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TO : Mr. Frederick W. Schieck - DATE: October 27, 1986
Director,, 6 USAID i Lippines

4 RIG/EA-87~017
FROM : Leo L. LaMotte .
RIG/A/M

SUBJECT: Memorandum Audit Report No. 2-492-87-02, of Interest
Accumulation And Utilization Under . Economic Support
Fund Projects in the Philippines

This report presents the results of audit of interest accumula-
tion and wutilization wunder Philippine Economic Support Fund
(ESF) projects. Please advise RIG/A/Manila within 30 days of
the action taken or planned to clear the report recommenda-
tion. Thank vyou for the courtesies extended to the audit staff
on this assignment. '

Background

The Philippine ESF Secretariat was responsible for administra-
tion of the ESF program. Since its inception in 1980, the ESF
program has provided $426.6 million of American aid to the
Republic of the Philippines. ESF grants have been used to
ensure that 1local funds ($167 million 1in equivalent pesos
appropriated by the Government of the Philippines) were avail-
able for sever major economic development projects. The pesos
were placed in ESF Special Accounts at the Philippine National
Bank. The ESF Special Accounts generated interest at commer-
cial bank rates. The projects were primarily concerned with
developing and implementing numerous subprojects designed to

improve the Philippine infrastructure. Projects included
construction or renovation of roads, schools, markets, slaugh-
terhouses, etc. The program also provided grants totaling
$292.5 million making local currency available for non-project
assistance and budget support. The cash transfers of United
States dollars were available for payment of Philippine foreign
deuts. These non-praject assistance funds were not placed in

interest bearing accounts.

Audit Objectives and Scope

This was primarily a financial and compliance audit to deter-
mine the disposition of accumulated interest income totaling
$24.4 million in equivalent pesos generated in the ESF Special

Rccounts. We reviewed Philippine agency and USAID/Philippines
financial documents and other documents relating to the
interest income and wutilization. We also interviewed Philip-

pine government and USALD/Philippines personnel regarding the
utilization of the interest. Audit work included review of
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was to present the recommendation of an executive agency of the
Philippine Gocvernment to the President of the Philippines.

On August 12, 1986, the £SF Secretariat advised USAID officials
that the Secretariat was preparing an action memcrandum for the
Philippine President that would propose how the interest earn-
ings couuld be utilized. USAID/Philippines has wdvocated retain-
ing the interest in the ESF Special Accounts to be used for ESF
project purposes.

an August 18, 1986, the Director, USAID/Philippines, informed
the Acting Executive Director, ESF Secretariat, that USAID
wanted to meet with the Secretariat as soon as possible so that
mutually acceptable alternative methods for the disposition of
the 1interest -earnings could be agreed upon before the President
was asked to make a final decision. The Oirector noted that
the USAID could quickly develop with the Secretariat a Joint
Project Implementation Letter on interest wutilization. The
Director explained that the agreement on the interest matter
must be properly documented through . Joint Project
Implementation Letter.

A draft option paper was prepared in August 1986 by the ESF
Secretariat and was reviewed by USAID. The draft noted that
the USAID had consistently pressed for the joint determination
by the United States and Philippine Governments of the wutiliza-
tion of the ESF Special Accounts interest accruals. n a cable
dated September 23, 1986, the Mission advised AID/W of the
options and requested AID/W views of the acceptability of cer-
tain approaches for using the ESF Special Accounts interest.

In summary, interest generated but not wutilized 1in the ESF
Special Accounts totaled the peso equivalent of $11.4 million
through May 1986. In our view, the specific uses of the ESF
Special Account interest should be delineated at the earliest
possible time. USAID/Philippines was adequately monitoring
accumulated interest through its periodic review of bank state-~
ments of the ESF Special Accounts to ensure funds were not used
for questionable purposes. However, the Philippine and United
States Governments have not reached anv formal agreement delin-
eating future use of ESF Special Accounts interest. Thus, the
interest amount is growing at about 33.7 million annually and
is not serving any development or other useful purpose.

Recommendation

We recommend that USALID/Philippines

a. hold negotiations as soon as possible with concerned Phil-
ippine Government officials directed toward reaching a
final agreement with the Philippine Government on the use
of the interest generated in Lhe Economic  Support Fund

Special Accounts, and
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b. monitor the use of the interest earned in the Economic
Support Fund Special Accounts in accordance with appropri-
ate procedures.

Management Comments

USAID has stated agreement with the resolution of the interest
issue =along the 1lines indicated in the draft report. USAID
sajid it will continue to intensify its already substantial ef-
forts tu bring the issue to closure.
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Memorandum APPENDIX 1

T0 : Mr. Leo L. LaMotte, RIG/A/M DATE: October 17, 1986
- FROM :  John S. Blackton, Acting Mission Director‘ijg/3/1>//]

SUBJECT : Mission Response on Draft Audit Report on the
Interest Accumulation & Utilization Under
Economic Support Fund Projects in the Philippines

The Mission fully agrees with the draft audit report view thnt there is a need
for the specific uses of interest in the ESF Special Accounts to be delineated
in an agreement with the Government of the Philippines. Sound management and
the financial interests of the United States Government are best served by a
clear resolution of the issue along the lines indicated in the draft report.
The Mission will continue its efforts to achieve that goal. In this regard,
Mission officials attended a negotiating meeting with Government of the
Philippines (GOP) officials on the interest issues on October 15, 1986. At
that meeting the GOP officials agreed to submit a proposal for use of the
interest funds to USAID. We will contirue to intensify our already
substantial efforts to bring this issue to closure.

Thank you for the opportunity to comment upon this report. We share with
RIG/A/Manila an appreciation of the importance of this issue both for our
program and in the context of a worldwide Agency concern regarding the control
of interest earned on funds provided to carry out AID programs.
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