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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 I, 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 ofGuatemala the balance of$6.7
million.

An organizational part of the Government of Guatemala's Ministry ofAgriculture,
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 ofvarious livestock species and
production ofanimal 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
A.J.D. funds of $160,722 provided to the Directorate dUring the audit period.
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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.

ArthurAndersen & Co. found that the Directorate's fund accountability statement
presents fairly, in all material respects, the fmancial 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.I.D. 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 offIXed assets acquired directly by A.I.D. on behalfof 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) complywith
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 fmdings. 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.

~.

I
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EDIFICIO CA.MA.RA DE INDUSTRIA
RUTA. 6.9-21 ZOXA 4.50. NIVEL

GUATEMALA. G. A.
TELs. 316136. 310381 Y 363195

Decerrber 20, 1991

Mr. Reginald HcMard
Regional Inspector General for Au:tit
u. s. 'AqeICy for Internatiooal Develcpnent
Tegucigalpa, Horrluras, C. A.

Dear Mr. HcMard.:

'lbi.s report presents the results of all" financial close-cut audit of the
SMAIL FN;MER DIVERSIFICATICN SYSTEMS m:m:cr, USAID/Guatemala Project No. 520­
0255,~ MANAGED BY '!HE GENERALD~ R:R LlVES'IOCK SERVICES
-DIGESEPE- (DIRECCICN GENERAL DE SERVICICS FEOJARICS -DlGESEPE-), fran July 1,
1987 to the ern of the Project, Mard1 31, 1989.

I. ~

Ck1 Au;Just 28 arrl september 24, 1981, the GcNemment of Guatemala -GCG-,
t:hrc:u9h the Ministry of Public Finances (Ministerio de Finanzas Pliblicas - MFP) ;
the Ministry of Agriculture, Livestock arrl Food (Ministerio de Agricultura,
Ganaderi.a Y Alim=ntaci6n - Ml\GA); am the National Board of Econcmic PlaI'lIlin:J
(Consejo Nacional de Planificaci6n 'Ecc>rOni.ca - OWE), signed grant~

No. 520-0255 for US$ 3,696,000 arrlloan agreement No. 52~34 for US$ 5,500,000
with the u.s. 1qercj for International Develcpnent in Guatemala (USAID/Guatemala)
for the SInall Fanner Diversification Systems Project, USAID/Guatemala Project
No. 520-0255. '!he GcNernrrent of the Rep..1blic of Guatemala will anortize this
loan to the united states Aqen::y for International D3ve1cpnent -usAID- within
a ~-five years (25) term, fran the date of the first disJ:m:'sement, by means
of thirty-ane (31) semi-anmJal payments. USAID will furnish to the Goverruoont
of the Rep.lblic of Guatemala an anortization schedule; interest will be paid on
a 2% armual base, duri.n;J ten (10) years, begi.nnin;J the date of the first
d.i.stu:rseIoont an:i subsequently us:i.rq a 3% annual base, c:arp..rted over the loan
balance an:i interest overdue an:i unpaid. 'nle original arocunt was reduced an
september 26, 1988 to US$ 4, 413 , 135. 'nle:fu.rrls cc:mnitted by USAID/Guateroal.a were
for the p.upose of financi.n;J the acquisition of the gcx:ds an:i services t'lE!'C€'SSClry
to carry a.lt the project. In addition to these furrls, the G(X; agreed to ccmni.t
a m:i.n.im..nn of US$ 6,700,000 in counterpart furrls to finance administrative
expenses arrl other direct arrl irrli.rect costs related to the project. '!he project
c:x::upletion date, originally scheduled for March 31, 1987, was later exterrled to
March 31, 1989.
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'!he project'S major goal was to~ the agricultural sector's
livestock an:i to stiIrulate small farm diversification fran basic grains to higher
value diversified crops of greater labor intensity. '!he project activities were:
a) applied research an:i technology adaptation, b) extension am. pralDtion,
c) loans an:i social cost payments (cont::r:ibItioos), d) i.n-serlice trai.nin;J,
e) project coordination, am. f) nutritiCl1a.1 i:apact evaluation.

As part of the project's loan agreE!IIEJlt, a tnJst :furrl agreE!IIEJlt was signed
by the MPF, lomGA, am. the National Bank for Agricultural Developoont (BANDESA).
'!he main OOjective of the trust funj agreE!IIEJlt was to provide funjs to finance
short am lot"q-tenn loans for froit am vegetable production, cattle raisin:1,
small-scale irrigation works, am social cost payments (contributions) to pro­
ject beneficiaries. tJrrler the trust funis agreE!IIEJlt, USAID was to provide
US$ 3, 000,000 of funjs :fI:an the loan agreE!IIEJlt No. 520-T-034 am. the GOO was to
provide 05$ 2,200, 000 as CCllD'lterpart cont::r:ibItiat. 'lhese funis were subsequently
IOOdified, agreein;J that USAID TNCU1.d coutribrt:e the anamt of 05$ 4,270,567 from
the loan funjs am the Goverrment of the Rep.lblic of Guatemala should provide
US$ 3,131,455 as CCllD'lterpart :funjs.

'!here were six ~lementin:1 institutions fonni.:n:J the project includ.i.nq a
coordinatin;J unit am the bank mentioned above. '!he institutions am their
respective roles in the project are described belC7N:

'!he Coordinatin:1 unit for the Agricultural Diversification Program
-UCP.RODA- was fonood specifically to coordinate the project
activities. 'Ihi.s coordination included receivin:1 reimbursement
requests from the ~lementin:1institutions, abtai..ni.rq rei1nbursenents
fran USAID/Guatemala arrl clist.rib.Itin;J them back to the implementin:1
institutions, am preparin:1 consolidated financial infonnation for
the project based on funj accountability statements or other
financial statements received fran each implerrenting institution.
UIrler procedures established for the project, UCPRODi\'s am
transactions were to be revieNed am awroved by :r-w;A.

'!he National Bank for Agricultural Developnent -BANDESA- is an
autoI1CllOC>US decentralized~ entity of the GOO whose general
objective is to prcmote am administer the provision of credit
facilities from the GOO to the agricultural sector of the countl:y,
mainly to the small am medium-sized fanner. Its funjs are obtained
by means of Goverrnnent tnlst fun:is ani from its capital, resel:Ves,
arrl liabilities. BANDESA's role in the project is to manage the
trust furrl created by the above agreem:mt to provide loan facilities
to small ani medium-sized fanners.

'!he General Directorate for Jl.,gricultural services -DIGESA- is part
of the Ministl:y of Agriculture, Livestock, and Food -M:AGA- of the
GoverI1IlEI1t of Guatemala. Its general objective is to provide
technical assistance to small fanners an:i to PraIl'Ote the Government's
general policy of agricultural developnent to improve their standard
of livin;;. on this project, DIGESA was resp:msible for activities
involving the transfer of agricultural technolcxr.i for crcp

-4-
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production. '!he crops:arxl activities that DIGESA was to develop as
part of the project incll.Kia:l: vegetables, ftuits frandeciduaJs trees
(such as apples ani pears), soil pmse:rvation, arxl small-scale
il:rigation works.

'!he General Directorate for Livestock 5eJ:vices -DlGESEPE- is part
of the Mi.ni.st:1y of qiculture, Livestock am. Food (M1V3A). DlGESEPE's
general objective is to :i.nprove the stamani of livi.rg of small ani
medium-sized fanners by providi.rg them with the necessary tedmi.cal
assistance to increase the reproductial of different livestock
species, the production of animal protein, am. the developIelt of
a better livestock infrastrocture. DlGESEPE's role in the present
project is to devel<:p, in coordi.natial with the other participati.rg
:i.nl>lementi.rg institutions, livestock extensial activities for c::cws,
pigs, sheep, ani poolt:ry, focusi.rg priJDarily al iJlprovi.rg management
practices related to disease, parasite oontrol, arxl nutrition/feed
supply.

'!he Institute of qicultural SCience arx:l'1'ec::hl'x)logy -IcrA- is part
of the Mi.ni.st:1y of qiculture, Livestock am. Food ~-. IcrA's
general objective is to contr:ibIte taNards the ec:onanic arx:l social
develq;ment of the camtJ::y tll:rcu3h the generation, validation, arx:l
pratDtion of proper technology to increase agricultural arx:l cattle
production. IcrA' s role in the project was to perfom research ani
adapt technology to be applied for :i.nl>rovi.rg fnrit, vegetables, ani
cattle; ani to ilrq;:lrove the agricultural ani cattle related tedmi.cal
traini.n;J provided to small fanners by DlGESEPE ani DlGESA.

'!he Technical Assistance Team - FAT was responsible for assistirg
the ilrq;:llementirg institutions of the project. '!he team started with
five specialists transferred by the u.s. Deparbnent of Agriculture
to collaborate with the u.s. Aqercy for Intemational Developnent
in the ~lementation of the project. Additionally, six local
specialists were hired by USAID/Guatemala ani included in the
project.

Each of the project i.lrplementing entities was audited by another auditing
firm as of June 30, 1987, ani in general, the audits fami that there was a lack
of accountability for USAID fuI'rls by the iJIplemerrtin;J entities, except for the
coordinatin;r unit. Only the bank ani the coordinatirg unit had adequate
accounting systems/records, and only the coordinat:irg unit reconciled its
financial information with USAID records. In the cases of BANDESA, DIGESEPE and
DIGFSA, the USAID :Eurxls flowed through the Goverrnnent of Guatemala's (GCG)
accounts where such :Eurxls were cammi.ng1ed with the GCG' s 0Ym :Eurxls before being
received by the institutions, and accountability for the USAID :Eurxls was lost.

Although the records of the implernentirg units, the Coordinatirg unit, and
USAID/Guatemala were not reconciled, base:i up:m USAID/Guatemala's information
a total of US$ 2, 479, 655 in loan fuI'rls and US$ 1,817, 137 in grant :funjs had bee..11
disbursed through June 30, 1987, which would leave loans funjs of US$ 3,020,345
arrl grant fun:1s of US$ I, 878,863 remai.nin;J to be disbursed through the end of
G'1e project r:ericd on March 31, 1989.

-5-



•

•

•

ARTHUR .\..,<DERSEN & GO.

Except for the coordinatirg unit am the Tedmical Assistance Team, which
were clisbarDed, USAID/Guatemala continues to TNOrk with each entity (although in
sane cases urxier different aa::ountirg relatiooships than previously) unier
USAID/Guatemala IS Highlani Agricultural Developnent Project, USAID/Guatemala
Project No. 520-0274.

II. AUDIT OBJECI'IVES

'!his is a financial audit of the small Fanoe.r Diversification Systems
Project, USAID/Guate.mala Project No. 520-0255, for the period fram July 1, 1987
to the errl of the project on March 31, 1989. 'lhi.s project was iIrplemented by
the COOrdinatirg Unit for the Agricultural Diversification Program ~c:EroI:l2\.-,

the National Bank for Agricultural Deve10pnent -Bl\NDESA-, the General Directorate
for Agricultural services -DIGESA-, the General Directorate for Livestock am
Focxl -DIGESEPE-, the Institute of Agricultural scien:::e an:i Technology -ICrA-,
ani the Tedmical Assistance Team -FAT-. ih.e audit was built upon the work of
prior auditors who reviewed each iIrplementirq entity fram their irrlividual
startirg dates of project operations through June 30, 1987. However, additional
steps were required to verify the amounts received by each entity durin;J the full
life of the project.

'!he audit was to be perfonned in accordance with generally accepted
auditirg starrlards ani the United states canptroller General's GoverI1lOOI1t
Auditirg starrlards (1988 Revision) an:i accordin;Jly included such tests of the
accountirg records as deemed necessa:ry. '!he specific objectives of the audit
were to detenn.ine whether:

1. '!he furrl accountability statement for each iIrplementing entity urrler
the project for the period July 1, 1987 to March 31, 1989, fairly
presents in all material respects, the entity's financial activities
urrler the project, ani costs reported as incurred am reimbursed by
USAID/Guatemala durirg the period are allowable I allocable I arrl
reasonable in accordance with agreement tenus and applicable laws
am regulations.

2 . '!he intenlal control stnlcture of each iIrplementing institution was
adequate to manage its activities urrler the project.

3. Each iJnplementirg institution complied with agreement terms, arrl
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 tr-ansactions that could be irnicative of fraud, abuse, and illeg-al expendi­
tures and acts .



8.•

•

•

•

•

ARTHUR A ...""DERSEN & GO.
III. 8roPE OF Vl)RK

'!he scope of cur 'WOrk was ~ followi.rg:

A. Pre-audit steps

We :reviewed the follCMin:] documents to becane familiar with the project:

1. '!he project paper

2. 'Ihe project :related agreements between the GoV'e.mment of Guatemala
ani USAID/Guatemala, includi.rg the tl:ust furrl agreement unjer the
project's loan agreement.

3. '!he sub-agreements between the GoV'el:lment of Guatemala, USAID/Guate­
mala, ani the inplemeI'lt.im' institutions, as awlicable.

4. Contracts am subcontracts with third parties.

5. '!he budgets, project inplementation letters, am written procedures
awroved by the GOG ani USAID/Guatemala to manage the project.

6. '!he reports derived fran the audits perfonned on each ilrplemeI'lt.im'
entity by another audit finn for RIG/A/T coverin:] the Pericxi fran
the start of their project operations through June 30, 1987.

7. USAID Han::ibook 11, <11apter 4, which dj SOJSSes host countJ:y contracts
ani audit.

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

9. USAID Acquisition Regulations (AIJ:ll\R) which specifies USAID peculiar
procurement regulations in addition those specified in the FAR.

10. All financial ani project reports; cnarts of accounts, organizational
d1arts; accotmtin;J systems descriptions; P:roc:urene1t policies am
procedures; am receipt, warehousin:] am distribution procedures of
materials, as necessary to sucx::essfully cc:mplete the required work.

B. FuIxl accountability statelrent

For each iInplementin; entity, we examined the fun:i accountability statement
of the entity's activities urxier the project to include the costs reported as
incurred during the audited pericxi; the costs reiIobursed by USAID/Guatemala
during the pericxi; and the reiIobursed costs to be questioned or susperxied arrl
references to notes explai.nin;J the criteria for the question.ing' of those costs.
'The work included evaluations of project i..Irplenentation actions arrl accomplish­
ments to specifically detennine that costs incurred are allowable, allocable,
an:l reasonable urrler the agreement tenns an:i to identify areas where fraud,
waste, abuse and misrnana.geroont exist or could exist as a result of inadequate
controls.

-7-
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c. Internal control structure
"

we reviewed ani evaluated entities' internal control structure related to
the project's management as considered appropriate to carply with generally
accepted auditi.rg stan:iards. 'Ihe major internal controls that were evaluated
included but were not limited to the adequacy of the accounti.rg am information
systems, procurement procedures and practices, bank account reconciliation
procedures, am controls to assure that chal:ges to the project were proper ani
well supported.

D. CClrrpliance with agreement tenns ani
applicable laws and regulations

OUr work on entities' carpliance with agreement terms, ani applicable laws
and regulations was designed to:

1. Identify the agreement terms and pertinent laws and regulations and
detennine which of those not observed could have a direct and
material effect on the entity's fund accountability statement.

2. Assess, for each material requirement, the risks that material
noncompliance could occur. '!his includes consideration and
assessment of the internal controls in place to assure carpliance
with laws and regulations.

3. Design steps and procedures to test carpliance with agreerrent tenns
and applicable laws and regulations to provide reasonable 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
tenus and applicable laws and regulations.

Determine if funds have been expended for purposes not authorized
or not in accordance with applicable agreement tenns. lfse,
identify these costs as questionable.

6. Ensure that Perfonnance under the agreement is being adequately
supervised by G03, 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 reimburseme.T'lt
explaining why these costs are questionable.

•

•

8. Determine if the counterpart and/or the matching funds and teclmical
assistance, as applicable, are obtained opportunely according to
the agreement and to the project's needs. Quantify any shortcornings
in this area.

-8-
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IV. RESULTS OF '!HE ADDIT

In this section we present a SUlIIIaI.Y of the au:iit :results describing briefly
the rrost important issues and problars found, which are' fully discussed in the
tXl:r:restX'nding section of this report. With the exception of the scope limitation
described below, we corrlucted our au:iit .in accordance with the audit standards
mentioned in section II above.

Fund accomrtabi] ity~ - ------ ----

Except for the possible effects of such adjusbtents that may have resulted
from the situation described in the following paragraphs, the :fuIXl accountability
statanent presents fairly, in all material respects, project's revenues and costs
incurred, as well as the balance of the project OJl{nnent, managed by DlGESEPE for
the period July 1, 1987 through March 31, 1989:

No valued listing of the store stocks as of March 31, 1989 was
fumished to us, since DIGESEPE 's records did oot allow us to conduct
alternative procedures, we oou1d oot be sure of the fairness of such
stocks.

In the :fuIXl accountabi1ity stataJent for the pericx:l July 1, 1987
through March 31, 1989, we determ;ned questionable costs of an arocnmt
of Q 48,372 (awraximately 08$ 17,915).

Internal control stI:ucture

'!he current DIGESEPE's internal cxmtrol structure is based, in sc:m3 cases,
on mandatory manuals ani procedures issued by: the NationIS Accotmts canptroller­
ship, the Mi.ni.stJ:y of Agriculture, Livestock ani Food, and the Accotmting of the
Governnent Accounting. our evaluation revealed the following reportable conditions
which we consider to be material weaknesses:

Financial report

rack of preparation of the fund accountahi 1 ; ty statanent.

rack of reconciliation of the funds received fran USAID •

rack of an adequate segregation of functions in the Quetzaltenanc;p
area of DlGESEPE.

rack of afPropri.ate accounting :records to pennit the verification
of the receipt of the counterpart fuIXls •

USAID direct purchases nX qy::>rtunely recorded by DlGESEPE.

Products and services acquisitial

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

-9-
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carpliance with legal matters, ag;>licable
regulations and agreement tenrs

Except for the £jJn-ccmpliance situations mentioned in the following
paragraphs, DIGESEPE canplied, in all material respects, with the a.greem=nt tenns
and awlicable laws and regulations. With respect to the IX>n-tested itans,
nothing cane to our attention to cause us to believe DIGESEPE had oot canplied
with the agreenent teIn5 and the awlicable laws and regulations:

DIGESEPE did oot canply with SCIle accounting and :fi.nancial teIms of the
loan agreenent signed with USAID. 'Ibese oon-ccmpliance situations are described
as follows:

section B.5 "Reports, records, i..nspecti.ons, audits" clause (b), Annex
2.

A stock listing of the materials and SUfPlies of the project
as of March 31, 1989 was oot furnished to us, due to the
.inadequacy of the suhsi di ary records.

I1bere were IX> periodical independent audits contracted.

section 3.2 "Bor:t:"OWer resources for the ~ject"

It was oot possible to verify the cx:rrpliance of this clause
since. DlGESEPE did IX>t have eoough infonnation available.

Result of visits to projects

As a result of the visits perfonte:i to cattle nodules and natural stud
centers, we verified the follCMing:

cattle m::xiules

We visited 61 cattle nodules in total, including m::xiules for: l::xwi.n.es,
pigs, apiculture and poultry. 'nle result of our visits considering the current
status and conditions of the m::xiules were the follCMi.ng:

• In <;1X'Xi condition
In acceptable condition
Non-ex:isti.ng or failed. nodules

M:xiules

27
17
17

44
28
28

•

•
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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 DIGESEl?E was acceptable.

Natural stud centers

We verified the physical ex:i.stenCe of the natural sttrl centers used in the
sane areas visited of the cattle m:dul.es.

v. MANAGEMENl' CXM!EN:ffi:

DIGESEPE's cc:rrm=nts were taken into consideration for the final report.
They disagreed with our opinion on sare questioned costs, and satOO internal
control structure :fiIx:lings. '!be wlx>le text of DIGESEPE' s managen¥3Ilt CCI11!Slts
are included in the Annex I of this report.

VI. AUDrroRS RE:SPC.mE

U£X>n receiving DIGESEPE' s managen¥3Ilt cc:rrm=nts where awropriate, we revised
the :fiIx:lings included in the report. our:teSfX>IlSE! to DIGESEPE's managaoont
CC81IIalts is included in· the Annex II of this reJ;X>rt.

-11-
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SMAIL FAmER D~IFI~TIOOSYSTEM?~
USAID/gJA'I'EMAIA ptpLEX:T No. 520-0255

cn-re::m:m' MNWJEP ax
GWERAL DIRECroRATE FUR LIV&S'IOCK m:;mrrr;es -DIGFSm;-

we have audited the ace:x:trpmyi.n;J furrl acxx:mrt:ability statement of the SMAIL
FAmER D:rvE:RSIFICATICN SYSTEMS~, USAID/GUA'I'EWUA~, No. 520-0255,
<XMR:mN1' z.w.w:;ED BY' '!HE GENERAL DI:ROC'IORATE Fat LIVES'IOCK SERVICES -DlGESEPE­
(a government:a.l entity which works attadled to M:ini.stzy of 1lgri.cul.ture, Livestock
am Food), for the period JUly 1, 1987 t:hrcn;P:1 March 31, 1989. '1hi.s furrl
acx:nmtability stat:Em3nt is the respcnsibility of the DIGESEf£'s Regiooal
Directorate. OUr responsibility is to express an opinicn <Xl this :furrl
ac:x:::a.mtability statement based on oor audi.t.

Except as disolssed in follCMi.n:j pa.ragraPt 1, we ocnluct:ed oo.r audi.t in
~ with generally acx::epted audi.ti.n;J st:ar¥:l:m:ls am the United states
Q:nptroller General's Govenunent Au:liti.n;J st:amards (1988 Revision). '!hose
st:an:1ards require that we plan ani perform the audit to 00t:ain reasonable
~ about whether the :funi acxx:mrt:ability statement is free of material
misstatenent. An audi.t inclmes exami.ni.rq, at a test basis, evi.deooe SUR;X>rtirg
the annmts ani disclosures in the fun:i acca.mt:ability statement. An audit also
incllXles assessi.rx] the~ pri.rx::ip1es used am significant estimates made
by the DlGESEPE' s Regional Directorate, as well as evaluatlnj the overall fum
acx:nmtability statement presentation. We believe that our audit provides a
reasonable basis for oo.r qJinion.

As described in Note 4a to the :furrl acca.mt:ability statement, DlGESEPE
maintains its acx::ounti.rx] records on a cash basis of ac:x::nmti.rx], whim is a
CCl'l'prehensive basis of accounti.rx] other than generally aocepted accoonti.rq
principles, consequently the attached fun:i acca.mt:ability statement does not
attenpt to present the financial infonnation in acoordance with generally
aocepted account:in;J principles.

1. No valued list:in;J of store stocks as of March 31, 1989 was fw:nished
to us as DlGESEPE's records did not provide sud1 infonnation, ani
we were not able to attest to their fairness.

•

•

2 • As nv=ntioned in Note 7 to the fun::i aa::ountability statement for the
pericx:l July 1, 1987 through March 31, 1989, there were identified
questioned costs arramtinl to Q 48,372 (awroxinate1y US$ 17,915) •
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In our opinion, except for the effects of. such adjust:nents, if any, as
might have been detennined to be necessaIy had we been able to examine a valued
listing of store s1:.c"',,j{s and the effects of the questionable oost of 1.,8$ 17,915,
the fund accOl.mtability stataIent referred to above, presents fairly, in all
material respects, the project revenues and costs incurred and the fund balance
corre5p:)nding to the s-mLL FAR-fER DIVERSIFICATICN SYS'JOEM:l PRQJECl', USAID/GUATEMA­
LA PROJECr No. 520-0255, a::MI?Cm:NI' MANAGED BY DIRECCIClf nm GENERAL"DIRECrORATE
FOR LIVES'Iro< SERVICES -DlGESEPE-, for the period July 1, 1987 through March 31,
1989 in confomity with the basis of accounting as described in Note (4) to the
fund accotmtabi 1i ty st:a.temmt.

rrms report is intended for the infonnation and use of the united states
Agency for International Deve1optent, the GovenlIIw:mt of the Republic of Guatemala
and the GENERAL DIRECroRA'IE FOR LIVES'.ItX::K SERVICES -DlGESEPE-. 'llrls restriction
is not intended to limit the distribution of this repJrt, which is a matter of
public recoro, up:m acceptance by the Office of the Inspector General.

Guatemala, C. A.

February 8, 1991
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·SMALL FARMER DIVERSIFICATION SYS'l'ENS PRQJEcr

USAID/GUATEMALA PRnJEcr No. 520-0255

'!HE GENERAL DIRECIDRATE FOR LIVEmocK SERVICES -DlGESEPE-

FOR THE PERla> .JULY 1, 1987 'DflUDI MARCH 31, 1989

Questiona-
ble costs Reference

Unsupported. to notes

REVENUES:

Rei.mburseroonts received.
from USAID (Note 5)

'lbtal revenues

EXPENDI'IURES:

Expenses made with USAID funds
(Note 6)

'lbtal expenses

Q 427,357

427,357

375,096 Q 48,372

375,096

(7)

ExceSs of current period. revenues
over current expenditures
(note 8) Q 52,261 Q 48,372

•

•

The notes to the flll1d accolll1tability statement are an integral part of this
statement .
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SMALL FARMER DIVERSIFlCATIOO SYS'l.'EMS PROJEcr

USAID/GUA'.I'El1ALA PROJEcr No. 520-0255

CCMI:QNENI' MANAGED BY

'!HE GENERAL DIRECIORATE FOR LIVES':ItX:1< SERVICES -DlGESEPE-

NOI'ES 'ID '!HE FUND ACCOUNI'ABILITY srATEME:Nr

FOR '!HE PERIOD JULy 1, 1987 'IHROUGH MARCH 31, 1989

( 1) Brief history and description of the project

The Guatemalan GoverrIl'OOIlt through the Mi.n.istry of Public Finances , the
Ministry of Agriculture, Livestock and Food and the National Board of Economic
Planning, signed a grant ag:reemant No. 520-0255 for 08$ 3,696,000 and the loan
agreement No. 520...JI'-034 for 08$ 5,500,000 with the united states Agency for
International Developoont in Guatemala (USAID/Guatanala) for the Small Farner
Diversification Systems Project, USAID/Guatemala Project No. 520-0255. The
Government of the Republic of Guatemala will arrortize this loan to the united
States Agency for International Deve1oIJOOIlt -usAID- within a twenty-five year
(25) term, from the date of the first di.sbursarent, by IOOaIlS of thirty-one (31)
semi-annual payments. USAID will furnish to the GovemI'lEIlt of the Republic of
Guatemala an ancrtization 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, CCIl"puted over the loan balance and interest
overdue and unpaid. 'Ibe original anc1.mt was reduced on September 26, 1988 to
08$ 4,413, 135 • Additionally to these funds, the Guatemalan GoVerrIl'OOIlt carrmitted
a min.irnum of 08$ 6,700,000 as C01.mterpart funds.

The project's major gJa.1 was to strengthen the agricultural sector's
livestock and to stimulate small farm diversification fran basic grains to higher
value diversified crops of greater lal:or intensity. '!he project activities were:
a) applied research and technology adaptation, b) extension and pronotion,
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 -DlGESEPE- is a part of the
Ministry of Agriculture, Livestock and Food. Its general objective is to raise
the standard of living of the meditnn and small fanners providing them the
necessary technical assistance to increase the reprcxiuction of different cattle
SPecies, the animal protein production and the develoflIEIlt of the cattle
infrastructure. Activities accomplished by DlGESEPE in the project included the
developnent, in coordination with the other executor institutions, the extension
of cattle activities for CCMS, pigs, bees, sheeps and birds, SPecially the
i.lrprovement of the administrative practices related to illness, Parasite control



•

•

•

and nutritional focxl supplies. The geographical area covered by the project
included 37 cities in six different departments, which constituted Region I in
the Guatemalan highland.

(3) MJneta:ry unit

The project's accomrting recoros are kept in quetzales, the official
nonetal:y unit of the Republic of Guatanala.

The in force exchange rates were as follows:

Official exchange rate during the pericx:i July 31, 1987 through March
31, 1989 was Q 1.00 per 00$ 1.00, to be used only in payxrent 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 fran July 31, 1987 through Jtme 22, 1988 Q 2.50
per 00$ 1.00.

For the period fran Jtme 23, 1988 through March 31, 1989 Q 2.70
per 00$ 1.00.

( 4 ) Main accounting policies

(a) Basis of presentation

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

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. :frcm USAID

USAID effected. the following re.imbu:rsE!lteIlts as a part of the project
financing, for the period July 1, 1987 through March 31, 1989:

Month Year Am:mnt

1986 Q 10,223 g/
July 1987 33,920
July 1987 13,263
September 1987 10,213
December 1987 14,802

'lb page 17 •.• Q 82,421
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M:Jnth Year Arrount

Fran page 16••• Q 82,421

JanuaIY 1988 56,044
June 1988 74,229
August 1988 47,930
september 1988 41,235
Decanber 1988 10,105
Januaxy 1989 42,626
February 1989 23,472
october 1989 3,399
october 1989 45,896

AJ;prox:ima.tely 00$ 160,722 Q 427,357

g/ 'Dli.s revenue corresponds to the :re:ilnbursEm:m made by USAID with
check No. 63503 dated Noverrb3r 14,1989, belonging to 1986 expenses,
initially questioned by USAID.

(6) Expenditures made with USAID :ftmjg

Following is a SUIlIlIal:Y of di.sbursanents for the period July 1, 1987 through
March 31, 1989, classified by experrli.ture group.

Period

Expenditure group

July
through
DecE!nber

1987

JanuaJ:Y
th.rough
Decanber

1988

Januaxy
through
March
1989 Total

48,372 Q 280,259
TErnNICAL ASSISTANCE

Materials and supplies Q 68,192 Q 163,695 Q
MachineI:y and equip-

mmt 4,650 11,718

72,842 175,413 48,372

16,368

296,627

•

SHORJ:-lIm.1 TRAINrnG
Personal services
Non-personal services
Materials and supplies
Machinery and equip-

mmt

'Ibtal expenditures

19,310 19,310
18,723 18,723
39,927 39,927

509 509

78,469 78,469

Q 151,311 Q 175,413 Q 48,372 Q 375,096

-17-



48,372Q

(7) Questionable ·costs

Am:D;J the expeniitures presented in the fuIx1 accamtability statement for
the period July 1, 1987~ Ma:rd\ 31, 1989, sane of the costs are deemed to
be questioned, ani are detailed as follows:

Unsupported

Materials ani SUl;:Plies pu:chases made as
of March 31, 1989 for which their final
destination was not possible to be
verified. (A{:praxi.mately 05$ 17,915)

(8) ReiJ:nbursed by USAID

Per fun:i accamtability statement-
:Revenues received fran USAID dur~ audit period
Project expeniitures dur~ audit period (fun::ls

disbursed by DlGESEPE dur~ audit period for
project p.u:poses bIt not necessarily :reiJ:nbursed
by USAID)

Q 427,357

(375,096)

Excess of current period :revenues over current
period expeniitures Q 52,261

(72,204)

(355,153)

Q 427,357

•

DlGESEPE con:lucts the project with its CMIl fun::ls; it pays the project
expenses with its CMIl f\.n'rls ani is later reimbursed by USAID. 'n1e:re:ilntursement
by USAID does not always. occur in the same period as the expeniiture. 'lbe
follow~ explains this situation:

Revenues received fran USAID dur~ audit period
by DlGESEPE

Reilnbursement of prior period project expenses
initially :f1.mied by DlGESEPE

Reilnbursement of. expenses incurred by DlGESEPE
dur~ the audit period

Q

•
Ao:::unullated project expenses furrled by DlGESEPE am

not rei.ml:xJrsed by USAID as of July 1, 1987
AccuIml1ated project expenses fun:led by DlGES""~EP"""""E durin;;

the audit period am not rei.ml:xJrsed by USAID as
of March 31, 1989

Q 102,954

(50,693)

•
Reduction in balance of projact expenses furx:led by

DlGESEPE arrl not :reiJ:nbursed by USAID Q 52,261

-18-
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Balance of· project expenses funded by DlGESEPE during
prior pericxl and not reimbursed by USAID as of
July 1, 1987 Q 102,954

Prior period expenses :rmded by DlGESEPE reimbursed
during audit period by USAID (72,204)

Project expenses funded by DlGESEPE during au:li.t Period
and not reimbursed by USAID as of March 31, 1989 19,943

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

As of the em of our audit fielcM,)rk (February 8, 1991) the total project's
expenditures incurred by DlGESEPE and not reimbursed by USAID/Guatemala annunted
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 detennined accx:>rding 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 detennined by the MJnetal:y Board.

-19-
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SMAIL FARMER DIV:E:RSIFICATIOO SYSTEMS m:m:cr
USAID/GUATEHAIA IroJECr No. 520-0255

a:MfCNENr MANNJID BY
'!HE GENERAL DIREClPRATE FOR LIVES'IPCK SERVICES -PlGESEPE-

we have au:lited the furrl ac::ca.mtability stat:.E':!Joont of the SMALL ~
DIV:E:RSIFICATIOO SYSTEMS IroJEC1', USAID/GUATEHAIA~ No. 520-0255, cx:MFDNENl'
:rww:;m BY' '!HE GENERAL DImX:'IORATE FOR I..'IVES'lXX:K SERVICES -DlGESEPE-, for the
period July 1, 1987 throogh Mard1 31, 1989, am we have issued all" report in
which we expresse1 a qualified cpinion thereon dated February 8, 1991-

Except for the scope limitation described in oor opinion on the f'urrl
acx:::oontability statement, we corrlucted all" aulit in accx:>l:'dan:e with generally
accepted auliti.rq starrlards am Government Auditi.rg starrlal:Us, issued by the
carpt.roller General of the United states (1988 revision). '!bose starrlards
require that we plan am perform all" au:lit to cbtain reasonable assurance about
whether the furrl acccmrt:ability stateJoont is free of material misstatelrent.

Inpl~ am perform:lrg all" au:lit of the ftn'rl acx:::oontability statenv?nt
of the SMALL FARwtER DIVERSIFICATIOO SYSTEMS IroJECI', tlSAID/GUATEHAIA IR.:D'ECl' No.·
520-0255, cx:MFDNENl' MAN1'.GED BY '!HE GrnERAL DIRECroRATE FOR I..'IVES'lXX:K SERVICES
-DlGESEPE-, for the period July 1, 1987 throogh March 31, 1989, we considered
its intenlal control strocture in order to detennine the nature, t~ an:l
extent of oor au:liti.rq procedures for the p.n:pose of express.i.rg all" opinion on
the furrl accountability statement am not to provide assurarce on the intenlal
control structure.

'!he General Directorate for Livestock 5el:vices -DlGESEPE-, is responsible
for establishirx] am maintai.ni.rg an intenlal control strocture. In fulfill.inJ
this responsibility, estimates am jtrlgem=nts by manageIOOnt are require:i to
assess the expected benefits arrl related costs of internal control stnlct.ure
p:>licies am procedures. '!he objectives of an inteJ:nal control structure are
to provide manageIOOnt with reasonable, l:ut not absolute, assurance that the
assets are safe:;uarded against loss fran unauthorized use or cl.isIx:>sition, an:l
that transactions are executed in accordance with management's authorization an:l
recorded properly to penni.t the preparation of the furrl accountability state100nt
in accordance with the basis of accountirq described in Note 4a to the furrl
accountability stateroont. Because of inherent limitations in any internal
control stnlcture, errors or irregularities may nevertheless occur arrl not be
detected. Also, projection of any evaluation of the structure to future pe.ricxls
is subject to the risk that procedures may becare inadequate because of c:hanJes
in corrlitions or that the effectiveness of the design an:l operation of p:>licies
arrl procedures may deteriorate•
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For the p.n:p::se of this report, we have classified the significant intemal
control structure policies an:i procedures in the follarr.Jq econanic cycles: 1)
finarx=ia1 report, 2) treasury, 3) products am services acquisitioo ani 4)
inventories procedures.

For all of the COlrtrol cycles listed alxNe, we cirt:ained an UOOerstand.i.rq
of the design of relevant policies an:i pt:'Ooednres an:i whether they have been
placed in q>eratial, and W assessed oartrol risk.

We ooted certain matters involving the intemal oaItml structure ani its
q:>eration tbat we consider to be reportable cx::n:litians umer starrlards establish­
ed by the American Institute of certified Public Aa::a.1ntants. Reportable
corrli.tions .involve matters~ to cur attention relati..n:1 to significant
deficiencies in the design or cpmition of the intemal COlltrol structure that,
in curj~, could adversely affect the Administratioo's ability to :recxmi,
process, stmmarize, ani report finan::::ial data consistent with the assertions of
the DlGESEPE's Regional Directorate in the furrl ac:x:nmtability statement.
Reportable corxlitions are described in fi.n:ii.n:Js fran 1 to 6 in the followirq
pages of this report.

We also rxJt:ed other imtaterial matters involvirq the intemal control
structure ani its cp=ration that we have reported to the management of DlGESEPE
in a separate letter dated Februazy 8, 1991-

A material weakness is a reportable cx:nlltioo in whidl the design or
q:>eratioo of specific intemal <:Xltltrol structure elements does rot reduce to a
relatively ICM level the risk that errors or irregularities in ann.mts that w:::W.d
be material in relatioo to the furrl a<::camtability statement beirq audited may
ocx:m" ani not be detected within a timely period by eupJ.oyees in the normal
caJrSe of perform:i.n:J their assigned functicns.

cur oonsideratioo of the intemal cx:ntrol structure 'Wal1d rot necessarily
disclose all matters in the intemal control structure that might be reportable
can::iitions am, accordin:Jly, w:::W.d not necessarily disclose all reportable
COl'rlitions that are also considered to be material weaknesses as defined above.
We believe the reportable cor.rlitions as described in the fo1lCMin3' pages, are
material weaknesses.

'Ihis report is interrled for the information of the united states h;Jercy
for InteInational Develq:m;mt, the Goverrment of the Ret:ub1ic of Guatemala an:i
the General Directorate for Livestock services -DlGESEm-. 'Ihis restriction is
not i.nterrled to limit the distribution of this report whidl is a mater of p.1blic
record, upon acceptance by the office of the InsPector General.

Guatemala, C. A

February 8, 1991
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'SMAIL FARMER DIVERSIFlCATICN SYb'TEMS PROJEcr
USAID/GUATEMAIA PROJECl' No. 520-0255

<XMFONENr MANAGED BY
'!HE GENERAL D~~RATE FOR LIVES'IOCK SERVICES -DlGESEPE-

IN'l'ERNAL <Dl1H]L S'l'RIrroRE
FINDIlQ;

1. Lack of preparation of the fund accountability
statement

Condition

DlGESEPE did not periodically prepare the fuIrl 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
economic operations and events of the entity, recorded on a acctmn.J.1.ative basis.

Cause

No accounting and administrative procedures manual was available to fix
the rules to record, acctmn.J.1.ate and report the project operations.

Effect

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

Recomnendation

We recarrmend 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 pericx:lical reconciliation of
the funds received from USAID

Condition

DlGESEPE did not reconcile on a pericx:lic basis the funds provided by USAID I

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.

-22-
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Criteria

'Ib maintain an adequate internal control system, the entity should have
pericxiically (nnnthly at least) reconciled the funds received from USAID and
be able to identify p::>ssible differences in relation to the accolID:ting records
of the project.

Cause

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

Effect

Some differences may arise between both records, and not being identified
and clear opfX)rtunely.

Recc::lntrenda.tion

We :recanm:md. that DIGESEPE prepares and i.nq;>lemant written instructions to
pericxiically reconcile the funds received from USAID for the execution of the
project to their accounting records.

3. Lack of an adequate segregation of flIDctions
in the ouetzaltenangJ area of DIGESEPE

Condition

There is an inadequate segregation of flIDctions as nnst of the flIDctions
are perfonrEd by the regional chief of the project. SUch as the follCMing:

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

There are no joint signatures for the checks authorization.

In some cases the checkbook handling and the purchases are made
silm..tltaneously •

Criteria

According to the internal control objectives and principles, the above
mentioned flIDctions should be segregated.

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.

RecaImend.ation

We recomnend that DlGESEPE delegate to various officers the follCMing
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 perfonood by
remaining personnel.

4. Lack of appropriate accounting records to pemit
the verification of the countegpart funds

Condition

DlGESEPE I S accounting records did not pennit us to verify the arrotmt of
COlIDterpart funds granted by the Guatemalan GovernIlEIlt to the component 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
confonnity with the infonnation of the original purchase and paynent order, and
in same cases these numbers do not InCltch.

Criteria

According to Section 3.2, note (a), item 3 of the loan agreement signed
with USAID, lithe Government of Guatemala should safeguard for the furnishing of
all the counterpart funds of the projectll. Additionally, one of the characteris­
tics of the accounting, is that each record should be adequately identified to
allow its subsequent review.

lack of an accounting manual that indicates hc:M 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 p:>ssible to reference data between cards and purchase and paymant
orders easily.

RecoIm1endation

We rec::armEIld that DIGESEPE t s budget departnartclosely control when
recording the purchase and paym:mt orders; this function should be reviewed by
a different person fran 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 flCM of infonnation supplied by USAID to the
Quetzaltenancp DIGESEPE region by the DIGESEPE central offices. Consequently,
in the Quetzaltenan~ region the arcotmt of the property received from USAID was
unkncMn, and not recorded opportunely.

Criteria

In accordance with generally accepted accmmting principles, the oPerations
must be recorded in the Pericxi and at its real cost in which they were realized.
Consequently all the property and services directly acquired by USAID should be
opporttmely recorded.

cause

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

Effect

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

Recomnendation

We rec::armEIld that the Central Directorate of the entity provide periodical­
ly to the executer units, statem:mts of account including the description of
purchases directly made by USAID for the project .
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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 IlEaIlS of a listing of docuroonts paid with
each check; consequently, no reference -.can- be ·made-on -the .c1oct.ments "paid-with .
a check. From 258 documents revised, all of them are in the sam: condition.

Criteria

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

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

Effect

Because the documents provided by the person in charge of the purchases
are surrmarized in a purchase and payIOOIlt order lmtil there is a large arrotmt 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.

Recarn:nendation

We recorrmand that DlGESEPE impleroont the use of a fonn 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

Am::>tmt of the check

Doct1Inents listing (mnnber, date, company name, arrount)

Ccarparison between the arrotmt received and the accomplished
expenses

Balance in favor of or to be reimbursed

Nam= and signature of buyer

Liquidation approval
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Additionally, each docuJ:rent paid IlU.lSt be st:aIrp3d "paid with check No.Il,
date and. signature of the cashier or the receiver•
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ARTHUR ANDERSEN & GO.

SMAIL PAmER DIVERSIFICM'ICt! SYSTEM IroJECI'
USAID/GUATEMAIA HPJECr No. 52()-()255

a:MR::t!OO MNW:iRQ BY
'!HE GENERAL DImX;IORATE FUR LIVES'roCK SERVICfS -DIGESEPE-

~ WITH~ TERMS AND A1'l'LIg\BIB
IAW8 AND RJ:POI,M'IONB

We have atdited the fun:i accxxmtability stataoont of the SMAIL FAR1ER
DIVERSIFICATICN SYSTEMS~, USAID/GUATEMMA~, No. 520-0255, o::MR:NENI'
MAN1IGED BY '!HE GEm:RALD~ FOR LIVESTOCK SERVICES -DlGESEPE-, for the
pericxi July 1, 1987 t.hrcu:Jh March 31, 1989, ani we have issued CI.lr report in
which we expressed a qualified t:herea:1 dated Februaxy 8, 1991-

Except for the scq;lE! limitation described in cur ~inion on the fun:i
accxxmtability statement, we corrlucted CI.lr atdit in ao::'Ordance with generally
accepted atdit.:i.nq starrlards am the United states carptroller General's
GovemJrent Alrlitirq starrlards (1988 revision). '!hose starrlards require that we
plan am perfonn the audit to dJtain reasonable assuran::e aba.It whether the fun:i
accxxmtability statement is free of material misstataJent.

Cc1Ipliance with agreement tenns, laws ani regulations awlicable to the
General Directorate for Livestock 5eJ:vices -DlGESEPE- is the responsibility of
the GoveD'lIreIlt of the ~lic of Guatemala ani the General Directorate for
Livestock 5eJ::Vices -DlGESEPE-. As part of~ reasonable assurance aba.It
whether the fun:i accountability statement is free of material misstatement, we
perfonned tests of the General Directorate for Livestock 5eJ:vices -DlGESEPE­
carpliance with certain provisions agreement tenns am laws am regulations.
lIcMever, oor ci:>jective was not to provide an opinion a1 overall carpliance with
such provisions.

Material instances of non-carpliance are failures to follC1.Y requirements
or violations of agreeIOOIlt tenns ani laws ani regulations that cause us to
conclooe that the ag::Jregation of misstatemants resul~ fran those failures or
violations is material to the furrl acx::o.mtability statem:mt. '!he results of CA.lr

tests of CCit'pliance disclosed thef~ Nos. 1 am 2 inclu::led in the follC1.YIDg
pages which in CI.lr opinion are of ma.terial effect.

We considered these material instances of norx::arpliance in formi..rg our
opinion on whether the General Directorate for Livestoc:k services -DlGESEPE- furrl
aa::ountability statement is fairly presented, in all material respects, in
confonnity with the basis of accounti.n:;J described in Note 4a to the fourrl
aa::ountability stateIrent, an:i this report does not affect our report dated
Februny 8, 1991 on that statement•
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AnTHVR A."DERSEN 8: Go.

Except as described aOOve, the results of our tests of ca:rpliance indicate
that, with respect to the items tested, the General Directorate for Livestock
Services -DIGESEPE- ca:rplied, in all material respects, with the provisions
referred to in tl1e third paragraph of this report, and with respect 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 c:x::grplied, in all
material respects with those provisions.

'!his report is intended for the infonnation of the United States Agency
for International Developoont, the GovenlIoont of the Republic of Guatemala and
the General Directorate for Livestock services -DIGESEPE-. This restriction is
not intended to limit the clistri..buti.on of this report which is a matter of public
record, llpJn acceptance by the Office of the Inspector General.

Guatemala, C. A.

February 8, 1991
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'.



•

•

•

SMALL FARMER DIVERSIFICATION SYSTEM PROJEcr
USAID/GUA'I'EMALA PROJEcr No. 520-0255

c:x:MroNENr MANAGED BY
THE GENERAL DIRECIDRATE FOR LIVES'IOCK SERVICES -DIGESEPE-

1. In order to fulfill the requirements included
in Section B.5 "Reports, records, inspec­
tions, audits" clause (b) armex 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 pennit us to obtain 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 acc01mting
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 sul:tnitted to periodical audits, which
will be perfonned 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
inte:rnal control procedures, and lack of instructions and funds to contract
independent auditors.

Effect

Noncompliance with the above mentioned clause.
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Recamnendation

We recc:moond the Government of Guatemala and the executor entities of the
project establish the necessary procedures, t.., be able to ~ly with the
a.greeroont tenns prior to its signature.

2. In orner to fulfill the requi.reIoonts included
in Section 3.2 "Borrower resources for the
projectll

Condition

It was not possible to verify the ca:npliance with this provJ.Sl0n as
DIGESEPE did not have the necessary infonnation to detennine the am:mnt that the
Governm::mt of Guatemala should have provided to the CXltlpOnent as counterpart
funds.

Additionally, for the funds provided during the period July 1, 1987
through March 31, 1989 ancunting Q 266,324, we were not able to attest to the
fai:rness of sarre expenditures for in an anctmt of Q 77,137, as the entity did
not have the corresponding support documentation.

Criteria

Acco:rding to the above nen.tioned clause liThe bor:rcMer (Government of the
Republic of Guatemala) agrees to furnish or verify the provision of all the
funds for the project, besides the ones proceeding fran the loan, as well as all
of the resources necessary for the efficient and accurate execution of the
projectll.

cause

Lack of infonnation to each executor unit about the distribution of
counterpart funds to each cornp::ment and lack of a manual describing the way the
counterpart funds should be recorded.

Effect

No verification of the ~liance with this provision.

Recorrmendation

We recommend the Goverrunent of the Republic of Guatemala in future
projects in£onn 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 FARMER AUDIT OF '!HE DIVERSIFICATION SYSTEMS PROJECI'
USAID/GUATEMAIA l?ROJECl' No. 520-0255

<n1roNENT MANAGED BY
'IRE GENERAL DrnECroRATE FOR L1VES'IOCK SERVICES -DlGESEPE-

Internal control structure

1. We recanmand that DlGESEPE prepare the funi acca.mtability statement at
least once a year, which must present a COlIIp'rrison between the :funj

balance and the verified balance of furrls on deposit with the bank.

2. we reconnnend that DIGFSEPE prepares and implem:mt written instructions to
Periodically reconcile the furrls received fran USAID for the execution of
the project to their accounting records.

3. We reconnnend that DIGFSEPE delegate to various officers the following
functions:

Property requisition and purchase
fhysical 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

'!he functions of the regional chief lmlSt be that of supeJ:VJ.SJ.on and
revision, as well as the approval of the different functions perfonned by
remaining personnel.

•

•

•

4.

5.

6.

We recarmnend that DIGFSEPE' s budget depa.rtnv:mt closely control when
recording the purchase and paymomt 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 recarmnend 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 recormnend. that DIGFSEPE implement the use of a fonn for the liquidation
of checks used for purchases, which should contain at least the following:

Place and date
Beneficicuy of the check
Number of the liquidated check
Amount of the check
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. Docum:mts listing (number, date, cx::npmy nama, anount)
canpar.ison between the anount received and the accanplished
expenses
Bale.nce in favor of or to be reimbursed
Nalle and signature of buyer
Liquidation approval

Additionally, each docuItent paid must be stanp=d llpaid with check No.",
date and. signature of the cashier or the receiver.

Compliance with agreenent tenns and applicable
laws and regulations

1. We reccm:rend the GoveIl1IYEIlt of Guatemala and. the executor entities of the
project establish the necesscn:y p:rocedures, to be able to eatq?ly with the
agreenent tenns prior to its signature.

2. We reccm:rend the Govermrent of the Republic of Guatemala in future
projects infonn each executor entity alx>ut the counteJ:part funds assigned
to them, and that each entity keep a control over the execution of such
funds.

-33-
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DIGESEPE, REGION VI.

ANNEX I
1 of 7

•

RAZONAfllIENTO DE CUESTIONAMIENTOS CONTENIDOS EN. BORRADOR
PRELIMINAR PARA DISCUSION SOBRE AUDITORIA PRACTICADA A LA
INSTITUCION COMO UNIDAD EJECUTORA DEL PROVECTO "SISTEMAS DE
DIVERSIFICACION PARA EL PEQUE"O AGRICULTOR DEL ALTIPLANO 520-T-034
POR EL PERIODO DEL 1 DE JULIO DE 1,987 AL 31 DE MARZO DE 1,989.

CRITERIO:

Atendiendo amables sugerencias de personeros de la firma A.
ANDERSEN, como de La Agencia Internacional para el Desar~o11o AID
en reuniOn sostenida con autoridades de esta InstituciOn se optb
po~ revisar y reo~denar la DocumentaciOn existente en los
archivos y pudo corroborarse con toda honestidad y certeza, que
la documentaciOn se encuentra elaborada de manera completa, como
10 establecen las leyes Nacionales, por 10 que pa~a una mayo~

determinaci~n y con el !nimo de colaborar con el esclarecimiento
y en la determinaciOn para el inform~ final puede consultarse a
la DelegaciOn de La contralorla de Cuentas DIGESA-DIGESEPE,
en donde obran los documentos originales de todos y cada uno de
los gastos realizados; asi mismo a UCPRODA y a La AID, ~

quienes periodicamente se enviaban copias de tales documentos
previa a 1a solicitud de un nuevo reembolso.

•

Can los elementos
cuestionamientos antes
radican en 10 siguiente:

RAZONAMIENTOS:

desc\ri tos
aludidos

se
los

p~ocede

que a
a tazonajr los

nuestro criteria

•

•

A. Costos cuestionables
Aul Existe el 100% de la papeleYia que ampara la cOfllpra de

materiales y suministros efectuada a1 31 de ~arzo de 1,~8g,

58 desconocla su destino final por que a1 momenta de
requerirse esta documentaci~n e1 GuardalmacAn reci~n habl~

tornado e1 cargo debido a1 imprevisto retiro de la Persona

I(SfAVAlLABLECOPY
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•

•

•

•

•

que con anterioridad se venIa desempe~andQ como tal,
habiAndose reordenado el archivo se pudo tomprobar la
existencia de la documentaci6n que aparentemente di5
origen al presente cuestionamiento cuyo monto asciende a la
cantidad de Q.48,372.00.

A.2 Fraccionamiento de Compras
A.2.1 En 10 concerniente al fraccionamiento de Compras cabe

informar que se procediO de esta manera debido a las
siguientes razones:

En 10 que respecta a las Ordenes de Campra y pago numeras
23-87 y 32-87 de Pensi6n Bonif!z y Hotel Monterrey cuyo
concepto es de hospedaje y alimentaci~n por las cantidactes
de Q.2,030 y 0.1,587.00 fuA necesario frBcclonar por razones
puramente de tiempo que implica el proceso de cotizacidn
y que altel~aba los contenidos Programaticos y df1 \-1jecuci(~11

del Proyecto.-
Estes efe~tos caben para cada uno de los cuestionamientos
segun Ordenes de Compra y pago raferentes a Hospedaje y
alimentaciOn. Explicase asi mismo, que por al tlrmino total
de la ejecuci6ndel Proyecto unicamente se incurri5 en estes
fraccionamientos que se con~ideran efectuados en calidad de
necesidad.

A.2.2 Las Oydanes de compra y pago 1-88 y 18-88 de Libreria
Elenita por Compra de papelerla y utiles I POY los valores
de 0.1,541 y 0.1,071, hubo de presinderse de la
cotizacibn POY el factor tiempo contra 10 programatico
y la distribuci~n de esta papeler!a ! utiles al area de
influencia del proyecto.

A.2.3 Las Oydenes de Compra y Pago numeras 5-89, 28-88 y 32-88 se
fraccionaron por cuanto sus eonceptos S8 subdividen en
renglones. euyos valores son POY [,).2,538.00, 0.1,828.00 y
Q.. 1,4(,3 .. 00.
Similar situaci6n oeurre con la Orden de Compra y paga 16-88
de La Casa comercial Motocentro de Occidente cuya valor es
de 0.1,973.00, por Lubricantes ! repuestos.
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A.3

B:;
B.1

B.2

Compra de Productos Quimicos
Bajo ning~n punto de vista puede ais1arse 1a actividad
T~tnica Peeuaria de otras aeti~idades que resu1tan
determinantes para el objetivo, parte de ella fu~ e1 heeho
de haber efectuado compras de reactivos utilizados en £1
Laboratorio de DiAgnostico con e~ propbsito de ap1icarlos en
el diAgnostieo y verifieaeibn de calidad Bromatolbgica de
Pastos ylo eoncentrados empleados en la alimentacihn de las
especies adquiridas e involueradas en el Proyecto.

De igual manera, otros produetos para e1 anllisis de las
muestras de suelos para 18 producci6n de pastas naturales 0

establecidos destinados a la alimentaci6n de las distintas
especies animales de los Modulos Pecuario5 1 establecidos par
e1 mismo Proyecto.

Sin documentaci6n de soporte
Las conciliacionss del fondo que se ejecut~ se realizarOn
sin embargo se lamenta el no haber dejado evidencia de ella
razbn por 10 que sed. por aeeptada la sugereneia para
futuros Proyeetos.

Compras sin Doeumentos de Cotizaci6n
£1 trlmite! la documentaci~n a que se refiere el prssente
cuestionamiento Ordenes de Compra y pago 25-87 y 30-87 fue
elaborada de eonformidad al caso, debido a que no se cantaba
con oferentes para el servicio y los Profesionales que
impartieron los cursos fueron las personas de mayor
capacidad e idoneidad.
Sa reitsra para las Ordenes de Compra y Pago 32-87, 65-87 /
65-87 por las cantidades de Q. 3,627.00, Q.1,200.00, Q.4,506
Ambas de PensiOn BonifAz en las que al factor tiempo era
determinants para la Ejecuci~n de la actividad ! Ia
obtenci6n del servicio.
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C. Controles Internos
En cuanto a la firma de requlslclones de Bienes y Servicios
de salicitante y aprobaci6n se adopt~ el cambia sugerido.
Se efectuo ya 10 referente a mancamunar las firmas para la
autorizaci6n de cheques.

•

•

•

•

•

•

D.

Eo

Segregaci6n de funciones
Los controles de tipo administrativo' se encontraban
segregados por cuanto dado a la carencia de personal
especifico para estos efectos por parte del Proyecto? fu~

necesario incorporar al personal de la Unidad
Administrativa mismo que e1aboraba la documentaci5n.

Compras directas hechas por USAID no registradas
oportunamente por DIGESEPE.
El preceso administrative que se llevo a cabe en la
ejecuci~n del proyecto no permiti~ en la mayorla de los
CBSOS el poder l1evar a cabo un registra oportuno en
cuanto a la recepci6nde bienes en 1a Regi~n, par las
si\~uientes r.azones:

Par que las compras que USAID rea1izaba para
imp1ementar en 1a regi~n se hacla para varias
instituciones involucradas en el Pro/ecto; de esta
manera se tenia que entre el tiempo de d~5embarquey

aduanaje? retire de esta y recepciOn en La Regi~n y
distribuci~n de los bienes a las Instituciones?
implicaba un cempas de espera; luego, que en su
rna/arIa los bienes 1legaban facturados a1 par mayor!
la ~egregaciOn y prorratee de estes 10 efectuaba
mucho tiempo despu~5 UCPRODA en la ciudad Capital.

~os controles de la Unidad de Coordinaci~n del
Pro/ecto la recepci0n de fotocopias y en muchos ae
los casos el envlo de bienes sin datos precisos 0

documentas que ampararan su registro creaban su
at;r"a.-:::.oll
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Como ilustraci6n de causa los consiguientes
problemas: USAID hizo compras de accesorios y
repuestos destinados al Proyecto 7 sin embargo al
momento de pasar por aduana Cen~ral esta se incendib.
Trlmite para hacer constar la existencia de dichos
repuestos en la aduana, trAmite para solicitar su
reposiciOn y nuevamente trlmite para el retire de
los repuestos y acceserias; en sintesis 7 la
repercuci~n en tiempo y desfases en registros

Centroles Internos:
RendiciOn de Cuentas
La rendici~n de cuentas a que alude este inciso? se
efectuQ de manera periadica pese a que no se dejO
evidencia de otra manera no podria explicarse 81 caso
sabre la solicitud y ejecuci6n de los reembolsos
suc(:!sivos.

•

•

•

E.l

E.2 Falta de Conciliaci6n:
Este aspecto era preciso cumplirlo como
ejecutar un nuevo reembolso; el adjunto
contiene lkos reembolsos recibidos de
ponen de manifiesto su existencia a
informacibn contenida en dicho anexo como
Chf.~qUE·7 fech;::! y monto.

'(equi'3i to par'a
doclJ.m(~nt(] qU.E:

Ie! Mi'3iEm iY[D
t n""h~ ',5 c](~ 1a
10 e':; ntlmel"o d(e'

•

•

•

E.3 La adecuada segregaci~n de funciones~

Para el presente case se han atendido las recemendaciones
y ~~n 1<:. actualicli'Hl con el proposito y objeti··.'.o·s dE'

control internos sean efectivos 58 han segregado las
funciones como medida de soluci5n a los plantemientos

De tal manera que el proceso administrativD ~e encuentr2
(~stab lee ielo I:~n que cada func i60 sea f::y?cut;:uLi. po,' '.til

trabajadoY especffico.

BESTAVAILABLE COpy
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E.4

E.5

Falta de Registros Contables Adecuados:
8i no se contO en su oportunidad con 121 cumplimi12nto de
e5te pun to se debe a que como ha quedado especificado,
ningun proyecto contempla la implementacien de Personal
para 121 cumplimiento de los efectos administrativos. Sin
embargo se han tDm~do medidas correctivas para futuros
proy12ctos.

Compras Directas Hechas por USAID no registradas
oportunament12 por DIGESEPE.
El presente numeral coincide en 10 espeeificado en 121
ineisQ "E" del presente pli(~go, en 121 que se aelat-a 121
PO'lr que de losatrasos en n~gist'ro'::; hechos pay compt-a de
USAID.

•

•

E.6 LiquidaciOn adeeuada de anticip05~

No existe la liquidaeion de antieipo pay cuanto no se
opero.

E.7 DocumentaciOn ineompleta en los vales:
Se adjuntan los listados correspondientes que amparan lO~

itinerarios respectivos en 121 consuma de combustible! a
5U vez se han tomado todas las recomendaciones para
fuhlnJ~5 ca'50'5,

Vales de Comsuffio e combustible sin firma de autorizado:
Similar situaci~n al numeral que antecede se han tornado
como medidas mas precisas para evitar el oresente cason

•

•

E.l0 Deficiencias en Con troles
in <'1d f.~C: uad os:
En los presentes numerales !

polfticas adminstrativ2s}
sU.p e'r-ad ;1',5.

de conforffiidad a las nuev~

2S~;1~~ lji'fe~rell(:i,l'~ <:;e~'~l'l

•

BESTAVAILABLE COpy
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OBSERVACIONES.

Can el proposito de esclareeer en su totalidad todos los
euestionamientos y especificamente las dife"rencias noconciliadas
en el estado de rendici~n de cuentas que asci~nde a la cantidad
de Q.58,558.00 y siendo que Ia informaci~n que AID 5e diera a la
Firma A. ANDERSEN y esta fuera proporcionada a la Unidad
Ejecutora'pudo corroborarse total diferencia entre la informaci~n

que 5e cuenta en archivos de La Instituci6n y 10 manejado por los
auditorss se 5ugiere en ~onsecuencia 10 siguiente, se verifique 0

corrobore las sumas de la informaci~n que posee A. ANDERSEN.
En otro orden de ideas se haee Ia observacibn que Ia Orden

De Compra y Paga 32-88 existsn varias dacumentas cuyas cifras no
coinciden con 10 manifestado par su borrador preliminar.

Seria bastante acertado que Ia Firma A. ANDERSEN tuvierd a
biAn avocarse una vez mas a la Agencia Internacional para e1
Desarrollo y verificar sabre esta documentaciOn a efecto de
desvanecer ! conciliar las diferencias presentadasa esta
In":::,tituc i6n.

de octubre de 1,991

BESTAVAILABLE COpy



•

•

•

ANNEX II

1 of 1

SMALL F~ AUDIT OF '!HE DIVERSIFICATION SYSTEMS PROJEcr

USAID/GUATEMAIA PROJEcr No. 520-0255

'!HE GENERAL DlRECIDRATE FOR LIVES'IOCK SERVICES -DlGESEPE-

FOR '!HE PERIOD JULy 1, 1987 'IHROUGH MARCH 31, 1989

I EXCEPI'IONS 'TO '!HE FUND ACCOUNI'ABILI'lY STATEMENI'

I. 1 Questioned costs

We agree with DIGESEPE that certain costs questioned in the draft
audit report pertaining to fractionated purchases of chemical
prcxiucts and purchases made without quotations were necessmy and
proper under the circumstances i however, DlGESEPE 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

II FllIDINGS ON DIGESEPE INI'ERNAL CONI'ROL SI'RUCIURE

Q 48,372

•

•

•

Generally, DlGESEPE agreed with findings on the internal control structure
and some 0:E them have already been or are being ilrJplemented. Consequently,
DlGESEPE should take the necessary corrective steps, to implement all the
recommendations included in this report.

III FINDINGS ON CCl1PLIANCE WI'lli AGREEMENT TERMS
AND APPLICABlE 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 cirClmlStances
and we have rerroved 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 regulations.


