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MEMORANDUM FOR: Director, RDO/C, James S. tltaway 

FROM : RIG/A/T, Cofna N. Go "ha' 

SUBJECT 
 : Audit of Antigua Water Supply Project No. 538-0098
 

This report presents the results of audit of the Antigua Water Supply
Project. At the 
 request of the Regional Development Office/Caribbean
(RDO/C), 
 the Office of the Regional Inspector General
Audit/Tegucigalpa performed a program results audit of the 
for
 

Antigua Public
Utilities Authority during the period July 21, 1986 to September 5,
1986. 
 The audit assessed accountability and internal 
 controls over
project assets, compliance with project agreement 
 requirements and other
applicable AID regulations, and whether the project's objectives had been
 
achieved.
 

The review found that the 
Antigua Public Utilities Authority (APUA)
lacked accountability and a of
system internal controls
acquired with project funds. over assets

There was non-compliance 
with a condition
precedent to disbursements and requirements of the Foreign AssistanceAct. A principal project purpose APUA's
-- attaining economic


self-sufficiency --
had not been realized.
 

The audit disclosed that: 
 (1)APUA had not accounted for assets acquired
with project funds in accordance with generally accepted
principles; (2) the Government of Barbuda and Antigua (GOAB) 
accounting
 

had not met
its commitment 
 to APUA ' timely payments of its water bills as required
by condition precedent section 5.2(c); (3)APUA had 
 not implemented many
of the technical assistance contractor's recommended procedures designed
to assist the water 
division to become self-sufficient; and (4) an
updated assessment of APUA's 
capability to effectively administer the
project needs to be performed before committing AID funds under a planned
second phase.
 

The report recommends that 
 the Regional Development Office/Caribbean:
(1) require APUA to obtain a certified audit of its 1985 accounts andhire a qualifiod accountant to maintain 
the books and accounts of the
water division; (2) continue monitoring government payments APUAto to
ensure timely payments; 
 (3) require APUA to develop a time-phased action
plan to improve the water division's revenue and collection 
system; and
(4) perform 
an updated assessment of the cooperating country's capability
to administer the project before proceeding with phase two. 

" I-'
 



The Mission suggested wording changes in Recommendation No. 1 to

accomodate the amount of time required to implement 
 the recommendation.
 
The Regional Inspector General's Office concurred and the wording hasbeen changed. RDO/C notified the auditors that a substantial payment had
been made on the government's water account. Recommendation No. 2 has
therefore been modified to require continual monitoring of the account,

ensuring 
 timely payments. Management agreed with Recommendation No. 3

and requested an action plan from APUA. They also agreed to perform anupdated administrative analysis of the Authority before 
 funding any
follow-up project; therefore Recommendation No. 4 isclosed upon issuance
 
of the report.
 

Please advise us within 30 days of any additional information relating to
 
actions planned or taken to implement the recommendations. We appreciate

the cooperation and courtesy extended our staff during the audit.
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EXECUTIVE SUMMARY
 

Antipua differs from 
 other East Caribbean islands in that it lacks an
abundant and reliable water supply. This had been a major constraint to
the island's economic growth. To heln alleviate this situation, AID's
Regional Development Office for the Caribbean signed Project AgreementNo. 538-0098 with the Government of Antigua and Barbuda in March 1983.This provided $9.7 million ($6.6 million in loans and $3.1 million
prants) to expand the island's water supply system 
 to meet the potabiewater dlemands of the tourism, industrial, and commercial sectors. Inaddition, the five-year Project was to provide technical assistance andtraining to employees of the water division of the Antigua PublicUtilities Authority ensureto development of a self-sustaining

organization. 
A follow-tin project is tinder consideration.
 

At the request 
 of the Regional Development Office/Caribbean, the Office
of the Regional Inspector General for Audit/Tegucigalpa performed a
program results audit of 
 the Antigua Public Utilities Authority. The
audit assessed accountability and internal controls over project assets,
compliance with project agreement requirements and other applicable AID
regulations, and whether the project's objectives had been achieved.
 

The review found 
 that the Utility Authority lacked accountability and asystem of internal controls over assets 
 acquired with project funds.
There was non-compliance 
with a condition precedent to disbursements and
requirerments of the Foreiin Assistance Act. 
 A principal project purpose

-- the Authoritv's attaining economic self-sufficiency -- had not been 
real i zed. 

1)espite the Utility Authority's serious administrative deficiencies, 
 it
had achieven significant results in expanding Antigua's water supply from an average of 43 million gallons per month to an average of 72 million
gallons, thereby almost eliminating one 
 of the major obstacles to the

island's economic growth. 

The audit ,disclosed that: (I) the Authority had not accounted for assets
acquired with project funds in accordance with generally acceptedaccounting principles; (2) tl'e government had not met its commitment to
the Authority by timely payments of its water bills as required bycondition precedent section 5.2(c); (3) the Authority had not implementedmany of the technical assistance contractor's recommended proceduresdesigned to assist 
 the water division to become self-sufficient; and (4)an mipdatc.d assessment of the Authority's capability effectivelyto
administer the project needs to be performed before committing All) funds 
under a rlanned second phase. 

The project aireement provided that the Authority's accounts and recordsshould be mait aiined in accordance with generally accepted accountingprinciples. iowever, the Authority had recorded its accountsnot in theassets ac(qutred with project ftnds because the utility company did nothave personnel with suffi, ient accounting skills to ma i tta in recor,Is. Thiis, approximately $3 million had 
such 

been spent for equipment and 



major improvements (pipelines, storage tanks, etc.) had not been
 
accounted for in the Authority's books of account. The repoit

recanmended that the Mission require the Utility Authority to obtain a
 
certified audit of its 1985 accounts and hire a qualified accountant to
 
maintain the books 
 and accounts of the water division. The
 
reconnendation has been modified to accanodate the time constraints noted 
by management. 

Condition precedent to disbursement section 5.2 (c) required that the
 
government keep its monthly water consumption account current. However,
the government had not made regular payments and, as of March 1986, owed 
the Utility Authority $2 mi!lion. Moreover, the government had not made
 
any formal commitment to make payments. As a result, the Authority had
 
been deprived of approximately $2 million in revenue for water services
 
provided the local government. In response to Mission confirmation of a 
substantial payment on the government's account, the recommendation was 
modified to require continued monitoring of the account to ensure timely
 
payments.
 

One of the project's purposes was to develop the Utility Authority to be
 
a self-sustaining organization to supply water for the long term. In

order to accomplish this purpose, the agreement provided financing for 
technical assistance and training in a number of operational areas,

including improvements in procedures, forms and methods of revenue 
collecting. The Authority had not implemented the procedures needed to 
realize the potential revenue necessary to attain self-sufficiency. We 
estimated that the Authority lost revenues of approximately $3 million 
for the 18-month period January 1985 to June 1986 inunbilled water. In
 
addition, the Authority had not attained the benefits of increasing cash 
flows as evidenced by an increase of $0.4 miilion in delinquent accounts
 
receivable.
 

The report recommended that the Mission require the Utility Authority to 
develop a time-phased action plan to improve the water division's revenue
 

project. The Mission had 

and collection system. A formal action pian has been 
recammendation will be closed upon receipt of the plan. 

requested and the 

The Foreign Assistance Act requires a certification as to the 
implementing agency's capability to effectively maintain and utilize the 

certified the Utility Authority's capability to 
do so despite the fact that its accounting firm had issued a qualified
opinion on the Authority's 1982 financial statement, due to a detected 
lack of internal controls and ineffective control over fixed assets. We 
were unable to find any records describing the corasiierations used by the 
Mission to determine the Authority's capability. The report recommended
 
that the Regional Development Office/Caribbean perform an updated 
assessment of the cooperating country's capability to administer the 
project before proceeding with phase two. They agreed and the 
recommendaiion is closed upon issuance of the report. 
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AUDIT OF 
ANTIGUA WATER SUPPLY
 
PROJECT NO. 538-0098
 

PART I - INTRODUCTION 

A. Background 

Antigua differs from other East Caribbeanabundant and reliable water supply. 
islands in that it lacks anThis had been a major constrainttile island's economic growth. to 

Regional Development Office the 
To help alleviate this situation, AID'sfor Caribbean signed Project AgreementNo. 538-0098 with tile Governnent of Antipua and BarbudaThis provided $9.7 million in March 1983.($6.6 million in loansgrants) and $3.1 million into expand the island's water supply systemwater to meet the potable'lemanis of the tourism, industrial, and commercial sectors.addition, the five-year project was to provide 

In 
technical assistance andtraining to employees of the water division of theUtilities Antigua PublicAuthority to ensure development of a self-sustainingorganization. A follow-up project is under consideration. 

As of July 30, 1986 approximately $5.7 million in loansbeen disbursed under the project and as of June 30, 
and grants had 

1986, the GOAB hadcontributed apnroximatelv $2 million of its scheduled $4.7 million. 
[. Audit Objectives and Scope 

The andit covered approximately $3 million in AID loan disbursements for
the period March 1983 to July 1986. A separate review of $2.1grant disbursements for engpineering services, 
million in 

technical assistance andtrainiw' I/ has been reltiested of RIG/A/Washington. 

The auidit assessed 
assets, 

accountahility and internal controls over projectcompliance with project agreement requirementsapplicable AID regulations, and whether the 
and other

project's objective, had beenachieve, 1. Audit work inclkde( reviewing project files,pertinent records and otherdata and interviewing officials at RDO/C, AntiguaUtilit v PublicAithlori tv (APIJA) and
suspended project contractors. Fieldwork wassooner than anticipated
accotuting records 

due to the poor state of APIIA'sand lack of knowledgeablepersonnel. Otherwise, financial managementthe audit was made in accordance with generallyaccepted poverriment akliting standards. 

1/ The contractor, Gannett 
maintained 

Fleming Water Resources Engineers, Inc.,supporting doctinentation for expenses it incurred underthe project at their offices in Camp Hill, I)A. 
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AUDIT OF 
ANTIGUA WAT SUPPLY
 
PROJECT NO. 538-0098
 

PART II - RESULTS OF AUDIT
 

The Antigua hiblic tilities Authority lacked accountability and a systemof internal controls over assets acquired with project funds. There wasnon-compliance with a condition precedent to disbursements andrequircifnents of the Foreipn Assistance Act. A principal project purpose-- APIJA's attaining economic self-sufficiency -- had not been realized. 

Despite the Utility Authority's serious administrative deficiencies, ithad achieved significant results in expanding Antigua's water supplv froman average of 43 million gallons per month to an average of 72 milliongallons, thereby almost eliminating one of the major obstacles to the

island's economic growth. 

The audit disclosed that: (1) APUA had not accounted for assets acquiredwith project funds in accordance with generally accepted accountingprinciples; (2) the Government of Barbuda and Antigua (GOAB) had notits commitment to APUA by timely payments of its water bills 
met 

as requiredby condition precedent section 5.2(c); (3)APUA had 
 not implemented many
of the technical assistance contractor's recommended procedures designedto assist the water division to become self-sufficient; and (4)updated assessment of anAPIA's capability to effectively administer theproject needs to be performed before committing AID funds under a planned
second phase. 

The report recommends that the Regional Development Office/Caribbean(RI)O/C): (1) require AI'IJA to obtain a certified audit of its 1985accounts and hire a qualified accountant to maintain the books andaccounts of the water division; (2) continue monitoring govermentpayments to APUA to ensure timely payments; (3) require APIJA to develop atime-phased action plan to improve the water division's revenwu andcollection svstem; and (4) perfonn an updated assessment of thecooperating country's capabi litv to adminlster the project before
proceedinp with phase two. 



A.. Findings and Recommendations 

1. Accounting Transactions Were Not Recorded in the Books of Accounts 

The project agreement provided that the Authority's accounts and records
should be maintained in accorance with generally accepted accounting
principles. However, the Authority had not recorded in its accounts theassets acquired with project funds because tile utility company did nothave personnel with sufficient accounting skills to maintain suchrecords. Thus, $3 million spentapproximately had been for equipment and
major improvements (pipelines, storage tanks, etc.) had not been 
accounted for in the Authority's books of account.
 

Recommendation No. 1 

We recommend that the Regional Development Office/Caribbean obtain from 
the Antigua Public Utility Authority: 

a) a certified audit of its accounts and records for 1985 and require
corrective actions to be taken on the deficiencies noted in the
 
accounting firm's report on APUA's financial statements;
 

b) evidence that it has hired 
 a qualified accountant responsible for
 
maintaining its accounts in accordance with generally accepted
accounting principles. 

Discussi on 

The Project Agreement, Section 15 of Annex II, requires the implementing 
agency, APIJA, 
 to maintain books of accounts and records in accordance 
with generally accepted accounting principles and practices.
 

APUA had not maintained its financial records in accordance with the
provisions of the project agreement. RDO/C's grant and loan analysis
report, dated July 31, 1986, reported over $3 million expended for
various equipment acquisitions al construction projects for pipeline,
storage tanks and other equipment to replace and rehabilitate portions ofthe water system. Our review of the accounting records showed that theseproject assets were not accounted for in the general ledger or subsidiary
ledgers for 1985 awl 1986. Also, APUA had not recorded in its accounts
the project loan liability to All), even it made loanthough interest 
payments during 1985 and 1986. A fixed assets register had not been
maintained to ensure control and accountability over fixed assets; there 
was no other system used to account for any APUA water division assets.In other words, this was a system deficiency not restricted to the All)
project. 

In addition, we requested AIUA accounting personnel to prepare a cost ofoperations statement for 1985 from their trial balance. The resulting
statement alleged that it cost $600,000 to operate the water division;however, APJA uanage nent informed us that this figure was far too low(about $1 million less than tle previous year) and that tie books of 
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account for 1985 did not have all 
 the information needed to 
 accurately
report the cost of operations. We were not able determineto why thesetransactions were recordednot in the accounts. 

APLIA's financial statements for 1983 and 1984 were certified by its localcharter.d accountants wit It (dal if ted opinions which, in our opitnion,amounted to disclaimners, because financial transactions were incoinpleteand/or had beennot recorded in APUA's books of accounts. The issuesraised in the accounting firm's qualified opinions for the statementsissued for and1983 1984 had not been addressed. The chief of theaccounting department stated that 
 all invoices received 
were recorded;
however, detailed information had not been obtained to account for assets
acquired with project funds together with the related liabilitv (loan)

and other operational expenses.
 

APIA did not properlv account for assets because it lid not have
stiff icien t qua Iif ied staff. There was no accountant assigned theresponsibilitv to maintain accounts and records for the water division
nor was such a position established organizationally. The accounting
manaeer ha,; not taken actions to correct the serious ,teficiencieb raisedin APIHA's accounting firm's qualified statements for 1984, 1983 or inprior years. These ,lef ic ieuc i es included transactions not recorded inthe accounts, subsidiary ledgers reconciled to controlnot accounts, lackof internal controls, etc. 

Approximately $3 onmillion had been spent the project for infrastructureconstruiction, equti pment , vehicles, etc. which had not been accounted forin ANIIA's books of account. Without such accountability, APIA cannotensure proper controls in safeguardinp its assets and cannot determine
its financial viahilitv or ensure its self-sufficiency. 

Manapenmcnt Comment s 

RIX)/(: officials agreed wit t Ith! recoInmendation but recognized that acertified audit t)v an accomitini g finn of the accounts and the correcti,. s
requi red 1w the audit may take tip to nine months to complete. Withrepa r, (b). wasI to part APIJA requ i re,I to dtetinni ne that no qualifiednationils cotild fill the joh before a foreigner could he hired, 
a Iengthv
process. EveI though OAIB had pive r a ssu rancef's to stream line the hi ring)rocess, RIX)/C off ic ia Is recon Ize tlh ex tent of t lin(! re i I rod to hire a(11uIi f ied acc(,tmntant and fun her be leIve that the assistance hV theaccountiillp filll %houll be ilnit iated a;% SooI ias l)Ossiil .
 

Off ic. of se ctrli., 1, ;(or t'tel, I Contin t C' 

We 1 ree wit I RIX)/C ' ; sott lion to the rec omnenda t Ions and upon receipt ofevi denc e that APIJA h';% e.eciutmed a contract with an accountinp firm toco1I(rec I tl deC icienclos II tilh accounts, t) lot) IemeInt appropriatea( (ourit i ip sv.s iens and I o I nin AI~IA empl oyees , we w) I I coisi der parl (it)to t Itis re('ol'lndat ion c I os'd. Fturthter, evidence shmild e provi led tIhaiAIA has hi.red a q alfied accounlant to nstlr', the con intinued mailntenaiince
of aicotits after the complet ion of technical asitvancr.
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2. Condition Precedent 5.2(c) of the Project Agreement Was Not Complied

With 

Condition precedent to disbursement section 5.2 (c) required that thegovernment keep its monthly water consumption account current. I[owever,
the government had not made regular payments and, as 1986,of March owed
the Utility Authority $2 million. Moreover, the government had not made 
any formal ccmmitment to make payments. As a result, the Authority had
been deprived of approximately $2 million in revenue for water services
provided the local government. 

Reconmendation No. 2 

We recommend that the Regional Development Office/Caribbean continue
monitoring the Government's accounts receivable balance to ensure that 
payments continue to be made on a timely basis. 

Di scussion 

Condition Precedent to Disbursement section 5.2 (c) of the projectagreement required that AID receive "evidence on the part of the
cooperating country that it is current on all payments due the water 
division of APUA and evidence of its commitment to remain current on its 
payment s." 

However, the balance GOAB owed to APUA March 30, 1986 overat was
million for water consumption by government agencies, certain individual

$2 

and commercial accounts designated by the GOAB to receive water at no 
charge, and coommunity standpipes. 

This issue was discussed with the Financial Secretary, in the Ministry of
Finance, to determine why the GOAB had paid its water bill. lienot 
indicated that the balance 
the GOAB owed APUA was not correct, and 
therefore, the government had taken the position not to pay anything on
its account, lie did not know the correct amount owed to APUA and would 
not provide any information why routine payments were not made to keep
its account current. 

The intent of the condition precedent that would (lemonstrate GOAB's
commitment to a financially viable water division had never been met.
Thut, GOA's obvious non-commitment to keep its account current had
deprived APOA of cash collections of over $2 million. 

Management Comment s 

RIJ/C received a certified statement that the government account wasreduced to $679,000 from $2.9 million through cash payment ant other 
c red its. 'rhe h;overnme-nit of Antiguat and Barbutla had pledged to outlil a 
plan to resolve the outstanding )alance anid its payment of future 
Wrat bI Ihs. 



Office of the Inspector General Comments
 

We 
chaned tile wording in the recommendation to require RDO/C monitoring
of the governnent's account to ensure that regular payments are made onits account. Based on the government's pledge to nay its remainingalonp with the significant progress 
debt 

made to reduce its accountsreceivable balance, this recommendation is closed upon issuance of the 
report.
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3. Ineffective Collection Procedures Had Resulted in Lost Revenue
 

One of the project's purposes was to develop the Utility Authority to be
 
a self-sustaining organization to supply water for the long term. In
order to accomplish this pull)ose, the agreement provided financing for 
technical assistance and training in a number of operational areas,
including improvements in procedures, forms and methods of revenue 
collecting. The Authority had not implemented the procedures needed to 
realize the potential revenue necessary to attain self-sufficiencv. We 
estimated that the Authority lost revenues of approximately $3 million 
for the 18-month period January 1985 to June 1986 in unbilled water. In
addition, the Authority had not attained the benefits of increasing cash 
flows as evidenced by an increase of $0.4 million in delinquent accounts 
receivable. 

Recommendation No. 3
 

We recommend that the Regional D)evelopment Office/Caribbean obtain from
the Antigua Mblic Utility Authority an action plan scheduling when 
procedures recommended by its technical advisors will he implemented. 

Discussion 

A principal purpose of this project was for APUA to become economically
self-sufficient by placing it in a position to meet all :ecurrent 
operating costs and being able to contribute to future capital
expansion. To this end, the project agreement's institutional 
development component provided for a program of technical assistance to 
improve APUA's revenue collection procedures. However, several factors 
related to meter readings, billings and collections had kept APUA From 
attaining this objective. 

Meter Readins - There were several problems in tile meter reading process
which had limited the amount of revenue collected by APUA. APUA's water 
statistics report for June 1986 revealed that there w:!re 2,657 faulty 
meters (321) out of 8,433 customers connected to the system V. We 
reviewe(d the results of meter readitips for 100 randomly selected water 
custoiner accounts (85 domestic and 15 comnercial) and determined that 34 
meters were not read for stch reasons as inaccessibilitv, absence, or 
because tihey could not be located. We found one commercial ctlstomer that 
had not had a meter reading since April 1985. Generally, billings for
these customers were estimated or averaged and were billed at the minimum 
rate of consumption. This was corroborated when the General Manager
reported in his request for an increase of tariff rates that 90% of the 
domestic ciistoiners were charged the minimum usage rate. 

2/ Infoniat ion was not available on the number of meters in the system;
however, there were 8,433 customers (7,892 domest ic and 541 
c oipne rc Ia ). 
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Billings - The schedule below shows that the percentage of water billedFlldecreaseI as the prodluction of water had increased. It is importantto note that all the water produced is used by customers with theexception of a minor amount for reserves. 

(IN MILLIONS OF GALLONS)
WATrER IWA I k PERCENtPERIOD PRODUCED BILLED BILLED
 

January to June 1985 268 
 156 58%July to December 1985 
 314 
 149
January to June 1986 411 188 
471 
451
 

993 
 493 
 49t
 
Even though the production of water had increased, there was only a minorincrease in the number of gallons billed t customers. Using the rate of$5.66 per thousand gallons, the lowest mininjn charge, we estimated thatAPUA had lost revenues of approximately $2.8 million over the periodJanuary 1985 to June 1986 based on the number of gallons not billed. 

Collection - APUA had not collected its accounts 
 receivable in a timelymanner. As of D)ecember 31, 1985 there was $0.8 million in domestic and!commercial accounts receivable for water, of which approximately 50% over 
 six months in arrears. 
wa s 

APUA's June 1980 Statistics Report shows
that accounts receivable of $0.8 million were in arrears. Accordinip tothe senior accountant, APIJA's collection policy provides that service hedisconnected when the customer becomes delinquent over two mont hs.is doubtful that this policy was enforced due to 
It 

the inc reas, of
receivables over six months old. 

The technical assistance port ion of the project provided for newprocedures and forms for the meter reading section and improved hi I linpand collection procedures to increase cash flows to APIJA ai, reduce itsaccounts receivable to a minimum. Ilkwever, APIJA had not impltnent ed manyof the suiggested procedures. APIJA managnement had not made a concertf-deffort to implement these changes evevi t hotugh they had been apreed to.We fourvi no one who couldI explain why the rec(omerblations had not been
 
implemented.
 

APUA needls to improve its proceduires for meteor readinp, col e* tion anklbi Iliinp to conslners for actual water consuInpIItion, arI take steps toreduce delif(pient accounts r,'ceivable as a step toward self-sufficiency. 

H1a nagillent Coiln st 

RDO/C ap reed with ior reconmendation anl had rvcp, sted a formal ac t on 
plan fron AIIIJA. 

Off i:e. of t Inspector Gneral Commettshe 

Upon ollr receipt of tii s plan, thi s rc-colmelalat ion will be consliered 
closed.
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4. A Capability Assessment Needs to be Performed 
 on the Antigua Public
 
Utility Authority 

The Foreign Assistance Act requires a certification as to the
implementing agency's capability to effectively maintain and utilize theproject. The 
Mission had certified the Utility Authority's capability to
do so despite the fact that its accounting firm had issued a qualifiedopinion on the Authority's 1982 financial statement, due to a detectedlack of internal controls and ineffective control over fixed assets. Wewere unable to find any records describing the considerations used by theMission to determine the Authority's capability. 

Recommendation No. 4 

We recommend that the Regional Development Office/Caribbean perform anupdated capability assessment 
 of Antigua Public Utility Authority before
beginning phase two of the project 
 and require it correct
to any
deficiencies before disbursement
 

Discussion 

Section 611(e) of the Foreign Assistance Act requires that any capital
assistance project estimated 
 to cost in excess of $1 million should be
accompanied by a certification as to the implementing agency's capability
to effectilvelv maintain and utilize the project.
 

Although the 
 Project Paper reported that a certification had been made by
a former mission Director, the institutional assessment determinedthe Athority's capabilities to adequately operate 
that 

and maintain the watersvstem were ihirginal and suffered from a lack of funds, insufficient 
manag emnent, unt rai ned personnel, etc. 

Also, as noted by a qualified opinion on its 1982 financial statenents,
APUA lacked internal controls and exercised ineffective control over
fixed assets. As a result, APUA did not have the capability to accountfor fixed assets, and no corrective actions had been required by theMission before the project agreement was signed in March 1983. 

RDO/C officials included a technical assistance component in the projectto provide for the development of reqiIred institutional skills.liowever, at the time of our review, the development of these skills had 
not been realized. 

It is our understanding that RDO/C is considering the possibility of asecond phase of this project. We believe a reassessment of APUA should
be performed before approval of any follow-on project. 

Manapi rent Comnments 

RIO/C management officials agreed to perform an updated administrativeanalysis of the Authority before any disbursement is made under anyfollow-on project and will include conditions precedent to disbursement 
to correct any managerial deficiencies. 
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Office of the Inspector General Comments 

We have reworded our recommendation accordingly and consider this 
recommendation closed upon issuance of the report. 
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B. Compliance and Internal Control 

1. Compliance
 

The audit disclosed non-compliance with two sections of the 
project

agreement during implementation: 

-- The implementing agency did not maintain 
its books of accounts in
accordance with generally accepted accounting principles for assetsacquired with project funds, as required by Section BS, Annex II of

the Project Agreement (Finding No. 1). 

-- The Goverrunent of Antigua and Barbuda had not made payments on itsregular monthly water bills nor on its balance from prior periods as req ired by the project agreement's condition precedent to
 
disbtirsement 5.2(c). (Finding No. 2) 

Other than the conditions cited, tested items were in compliance withapplicable laws and regulations, ad nothing thatcame to our attention 
would indicate that untested items were not in compliance. 

2. Internal Control 

There were three internal control issues in the implementing agency: 

-- A lack of qualified accounting staff to account for project assets. 

-- Ineffective collection procedures resulting in lost revenue. 

-- An administrative capability assessment identified 
 significant

constraints in the implementing agency's ability to manage the 
project. 
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1/2 UNCLASSIFIED BRIDGETOWN [00250/01 APPENDIX A 
Page I of 4 

ACTION: RIG-3 INFO: AMB DCM/5 

VZCZCTGOB50 29-OCT-86 TOR: 22:58 
RR RUEHTG CN: 11438 
DE RUIHWN #8250/01 3021704 CHRG: AID 
ZNR UUUUU ZZH DIST: RIG 
R 291? 1Z OCT 86 
FM AMEMBASSY BRIDGETOWN 
TO RUEHTG/AMEMBASSY TEGUCIGALPA 0384 
INFO RUEHC/SECSTATE WASHDC 2278 
.T 
UNCLAS BRIDGETOWN 08250 

AILAC
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1. THE FCLLOWING IS IN RESPONSE TO GOTHARD/HOLTAWAY
 
ERAFT !"EMO REPORT, WHICH PRESENTS RESULTS OF SUBJECT
 
AUDIT.
 

(A) RE: RECOMMENDATION NO. 1 (A). MISSION HAS
 
RECTIVED REQUEST FROM APUA FOR ASSISTANCE TO HELP
 
IMPILMENt: AS QUICKLY AS POSSIBLE THE ACCOUNTING
 
RECOMHIENDATIONS OF GANNETT FLEMING INC. GIVEN THE
 
STATE OF APUA'S ACCOUNTING RECORDS, RDO/C BELIEVES IT
 
UOULD IE PRUDENT TO ENGAGE AN ACCOUNTING FIRM TO
 
ASSIST THE APUA ACCOUNTS DIVISION TO BRING ALL
 
RECORDS hND PROCEDURES UP TO DATE. IT SHOULD BE
 
NOTID, HCWEVER, THAT EVEN WITH THIS AID-FUNDED
 
ASSISTANCE, IT MAY TAKE UP TO NINE MONTHS BEFORE
 
RDO/C CAN OBTAIN FROM APU QUOTE A CERTIFIED AUDIT OF
 
ITS ACCOUNTS AND RECORDS FOR 1985 AND REQUIRE
 
CORRECTIVE ACTIONS TO BY TAKEN ON DEFICIENCIES NOTED
 
IN THI ACCOUNTING FIRM'S RIPORT ON APUA'S FINANCIAL
 
STATEMENTS UNQUOTE. MISSION KNOWS OF NO MORE
 
1IPIDITIOUS WAY TO ADIESS THIS RECOMMENDATION.
 
YI-TECHNICAL ASSISTANCE TO BE PROVIDED WILL GO 
TETONL AIDRESSING THIS SPECIFIC RECOMMENDATION AND 
WILL PROVIDE TRAINING O APUA ACCOUNTINP STAFF AS 
PART OF OUR GENERAL INSTITUTIONAL STRENGTHENING 
'COMFONINT OF PROJECT - IND FYI. 

(B) RI: RICOMMENDATION NO. 1 (B). MISSION, AT ITS
 
OCICBIR 14 POLICY DIALOGUE MEETING WITH THE
 
GOVIRN'ET OF ANTIGUA/BARRUDA (GOAB), LEARNED OF
 
APUA'S HISTORICAL EFFORT TO RECRUIT ADDITIONAL,
 

I/2 I.JNCLASSIFIED P, 11) (;ETOWN 0Pq25/,1 



:/2 
 UNCLASSIFIED 
 BRIDGETOWN 0092b/01 

NECESS.RY ACCOUNTING STAFF. APARENTLY, LOCAL 

ADVERTISING HAS 
NOT IDENTIFIED A CUALIFIED
ACCCUNTANT. 
GOAB STANDARD HIRING PROCFDURES REQUIRE
AN EXHAUSTIVE, TIME-CONSUMING DOCUMENTATION PROCESS
£EFCR£ IT CAN BE DETERMINED THAT NO QUALIFIED
NATIONALS ARE AVAILABLE. 
 IT IS NORMALLY ONLY AFTERTHIS PROCESS IS COMPLETE THAT RECRUITMENT MAY BE
INITIATED IN OTHER EASTERN CARIBBEAN COUNTRIES.FUR.HERMORE, IF RECRUITMENT IS NOT SUCCESSFUL IN
REGION, ADDITIONAL DELAYS MAY 

THE
 
BE EXPECTED BEFORE A
SEARCH MAY BE CONDUCTED OUTSIDE THE REGION. 
 MISSION
REPRESENTATIVES, SHOOING CONCERN OVER THE DELAYS
ALREADT EXPERIENCED BY THESE PROCEDURES AND FURTHERDELAYS WHICH MAY OCCUR, WERE ASSURED BY TEE GOAB
DEPUTY PRIME MINISTER THAT EVERY EFFORT WOULD BE MADE
TO STREAMLINE THE HIKING PROCESS. RDO/C IS HOPEFULTHAT A QUALIFIED ACCOUNTANT WILL SOON BE HIRED A-
APUA'S EXPENSE SO THAT ACCOUNTS WILL BE MAINTAINED IN
THE FUTURE IN ACCORDANCE WITH GENERALLY ACCEPTED
ACCCUNTING PRINCIPLES. HOWEVER, BECAUSE THE TIMING
OF THE FILLING OF THIS NEW 
 POSITION IS STILL
UNCERTAIN, IT WOULD SEEM PRUDENT TO INITIATE ASAP THE


ASSISTANCE OUTLINED 
IN PARA 1.
 

(C) RE: RECOMMENDATION NO. 2, SEE REFTELS 
(B), (C)
AND (r). 
 ALSO. MISSION FULLY INTENDS TO CONDUCT ANUPDATEr ADMINISTRATIVE ANALYSIS OF APUA BEFORE ANYrISBURSEPENT IS MADE UNDER ANY FOLLOW-ON PROJECT.
FUR'IHERMkOR, ANY FOLLOW-ON PROJECT WILL INCLUDE
CONrITIONS PRECEDENT TO DISBURSEMENT THAT WILL
REQUIRi APUA TO CORRECT DEFICIENCIES THAT MAY 
INHIBIT
ITS CAPABILITY TO MANAGE SUCH A PROJECT. 
 GIVEN THIS
STATEMENT OF MISSION INTENTION, WE REQUEST THAT
RLCOMMENEATION NUMBER TWO FE MODIFIED ACCORDINGLY AND
q STATEMENT BE MADE IN THE FINAL AUDIT REPORT THAT

THIS RECOMMENDATION IS CONSIDERED CLOSED.
FUR IHERMC.RE. IN OUR DIALOGUE SESSION WE ADVISED THE
GOAB THAT WE HAVE POSTPONEr PLANS FOR ANTIGUA WATER
II UNTIL FY 98. 
 THIS NEWS WAS DELIVERED IN THE
CONTEXT OF OUR DISCUSSION ON THE NEED TO IMPROVE 
APUA'S ACCOUNTING. 

(D) RE: RiCOMMENDATION NO. 3, MISSION FINDS THISRECOMMENDATION ACCEPTEBLE AS 
STATED. IN FACT, THERE
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S ALREAY QUOTE EVIDENCE OF A DISURSEMENT OF FUNDS
 
ROv 7HE GOAB TO PAY ITS CURRENT WATER BILLS TO THE 
PUA UNQUOTE. AS PREDICTEr IN REFTEL (A), RDO/C ANDHE GOAF ADDRESSEI 
TH! QUESTION OF GOVERNMENT 
RRIARAGkS TO APUA DURING IHE OCTOBER 14 DIALOGUE
 
ESSION (SEE REYTEL ()). THE ACCUMULATED WATER

ILLING AREEARAGES THROUGH APRIL, 1986 WAS REPORTED

0 i kC DOLS6,463,334.12. 
THE ADDITIONAL BILLINGS
 
OR MAY THROUGH AUGUST PRINGS THE TOTAL DUE TO EC
0LS7,721,278.12. IN AUGUST, 1986, A FIRST PATMENI
 

iC rciSb8,0oo.0 WAS MADE TO APUA. ACCORDING TO

=E t'ININSTRY OF FINANCE AND APUA, THE RIG AUDITORS 
ERE INFC!iMED OF THIS PAYMiNT, ALTHOUGH WE SEE NO
 
CKNOWl1rGEMENT 01 THIS IN THE DRAFT FINDINGS. IN
EPLEMEkth, ANOTHER CASH PAYMENT OF ECOLSV4.5 z.08 WAS MADE 10 APUA. ALSO, IN 
EPTEMEEhI AN EC DOI.S100,0( TRANSFER (OR CREDIT) WAS

FTICTED IN RELATION TO QUOTE LOAN PAYMENTS RE -
ENlES -UILDING UNQUOTE. THIS INVOLVED THE GOAB
 
AYING OFF A LOAN ON AN APUA BUILDING. IN SUM, THE
 
ALAICI DUE WAS REDUCED 10 EC DOLS3,708,685.04. INDriTIC, AN APUA E.ROH WAS DISCOVERED IN RELATION TO
HE LIABILITY OFISETS THAT WERE MADE AT THE BEGINNING

F 7EF U.S.A.I.D. PROJECT TO COMPLY WITH THE
ON lTION PREDECINT ON ARREARAGES. APPARENTLY, THE
UM Of EC DOLS1,879,100 WAS RECORDED IN APUA'S BOOKS 
S AN INCREASE IN THE CENTRAL GOVERNMENT'S EQUITY INFUA, ,HEREAS THE INTENT O THE TRANSACTION WAS TO

AVE THE AMOUNT CREDITIED AGAINST WATER BILLINGS.
 
ONSEQUENTLY BOTH 
 MILTON RODGERS OF APUA AND KEITH
 
URS1, 1 NANCIAL SECRETARY, AGREED THAT THE GOAB

ALAPJCE DUE 
 TO APUA SHOULD BE REDUCED BY EC
0L1, 79;100 FO EC DOLS1,E29,586.04. WE WERE ALSO
OL BY 7HE IEPUTY PRIME MINISTER, AND THIS WAS
ONFIhtlir BY KEITH HURST, THAT THIS REMAINING BALANCE

ILl Il lIQUIDATED BY THE IND OF THE CALENDAR YEAR.

IVEN IBIS TURN OF EVENTS, WE REQUEST THAT
 
1COMr 
NDATION NUMBER 3 BE MODIFIED ACCORDINGLY AND A

TATErINT MADE 
IN THE FINAL AUDIT REPORT THAT THIS

ECOMr1INDATION IS CONSiDERED CLOSED. 

E)RE: RYCOMMENDATION NO. 4, 4290 WATER METERS WERE 
URCEASED AND DELIVERED IN ANTIGUA ON 21 MARCH 1986.A
 
EPLACEr"ENT OF FAULTY MITERS IS UNDER WAY. 
 ALSO

NSTALLATION OF METERS WHERE NONE HAD BEEN PREVIOUSLY
 
NSTALLUI IS IN PROGRESS. OVER TWO HUNDRED O THE
 
IW MEILRS HAVE BEEN INSTALLED. THE
 
NSTALLATION/REPLACEMENT PROGRAM IS TO INCREASE
 
ONSIDERABLY OVER THE NIX' SIX MONTHS. 
 STEPS HAVE

111N TAEKI 
 TO IMPROVE THE METER READING PROCESS. 
HY GINERAL MGR. HAS PUT THE DEPT. ON NOTICE, THAT

LL 'E71RS WILI HE READ WhEN SCHEDULED ETC. OR A
AJCR SE'FEUP IN PERSONNEL WILL TAXE PLACE. THE
ENERAI ?ANAGER O APUA HAS HELD A SERIES OF MEETINGS
ITE THE CHIEF ACCOUNTANT AND ALSO SENT HIM A VERY
ENS" w-vE~RANDUM THAT NOTED THE BILLINGS/COLLECTION
EFICIiNCIES 
WITH EXPLICIT INSTRUCTIONS TO GET THEM

ORRELC',Y AS QUICKLY AS POSSIBLE. DESPITE THE'ABOVE
 

/2 UNCLASSTrTrr BRIDGETOWN Wv2?5Pl/02
 

APPENDIX APage 3 of 4 

http:DOLS1,E29,586.04
http:DOLS3,708,685.04
http:0LS7,721,278.12
http:DOLS6,463,334.12


UNCLASSIFIED 3RIDGETOWN 

FROGRESS, RDO/C HAS REQUiSTED THAT THE APUA GENERAL 
m NAGER SUBMIT A FORMAL ACTION PLAN IN ACCORDANCE 
ITE r.HE LANGUAGE OF THE RECOMPENDATION. CARPENTER 

BT 

008250/02 APPENDIX A 

Page 4 of 4 

NNNN 

2/2 UNCLASSIFIED BRIDGETOWN 008250/02 



APPENDIX B
 

LIST OF REPORT RECOfMENDATIONS 

PAGE No. 

Recommendation No. 1 3 

We recommend that the Regional Development
Office/Caribbean obtain from the Antigua Public Utility

Authority:
 

a) 	a certified audit of its accounts and records for 1985
 
aid require corrective actions to be taken on the
 
deficiencies noted in the accounting 
 firm's report on
 
APUA's financial statements;
 

b) 	 evidence that it has hired a qualified accountant 
responsible for maintaining its accounts in accordance
 
with generally accepted accounting principles. 

Reconendation No. 2 S
 

We recommend that the Regional 
 Development

Office/Caribbeai 
 continue monitoring the Government' saccounts receivable balance to 	 thatensure payments
continue to be made on a timely basis. 

Recommendation No. 3 7 

We reconmend that the Regional Development
Office/Caribbean obtain from the Antigua Public Utility
Authority an action plan scheduling when procedures
recommended by its technical advisors will be inplemented. 

Reconmendation No. 4 9 

We recnmmend that the Regional Development
Office/Caribbean i)erfonn an updated capability assessment 
of Antigua Public Utility Authority before beginning phase
two of the project and require it to correct any
lef ic ienc ies before di sbursement 
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No. of Copies
 

Director, RDO/C 
 5
 
AA/[AC 
 2
 
LAC/CAR/GECI 
 1
 
LAC/CONT 
 1
 

LAC/I)R 
 1
 
LAC/DP 
 1
 

LAC/GC 
 1
 
LAC/RLAs 
 1
 

AA/XA 
 2
 
XA/PR 
 I
 

LEG 
 I
 
GC 
 1
 
,WI 
 2
 
MFN//ASI) 
 3
 
PPC/CI)IE 
 3
 

IG 
 1
 
AIG/A 
 I
 

IG/PPO 
 2
 

IG/PSA 
 1
 

IG/LC 1
 

IG/I[ 1
 
IG/Ih/C&R 
 12
 
iIG/il/r 
 I
 
Other RIG/As 
 1
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