, DIRECTORATE FOR LIVESTOCK SERVICES -DIGESEPE~, for the
periocd July 1, 1987 through March 31, 1989, and we have issued our report in
which we expressed a qualified opinion thereon dated February 8, 1991.

Except for the scope limitation described in our opinion on the furd
accountability statement, we conducted ocur audit in accordance with generally
accepted auditing standards and Govermment Auditing Standards, issued by the
Canptroller General of the United States (1988 revision). Those standards
require that we plan and perform ocur audit to cbtain reasonable assurance about
whether the fund accountability statement is free of material misstatement.

In planning and performing ocur audit of the fund accountability statement
of the SMALL FARMER DIVERSIFICATION SYSTEMS PROQJECT, USAID/GUATEMAIA PRQJECT No.
520~0255, CCMPONENT MANAGED BY THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES
-DIGESEPE~, for the period July 1, 1987 through March 31, 1989, we considered
its intermal control structure in order to determine the nature, timing and
extent of our auditing procedures for the purpose of expressing our opinion on
the fund accountability statement and not to provide assurance on the intermal
control structure.

The General Directorate for Livestock Services -DIGESEPE-, is responsible
for establishing and maintaining an internal control structure. In fulfilling
this responsibility, estimates and judgements by management are required to
assess the expected benefits and related costs of intermal control structure
policies and procedures. The cbjectives of an intermal control structure are
to provide management with reasonable, lut not absolute, assurance that the
assets are safeguarded against loss from unauthorized use or disposition, ard
that transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of the fund accountability statement
in accordance with the basis of accounting described in Note 4a to the fund
accountability statement. Because of inherent limitations in any internal
control structure, errors or irregularities may nevertheless occur and not be
detected. Also, projection of any evaluation of the structure to future pericds
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
ard procedures may deteriorate.
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ARTHUR ANDERSEN & Go.

For the purpose of this report, we have classified the significant internal
cantrol structure policies and procedures in the following ecorxmic cycles: 1)
financial report, 2) treasury, 3) products and services acquisition and 4)
inventories procedures.

For all of the control cycles listed above, we ocbtained an understanding
of the design of relevant policies and procedures and whether they have been
placed in operation, and we assessed control risk.

We noted certain matters involving the internal control structure and its
operation that we consider to be reportable conditions under standards establish-
ed by the American Institute of Certified Public Accountants. Reportable
corditions 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 Administration's ability to record,
process, sumiarize, and report financial data consistent with the assertions of
the DIGESEPE's Regional Directorate in the fund acoountability statement.
Reportable conditions are described in findings from 1 to 6 in the following
pages of this report.

We also noted other immaterial matters involving the internal control
structure and its operation that we have reported to the management of DIGESEPE
in a separate letter dated February 8, 1991.

A material weakness is a reportable condition in which the design or
operation of 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 fund accountability statement 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 intermal control structure would not necessarily
disclose all matters in the internmal control structure that might be reportable
corditions amd, accordingly, would not necessarily disclose all reportable
corditions that are also considered to be material weaknesses as defined above.
We believe the reportable corditions as described in the following pages, are
material weaknesses.

This report is intended for the information of the United States Agency
for International Development, the Govermment of the Republic of Guatemala and
the General Directorate for Livestock Services -DIGESEPE-. This restriction is
not intended to limit the distribution of this report which is a mater of public
record, upon acceptance by the office of the Inspector General.

Pt Lstonsom 1o

Guatemala, C. A

February 8, 1991



‘SMALY, FARMER DIVERSTFTICATTON SYSTEMS PROJECT
USATD/GUATEMATLA PROJECT No. 520~0255
CCMPONENT MANAGED BY
THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES -DIGESEPE-

INTERNAL, OONTROL. STRUCTURE
FINDINGS

1. Lack of preparation of the fund accountability
statement

Condition

DIGESEPE did not periodically prepare the fund accountability statement
of the project, nor reconcile the fund balance against the bank reconciliation.

Criteria

Accounting records are maintained to issue periodical reports of the
econamic operations and events of the entity, recorded on a accumilative basis.

Cause

No accounting and administrative procedures manual was available to fix
the rules to record, accumulate and report the project operations.

Effect

Control over the project's funds received, executed and available was not
complete, since this information had not been reconciled.

Recommendation

We recommend that DIGESEPE prepare the fund accountability statement at
least once a year, which must present a comparison between the fund balance and
the verified balance of funds on deposit with the bank.

2. Lack of periodical reconciliation of
the funds received from USATD

Condition

DIGESEPE did not reconcile on a periodic basis the funds provided by USAID,
to the funds received and recorded by the component executor entity. It was im-
possible for us to make this reconciliation for the unaudited period to assure
us that all and only the funds received from USAID were recorded.



Criteria

To maintain an adequate internal control system, the entity should have
pericdically (monthly at least) reconciled the funds received from USAID and
be able to identify possible differences in relation to the accounting records
of the project.

Cause

The entity lacks an administrative and accounting procedures manual for
the project's execution.

Effect

Same differences may arise between both records, and not being identified
and clear opportunely.

Recommendation
We recammend that DIGESEPE prepares and implement written instructions to

periodically reconcile the funds received from USAID for the execution of the
project to their accounting records.

3. Lack of an adequate segregation of functions
in the Quetzaltenango area of DIGESEPE

Condition

There is an inadequate segregation of functions as most of the functions
are performed by the regional chief of the project. Such as the following:

- Signature of property and services requisitions, both applying and
approving it.

- There are no joint signatures for the checks authorization.

- In same cases the checkbook handling and the purchases are made
simultaneously.

Criteria

According to the intermal control objectives and principles, the above
mentioned functions should be segregated.

Cause
Lack of an administrative and accounting procedures manual for the
project's execution.
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Effect

Funds provided for project purposes could be used for purposes other than
those that were authorized.

Recommerxiation

We recammend that DIGESEPE delegate to various officers the following
functions:

- Property requisition and purchase
- Physical reception of the property
- Signature of checks, which must be co-signed
- Preparation, revision and approval of the bank reconciliation
- Preparation of payrolls
- Distribution of payroll checks
The functions of the regional chief must be that of supervision and
revision, as well as the approval of the different functions performed by
remaining personnel.
4. Lack of appropriate accounting records to permit

the verification of the counterpart funds
Condition

DIGESEPE's accounting records did not permit us to verify the amount of
counterpart funds granted by the Guatemalan Govermment to the camponent executed
by this entity, for the period July 1, 1987 through March 31, 1989. Several
numbers of purchase and payment orders recorded in these cards are not in
conformity with the information of the original purchase and payment order, and
in same cases these numbers do not match.

Criteria

According to Section 3.2, note (a), item 3 of the locan agreement signed
with USAID, "the Govermment of Guatemala should safequard for the furnishing of
all the counterpart funds of the project". Additionally, one of the characteris-
tics of the accounting, is that each record should be adequately identified to
allow its subsequent review.

Cause

Lack of an accounting manual that indicates how the disbursements made with
the counterpart funds should be documented and recorded and which subsidiary
records must be maintained.
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Effect

It is not possible to reference databetweencamsmﬂpumhasearﬁpaynent
orders easily.

Recomnendation

We recammend that DIGESEPE's budget department closely control when
recording the purchase and payment orders; this function should be reviewed by
a different person from the one who records them in the cards, which will assist
in ensuring its proper recording.

5. USAID direct purchases not opportunely
recorded by DIGESEPE

Condition

There was an inadequate flow of information supplied by USAID to the
Quetzaltenango DIGESEPE region by the DIGESEPE central offices. Consequently,
in the Quetzaltenango region the amount of the property received from USAID was
unknown, and not recorded opportunely.

Criteria

In accordance with generally accepted accounting principles, the operations
must be recorded in the period and at its real cost in which they were realized.
Consequently all the property and services directly acquired by USAID should be
opportunely recorded.

Cause

Lack of procedures for the transaction flow of operations directly realized
by DIGESEPE central offices, to the DIGESEPE Quetzaltenango region.

Effect

Untimely recording of the fixed assets directly acquired by USAID for the
use of DIGESEPE and outdated subsidiary records.

Recommendation

We recommend that the Central Directorate of the entity provide periodical-
ly to the executer units, statements of account including the description of
purchases directly made by USAID for the project.



6. Inadequate liquidations of advances give to

the persons in charge of the purchases of
the project

Condition

No evidence is maintained of the liquidation of each check given to the
person in charge of the purchases, by means of a listing of documents paid with

each check; consequently, no reference-can be made-on the -documents paid with ~ -

a check. Fram 258 documents revised, all of them are in the same condition.
Criteria

As an internal control procedure for the safety of the cash in banks, a
liquidation must be prepared for each check issued.

Cause

Lack of a procedures manual that indicates the liquidation and documenta-
tion practices for each check issued to make purchases.

Effect

Because the documents provided by the person in charge of the purchases
are summarized in a purchase and payment order until there is a large amount of
them, their sequence is lost, and as a result a reference between them and the
specific check used to pay for the purchases cannot be established.

Recammendation

We recammend that DIGESEPE implement the use of a form for the liquidation
of checks used for purchases, which should contain at least the following:

- Place and date

- Beneficiary of the check

- Number of the liquidated check

- Amount of the check

- Documents listing (number, date, company name, amount)

- Comparison between the amount received and the accomplished
expenses

- Balance in favor of or to be reimbursed
- Name and signature of buyer

- Liquidation approval
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Additicnally, each document paid must be stamped "paid with check No.",
date and signature of the cashier or the receiver.
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SMALL FARMER DIVERSTFICATION SYSTEM PROJECT
USATD/GUATEMATA . 520-0255

OOMPONENT MANAGED BY

INDEPENDENT AUDITORS' REPORT

We have audited the fund accountability statement of the SMALIL FARMER
DIVERSTIFICATION SYSTEMS PROJECT, USAID/GUATEMALA PROJECT, No. 520-0255, QCMPCNENT
MANAGED BY THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES -DIGESEFPE—-, for the
period July 1, 1987 through March 31, 1989, and we have issued our report in
which we expressed a qualified thereon dated February 8, 1991.

Except for the scope limitation described in our opinion on the fund
accountability statement, we conducted our audit in accordance with generally
accepted auditing standards and the United States Camwptroller General's
Govermnment Auditing Standards (1988 revision). Those standards require that we
plan and perform the audit to adbtain reasonable assurance about whether the fund
accountability statement is free of material misstatement.

Campliance with agreement terms, laws and regulations applicable to the
General Directorate for Livestock Services -DIGESEPE- is the responsibility of
the Goverrment of the Republic of Guatemala and the General Directorate for
Livestock Services -DIGESEPE-. As part of abtaining reasonable assurance about
whether the fund accountability statement is free of material misstatement, we
performed tests of the General Directorate for Livestock Services -DIGESEPE-
campliance with certain provisions agreement terms and laws and regulations.
However, cur cbjective was not to provide an opinion on overall campliance with
such provisions.

Material instances of non—campliance are failures to follow requirements
or violations of agreement terms and laws and regulations that cause us to
conclude that the aggregation of misstatements resulting fram those failures or
violations is material to the fund accountability statement. The results of our
tests of campliance disclosed the findings Nos. 1 and 2 included in the following
pages which in our opinion are of material effect.

We considered these material instances of noncampliance in forming our
opinion on whether the General Directorate for Livestock Services -DIGESEPE- fund
accountability statement is fairly presented, in all material respects, in
conformity with the basis of accounting described in Note 4a to the fourd
accountability statement, and this report does not affect ocur report dated
February 8, 1991 on that statement.



ARTHUR ANDERSEN & Co.

Except as described above, the results of our tests of compliance indicate
that, with respect to the items tested, the General Directorate for Livestock
Services -DIGESEPE- camplied, in all material respects, with the provisions
referred to in the third paragraph of this report, and with respest to the items
not tested, nothing came to our attention that caused us to believe that the
General Directorate for Livestock Services -DIGESEPE- had not camplied, in all
material respects with those provisions.

This report is intended for the information of the United States Agency
for International Development, the Govermment of the Republic of Guatemala and
the General Directorate for Livestock Services -DIGESEPE-. This restriction is

not intended to limit the distribution of this report which is a matter of public
record, upon acceptance by the Office of the Inspector General.

Yoo st

Guatemala, C. A.

February 8, 1991

-2G~



SMALT, FARMER DIVERSTFICATION SYSTEM PROJECT
USATD/GUATEMALA PROJECT No. 520-0255
COMPCNENT MANAGED BY
THE GENERAT, DIRECTORATE FOR LIVESTOCK SERVICES —-DIGESEPE-

COMPLIANCE WITH AGREEMENT TERMS AND APPLICABIF
LAWS AND REGULATTONS
FINDINGS

AGREEMENT TERMS

1. In order to fulfill the requirements included
in Section B.5 "Reports, records, inspec—
tions, audits" clause (b) annex 2

Condition
DIGESEPE did not entirely comply with this provision, due to the
following:

- During the period July 1, 1987 through March 31, 1989 no external
audits were contracted for the review of the project records.

- The subsidiary store records do not pemmit us to cobtain a stock
listing of the materials and supplies of the project as of March 31,
1989.

Criteria

According to the above mentioned clause DIGESEPE should have maintained
or ensured that books and accounting records be maintained related to the
- project and the agreement, in accordance with generally accepted accounting

principles and practices and in an appropriate way to identify without

limitations the dispatch and usage of property and services financed with loan
funds. Such books and records should be submitted to periodical audits, which
will be performed according to generally accepted audit principles and
practices, and should be kept for a period of three years after the date of the

last disbursement made by USAID.

@
Cause
lack of an administrative and accounting procedures manual, omission of
internal control procedures, and lack of instructions and funds to contract
independent auditors.

Noncompliance with the above mentioned clause.



Recommendation

We recammend the Goverrment of Guatemala and the executor entities of the
project establish the necessary procedures, t2 be able to comply with the
agreement terms prior to its signature.

2. In order to fulfill the requirements included
in Section 3.2 "Borrower resources for the
pro-iect"

Condition

It was not possible to verify the campliance with this provision as
DIGESEPE did not have the necessary information to determine the amount that the
Govermment of Guatemala should have provided to the camponent as counterpart
funds.

Additionally, for the funds provided during the period July 1, 1987
through March 31, 1989 amounting Q 266,324, we were not able to attest to the
fairness of some expenditures for in an amount of Q 77,137, as the entity did
not have the corresponding support documentation.

Criteria

According to the above mentioned clause "The borrower (Government of the
Republic of Guatemala) agrees to furnish or verify the provision of all the
funds for the project, besides the ones proceeding from the loan, as well as all
of the resources necessary for the efficient and accurate execution of the
projectl!‘ . .

Cause

Lack of information to each executor unit about the distribution of
counterpart funds to each component and lack of a manual describing the way the
counterpart funds should be recorded.

Effect

No verification of the campliance with this provision.

Recommendation

We recommend the Govermment of the Republic of Guatemala in future

projects inform each executor entity about the counterpart funds assigned to
-them, and that each-entity keep a control over the execution of such funds.
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SMALL FARMFR AUDIT OF THE DIVERSIFICATION SYSTFMS PROJECT
USATD/GUATFMALA PRQIECT No. 520-0255
COMPONENT MANAGED BY
THE GFNERAT, DIRECTORATE FOR LIVESTOCK SFRVICES -DIGESEPE-

LIST OF REFORT RECOMMENDATTONS

Internal control structure

1.

We recommend that DIGESEPE prepare the fund accountability statement at
least once a year, which must present a comparison between the fund
balance and the verified balance of funds on deposit with the bank.

We recommend that DIGESEPE prepares and implement written instructions to
periodically reconcile the funds received from USAID for the execution of
the project to their accounting records.

We recommend that DIGESEPE delegate to variocus officers the following
functions:

- Property requisition and purchase

- Physical reception of the property

- Signature of checks, which must be co-signed

- Preparation, revision and approval of the bank reconciliation
- Preparation of payrolls

- Distribution of payroll checks

The functions of the regional chief must be that of supervision and
revision, as well as the approval of the different functions performed by

remaining personnel.

We recommend that DIGESEPE's budget department closely control when
recording the purchase and payment orders; this function should be
reviewed by a different person from the one who records them in the cards,
which will assist in ensuring its proper recording.

We recommend that the Central Directorate of the entity provide periodi-
cally to the executer units, statements of account including the
description of purchases directly made by USAID for the project.

We recommend that DIGESEPE implement the use of a form for the liquidation
of checks used for purchases, which should contain at least the following:

- Place and date

- Beneficiary of the check

- Number of the liquidated check
- Amount of the check



- " Documents listing (number, date, company name, amount)
- Camparison between the amount received and the accomplished

expenses
- Balance in favor of or to be reimbursed
- Name and signature of buyer
- Liquidation approval

Additionally, each document paid must be stamped "paid with check No.",
date and signature of the cashier or the receiver.

Compliance with agreement terms and applicable
laws and requlations

1. We recammend the Goverrment of Guatemala and the executor entities of the
project establish the necessary procedures, to be able to camply with the
agreement temms prior to its signature.

2. We recammend the Govermment of the Republic of Guatemala in future
projects inform each executor entity about the counterpart funds assigned

to them, and that each entity keep a control over the execution of such
funds.
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SECTOR PUBLICO AGROPECUARIO Y DE ALIMENTACION ANNEX I

Ministerio de Agricultura, Ganaderfa y Alimentacién Lof 7
Direccion General de Servicios Pecuarios

DIGESEPE, REGION V1.

MINISTERIO DE AGRICULTURA
GANADERIA ¥ ALIMENTACICN

Av. “Las Américas” 72-89, Zona 9'
(Parque Zoologico)
Tels. 061-2932 061-8415

QUETZALTENANGO

RAZONAMIENTO DE CUESTIOMAMIENTOS  COMTEMIDOS EM . BORRADOR
FRELIMNINAR PARA  DISCUSION SOBRE AUDITORIA PRACTICADA A LA
INSTITUCION COMO  UMIDAD EJECUTORA DEL PROYECTO “SISTEMAS DE
DIVERSIFICACION PARA EL PEQUEMO AGRICULTOR DEL ALTIPLANO 520-T-034
POR EL PERIODO DEL 1 DE JULIO DE 1,987 AL 31 DE MARZD DE 1,98%.

CRITERIO:

Atendiendo amables sugerencias de personeros de la fivma A.
AMDERSEN, como de La Agencia Internacional para el Desarrollo AID
en reunibdn sostenida con autoridades de esta Institucidn se optb
pov  rvevisar vy reordenar la Documentacidn  existente en los
archivos vy pude covroborarse con toda honestidad y certesa, que
la documentacidn se encuentra elaborada de manera completa, como
lo establecen las leyes Macionales, por lo que para una mayor
determinacidn y con el &nimo de colaborar con el esclarscimisgnto
y en la determinacidn para el informe final puede consultarse a
la Ielegacidn de La contralorla de Cuentas UIGESA~DIGESEFE,
en donde obran los documentos orviginales de todos y cada uno de
los gastos vealizadosy asi wmismo a UCPRODA y a La alll, a
quienes periodicamente se enviaban copias de tales documenios
previo a la solicitud de un nueveo reembolso.

Con  los elementos descritos se procede & vazonar los
cusstionamientos antes aludidos los gque a nuesbro oriterio
radican en lo siguiente:

RAZOMANIENTOS:

Aa Costos cuestionables

fa L Ewiste el 100% de la papeleria que ampava 1z compra  de
mateviales vy suninistros efectuada al 31 de mavzo de 1,989,
se  desconocia su destine final por gue al  asomsnto de
requerives ssta  documentacidn el Guardalmacén vecién  habis
tomado =1 cavgo debido al imprevisto rvebtiro de la
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que  con  anterioridad se wvenla desempeflando como tal,
habidndoze reordenado el archivo se pudo comprobar la

Ristencia de la documentacidn gue  aparentemente did
grigen al presente cuestionamiento cuyo monto asciende a la
cantidad de @.48,372.00.

Fraccionamiento de Compras

En lo concerniente al fraccionamiento de Compras  cabe
informar gue s procedid de estz  manera debido a las
sigquientes razones:

En lo que respecta a las Ordenes de Compra y pago numeros
23-87 y 32-87 de Fensidn Ronifdrz y Hobkel HRonterrsy  cuyo
concepto es de hospedaje v alimentacidn por las  canbtidades
de §.2,030 y 6.1,387.00 fud necesario fraccionar por razones
puramente de tiempo gque implica el proceso de cobizacidn
y qu& alberaba los contenidos Programaticos y de ejscucidn
del Frovecto.-

Estos efectos caben para cada uno de los cuestionamientos
sequn Ordenes de Compra y pago referenbss a Hospedaje vy
alimentacidn. Explicase asi mismo, que pov el término total
de la ejecucidn del Proyecto unicamente se incwrrid en estos
fraccionamientos que se consideran efectuados en calidad de
necesidad.

l.as  Ovdenes de compra v pago 1-88 y 18-88 de Libveria
Elenita por Compra de papelsvia y utiles y pov los wvalores

e B.1,541 v @.1,071, hubo de presinderse de la
cobizacidn por 2l factor tiempo contra lo programatico
¥ la distribucidn de gsba papslevria v ubiles al area de

influencia del proyecto.

Las Mrdenes de Compra v Fago numeros 5-89, 28-88 vy 32-88  =s
fracocionavon  poy  cuanto  sus  conceptos  se  subdivi
vanglones.  Cuyos valorss  son poy 8.2,5338.00, 001,873
.1, 463, 00,

Qimilar
de  La ©
de .1

de Ocoidente cuyo wa

¥ orepuestos

g
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Compra de Productos Quimicos
Bajo ningln punto de vista puede aislarse la ackividad
Técnica  Pecuaria de otvas  actividades que  resultan
determinantes para el objetivo, parte de ello fud el hecho
‘de haber efectuado compras de reactivos ubilizados en El
Laboratorio de DiAgnostico con o1 propbdsito de aplicarlos en
el didgnostico vy verificacidn de calidad Bromatoldgica de
Fastos y/0 concentrados empleados en la alimentacifin de las
gapecies adquiridas e involucradas en el Froyecto.

De igual manera, obtros productos para el andlisis de las
muestras  de suelos para la produccidn de pastos naturales o
astablecidos  destinados a la alimentacidn de las distinias
especies animales de los Modulos Pecuarios, eshablecidos por
el mismn Froyecto.

Sin documentacidén de soporte
Las conciliaciones del fondo que se ejecutd se realizavdn
sin embargo se lamenta el no haber dejado evidencia de ello
razhn por lo que se di por aceptada la sugerencia para
futuros Froyectos.

Compras sin Documentos de Cotizacidn 4
El trdmite v la documentacidn a que ze vefieve el prasents
cugstionamiento  Ordenes de Compra y pago 25-87 y 30-87  fus
glaborada de conformidad 2l caso, debido a que no ose contaba
con ofersntes para 81 servicio y los Profesionales  que
impartievon  los cursos fueron las personas  de  savor
capacidad & idoneidad.

7

e reitera para las Ordenes de Compra y Pago 32-87, 63-87 v

£5-87 pov las cantidades de §. o,uh;.QO 3. 1,200,500, Quﬂ,uﬁﬂ
Ambas  de Fensidn Bonifdz en las que el factor f1wmgu arE
detberminante para la Ejecucidén de la actividad ¥ la
ohtencidn del servicio.
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C. Controles Internos
Ern  cuanto a la firma de requisiciones de Bienes y Bervicios
de solicitante y aprobacidn se adoptd el cambio sugerido.
Se efectuo ya lo referente a mancomunar las firmas para la
awborizacibn de chegques.

. Seqregacibn de funciones
Los  controles de +tipo administrativo = se encontraban
segreqgados  por cuanto dado a la carencia de personal
especifico para estos efectos por parte del Froyecto, fud
necesario incorpovar al personal de la  Unidad
Administrativa mismo gque elaboraba la documentacidn.

E. Compras directas hechas por UsSAIl no  registradas
oportunamente por DIGESEPE.

El proceso administrative gque se llevo a cabo en la

gjecucidbn  del proyecto no permitid en la mavoria de 1oz

casns &1 poder llevar a cabo un  rvegistro oporiuno en
cuanto a la recepcidnde bienss an la  Regidn, por  las
siguientes razones:

- Por que las compras gue USAILID realizaba para
implesentar en la rvegidn se& hacia para  varias
instituciones involucradas en el Frovectop de  esta
manera  s& henla que entre el tiempo de  desembargue,
aduanaje, vebtiro de esta, recepcidn en La Regidn v
distribucidn de los bienes a las Inshituciones,
implicaba uwn compas de esperag luego, gue en  su
mayoria los bienes llegaban facturados al por maror v
la  megregacidn ¥y provvateo de  estos Lo sfechtusbs
mucho tiempo despuds UCPRODA sn 1a ciuwdad Capital.

- Log  controles de la  Unidad de Coordinacidn  del
Froyecto  la recepcidn de fobtocopias v oen muchos

los  casos el enwio de bienss sin datos I
docwmentos  qus arpararan W regisbro 1
atyasd.

4]
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- Comn ilustracidn de causa los consiguientes
problemas: USAID hizo compras de accesorios vy
repuestos destinados al Froyecto, sin embargo al
momento de pasar por aduana Central esta se incendid.
- Tradmite pava hacer constar la existencia de dichos
repuestos en la aduana, tramite para solicitar su
reposicidn ¥y nuevamente Lrimite pava el retivo de
los repusstos ¥y  accesoriosy en sintésis, la
vepercucidn en tiempo y desfases en registros
Ea.l Controles Internos:
® Rendicidn de Cusntas
La rwendicidn de cuentas a que alude este inciso, e
efectuo  de manera periodica pese a que no se dejd
evidencia de obtra maneva no podria explicarse sl caso
sobye la solicitud y ejecucidn de los  resmbolsos
SUCEEIVOS.
® e
Ea2 Falta de Conciliacidn: .
Este aspecto erva preciso cumplivio como vegquisito pava
giscubar  un  nuevo reembolso; el adjunto  documento  gus
conbiens ikos  veembolsos recibidos de la fisidn AID
ponen  de wmanifiesto su  existenciz a fraves de la
informacidn contenida en dicho anexo como lo ss ndmevo de
@ cheque, fecha y monto.
£.2 La adetuada seqregacidn de funcioness
Fara &l presente caso se han atendido las recomendaciones
¥y ooen  la  actualidad con el proposito y  objetivos de
control  internos  sean efectivos se han  segvegado  las
funciones cons medida de solucidn a los plantesmientos
L hechos.
e hal manera gque el proceso administrative se  enousnbra
establecido  en  gque cada funcidn sea sjecutads por oan
trabajador sspecifico.
®
BESTAMAMABLECOPY
o
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Falta de Registros Contables Adecuados:

8i no se contd en su oportunidad con el cumplimiento de
gste punto se debe a que como ha quedado especificado,
ningun proyecto contempla la implementacidn de Fersonal
para el cumplimiento de los efectos administratives. Sin
embargo se han tomnado medidas covrectivas  para  futuros
proyectos.

Lompras Divectas Hechas por  USAIL no registradas
aportunamente por DIGESEPE.

El presente numeral coincide en lo especificado en &l
inciso  "EY del pressnte pliego, en el que se aclara el
por gue de losatrasos en reqistros hechos pov compra  de
UEAID.

Liguidacibn adecuada de anticipos:
Mo existe la liguidacion de anticipo pov cuanto no  se
Opern.

Documentacidn incomplets en los vales:

e adjuntan losz listados corvespondientes qus ampavan los
itinerarios respectivos en el consumo de combustible v a
su vez =g han tosado btodas  las  vecomendacionss  parva
fuburns casos.

it

Yales de Comsumo @ combustible sin firma de autorizados
Similar situacidn al numeral que antecede 58 han bomado
comn  medidas gas precisas para evitar el o 1

TAEBO.

Deficiencias en Dontroles de  Aleacen v cEg et
inadecuados:
En  los presentes numerales vy de conformidad a laz  ousva

pral it

superadas.

RO S
BT

i
1
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OBSERVACIONES.

Con el proposito de esclarecer en su  totalidad todos los
cueshionamientos ¥ especificamente las diferencias noconciliadas
en el estado de rendicidn de cuentas que asciende a la cantidad
de Q.38,558.00 v siendo gque la informacidn que AID se dieva a la
Firma A. AMDERSEM vy esta fuera proporcionada a la Unidad
Ejecutora pudo covroborarse total diferencia enbre la informacidn
que se cuenta en archivos de La Institucidn y lo manejado por los
auditores se sugisre en consecuencia lo siguiente, se verifigue o
covvobore las sumas de la informacidn que posee A. ANDERSEN.

En  otvo orden de ideas se hace la observacisn que la  Orden
Oe Compra vy Pago 32-88 emisten varios documentos cuyas cifras  no
coinciden con lo manifestado por su borrador preliminar.

Seria  bastanbe acertado que la Firma A. AHDERSEN tuviera a
bidn  avocarse una ver mas a la Agencia  Internacional parva el

Desarvollo vy wverificar sobre sesta documentacidn a efecto de
desvanscer ¥y conciliar  las diferencias presentadas &2 ssba
nabitucidn.

-

Buetzaltenanigoy 8 de octubre de 1,991

P lamdd o o ﬂ’-"?‘—’é‘“_j’m &
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SMALL, FARMR AUDIT OF THE DIVERSTFICATION SYSTEMS PROJECT

USAID/GUATEMATLA PROJECT No. 520-0255
COMPONENT MANAGED BY
THE GENERAL DIRECTORATE FOR LIVESTOCK SERVICES —DIGESEPE-

FOR THE PERIOD JULY 1, 1987 THROUGH MARCH 31, 1989

AUDITORS RESPONSE TO DIGESFPE'S MANAGEMENT OOMMENTS

I EXCEPTIONS TO THE FUND ACCOUNTABILITY STATEMENT
I. 1 Questioned costs

We agree with DIGESEPE that certain costs questioned in the draft
audit report pertaining to fractionated purchases of chemical
products and purchases made without quotations were necessary and
proper under the circumstances; however, DIGESEPE did not furnish
us the necessary data nor sufficient foundation to resolve the

following questioned costs, so we continue to question them as
indicated below:

- Purchases as of March 31, 1989 for which
we could not verify its end-use Q 48,372

IT FINDINGS ON DIGESEPE INTERNAL CONTROL STRUCTURE

Generally, DIGESEPE agreed with findings on the internal control structure
and some of them have already been or are being implemented. Consequently,

DIGESEPE should take the necessary corrective steps, to implement all the
recommendations included in this report.

IIT FINDINGS ON COMPLIANCE WITH AGREEMENT TERMS
AND APPLICABIE LAWS AND REGULATIONS

Based on our discussions with DIGESEPE we agree that the situations
involving fractionated purchases and insufficient quotation data discussed in
findings 1 and 2 of our draft report were in fact proper under the circumstances
and we have removed these findings from our final report. DIGESEPE did not
comment on our remaining findings in the report section on compliance with
agreement terms and applicable laws and requlations.

{l



