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

This report presents the results of a financial close-out audit of the General
Directorate for Agricultural 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 provide technical
assistance to small farmers and improve their standard of living through
promotion of the Government of Guatemala's general policy of agricultural
development. Under the Project the Directorate was responsible for activities
involving the transfer of agricultural technology for crop production. The crops
and activities under the Directorate's responsibility included fruits and vegetables,
soil preservation, and small-scale irrigation works. The audit coverage included
A.LD. funds of $208.025 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 fmancial
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$147,229 were
identified and (2) the auditors were not able to verify two subprojects costing
$11,709 due to reassignment of Directorate personnel and thus could not attest
to the fairness of this cost. Questioned costs related primarily to materials and
supplies purchased with Project funds but used under unrelated projects, split
procurements to avoid the requirement for obtaining quotations, and an
unreconciled difference of $112,480 between A.J.D. funds provided to the
Directorate per USAID/Guatemala's confirmation and the Directorate's
accounting records. 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 $52,973.

With respect to the Directorate's internal control structure, the auditors identified
eight 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 up-to-date records of fIXed
assets acquired directly by A.I.D. on behalf of the Directorate, (4) have an
adequate segregation ofpersonnel functions in the area ofpaYment approvals, (5)
maintain adequate documentation supporting the liqUidation of advances, (6)
maintain adequate documentaion for certain Project expenses, (7) maintain
adequate records for the material and supplies inventory, and (8) have adequate
physical control over equipment, material, and supplies purchased with Project
funds.

In their review of the Directorate's compliance with Project Agreement terms and
applicable laws and regulations, the auditors identified four instances ofmaterial
noncompliance. The auditors found that the Directorate did not: (1) obtain
quotations from suppliers in accordance with procurement regulations, (2) comply
with Section B.5 of the Project Agreement which requires that a separate bank
account be used to manage Project funds and that periodic external audits of the
Project be performed, (3) comply with Section 3.2 of the Project Agreement which
requires that adequate accounting records supporting the amount ofcounterpart
funds contributed to the Project be maintained, and (4) comply with Section B.3
of the Project Agreement which requires that resources purchased with Project
funds be used for Project purposes.
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The report was discussed with management officials of the Directorate who
expressed agreement with the content of the report and indicated that corrective
actions would be implemented. Management's comments are included in Annex
I 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/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 recommendations 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
$147,229 ($24,296 questioned and $122,933 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
Agricultural 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.

EDIFICIO GAMARA DE INDUSTRIA
RUTA 8.9-21 Zm'A 4.50. NIVEL

GUATEMALA. G. A.
TELS. 318138,310381 Y 363195

D?amlber 20, 1991

Mr. Reginald HcMard
Regional Inspector General for Audit
u. s. 1Y;Jercy for Intemational Develcpnent
Tegucigalpa, Hon1uras, C. A.

Dear Mr. Howard:

~ report presents the :results of our fi.nar¥:ial. close-out auiit of tile
SMALL FARMER DIVERSIFICATION SYST.EMS~, USAID/GtlATEWUA~ NO. 520
0255, c:x::MEamNl' MAW\GED BY '!HE GEm:RAL DmECroRATE FOR AGRIClJIIIURAL SERVICES
(DIRECCION GEm:RAL DE SERVICICS AGRICDIAS -DIGESA-), fran July 1, 1987 to the
errl of tile Project, March 31, 1989.

I. BA<:::KGR:UND

on August 28 arxi sept:eniJer 24, 1981, the Gover:nment of Guatemala (GOG),
through the Mi.nistJ:y of Public Finances (Ministerio de Finanzas PUb1icas - MFP) ;
the Mi.nistJ:y of 1Y;]ricu1ture, Livestock arxi Food (Ministerio de 1Y;]ricu1tura,
Ganaderia y Ali.mentaci6n - ~); ani the National Board of Econanic Planni.Ig
(consejo Nacional de P1anificaci6n E'.conCmi.ca - rnPE), signed grant agreement No.
520-0255 for 05$ 3,696,000 and loan agreement No. 52~34 for 05$ 5,500,000
with the U.s. 1Y;Jercy for International Developnent in Guatemala (USAID/Guatemala)
for the small Fanner Diversification Systems Project, USAID/Guatemala Project
No. 520-0255. tIhe Govemment of the Rep.1b1ic of Guatemala will aIIDrtize this
loan to the united states 1Y;Jercy for Intemational Develcpnent -usAID- within
a twenty-five year (25) term, fran the date of the first d.i.sbJrsement, by means
of thirty-one (31) semi-annual payments. USAID will furnish to the Government
of the Republic of Guate.Da1a an anortization schedule; interest will be paid on
a 2% annual base, durinq ten (10) year, begi.nn.:irq the date of the first~
sement arxi subsequently usin;J a 3% annual. base, CXJl'I};1lted, aver the loan balance
ani interest averdue ani unpaid. '!he original annmt was reduced on september
26, 1988 to US$ 4,413,135. '!he fun:ls canmitted by USAID/Guatemala were for the
prrpose of financi.n:J the acquisition of the goods and services necessary to can:y
cut the project. In addition to these f'unjs, the GOG agreed to cxmnit a m:ini.m..nn
of US$ 6,700,000 in camterpart f'unjs to finance administrative expenses and
other direct and in:lirect aJSts related to the project. '!he project c::arpletion
date, originally scheduled for March 31, 1987, was later exteIrled to March 31,
1989.



ARTHUR A...."lDERSEN & CO.

'!he project's major goal was to s1:reD;Jthen the agricultural sector's
livestock am to stimulate small fann diversification from basic grains to higher
value diversified crops of greater labor intensity. '!he project activities were:
a) applied research am technology adaptation, b) extension am pronotion,
c) loans am social cost payments (contributions), d) in-service training,
e) project coordination, am f) nutritional iJrpact evaluation.

As part of the project's loan agreement, a trust fun:i agreement was signed
by the MPF, MAGA, am the National Bank for Agricultural Development (BANDESA).
The main objective of the trust fum agreement was to provide funds to finance
short am long-te:nn loans for fruit arxl veg-etable production, cattle raising,
small-scale irrigation 'WOrks, arxl social cost payments (contributions) to project
beneficiaries. Urrler the trust furx3s agreement, USAID was to provide
US$ 3,000,000 of funis fran the loan agreement No. 520-T-034 and the G(X; was to
provide US$ 2,200,000 as counterpart contribution. 'Ihese furxis were subsequently
mcxtified, agreeing that USAID would contribute the anxJUnt of US$ 4,270,567 from
the loan funds and the Govennnent of the Republic of Guatemala should provide
US$ 3,131,455 as counterpart funds.

'!here were six implementing institutions fonning the project including a
coordinating unit am the bank mentioned above. '!he institutions and their
respective roles in the project are described below:

'!he COOrdinating unit for the Agricultural Diversification Program 
UCPRODi\- was fonned specifically to coordinate the project activi
ties. '!his coordination included receiving reilnbursement requests
from the implementing institutions, obtaining reilnbursements from
USAID/Guaternala and distributing them back to the i.mplementing
institutions, am preParing consolidated financial information for
the project based on fund accountability statements or other
financial statements received from each i.mplementing institution.
Under procedures established for the project, UCPRODA I s own
transactions were to be reviewed am approved by MAGA.

The National Bank for Agricultural Development -BANDESA- is an
autonomous decentralized bank:irq entity of the G(X; whose general
objective is to prartDte am administer the provision of credit
facilities from the G(X; to the agricultural sector of the country,
mainly to the srna.ll am medium-sized fanner. Its funds are obtained
by means of Goverrunent tnlst furx:ls am from 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 rneditnn-sized fanners.

The General Directorate for Agricultural services -DIGESA- is part
of the Ministry of Agriculture, Livestock, and. Food. -MAGA- of the
Government of Guatemala. Its general objective is to provide tech
nical assistance to small fanners and to promote the Government IS

general policy of agricultural development to bnprove their standard
of living. on this project, DlGESA was responsible for activities
involving the transfer of agricultural technolcgy for crcp
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production. The cropS and activities that DIGESA was to develop 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 Agriculture, Livestock and Food -MAGA-. DIGE
SEPE's general objective is to improve the standard of living of
small and medium-sized fanners by providing them with the necessary
technical assistance to increase the reproduction of different
livestock species, the production of animal protein, and the
developnent of a better livestock infrastructure. DIGESEPE's role
in the present project is to develop, in coordination with the other
Participating implementing institutions, livestock extension
activities for CCMS, pigs, sheep, and poultry, focusing primarily
on improving management practices related to disease, parasite
control, and nutrition/feed supply.

The Institute of Agricultural Science and Technology -Ic:rA- is part
of the Minist:ry of Agriculture , Livestock and Food -MAGA-. Ic:rA' s
general objective is to contribute towards the economic and social
developnent of the country through the generation, validation, and
proIIOtion of proper technology to increase agricultural and cattle
production. ICI'A's role in the project was to perfonn 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 fanners 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
finn 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 in£ormation with USAID records. In the cases of BANDESA, DIGESEPE and
DIGESA, the USAID funds flowed through the Government of Guatemala I s (GOG)
accounts 'where such funds were commingled 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
USAID/Guatemala were not reconciled, based upon USAID/Guatemala's infonnation
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 US$ 3,020,345
and grant funds of US$ 1,878,863 remaining to be disbursed through the end of
the ?:-oject. period on Harch 31, 1989.
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Except for the Coordinating Unit and the Technical Assistance Team, which
were disbanded, USAIDjGuatemala continues to work with each entity (although in
same cases l.mder different accounting relationships than previously) under
USAIDjGuatemala's Highland Agricultural Deve!opnent Project, USAIDjGuatemala
Project No. 520-0274.

II. AUDIT OBJECrIVES

This is a financial audit of the Small Fanner Diversification Systems
Project, USAIDjGuatemala Project No. 520-0255, for the period from July 1, 1987
to the end of the project on March 31, 1989. This proje¢ was ~lernented by
the Coordinating Unit for the Agricultural Diversification Program -UCPRODA-,
the National Bank for Agricultural Deve!opnent -BANDESA,-, the General Directorate
for Agricultural Services -DIGESA-, the General Directorate for Livestock and
Fcxxi -DIGESEPE-, the Institute of Agricultural SCience and Technology -ICrA-,
and the Technical Assistance Team -EAT-. '1b.e audit was built upon the work of
prior auditors who reviewed each i.Irplementing entity from their individual
starting dates of project operations through June 30, 1987. However, additional
steps were required to verify the ancunts received by each entity during the full
life of the project.

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

1. The fund accountability statement for each ~lementingentity under
the project for the period July 1, 1987 to March 31, 1989, fairly
presents in all ma.terial respects, the entity's financial activities
under the project, and costs reported as incurred and reimbursed by
USAIDjGuatemala during the period are allowable, allocable, and
reasonable in accordance with agreement tenns and applicable laws
and regulations.

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

3. Each implementing institution complied with agreement tenus, and
applicable laws and regulations which may affect the project I 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.

III. SCOPE OF WORK

The scope of our ",lork was the following:
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A. Pre-audit steps

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

1. The project paper

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

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

4. Contracts and sub-contracts with third Partle$.

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

6. The reports derived from the audits perfo:oned on each .ilIIplementing
entity by another audit finn for RIG/AfT covering the period from
the start of their project operations through June 30, 1987.

7. USAID Handbook 11, Chapter 4, which discusses host countly contracts
and audit.

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

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

10. All financial and project reports; charts of accounts, organization
al charts; accounting systems descriptions; procurement policies and
procedures; and receipt, warehousing and distribution procedures of
IIlClterials, as necessaIY to successfully complete the required work.

B. Fund accountability statement

For each .ilIIplementing 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/GuateIIlC:l1a
during the period; 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 actions and accomplish
ments to specifically detennine that costs incurred are allowable, allocable,
and reasonable under the agreement tenus 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 entities I intemal control structure related to
the project's management as considered appropriate to conply with generally
accepted auditing standards. The major intemal controls that were evaluated
included but were not limited to the adequacy of the accotmting and infonnation
systems, procurement procedures and practices, bank accotmt reconciliation
procedures, and controls to assure that charges to the project were proper and
well supported.

D. Compliance with agreement tenns and
applicable laws and regulations

OUr work on entities' compliance with agreement tenns, and applicable laws
and regulations was designed to:

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

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

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

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

5 • Detennine 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 perfonnance under the agreement is being adequately
supervised by GCG, including oversight in connection with the
detennination 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 . Detennine 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.

-8-
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RESUL'ffi OF '!HE AUDIT

In this section we present a SUIIIDal:Y of the audit results briefly
describing the rost important issues and pmblans found, which are fully
discussed in the correspond;ng section of this mport. With the exception of
the scope limi.tations descrilied bel.low, we c::omucted our audit in accordance with
the audit standards nertioned in section II above.

Fund accountab; 1 j ty statement

Except for the };X'SSible effects of such cdjusbieLtt:s that may have resulted
from the situation descrilied in the follCMinq paragraphs, the :fuIXi accotmtabi 1 i ty
statenent presents fairly, in all material:respects, project's revenues and costs
incurred, as well as the balance of the project Cjli(onent, managed by DIGESA for
the pericxi July 1, 1987 through March 31, 1989:

we did oot physically verify the projects executed in ·the Depart
mants of Hueb1.1etenang: and Quiche, with the accuoW.ated costs of
Q 23,740 and Q 7,875 respectively, as they were assigned to other
DlGESA'S regi ens whose personnel were oot ava; 1able to assist us in
such verification.

In the :fuIXi accotmtabi 1i:ty statement of DIGESA, we detenni.ned
questionable costs anounting ag;>raXimately 08$ 147,229 equivalent
to Q 397,517.

Internal control structure

The current DlGESA' s internal cxmtrol is based, in SCIle cases, on mandatory
manuals and procedures issued by: the Nation's Accounts caoptrollership, the
Ministry of Agriculture, Livestock and Food, and the Accounting of the Government
Acc01.mting. we cans; dared these factors to perfonn our evaluation. our
evaluation revealed the following reportable conditions which we consider to be
material weaknesses:

Financial report

rack of preparation of the fuM accountabi.lity sta'tenEnt.

rack of reconciliation of the funds received fn:m USAID.

DIGESA did not record all property directly acquired by USAID.

Products and services acquisiti.a1

Lack of adequate Purchasing and payment orders approval.

Lack of an adequate liquidation of the purchases advances.

Lack of adequate support doctmmtation.

-9-
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Materials and supplies not entered in the kardex control cards.

Inappropriate use and di..stribution of materials and supplies acquired
with project :funds.

Compliance with legal matters, applicable
regulations and ag:reenent tenns

Except for the non-catpl j ance situations mentioned in the following
paragraphs, DlGESA CCIII'lied, in all material respects, with the agreemmt teIms
and applicable laws and regulations. .Regardinq the oon-t:ested proved matters,
nothing came to our attention to cause us to believe DlGESA had not canplied,
with the agreenent terms and the aR?licable laws and regulations:

Pm:chasiDg aDd cxatract:.ing 1aIIf

We cons; der that DlGESA did not entirely CClIply with the requi.renents
stipulated by this law, since there were fractionated anotmts for scme purchase,
to avoid the quotation process.

DlGESA did not CCJlq?ly with s:t'IE accounting and financial tenns of the loan
agreenent signed with USAID. These rxm-c:arpliance situations are described as
follCMS:

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

The project funds were mixed with other project funds.

'!here were no periodic independent audits contracted.

Section 3.2 "Borrower reBOUJ::'Ces for the projectll

It was not possible for us to verify the CClIrpliance of this
clause since DlGESA do not bad enough infonnation regarding
the local counterpart.

Section B.3 "Use of property and services", clause (a) Annex 2 .

Use of materials and supplies of the Project for the operation
of another project managed by the institution.

Use of a vehicle UIXier the project charge, for a different
region than the action area of the same.

-10-
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Result of visits to projects

As a result of visiting the soil preservation ani mini-irrigation project,
we verified the folla,.,ring:

'Ihe selected projects really exist

'Ihe benefits and objectives have been complied and achieved

DlGESA I s technical assistance has been reasonable

v. MANAGEMENT Wt1MENTS:

DIGESA I S management agrees with the audit report, am has already given
instructions to correct such deficiencies in the future.

-11-
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SMALL FARMER DIVERSIFICATION SYSTEMS ImJECI'
USAID/GUA'I'EMAIA PRQJECI' No. 520-0255

~MANAGEDBY

'!HE GENERAL DIREcroRATE FOR AGRIaJIJIURAL SERVICES -DlGESA-

FOND 1o.aX)UNl'AB:ILI'l'!' S'l74'EmlN1'
FOR THE PERIOD JULy 1, 1987 THROUGH JmRaI 31, 1989

INDEPENDENT AUDI'lORS' REroRT

we have audite:i the ac::c:arq;mlyirq fun:i accountability statement of the SMALL
FARMER DIVERSIFICATION SYSTEMS PROJECl', USAID/GUA'I'EMAIA P.ROJECl' No. 520-0255,
cx:m:oNENT MANAGED BY '!HE GENERAL DIRECIORATE FOR AGRIaJIrrURAL SERVICES -DlGESA
(a governmental entity which works attached to Mi.ni.sb:y of Agriculture, ,Livestock
and Food), for the period July 1, 1987 through March 31, 1989. '!his furrl
accountability statement is the responsibility of the DlGESA' s Regional
Directorate. o.rr responsibility is to express an opinion on this furrl
accountability statement based on our audit.

Except as discussed in the follCMirq paragraph 1, we corrlucted our audit
in accordance with generally accepte:i auditirq starrlards and the Unite:i states
CClllptroller General's Govemment Auditing Staroards (1988 Revision). 'll1ose
starrlards require that we plan and perform the audit to obtain reasonable
assurance about whether the furrl accountability statement is free of material
misstatement. An audit includes examinin;J, on a test basis, evidence supportirq
the aIOOUI1ts and disclosures in the furrl accountability statement. An audit also
includes assessirq the accounting principles used and significant estimates made
by DlGESA r S Regional Directorate, as well as evaluating the overall furrl account
ability statement presentation. we believe that our audit provides a reasonable
basis for our opinion.

As described in Note 4a to the furrl accountability statement, DlGESA
maintains its accounting records on a cash basis of accounting which is a
cextprehensive basis of accountirq other than generally acx::epted accounting
principles, consequently the attached furrl accountability statement does not
atte.npt to present the financial infonnation in accordance with generally
acx::epted accounting principles.

1. We did not physically verify the projects executed in the Depart
ments of Huehuetenango and Quiche, with the acx::unulate:i costs of
Q 23,740 and Q 7,875 respectively, because when the project No.520
0255 was finished Huehuetenarqo, and Quiche persom:1el were assigned
to other DlGESA' s regions these personnel were not available to
assist us in such verification.

2. As mentioned in Note 7 to the fun::l accountability statement for the
period July 1, 1987 through March 31, 1989, there were identifie:i
questioned costs aIOOUnting approximately US$ 147,229 equivalent to
Q 397,517.

),2, .
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In our opinion, except for the effects of such adjusbIEnts if arrj, as might
have been detennined to be necessary~ we been able to physically verify the
projects executed in the Departments of Hueht..1et:enan9 and Quiche and the effects
of the questionable costs of 05$ 147,229, the :fmx:l accoUI1'tab; 1; ty statement
referred to above, presents fairly, in all material respects, the project
revenues and costs .incurred and tile :fmx:l balance. oormspmdi ng to the SWiLL
FARMER DIVERSIFICATICl'l SYSTEMS PRQJEC1', USAID/G01dD!AIA PRlJECI' No. 520-0255,
<n1EGNENr MANAGED BY '!HE GENERAL DIREC:lURME mR AGRICUL'lURAL SERVICE'S -DlGESA
for the period July 1, 1987 through March 31, 1989, in amfonnity with the basis
of acccnmting described in Note 4a to the :fmx:l accoun:t:abi.lity statement.

This report is intended for tile. info:cnati.on and use of the United states
Agency for International Developoont, the Government of tile Republic of Guatemala
and the General Directorate for Agricultural services -DlGESA-. 'lhi.s restriction
is not intended to limit the d.i.st:r:i.buti 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
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· SMML FARMER DIVERSIFICATIrn~ PROJECr

USAID/GUATEMAIA PRQJECI' No. 520-0255

~MANAGEDBY

'!HE GENERAL DIRECIORATE FOR AGRICULTDRAL SERVICES -DlGESA-

FCR THE PERla> JUIa: 1. 1987 THIdOI JomRCH 31. 1989

Questionable costs Reference
Questioned Unsupg:?rted to notes

REVENUES:

Reimbursements received
from USAID according DlGESA
records (Note 5)

'lbtal revenues

EXPENDITURES:

Expenses made with USAID
funds (Note 6)

'lbtal expenditures

Excess of current period
expenditures over current
revenues (Note a)

Q 259,684

259,684

323,945 Q 65,599

323,954

(64,261)

Q 303,696

28,222

(7)

(7)

Q (64,261) Q 65,599 Q 331,918

The notes to the fund acc01.mtability statemant are an integral part of this
statement.

\~



SMALL FARMER DIVERSIFlCATICN SYSTEMS PROJEcr

USAID/GlJATEl.1AIA PROJEcr No. 520-0255

cn1PONENT MANAGED BY

THE GENERAL DIRECIDRATE FOR AGRICULTURAL SERVICES -DlGESA-

NOI'ES 'ID 'mE FUND ACCnUNrABILITY~

FOR THE PERIOD JULY 1, 1987 'IHROUGH MARa! 31, 1989

( 1) Brief histo:ry and description of the project

The Guatemalan GoVel:IlIIEIlt through the Mi.n.istJ:y of Public Finances, the
Ministry of Agriculture, Livestock and Food and the National Board of Economic
Planning, signed a grant a.greemant No. 520-0255 for 08$ 3,696,000 and the loan
agreement No. 520-T-034 for US$ 5,500,000 with the United States Agency for
International Developnent in Guatemala (USAID/Guatemala) for the Small Fanner
Diversification Systems Project, USAID/Guatemala Project No. 520-0255. The
Government of the Republic of Guatemala will anortize this loan to the United
States Agency for International Developrent -DSAID- within a twenty-five year (25)
teDIl, from the date of the first disbursement, by means of thirty-one (31) semi
annual payments. USAID will furnish to the GoveJ::ment of the Republic of
Guatemala an anortization schedule; interest will be paid on a 2% amlUal base,
during ten (10 ) years, beginning from the date of the first disbursement and
subsequently using a 3% annual base, computed, over the loan balance and interest
overdue and unpaid. The original anount was reduced on September 26, 1988 to
US$ 4,413, 135 . Additionally to these funds, the Guatemalan Goverrnnent committed
a minimum of US$ 6, 700,000 as counterpart funds.

The project's major g:::>al was to strengthen the agricultural sector's
livestock and to stimulate small fann 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 prarrotion, 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 urnt

The General Directorate for Agricultural services -DlGESA- is a part of
the MinistJ::y of Agriculture, Livestock and Food. Its general objective is to
raise the standard of living of the medium and small fanners by providing them
the necessary technical assistance and to pronote the government policy for
agricultural developnent. -DIGESA was responsible for related. activities of the
agricultural technology transfer for the diversified fanning production. The



fanning diversification and activities developed by DlGESA as a part of the
project included: vegetables, fruits fran deciduous trees (such as apples and
pears), soil preservation and small-scale irrigation system.. The project covered
area included thirty seven cities in six different depart:Itents which constitutes
Region I in the Guatemala highland. '!he project's principal headquarters was
located in Quetzaltenang:>.

(3 ) r.t>netaIy uni.t

The project's accotmting records are kept in quetzales, the official
m:metary 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 payrrent of part
of the extenla1 debt of the Banco de Guatemala (Central Bank).

Regulated market exchange rate for all other foreign currency
transactions:

For the period frcan July 31, 1987 through Jtme 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

DlGESA prepared the ftrnd accountability statements on a cash basis, which
is a comprehensive basis of accotmting other than generally accepted accotmting
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 liabili
ties recorded.

( 5 ) Reimbursements received from USAID

USAID effected the follCMing reimbursements a part of the project financing,
for the pericx:i July 1, 1987 through March 31, 1989:
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Date

July
August
February
March
April
April
May
Jtme
August
August
September
November
November
December
March

1987
1987
1988
1988
1988
1988
1988
1988
1988
1988
1988
1988
1988
1988
1989

Q 10,556
302

17,447
34,191
6,663

23,586
445

1,456
16,407
72,393
20,657

6,825
32,364
16,226

166

Approximately 08$ 95,545 Q 259,684

( 6 ) Expenditures made with USAID funds

Following is a sumna:ry of disbursenEIlts for the period July 1, 1987 through
March 31, 1989, classified by expenditure group.

Period
July January January

through through through
December December March

ExDenditure group 1987 1988 1989 lfutal

Materials and supplies !:?/ Q 85,251 Q 148,631 Q 77, 287g/Q 311,169
Non personal services 12,176 12,176
Personal se:rvices 600 600

Q 98,027 Q 148,631 Q 77,287 Q 323, 945g/

g/ This anount corresponds to the 1989 execution year, which DlGESA
keeps recorded in its fiscal cash register, as of the date of this
audit reJ;XJI:t USAID had not refunded the reimbursement request for this
anount which is still pending to be reimbursed to the National
Treasury.

g/ As of March 31, 1989, final date for the execution of the project,
there were materials and supplies in stock for an aIIOilllt of Q 36,503,
which were used by the project as well as for other projects. The
units that received materials and supplies are: Progettaps, Procasnea,
Brillantes, PromJtes Training Center and others.

~/ Approximately 08$ 121,667.
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(7) QUestionable costs

AnDng the expenditures presented in the fund accotmtabillty statemant for
....he period July 1, 1987 through March 31, 1989. sane of the costs are deenEd to
be questioned, and are detailed as follows:

QUestioned

Materials and SUWlies used by other projects Q 36,503
Purchases fractionated to avoid quotations 28,859
Building :maintenance expeDses 237

Approximately US$ 24,296 65,599

UI1fM2pOrted

rack of requisitions or store
entrances forms 14,812

Expenses without invoice copy 7,410
Purchases without quotation doc1.mEn.tation 6,000

(Approximately US$ 10,453) 28,222

Not reconciled difference :between :fUIxis
delivered to DlGESA as per USAID confir-
mation and DlGESA accounting records
(approximately US$ 112,480) 303,696

Approximately US$ 147,229 Q 397,517

(8) Reimbursed by USAID

Per fund accotmtability statement-
Revenues received fran USAID during audit period Q 259,684
Project expenditures during audit period (funds

disbursed by DlGESA during audit period for project
purp::>ses but not necessarily reimbursed by USAID) (323,945)

Excess of cu:r:rent period expenditures over cu:r:rent
revenues pericxi Q (64,261)

DlGESA conducts the project with its CMIl funds; it pays the project expenses
with its CMIl funds and is later reimbursed by USA.ID. 'Ihe reimbursement by USAID
does not always occur .in the sam= period as the expenditure. The following
explains this situation:
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Revenues received fran USAID durin;J audit period
by DlGESA

ReimbJrsement of prior period project expenses
initially ftm:led by DlGESA

Reilnbursemant of expenses i.rx::un'ed by DIGESA durir:q
the audit period

Balance of project expenses furDed by DlGESA durin}
prior period arxi nat rei.mb.1rsed by USAID as of
July 1, 1987

Prior period expenses fun:led by DlGESA :reiJIi:urse:i
durin; audit period by USAID

Project expenses fun:led by DlGESA durir:q audit period
arxi nat rei.mb.1rsed by USAID as of March 31, 1989

Balance of project expenses fun:1ed by DlGESA arxi nat
rei.mb.1rsed by USAID as of March 31, 1989

Q 259,684

(259,684)

Q

Q 78,765

64 ,261

Q 143,026

As of the erxi of our audit fieldwork (February 8, 1991) the total project's
experrlitures i.rx::un'ed by DlGESA arxi oot rei.mb.1rsed by USAID/Guatemala artDUnt.ed
to Q 143,026 (approximately equivalent to US$ 52,973).

(9) SUbsegyent events

Exc:han:1e rate for the quetzal (Q) related to the dollar of the United states
of Anerica (US$) was of Q. 5.11 per US$ 1.00 as of February 8, 1991.

Exc:harge rate detenni.ned acx::ordin;J to the SlWly arxi deman:i of the US dollar
of the United states of Anerica, ani there is a base price for its acquisition
whidl is periodically determined by the M:>netary Board.
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SMALL FARMER AUDIT OF '!HE DIVERSIFICATION SYSTEMS PROJECT
USAID/GUA'I'EMALA PROJECT No. 520-0255

a:MroNENT MANAGED BY
THE GENERAL DIRECIORATE FOR AGRICUL'IURAL SERVICES -DIGESA-

We have audited the fund accountability statement of the SMALL FARMER
DIVERSIFICATION SYSTEMS PROJECT, USAID/GUATEMAIA PROJECT No. 520-0255, CXMFONENT
MANAGED BY '!HE GENERAL DIREC10RATE FOR AGRICULTURAL SERVICES -DIGESA-, for the
period July 1, 1987 through March 31, 1989, and we have issued our report in
which we expressed a qua] j fj ed opinion thereon dated February 8, 1991.

, Except for the scope limitations described in our opinion on the fund
accountability statement, we conducted our audit in accordance with generally
accepted auditing standards and the United states Comptroller General's
Govennnent Auditing standaJ:ds (1988 Revision). Those standards require that we
plan and perfonn our audit to obtain reasonable assurance about whether the fund
accountability statement is free of material misstatement.

In plarming and perfonning our audit of the fund accountability statement
of the SMALL FARMER DIVERSIFICATION SYSTEMS PROJECT, USAID/GUA'I'EMALA PROJECT No.
520-0255, CCMPONENT MANAGED BY '!HE GENERAL DIRECroRATE FOR AGRICUL'IURAL SERVICES
-DlGESA-, for the period July 1, 1987 through March 31, 1989, we considered its
internal control structure in order to detennine the nature, timing and extent
of Oltr auditing procedures for the purpose of expressing our opinion on the fl md
accountability statement and not to provide assurance on tJle intenlal control
structure.

'rhe General Directorate for Agricultural Services -DlGESA- is responsible
for establishing and maintaining an internal control structure. In fulfilling
this resr:onsibility, estimates and judgements by management are required to
assess the expected benefits and related costs of internal control structure
policies and procedures. The objectives of an inteITIal control structure are
to provide management with reasonable, but not absolute, assurance that the
assets are safeguarded against loss from unauthorized use or disposition, and
that transactions are executed in accordance with the administrator's authori
zation and recorded properly to pennit the preparation of the fund accountability
statement in accordance with the basis of accounting described in Note 4a to tbe
fund accountability statement. Because of inherent limitations in any internEll
control structure, errors or irregularities may nevertheless occur and not be
detected. Also, projection of any evaluation of the structure to future periods
is subject to the risk that procedures may became inadequate because of changes
in conditions or that the effectiveness of the design and operation of rnlicies
and procedures may deteriorate.

For the pUI"};X)se of this report, we have classified the significant intemal
control structure policies and procedures in the following economic cycles: 1)
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fi.nan::ial report,' 2) t.reasmy, 3) products am services ~ition arxi 4)
inventories procedures.

For a'",- of the CXlItrol cycles listed above, we dJt:ai.nE;.;t an~
of the design of relevant policies am pzooerlnres arxi whether they have been
placed in operation, arxi we assessed CXlIt:n>l risk.

we noted certain matters involvin] the .intemal. cart:rol stnJcture am its
cpll1ition that we consider to be reportable ccn:iiti.a1s umer st.ardards
established by the American Institute of certified Rlblic Accx:mrt:ants.
Reportable c:xnii.tions involve matters oan:in:J to our attention relatin;J to
significant deficier.cies in the design or qJeration of the .intemal OJIIt:n>1
stnJcture that, in our jlD]nPnt, coold. adversely affect mGESA' 5 ability to
:record, process, smrmarize, arxi report fi.narx:ial data CCI1Sistent with the
assertions of the DlGESA'5 Regicmal Directorate in the f'un:i acx::ount:ability
statement. Reportable c:x:ntitions are descriJ:led in fin:lirgs fran 1 to 8 in the
follCM~ pages of this report. .

A material weakness is a reportable cxn::litian in whien the design or
operation of specific internal (Dutrol stnJcture elements does nat reduce to a
relatively ICM level the risk that errors or irregularities in amamt:s that \llOUld
be material in relation to the turd acx::ount:ability statement bein;J audited may
occur am nat be detected within a tinel.y period by enployees in the nonnal
call"Se of perforIIlin:J their assigned functions.

our consideration of the .intemal control stnJcture WCAl1d nat necessarily
disclose all matters in the internal control stnJcture that might be reportable
corxli.tions arxi, acx:x>rdiIJ;J'ly, would nat necessarily disclose all reportable ccn:li
tions that are also considered to be material weaknesses as defined abcNe. we
believe all of the reportable ccn:litions, as descriJ:led in the follCM~ pages,
are material weaknesses.

ntis report is i.nterxied for the infonnation of the United states N;jercj
for :rnt:enlational Develcpnent, the Government of the RepJblic of Guatemala arxi
the General Directorate for Agricultural services -DlGESA-. '!his restriction
is not inten:ied to lilnit the distribution of this report which is a matter of
p.1blic record, upon acceptance by the Office of the Inspector General.

Guatemala, C. A.

FebnIaIy 8, 1991
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SMALL FARMER DIVERSIFICATIOO' SYSTEM; PROJECI'
USAID/GUA'I'EWUA PmJECl' No. 520=0255

~NENT MANAGED BY
'!HE GENERAL DmECIORATE FOR AGRIaJIllURAL SERVICES -DIGFSA-

INTERN1Ua OON1'ROL S'1'RUC'l'llRB
FINDImS

1. lack of preparation of the furrl ac::comrt:ability
statement

Condition

DIGFSA did not periodically prepare the furrl accountability state.nert of
the project, nor reconcile the furrl balance to the bank rec:onc::iliation.

criteria

'!he section B.5. clause (a) and (b), Annex 2 of the loan agreement,
requires that the accounting records be designed to issue periodic reJ;X)rts of
the economic events and operations of the institution, recorded in an aCClIIlU.l1a
tive manner.

cause

lack of an administrative and accounting procedures manual to set the
standards to record, accrue and report operations.

Effect

Control over the project's :funjs receiVed, executed and available was not
complete, since the information was not reconciled between them, which results
in a difference of Q 284,313 (approximately US$ 105,301) between the balance fun:i
as per the fund accountability statement and the cash in bank.

Reconunendation

We recommend that the fun:i accountability statement be prepared by DlGESA
at least once a year, which nust present a comparison between the fund balance
as per the fund accountability statement and the bank balance available.

2. lack of reconciliation of the funds
received from USAID

Condition

DlGESA did not periodically prePare a reconciliation between the :funis
provided by USAID to the funds received and recorded by the component of the
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project, maki.rg it impossible to perfonn a reconciliation of such furrls for the
audited period. '!he unreconciled difference was Q 303,696 (US$ 115,099),
USAID/Guatemala had confiJ:med disbursing for Q 563,380 (US$ 210,644), where
DlGESA's records indicated that Q 259,684 (US$ 95,545) had been received.

criteria

To maintain an adequate internal control system, the entity should
periodically reconciled the furrls received fran USAID ani be able to identify
possible differences to the accountin;J records of the project.

cause

'!he entity lacks an administrative and acx::omrting procedures manual for
the project I s execution.

Effect

Same differences may arise between both records, which cannot be timely
detennined and cleared. Also, there is no assurance that all furrls received fram
USAID were recorded.

RecoInrrer'rlation

We reconunerrl that DlGESA periodically reconcile the funjg received fram
USAID for the execution of the project to its own accounting records.

3. DlGESA did not record all property
directly acqyired by USAID

Condition

I)Jring the period reviewed, USAID directly acquired same fixed assets and
equipment for the project for an ancunt of Q 103,131, which were not recorded
in the DlGESA'S accounting books.

criteria

In accordance with generally accepted accounting principles, all the
operations must be recorded in the period in which they are perfo:nned.

cause

Due to weak procedures, the infonnation flow from central DlGESA (Guatemala
city) to the Quetzaltenango region is very poor.

Effect

Preparation of incomplete financial infonnation, outdated records and lack
of a reconciliation between the accounting records and. the physical stocks.
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Recommendation

We~ that DlGESA design arrl implement st:ron; administrative
procedures in order to assure that all necessary infonnation flow in a tllre1y and
complete manner between central DlGESA (Guatemala City) to Quetzaltenango.

4. lack of adequate purchasinJ and payment
orders approval

condition

All the purchasinJ and payment orders reviewed durinJ the audit testinJ
were authorized by the regional cashier and not by the Director or Administrator.

criteria

'!he principles and objectives of an adequate internal control structure
require that certain functions should be segregated, so the person that I1laintains
the :furrls be different than the one who authorizes its use.

cause

lack of an administrative procedures manual to perform the project
execution.

Effect

'!hat operations (payments) executed were not in accordance with the
Administration criteria and with the project .objectives.

Recommendation

We~ that DlGESA implement procedures for the purchasinJ and
payment cycle, which include appropriate separation of ftmctions related to
preparation of the purchase order, its approval, recordings and payment.

5. lack of an adequate liquidation of the
purchases advances

COndition

There is no evidence of the manner in which the checks given to the person
in charge of the purchases were liquidated, which should be done by means of
using a paid vouchers listing. For that reason a reference to the paid vouchers
with the issued checks cannot be done.

Criteria

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

Lack of a procedures manual which indicates the liquidation and doctmJenta
tion procedures for each check issued to make a purchases.

Effect

Because the doctnnents provided by the person in charge of the purchases
are surmnarized in a purchase and payment order until there is a larger aIrOunt
of them, their sequence is lost, and as a result a reference between them and
the check with which they were Paid cannot be established.

Recommendation

We recono:nend that DlGESA design and implement a procedure with specific
instruction as to how to liquidate the checks used for purchases, this procedure
should contain at least, the following:

Place and date
Beneficiary of the check
Number of the liquidated check
.ArlDunt of the check
Documents listing (number, date, company name, aIrOunt)
~son between the aIrOunt received and the accomplished expenses
Balance in favor of, or to be rellnbursed
Name and signature of buyer
Name and signature of person who received the liquidation
Name and signature of person who approved the liquidation

Additionally, each doctnnent Paid must be stamped "Paid with check NO.",
date and signature of the cashier or the receiver.

6 . Lack of adequate support docmnentation

Condition

Some purchase orders do not have invoice copies enclosed for some expenses
and other do not have materials requisition and/or store entrance evidence. From
approximately 230 vouchers reviewed, 16 present this situation.

Criteria

So as to make all expenses Perfonned by DlGESA allowable, allocable and
reasonable, in accordance with the agreement tenns (section B. 5 "Reports,
records, inspections, audits", clause (b) Annex 2), all purchase orders must
contain all of the supporting documentation and according to the purchasing and
contracting laws (stipulation 15 of the regulation), each purchase must have a
request or order duly signed by the authorized employee, and approved by his
superior, justifying the contracting on purchasing need of the property and
services, and as a Part of the DlGESA I s internal Control, a store entrance
evidence must be prePared for all material's and supplier purchases.
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cause

DIGESA did not use an acceptable file procedure to maintain the fuel
expense supporting documentation c~lete and sufficient.

Effect

Lack of vouchers to support the incurred expenses, which do not pennit a
reasonable evaluation of the expenses as well as their adequate use and approval.
The result is that 16 the expenses may be considered as unsupported costs.

Recommendation

We recommend that DlGESA establish written procedures to assure that at
the time of filing of the expenses vouchers in DIGESA all document copies are
included in the file.

7. Materials and supplies not entered in
the kardex control cards

Condition

Some purchases of materials and supplies were not entered in the kardex
record cards, because they are IIin-transit products ll , this means that immediately
after reception of the materials and supplies they are delivered. Additionally,
the fonns with which they are delivered are not pre-numbered.

Criteria

In accordance with the section B.S, clause (b), Armex 2 of the loan
agreement signed with USAID, the project must keep adequate books and records
so as to allow identification without limitations of the delivery and use of the
property and services financed with the loan funds.

cause

Non-compliance of the established intenJ.a1 control procedures, as all
materials and supplies entrances must be recorded in the kardex cards.

Effect

There is no record of the store outputs, in the subsidiary files.

Recommendation

We recommend that DlGESA establish written procedures that assure the
recording of every material or supply received in the kardex cards. Also, DlGESA
should establish procedures that require the dispatch orders be printed with
correlative numbering, which will avoid the waste of fonns and will help to
perfonn a better control over the store transactions.
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8. Inappropriate use and distribution of materials
and supplies acquired with project :furrls

Condition

Part of the material and supply stocks of the project as of March 31, 1989,
that total Q 36,503, were later distributed to other units of the Project 520
0255, such as: Prcgettaps, Procasnea, Bri1lantes, P:I::atDters Trai.ni.rq center and
others. Additionally, a vehicle for the project operations, was transfered to
the Guatemala City region am as of the date of this audit report, had not been
returned to the Quetzaltenango region.

Criteria

According to the section B.3, clause (a), Annex 2 of the loan agreement
signed with USAID, "any resource finance:i with the loan :ft:JIx)s will be used in
the project as long as it is not due, and later on it will be used to obtain the
same project objectives, or USAID agrees to establish another usage by means of
a written canummicationll •

cause

Some materials and supplies acquired with USAID :furrls were used in projects
other than the 520-0255, breaking the loan agreemnt provision which am:>ng other
things require a written authorization fran USAID to use materials and supplies
in other activities.

Effect

'!he provision included in the sections B.3 clause (a), Annex 2 of loan
agreement signed with USAID, was broken. '!his default could produce a severe
penalty from USAID to the DlGESA, and threaten the achievement of the project's
goals.

Reconnnendation

We reconunend that DlGESA recover all materials and supplies acquired with
USAID funjs and used in other projects, as well as to take the necessary steps
to assure that all materials, supplies, vehicles and other assets acquired with
project's funjs be solely used for project purposes and keep them in the region
to which they were assigned.
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SMALL FA'mttER DIVERSIFICATICN SYSTEMS mD'ECr
USAID/GOAT.EMAI.A Pro:JEX;l' No. 520=0255

~JWWiBPBY
'!HE GENERAL D:rREXiIPRATE FOR AGRIC1JI11URAL mmrGf§ =DlGESA-

~ wrm~ TERMS AND APPLIcm3IB
IAWS AND RmOI.A'1'IOt§

we have audited the :furxi acx::amt:ability statement of the SMAIL F.ARMER
DIVERSIFICATICN SYSTEMS maJECI', USAID/GUATEMAIA ImJEC1' No. 520-0255,~
MAN1lJGED BY '!HE GENERAL Dm:ECroRATE FUR AGRI<lJIIlURAL SERVICES -DIGESA-, for the
pe.ricxi July 1, 1987 thJ:"algh March 31, 1989, ani we have issued oor report in
which we expressed a qualified cpinion thereon dated February 8, 1991.

Except for the scope limitations described in oor cpinial 00 the furxi
acca.mtability statenErt:, we con:lucted oor atXlit in acx::ordance with generally
accept:e:i auditi.n:J stamards arrl the United states CcIlptroller General's
Government Auditi.n:J Stania:rds (1988 :Revision). 'lhose s1:aJljards require that we
plan an:l perfonn the atXlit to cbt:ain reasonable assurance abcut whether the fl..n'rl
acca.mtability statenErt: is free of material misstatement.

~liance with agreement teJ::ms, laws ani regulatia1S awliCable to '!he
General Directorate for Agricultural services -DlGESA- is the responsibility of
the Govemment of the RepJblic of Guatemala am '!he General Directorate for
Agricultura seJ:vices -DlGESA-. As part of dJt:ai.ni.rg reasonable assurance abcut
whether the :furxi accountability statement is free of material misstatement, we
performed tests of '!he General Directo:r:ate for Agricultural seJ:vices -DlGESA
CCIl'pliance with certain provisions agreement tenus ani laws am regulations.
~er, oor oojective was not to provide an opinion en overall CClIpliance with
such provisions.

Material instances of non-canplianc:e are failures to follaN requi.rem:mts
or violations of agreenent tenns am laws ani regulations that cause us to
conclude that the aggregation of misstateIIents resulti.n:J fran those failures or
violations is material to the furrl acca.mtability statem3nt. '!he results of our
tests of c:arpliance disclosed f~ No. 1 to 4 included in the follC1N:inJ
pages which in our opinion are of material effect.

we considered these material instances of nan:x::.I'l'pliance in formi..rq cur
opinion on whether '!he General Directorate for Agricultural services -DIGESA
funi accountability statement is fairly presented, in all material respects, in
confonnity with the basis of accx:JUI1tin;J described in Note 4a to the furrl
accountability statement, ani this report does not affect our report dated
Febxuary 8, 1991, on that statement.



ARTHUR _~'mERSEN 8; GO.

Except as described above, the results of our tests of ccanpliance indicate
that , with respect to the items tested, '!be General Directorate for Agricultural
Services -DlGESA- complied, iIi all material respects, with the provisions
referred to in the 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 Agricultural services -DlGESA- bad not complied, in all
material respects with those provisions.

'Ibis report is intended for the infonnation of the united States Agency
for International Developren.t, the GoverIllISlt of the Republic of Guatemala and
the General Directorate for Agricultural Services -DlGESA-. 'Ibis restriction
is not intended to lilnit the distribution of this report which is a' niatter of
public record, upon acceptance by the office of the Inspector General.

Guatemala, C. A.

February 8, 1991
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SMALL Fi\RMER DIVERSIFICATION SYSTEMS PRXJECr
USAID/GUATEMAIA PRQJECl' No. 520-0255

CXMOONENI' MANAGED BY
'!HE GENERAL DIRECIDRATE FOR AGRIaJIlIURAL SERVICES -DlGESA-

~ WITH MREEMEN1' TERMS AND APPLICABLE
IAWS AND REGUIATIONS

FINDDGS

1. Purchase fractionation

Condition

Different purchases were made with one supplier, on the same or a close
date for annmts that totalled equal to or greater than Q 1,000. '!he supportin;J
vouchers were fractionated in order to avoid the quotation process. Fran
approximately 230 vouchers reviewed, 13 presented such a case.

Criteria

All items to be purchased fram one supplier on one date should be grouped
into one purchase, according to what is established by the contracting an:i
purchasin:.J law, Article 14.

cause

omission of abtai.ni.n;J different quotations fram suppliers as established
by the purchasin:.J am contracting law.

Effect

Excessive costs to the project may result fram not obtaining the proper
quotations an:i not selecting the~ advantageous products.

Recommendation

We recart'InleIrl that DlGESA establish an:i follow the procedures for requesting
quotations for each purchase within the anounts fixed by the purchasing ani
contracting law.

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

Condition

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

lack of adequate records for the control of funjs furnished by the
Goverrnnent of the Republic of Guatemala as local counterpart.



It did not use a separate bank account to manage the project funds,
as they were cxmni ngled in the salE account with the funds of the
project 520~37. Also Q 10,071 that was given to DIGESA by the
Governmant of Guatemala as counteJ:part contribution during the audit
pe:ri.cxi and recorded in DIGESA IS reco:rds could not ~ reconciled to
tue bank recoms of DIGESA.

No independent and periodical audits were contracted to review the
Project accounting recoms.

Criteria

According to the above nentioned clause DIGESA should have "kept or
supervise that books and accotmting reco:rds be kept 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 SEmTices financed with loan funds. '!bose books and
records will be sul:mi.tted to periodical audits, which will be perfoDIEd according
to generally accepted auii.t 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 accotmting ProCedures manual, omission of
intemal control procedures, and lack of inst.ructions and funds to contract
independent auditors.

Effect

No~lianceof the above IlEIltioned clause. May jeopardize the achieve
IlEIlt of the Project I s g:Ja] s.

Recamnenda.tion

We recc:mmand the Government of Guatemala and the executor entities of the
project to establish the necessary procedures, to be able to comply with the
agreem:mt teDns prior to its signature.

3. section 3.2 "Borrower resources for the
project"

Condition

It was not possible to veri£y the compliance with this provision as DIGESA
did not have the necessary infonnation to detennine the artOtmt that the
Goverrnnent of Guatemala provided to the ex::atq?Onent as cotmterpart ftmds. Neither
was it possible for us to verify the fairness of expenses for Q 402,035 that
the Goverrnnent perfonre:i during the period from July 1, 1987 through March 31,
1989, due to the i..Daciequacy of the DIGESA acCOtmting records.
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Criteria

According to the above mentioned clause "The borrower (Govermnent 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 of the
all the additional necessary resources for the efficient and accurate execution
of the project".

Cause

Lack of infonnation about the a:rrount for Q 402,035 the Government of
Guatemala was supposed to contribute in accordance to section 3.2 above
mentioned, neither the fairness of funds provided by the government as
coilllterpart during the Period from July I, 1987 to march 31 1989.

Effect

The noncarrpliance of the mentioned provision, may jeopardize the achieve
ment of the project's goals.

Recormnendation

We recommend the Government of the Republic of Guatemala infonn each
executor entity about the COilllterpart funds assigned to them, and that each
entity must maintain control over the accoilllting for and execution of such funds.

4. In order to fulfill the requirements included in
Section b.3 "Use of property and services"
Clause (a) Annex 2

Condition

DlGESA did not carrply with this provision due to the following:

Part of the project materials and supplies stocks as of March 31,
1989, were later on distributed to other illlits different from the
project 520-0255 ones such as: Progettaps, Procasnea, Prom:>ters
Training Center and others.

One of the vehicles assigned for the project OPeration, was
transferred to the Guatemala City region, and at the date of this
report, it has not been returned to the Quetzaltenango region, where
the project was located.

Criteria

According to the mentioned clause "any resource financed with the loan
funds will be used. in the project while it is in operation and later it will be
used to obtain the same project objectives, illlless USAID agrees other use by
means of a written document".
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Cause

There was no adequate control over materials, supplies and fixed assets
purchased with project funds.

Effect

The non-conpliance of the indicated provision, may jeopardize the project's
goals.

Recommendation

We recamrnend DlGESA establish written procedures to assure that all
materials, supplies and fixed assets purchased with USAID-funds be used to reach
the project goals.
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SMALL FARMER DIVERSIFICATION SYSTEMS PROJEcr
USAID/GOATEMALA PROJEcr No. 520-0255

C'C'MroNENT MANAGED BY
'!HE GENERAL DIRECIDRATE FOR AGRICUIJIDRAL SERVICES -DIGESA-

Internal control structure

1. We recommend that the fund accountability statement should be prepared by
DIGESA at least once a year, which nrnst present a carrparison between the
fund balance as per the fund accountability statement and the bank balance
available.

2. We recammend that DIGESA periodically reconcile the funds received from
USAID for the execution of the project to its own accounting records.

3. We recommend that DIGESA design and .i.nq;>lement strong administrative
procedures in order to assure that all necessary infonnation flow in a
timely and COIrq?lete manner between Central DIGESA (Guatemala City) to
Quetzaltenango.

4. We recommend that DIGESA .i.nq;>lement procedures for the purchasing and
payment cycle, which include appropriate separation of functions related
to preparation of the purchase order, its approval, recordings and payment.

5. We recammend that DIGESA design and iIrplement a procedure with specific
instructions as to how to liquidate the checks used for purchases, this
pocedure should contain, at least, the following:

Place and date
Beneficiary of the check
Nmnber of the liquidated check
Anount of the check
Documents listing (nmnber, date, conpany name, a:rrount)
Comparison between the a:rrount received and the aCCOIrq?lished expenses
Balance in favor of, or to be reimbursed
Name and signature of buyer
Name and signature of person who received the liquidation
Name and signature of person who approved the liquidation

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

6. We recorrnnend that DIGESA establish written procedures to assure that at
the time of filing of the expenses vouchers in DlGESA all document copies
are included in the file.



7. We recarrmend that DlGESA establish written procedures that assure the
recording of every material or supply receivedin the ka:rdex cards. Also,
DlGESA should establish procedures that require the dispatch orders be
printed with correlative numbering, which will avoid the waste of foDILS
and will help to perfonn a better control over the st:ore transactions.

8. We recam:nend DlGESA to recover all materials and supplies acquired with
USAID funds and used in other projects, as well as to take the necessary
steps to assure that all materials, supplies, vehicles and other acquired
with project's funds be solely used for project purposes and to keep them
in the region to which they were assigned.·

Compliance with agreement teDILS and applicable
laws and regulations .

1. We recam:nend that DlGESA establish and follow the procedures for requesting
quotations for each purchase within the anr:>unts fixed by the purchasing
and contracting law.

2. We recarrmend the Government of Guatanala and the executor entities of the
project to establish the necessary procedures, to be able to comply with
the agreement teDILS prior to its signature.

3. We recarrmend the Government of the Republic of Guatemala infonn each
executor entity about the counterpart funds assigned to them, and that each
entity must maintain control over the accounting for and execution of such
funds.

4. We recarrmend DlGESA establish. written procedures to assure that all
materials, supplies and fixed assets purchased with USAID funds be used
to reach the project goals.
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MINISTERIO DE AGRICUlTURA, GANAOERIA YAUMENTACION

DIRECCION GENERAL DE SERVICIOS AGRICOLAS .

ANNEX I
1 of 4

12 avenida. 19-01,
zona. 1 Guatema.la, C. A.

D-Sil-747-91

23 de septiembre de 199L.-

1'el. Planta
23801 a,1 4

Licenciado
Julio Pereira B.
Mi11inistl'udor UAP-P.D.A. Guatemala
Su Despacho

Estimado Lie. Pereira:

POl' medio de la jJJ'esente me dirijo a usted. paru
/zacer de su conocimiento que en vista de La ,1uditorla e[ectlloda al
Proyecto de Sistemas de Dhiersificacion para el Pequeno Ag1'icul tor
USAlD/Guatemala, proyeeto numero 520-0255 Donaeion. est€ DespacJzo llQ
tanado las medidas pertinentes, girundo illstrucciones u los ejecutm'es
de los proyeetos financiados can rondos provenientes de IUD u s[eeto
de enmendar errores de ad:/linistJ'Clciones unteriores y que los rondos
que se obtengan posteriormellte. seWl lIioncjados de uCllcnlu CVIl los
eonvenios suseri tos y las Le,yes vigcntcs en el pOLS.

Con respecto 01 in{onne prel iminar de los l1udi torBS
de la firma Arevalo, Perez. Aranley y "lsuciados S.c•• este CespucllO ha
ordenado que se efectue La investigaciol1 pertinente para soh:cntGl' Lo
cuestionado en e1 manejo de los rondos asiylludos al Pl'oyeGto ell

mencion. Como prueha de Lo anterior se adjwlta {otocopia de La
Documentacion que Gnpara ia devolueivn del \Bhlcllio que S8 Cllcwmtra
en La Region I, llJetl'opol itQIlU~ al jJl'oyceto que pCl·tenee~. Li.dc;,us de
acuerdo COIl ei Convenio se identifical'G.ll los bienes de activo {ijo COil

Ia Nomenclatura correspondiente.

Sin otro particuLar me suscribo de ustetJ,
a tentcuil8nte.

~~)
··_;~I /1

/~,~~~~::7->=-'
.; ~':'"..

ee/Firma Audi tora, Il.l'ev'Ulo. Pel,eX. ,hanky y Asoei ejos.S. C.
(lYlificio Camara de industria ZOlla /j 5to. NiYcl.).

cc/Director 1ecnico de E.jecuciull jteuional Vi.

FT 7'1 r ,.; ,

.'
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OFICla No. UA-
0,

",. ;.'

Guatenal a, 20 de sepH albre de 1991

...:
Ingen i ero Agr.

CAR-OS fW-O"
Di r'ecl or rfen' co de
Ej E'cuei (Xl Regl rna I

Ciudad.

Sell01~ D.i rec tor:

De rranera atenta me dirijo a usted, pan.! incJici'JI'I(;: I.1~JC (n fOl'llLl'

inrnediata debera dc-volver el VE'hkulo t ipo Pi ck-Up, rlHrca Jeep Cor;anche

4\';0, diesel, tumn, rnodelo 1987, cnlnr'beige, dt7 l!. r:ilindrns, cho~ic; No.
lJEDl651EHTlG8400, rmtor No. 7"::952!~Ol, con su reor;pectiva hE'IT<3mimta, ul

Proyecto de I=rutalps ;)ec;tcJuos y T('cpicales de 13 ~egi6n VI, C:uetzaltm3ngo,

dado a que cJicho vE'hlculo Ie es de lTucha utilirl<Jd en ese ?royecto.

Agr.:JdE~cicndo 1.:.'1 aIHlc i (1!) .:l 1'3 f)ITC-el,te, nof.·' suscrij)n cif> usted, con

lluest r-2:lS uec(xlsi del"aci (m.



Ministerio de Agricultura, Ganaderia y Alimentaci6n ANNEX I
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Proyecto de Desarrollo Agricola
GdeG/AID 520-0274

. Guatemala, C. A.

11 de octubre de 1991

Ingeniero Agr6nomo
Juan Humberto Mancur Donis
Director General
DIG E S A
Su Despacho.

Estimado Ingeniero Mancur:

Acuso recibo de su oficio numero D-SA-747-91 de fecha 23 de sep
tiembre del ana en curso, en e1 cua1 me informa de que ese despacho a su
cuidado tom6 las medidas pertinentes para poder ac1arar 105 cuestionamien
tos de la auditorfa del Proyecto de Sistemas de Diversificaci6n para e1
Pequeno Agricu1tor USAID/Guatemala, proyecto ndmero 520-0255 Donaci6n FA
SE I, y de ese modo corregir errores administrativos anteriores para que
los fondos que se obtengan a continuaci6n, sean administrados eficiente-
mente de conformidad con los convenios suscritos y las leyes vigentes del
pars.

Su oficio respuesta a e1 borrador pre1 iminar para discusi6n pre
parado especificamente para DIGESA por la firma Arevalo Perez, Aranky y
Asociados S.C., que contiene los diferentes ha11azgos y reparos durante 
el perfodo de 1a auditorfa comprendido del 10. de jul io de 1987 a1 31 de
marzo de 1989, fecha en que termin6 el proyecto aludido, se considera es
un documento importante porque contiene los elementos de juicio necesa-
rios para desvanecer los ha11azgos.

. .. / ..

______ 0 _
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Ministerio de Agricultura, Ganaderia y Alimentacion ANNEX I
4 of 4

Proyecto de Desarrollo Agricola
GdeGIAID 520-0274

. Guatemala, C. A.

... /2

Esta Unidad Adminsitrativa (UAP) del Proyecto de Desarrollo Agricola (PDA)
AID-520-0274 FASE I I, se complace de tener conocimiento de los esfuerzos 
hechos para solventar esos cuestionamientos de la auditorfa, y·se espera 
que la firma considere su respuesta suficiente para las notas aclaratorias
del borrador preliminar para discusi6n antes mencionado.

Sin otro particular me suscribo de usted,

Atentamente,

- __L..+-l~~ul-i ..
ADMIN/STRADOR UAP-PDA

Minlsterio de Agricultura Ganaderfa
y Alimentacion

Proyecto Desarrollo Agricola Fase /I
ADMINISTRACION

c.c. Wiland Gundersen, Coordinador UAP
Blair Cooper, AID
Firma Arevalo Perez, Aranky y Asociados S.C.
Lie. Ernesto Alejandro Cuyun, DIGESA

JLPB/gae'
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