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MlIORANDUM
 

TO USAI])/Ecirdor Director, Fran Almaguer
 

FROM RIG/A/T, W dit~ Go ha rk 

SUBJECT: Audit of Selected USAID/Ecuador Activities
 

The Office of the Regional Inspector General for Audit/Tegucigalpa
 
conducted a financial and compliance audit of selected USAID/Ecuador
 
activities. The audit covered the Mission's management of local currency
 
trust funds, monitoring of host country contracts under the Macroeconomic
 
Analysis project, and certain transactions and activities which have
 
become the subject of an investigation. Discussion of those activities
 
has been deleted from this audit report in order to avoid prejudicing the
 
outcome of the investigation. The audit objective was to determine
 
whether selected activities supported by IJSAID/Ecuador were in compliance
 
with applicable laws and regulations.
 

The audit showed that IJSAID/Fcuador had not complied with AID Handbook 19
 
requirements for establishing and managing local currency trust fund
 
accounts. Also, in some instances, the Mission had not complied with
 
guidance on monitoring performance under host country contracts found in 
Handbook 19 and elsewhere. 

The first report finding discusses non-compliance with requirements for 
establishing and managing trust fund accounts. The Mission had 
established two accounts in the name of the Mission Controller (rather 
than in the name of the U.S. Disbursing Officer) and used trust funds to 
purchase certificates of deposit in the Controller's name. In addition, 
the Mission did not maintain accounting records to keep track of 
transactions involving the certificates, and did not adequately safeguard 
the certificates of deposit. The second finding concerns weak monitoring 
of performance under host country contracts. The Mission relied on the 
implementing 0gency's certification of performance when authorizing 
payments to host country contractors, rather than personally verifying 
performance. Later, after a change in project officers, the Mission more 
closely monitored performance under host country contracts, but approved 
payments to one contractor who did not fulfill all of the terms of his 
contract.
 



The first recommendation is that USAID/Ecuador account for trust funds
under its guardianship, and establish procedures for managing trust funds 
in accordance with Handbook 19. The second recommendation is that the 
Mission provide its project officers guidelines for monitoring
performance under host country contracts. 

USAII)/Ecuador generally agreed with the findings and recommendations, but 
proposed a number of changes to improve the report's completeness and 
accuracy. Where appropriate, we have incorporated these changes. The
Mission's detailed comments and our response are presented in Appendix 1. 

Please advise this office within 30 days of the actions planned or taken 
to implement the report recommendations. 



EXECUTIVE SUMMvARY 

This report discusses three programs managed by USAI)/Ecuador. The first 
is a $24.2 million Economic Support Fund grant, signed on September 29, 
1985. The second is a PL 480 Title I loan agreement, signed on May 17,
1985, which provided for the sale of $15 million in agricultural 
commodities, The third is the Macroeconomic Policy Analysis project,

signed on September 28, 1984, which provided $1.3 million in Development
 
Assistance funds.
 

The Office of the Regional Inspector General for Audit/Tegucigalpa 
conductcd a financial and compliance audit of selected USAID/Ecuador 
activities. The audit encompassed certain transactions and activities 
which have become the subject of an investigation. The discussion of 
these activi ties has been deleted from this audit report in order to 
avoid prejudicing the outcome of the investigation. The audit objective 
was to determine whether selected activities supported by USAID/F-cuador 
were in compliance with applicable laws and regulations.
 

The audit showed that USAID/Ecuador had not complied with All) landhook 19 
requirements for establishing and managing local currency trust fund 
accounts. Also, in some instances, the Mission had not complied with
 
guidance on monitoring performance under host country contracts found in 
Hlandbook 19 and elsewhere. 

Current Mission management had, however, taken several corrective actions 
before the audit began. For example, it had closed two trust fund 
accounts which were improperly established. It had also instructed the 
Government of Ecuador that certificates of deposit purchased with PL 480 
Title I funds should be purchased in the name of the PL 480 Title I 
program rathar than in the name of the Mission Controller. 

The first report finding discusses non-compliance with requirements for 
establishing and managing trust fund accounts. The Mission had 
established two accounts in the name the Mission Controllerof (rather
than in the name of the U.S. Disbursing Officer) and used trust funds to 
purchase certificates of deposit in the Controller's name. In addition, 
the Mission did not maintain accounting records to keep track of 
transactions involving the certificates, and did not adequately safeguard 
the certificates of deposit. The second finding concerns weak monitoring

of performance under host country contracts. The Mission 
relied on the
 
implementing agency's certification of perfonlance when authorizing
 
payments to host country contractors, rather than personally verifying
 
performance. Later, after a change in project officers, the Mission more
 
closely monitored performance under host country contracts, but approved
 
payments to one contractor who did not fulfill all 
of the terms of his
 
contract.
 

According to AID Handbook 19, the U.S. Disbursing Officer is to make
 
deposits to and payments from AID trust fund accounts, and AID is to
 
account for and report on the trust fund operations to the host
 
government and AID/Washi ng ton. Contrary to these requi rements, 
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IJSAID/Eicuador opened two trust fund accounts at a local bank ("La 
Previsora") in the name of the Mission Controller to manage local 
currency generated under the 11L 480 Title I and Economic Support Fund 
programs. Also, the Controller did not maintain required accounting 
recoi ls to keep track of the resources undtr his control. The exact 
reason why the two accounts were estblished at La Previsora is not 
clear. Mission officials offered several possible explanations: that 
the Controll,-r thought he was the U.S. J)isbursing Officer and his actions 
were in compliance with AID regulations; that the Controller was asked by 
his superiors to establish the accounts at La Previsora; or that the 
Government of Ecuador wanted the accounts opened at La Previsora to 
bolster the bank's financial position. Since required internal control 
procedures were not followed in establishing and managing the trust fund 
accounts, approximately $17.1 million in local currency could have easily 
been misappropriated from the accounts. The report recommends that 
USAID/Ecuador prepare an accounting for trust funds under its control, 
and establish procedures to e nsure that trust funds are managed in 
accordance with AIlD/lHandbook 19. Mission officials gemierally agreed with 
this finding and recommendat ion. 

AIl)'s management system places project monitoring responsibility on its 
project officers who administratively approve payments under host country 
contracts after ensuring that services have been properly rendered. The 
Mission approved payment under three host country contracts hased solely 
upon the contracting agency's certification. Later, the Mission approved 
payment under a host country contract even though the contractor had not 
complied with all of the contract tenns. IJSAII/Fcuador had not developed
guidelines or procedures to assist its project officers in establishing 
systems to monitor perforiiance under host country contracts. As a 
result, over $196,000 in IJ.S. grant funds was paid to host countr/ 
contractors who had not provided all of the products and services 
stipulated in their contracts. h1owever, according to Mission officials, 
$150,000 of this amount was paid to a contractor who at least complied 
with the i ntent of hi s contract. The report recommends that 
USAID/Ecuador issue guidance on monitoring perfonlarice under host country 
contracts. The Mission generally agreed with this finding and 
recommendat ion.
 

/U
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AUDIT OF SELECTED 
USAID/ECUADOR ACTIVITIES
 

PART I - INTRODUCTION
 

A. Background
 

Three programs are discussed in this report: an Economic Support Fund 
(LSF) grant, a PL, 480 Title I sales program, and the Development
Assi stance-funded Mac roeconomi c Policy Analysis project. 

The ESF grant agreement was signed on September 29, 1985. The basic 
agreement and its four amendments obligated $24.2 million for 
balance-of-payments support. At the time of the audit, this entire 
amount had been disbursed, and S/. 2,311,536,000 (Ecuadorian sucres) 1/
had been generated under the agreement. This local currency was to be 
used fo" pur)oses agreed to by USAIl)/Ecuador and the Government of 
Ecuador.
 

The PI, 480 Title I loan agreement, signed on Mlay 17, 198S, provided for 
the sale of $15 million in I.S. agricultural commodities. The sale of 
these commodities generated S/. 1,414,046,488 to be used for purposes
agreed to by UJSAI/Ecuador and tihe Government of Ecuador. 

The agreement for the Macroeconomic Policy Analysis project was signed on
September 28, 1o84; the project assistance completion date was September
30, 1987. The nroject agreement obligated $1.3 million in )evelopment
Assistance funds and required counterpart contributions equivalent to 
$435,000. As of March 31, 1987, $1.1 million in AID funds had been 
disbursed. 

B. Audit Objectives and Scope 

The Office of the Regional Inspector General for Audit/Tegucigalpa

conducted a financial and compliance audit of selected UJSAII)/Ecuador
activities. The audit covered the Mission's management of local currency
trust funds, monitoring of host country contracts under the Macroeconomic 
Analysis project, and certain transactions and activities which have 
become the subject of an investigation. Discussion of those activities 
has been deleted from this audit report in order to avoid )rejudicing the 
outcome of the investigation.
 

The audit objective was to determine whether selected activities 
supported by IJSAID/Ecuador were in compliance with applicable laws and
 
regulations. The audit work consisted of: reviewing relevant laws and 
regulations ; reviewing Mission documents such 
 as agreements,

correspondence, 
 reports, and accounting records; and interviewing
 

1/ Loca' currency was generated using the exchange rate of S/. 95 to 
- $' The same exchange rate is used throughout this report. 



USAI I/Ecuador and host government officials. The review of compliance
and internal controls was limited to the findings in this report. The 
audit work was perfonned from January through April 1987, and covered the 
period from May 1985 throuigh March 1987. The audit covered AID 
di sbIrf Nfents of $1. 1 mi lii on and local currency generations equi va lent 
to $39.2 mill ion. 'The and It was made in accordance with generally 
accepted goverilllent. ad it i nig stalldaI(1 s. 
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AUDIT OF SELECTED 
USAID/ECUADOR ACTIVITIES
 

PART I I - RESULTS OF AUDIT 

The audit showed that USAID/Ecuador had not complied with AID Ilandbook 19 
requirements for establishing and managing local currency trust fund 
accounts. Also, in some instances, the Wission had not complied with 
guidance on monitoring perfonance under host country contracts found in 
Htandbook 19 and elsewhere. 

However, USAID/Ecuador had taken several corrective actions before the 
audit began. For example, it had closed two trust fund accounts which 
were improperly established. It had also notified the Government of 
lcuador that certificates of deposit purchased with PL 180 Title I funds 
should be purchased in the name of the PL 480 Title I program rather than 
in the name of the Mission Controller. 

The first report finding discusses non-compliance with requirements for 
establishing and managing trust fund accounts. The N i ssion had 
established two accounts in the name of the Mission Controller (rather 
than in the name of the U.S. I)isbursing Officer) and used trust funds to 
purchase certificates of deposit in the Controller's name. In addition,
the Mi ssion did not mai ntai n accounting records to keep tracnk of 
transactions involving the certificates, and did not adequately safeguard
the certificates of deposit. The second finding concerns weak monitoring 
of performance under host country contracts. The Mission relied on the 
implementing agency's certification of performance when authorizing 
payments to host country contractors, rather than persona.ly verifying
performance. Later, after a change in project officers, the Mission more 
closely monitored performance tin:er host country contracts, but approved 
payments to one contractor who did not fulfill all of the terms of his 
contract.
 

The first recommendation is that USAID/Ecuador account for trust funds 
under its guardianship, and establish procedures for managing trust funds 
in accordance with Htandbook 19. The secord recommendation is that the 
Mission provide its project officers guidelines for monitoring 
peifonance under host country contracts. 

-3 ­
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A. 	Findings and Recommendations
 

1. 	Two Trust Fund Accounts Were Improperly listahl ished and Carelessly 
_
 ___1-1 	 -- - _ --­jiaBed 

According to All) Handbook 19, the U.S. Disbursing Officer is to make
deposits to and payments from AID trust fund accounts, and All) is to 
account for report the fund 	 to
and on trust operations the host
 
government and AID/.iashi ng ton. Contrary to these requi rements,
1JSAID/Fcuiador opened trst accounts a banktwo fund 	 at local ("La

Previsora") in the name of the Mission Controller to manage local 
currency generated under the P1, 180 Title I and Economic Support Fund
(FSF) prog rams. Also, the Controller did not mai ntain requi red 
accounting recornls to keep t;ack of the resources under his control. The 
exact reason why the two accounts were established at La Previsora is not 
clear. Mission officials offered several possible explanations: that
the 	 Ce1ntroller thought he was the U.S. Disbursing hisOfficer and actions 
were in compliance with All) regulations; that the Controller was asked by
his superiors to 	 establish the accounts at La Prc;visora; or that the
Government of Ecuador wanted the accounts open-d at La lPr.vi sora to
bolster ti:e bank's financial position. Since required inte!nal control 
proceiures were not follow,(] in establishing and managing the fundtrust 

accounts, approximately $17.1 million in local currency could have easily
been misappropriated from the accounts. 

Recommendation No. I 

We recommend that IISAID/Ecuador: 

a) 	prepare a full accounting for the use of the Economic Support Fund 
and PL 480 Title I local currency funds deposited into and disbursed 
from the two trust fund accounts at La Previsora bank, and 

b) 	 establish procedures to ensure that All) trust funds are established 
and 	managed inaccordance with AI) landbook 19.
 

Di scussion
 

AID landbook 19 reflects U.S. Treasury regulations in specifying the
 
procelures to be followed in establishing and managing trust fund
accounts. The cooperating country makes local currency available for
 
deposit in a U.S. trust account pursuant to negotiations and a definitive
 
agreement with AID. Title for foreign currency trust funds resides with
the cooperating country, and the Mission acts as trustee for the country
and reports thereon to the country and to AI])/Washingtor;. Deposits to
and payments from tle trust account are 	 effected by the U.S. Distbursing
Officer 
 in 	accordance with standard collection, certification, and

accounting procedumres. (The U1.S. Dishuising Officer for Ecuador is
located in .'exico City, Mexico.) The AID Mission is required to maintain 
accounting records and 	 prepare reports on tru:;t fund operations. 
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Contrary to the requirements of Handbook 19, IJSAiID/Ecuador opened two 
trust fund accounts in the name of the Mission Controller at La Previso i 
bank to manage $17.1 mill ion in local currency generated under the Pl 180 
Title I program and the ESF program. The Mission Controller and the 
Deputy Mission Director were authorized to sign checks drawn on these 
accounts, but all checks dtrawn on the accounts (between December 1985 and 
August 1986) were in fact signed by the Controller. 

The account for Pl, 180 Title I local currency Was opened on December 1, 
1985 pursuant to a Trust Fund Agreement with the Government of Ecuador 
dated October 21, 1985. A total of $12.8 million in local currency 
gene ra ted plus i inerest eA Fned were depos ited into the account. 
IJSAI)/Costa Rica's Deputy Controller, who was asked by IJSAI1/Ecuador to 
provide t ecnical assistance on managing local currency, QWStioned the 
legality of this ,ccount in a report dated February 7, 1986. On ,July 10, 
1986 (Five montths Ilter) the %lission closed tile account and transferred 
the halance ($6.4 million) to a PL, 180 Title I account at the National 
Development Bank conttolled by the Ministry of Agriculture (see Exhihit 
1). Another account, used only to pay tile costs of the PL. 480 Title i 
Implementation Secretariat, was opened in the name of the IJ.S. Disbursing 
officer on November 24, 1986. 

The account for tihe ISP program was opened on Janraiy 24, 1986 Iurstant 
to a tnist fumi ag reement with the Government of Ecuador dtated January 
23, 1986. A total of $4.3 million in local currency generated and 
interest earned was deposiiet into this account at La Previsora hank. A 
February 7, 1986 report prepared by USAI)/Costa Rica's Deputy Controller 
who had travelled to (,Ajito at the request and expense of iJSAI)/Ecuador in 
order to help the Mission establish accounting and control systems over 
the ESF local currency generations also questioned the legality of this 
account. THie trust fund aeitement was amended on May 29, 1986 (four 
months later) to put the t nst account in the name of the I.S. Disbursing 
Officer. However, IJSAI)i/Eicuador's Cotroller co1101111ed to disburse funds 
from the Previsora account runtil a new account in the U.S. Disbursing 
Officer's name was opened on August 22, 1986. On December 30, 1986 the 
old Previsora account was finally closed and the balance ($3.9 million) 
transferred to a Central Bank account at La l'nrevisora bank (see Exhibit 
2).
 

The Controller (lid not maintain accounting records (required by liandbook 
19) to keep track of the trust ftunds. Inistead, he relied on bank 
statements and notations in the check books to account for ises of trust 
funds. 

The Cont roller i nyvested Soie Of the ftunds Fromi tice two tir-,st fund 
accounts in certificates of deposit at the National Development Bank. 
Most of the certificates paid 22 percent interest and had short-term 
maturities. The certificates were purchasedi in tIe name of th: 
Controller rather than the tume of the P1. 4810 Title I or E1SF program. A 
total of 23 certificates deposit purchased (18 with ,80 Titleof were IN1, 
I funds and fiye with ESF tf tds). About $9.5 mnillion ($6.3 million in Pl. 
480 Title I funds and $.2 million ESF funds) was invested ill 

certificates of (hposit. (These figures ldonot irclhide ilnterest caried 
on the certiflicates.)
 



The Mission' s care less management of tjust funds is ill list rated by its 
failure to properly protect thle ,$6.3 million in PL 480 Title I funds 
invested in certificates. Eleven of the certificates were redeemed at
the National D)evelopment Bank by the Executive Secretary of the program, 
even though the certificates were in the name of the Mission Controller. 
The Executive Secretary was a foreign service national employee working
under a personal services contract with the Mission's A, riculture ai
Rural Development Office. The other seven cert ificates were kept by the
Mission Controller in his Cshier's safe. Prior to his departure from 
Ecuadoc in September 1986, the Controller gave the seven unredeemed
certificates to the Executive Secretary who kept them in his office:
When the current Controller was instructed in December 1986 to secure aiW 
Mission files relating to our audit, the -xecut iVe Secretary delivered 
two sealed envelopes to the Controller for safe-keeping. According to 
the current Controller, the two sealed envelopes were placed in a safe 
that ie had obta i ned for the purpose of control l i ng se ns i t i ve 
info mat ion. Upon catalogui ng the infornat ion the following day, the
Control ler found that the two sealed envelopes contained the seven 
iuredeemned certificates of deposi t. 

In addition, the Control ler Idid not maintain any accounting records to 
track investments of P1, 480 Tit le I and ES]: fuls in cert ificates of
deposit. Al though the Nat ional Devel opment Bank provided monthly
 
statements to)SAIl/Ecuador, the MIission had no accounting 
 records to
verify the contai ned the hank' si nformat ion i n statementis. Given the 
absence of controls over the certificates of deposit, it would have been
qui te possi ble for tLie Executive Secretary to mi sappropri ate the 
equivalent of millions of dollars in trust funds. 

Io correct this situation, tIe Controller turned the seven unredeemed 
certificates over to the Ministry of Agriculture for safe-keeping on 
January 8, 1987. At that time, Implementation Let[er No. 65 was issued,
mandating that the name on the certificates be changed from the Mission 
Controller to the 1. 480 Title I Program and that thre certificates be 
held by appropriate Governm.nt of lcuador officials. The Impplementation
letter also suggested that the certificates be kept in the custody of the 
National l)ewlopment Bank andI that amthority to transfer funds between
certificates of deposit ari the Pl. 4180 'Title I Progran account be
exercised by the Ministe r of Agriculture or his represehLativ e who served 
as the Chairman of thre Pl 480 Advisory Council. 

The exact reason wIy the two trust fund accounts were establisher at La 
Previsora bank is not clear. Sotne possible explanations given by USAII)
officials were that the Mission Controller was asked to do so by his 
superiors; or that the (Government of Ecuador wanted the account opened at 
l..a Previsora bank to bolster its financial position. Also, we were told 
that the draft of the first rust fund agreement for tire '. 480 Title 
prog ram (which was approved by All/lashi ngton) stated that the trust 
account sholhi be in the name of the 1U.S. l)isbuisirg Officer. Ihowever,
this draft ag ruement was reportedly changed during Mission clearance 
ecause tie Controller reporledly advised Mission officials that he was 

the U.S. Disbursing Officer. 
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Although we accounted for all funds deposited into and disbursed from the 
two trust fund accounts at La Previsora bank, we did not verify that all
of the funds di s bii rsed fromn the accounts were used for i ntended 
purposes. In separate auidit reports on the ESF and P, 480 Title f localcurrency programs, we recommend that uses of t0he funds disbursed under 
these programs be promptly reviewed by local auditing finns. 

The establ ishment of the two trUst f11ri1 accoLnts in the name of t he
Mission Gentrollpr arnd the failure to account for the transaction; was a 
serious internal control deficiency. The equivalent of $17.1 million inlocal currency could have easily been diverted to imnauthorized uses sincn
either the Controller or the l)epty Mission Director could have written 
checks on these accounts without any vouchers to authorize thetransactions or could have slpported the transactions with falsified 
vouc lie rs. 

Manage ientComment s 

USAID/Ecuador questioned whether it would have actually been possible for
the Executive Sec retary to misappropriate t nst funds invested in
certificates of deposit. It also stated that one possible reason trustfunds were deposited in La Pievisora Iap! was so that the funds would 
earn interest. With i t s response to the draft relorL , the M ission 
provided copy of a Mission Older dateld une 19, 1987, which established 
policies 
for managing trust funds in accordance wi th AI) and I.S. 
Treasury regulations. 

Office of Inspector General Comments 

We continue to believe thmt trust funds could have easily been
mi sappropri ated. The Cont roller could have wri tten checks based on
falsified or non-existent supporting documentation, and the Executive
Secretary could have redeemed certificates of deposit without
aiuthori zation. The val iditv of the suggestion that t nust funds may havebeen deposited in La Previsola to earn interest is doubtful since (I) the 
accounts di t not earn interest and (2) interest could have been earned at 
any bank other than the Central Bank of Ecuador. The Mission Order
issued in Jume 1987 implements part "b" of recomnendation number I which
is closed upon issuance of this report. Part a' is resolve(l, and will 
be closed when the reqiuired action is completed. 
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2. Ilost Country Con trac t Moni to r in, Needed Imp)rovelient 

AIl)'s management system places project monitoring responsibility on its 
project officers who administratively approve payments under host country 
contracts afteI ensuring that services have been pro)erly rridere(l. The 
Mission approved payment untle three host country contracts based solely 
upon the contracting agency's certification. later, the Mission approved 
payment uniler a VOst collitryW contract even thouighi the COlntI Iait.or had niot 
cormpliedI with NiI of tie contract terms. IJSAll)/lcruador flid not developed 
guidelines or procedures to assist its project officers in establishing 
Systems to iiioni t r]el formaIlCe under hlost Collntry cont.racts. As -i 
reslult, over $196,000 in U.S. grant funtds was paid to host CotMntry 
cont ractors who had niot pronvided a Il of the proxlicts and Services 
stipulated in their contracts. lioever, according to Mission officials, 
$150,000 of this aumont was paid to a contractor who at least con)lied 
with tLIe intent of hiis colittact. 

Recommenrdation No. 2 

Ie recommend Ot LSAIl)/licuador issue a Mission Order on monitoring host 
countIlY contracts which complies with Agency guidance. 

Discussi10 

All) regu lations found in lLindbook 19, Chapter 3 provide that project 
officers assigned to oversee project ilnplementat ion are to 

Alhi ni st rat i ye 1y approve a If vouchers subii tted under host country 
contracts (WiLt ce rtain exceptions not UlNevalit liere). The project 
officer's approval : 

... signifies tiat the [prject officer], w o is in a position to know 
or find out if s.ivices have been ptloilned prIsuiant to the telms of' 
the contract, is satisfied that the services set forth in the 
docuent attacte d to the cIa im or hi Iliiav, in fact been loipformed 
an tLLat tlie Iproject officer] assures to thle evst of his/her 
knowledge that siucli services are in accordance wi I h the Contract 
involved. 

While All) Ilandbook 19, Chapter 3, Section II places prilary importance 
upon the certificate of performance executed by' the contractiig agency, 
it dInes riot re Iieve the project. officer ofF spons i 1)i lit y for 
independently ye ritfying contract p ifonn nc. All) liD dhook to, Appenclix 
3A provides cri teri a for tihe project officers admuii ii strati ve approval of 
all vomch:rs. IL St1pulaLes that , inder COritract S p[oviding o r nt)'lit 
at fixed iHtoervals (as was the case under the coltracts in c(Ilestioln) the 
proje(ct ofIice r i s expected "... tn know whet-lir t lie work ha s been 
COmifpleted" befol approvirig p;Nielit. 

In addit ion, Si, I ion 101 o, the loreign Assistance Act of 161, as 
amended Stipulat ,s thait "... lUnited States deve lopment resOIIICeS be 
effectively and of tici -ntly r ilized." SoUMd mi nagemelnt procedure, would 
dictate that All) rot (IC egat e this ionitolilrg recpo is hility to a host 
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country contracting agency, as wouid b)e the case if the project officer
 
relied solely upon contracting agency certifications to ensure compliance
 
with contract terms. 

Finally, All) Handbook 3, Chapter 11 provides that Bureaus and Hissions 
must establish systems to adequately monitor projects in their portfolios. 

USAI)/Fc ador's Macroeconomic Policy Analysis Project (No. 518-0050) 
funded host country technical services contracts with three Ecuadorian 
nationals. The scopes of work of these contracts were vague, but it was 
intended that the contractors would provide advisoiy services, reports 
and analyses to the Ministry of Finance in whatever manner the Minister 
of Finance deemed appropriate. Two of the contracts also required the 
contractors to evalu ate reports which were not scheduled for completion 
and del ivery unti l the host country contracts were approaching 
termination. Therefore, the project in essence funded Ministry of 
Finance staff positions, relieving the Ministry of Finance of the salary 
burden of three staff advisors. The contractors were, however, to 
provide detailed work plans to the Mission and/or the Ministry of Finance 
within 30 days of the contracts' effective dates. The contractors were 
also to provide periO(lic prngriss reports, w()rk plans and final report1s. 
The progress reports wonld summari ze tliei r work perfnim1aice, probl(ms 
encountered and how they Were solved, concusions. and i-comtmndations. 
The fin-) reports would provide a compilation of achievements, problems 
and recoimiendatioris. These reports were to be submitted to Oie Ministry 
of Finance. The first contract became effective in Novenber 1984 and 
terminated in Feb rua ry 1987. The remaining two contracts became 
effectiye in September 1985 and were teninated for conveniience by the 
Mini st ry of Fina nee in June 1986. 

Jnder the terms of the Contracts, lSAIl/lcuador iade monthy payments 
directly to the contractors for "services rendered." The cont ractors 
submi tted 'Pbl ic Vouchers for h'rchases and Services Other Than 
Personal'" (SF-I 03d), together with Ministry of Finance ceinifications of 
perfonnance, to the Mission each month. Two project officers were 
assigned to monitor the contracts at different times. 

The Missien administiatively approved paymert- based solely on the
 
Ministry's certification of performance. Notwithstanding tLhe Ministry's 
certificatioL., two of the contractors did not peirform satistfactorily, and 
their contracts were terminated for convenience in June 1986. The third 
contractor perfomned more satisfactorily, bit still did riot provide the 
work p1an, progress reports, and final report req'iired )yhis contract. 

In May 1986, after a clange in project officers, the Mission discovered 
that two of the Cotl'ractors were iot perfonnin g as requ i red and 
immediately took steps to terminate their corntracts. The Mission, 
however, cont i nued to administratively approve payinets for the third 
contractor, even though the contractor had not provided the required work 
plan, progress reports, and final report. 
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USAID/-cuador had not established system specific guidelines fora or its 
project officers to use in monitoring activity under host country

contracts, so as to enable them to make informed payment authorizations. 
Without positive guidance, the project officers assigned to monitor the
Macroeconomic Pol icy Analysis Project expressed the belief that they need 
not or could not actively monitor activities under these host country
contracts. In August 1986, tie Mission issued a Staff Notice requiring
each project off icer to sumi t a completel moni toring cleckli st to the
Mission Controller' s Off ice with each reimbursement voucher submitted for 
payment, includling payments under host country contracts. 
This checkl i st 
mentioned meeting with counterparts to discuss contractor perfonance a 
one basis for approvig payment vouchers. Thi s is a necessary step in 
establishing an adequmate payment auithorization and certification system.
It does not, however, directly address the needs of the project officers
monitoring host country cont racts. These include the need to physically
inspect work products, guidelines for refusing to authorize payment in 
the absence of specific p rformance, and a description of project
officers' duties and responsi hi lities as a representative of a
 
non-signatomy participant under the contract. 

In the absence of such gui(lance, project officers left towere 

inoepenlently detennire tie scope of their monitoring responsi hi I i ties. 
In this instance, tie lack of guidance resulted in disbursement of almost
 
$200,000 to contractors who failed to abide by the terms of their 
agreements. Despite a lack of physical ofevidence contract compliance,
 
AID had disbirsed, through Ma rch 1987, $196,632 
 (partly in local
currency) to the thre cont rac tors For "srvices rendered. " According to
Mission officials, $t50,000 of this amount was paid to a contractor who 
at least conplied with the intent of his contract, although he did not 
produce exactly what Was called For in the contract.
 

Management Comments
 

USAI)/Fcundlor geneial ly agreed with tlEis rinding and recommendation, but
suggested certain chages to the text to improve the completeness and 
accuracy of the ti di ng ard recommendation. Accordinf, to the Mission,
the Regional legal Advisor ad the Regional Cntracting Officer were 
reviewing a draft Mission Order wmich provided guidelines on monitoring 
host country conitracts. 

Office of Inspector General Comments 

We consider recomm.wdation number 2 resolved. It livy be closed when the
Mission Order on monitoring host country contracts is issued in final 
form. 
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B. Compliance and Internal Control 

1. Compliance 

The audit disclosed compliance problems in two areas. First, 
IJSAII)/cuador had not comp Iied with Handbook 19 requi rements for 
establishing and managing trusn fund accounts. The Mission established 
two trust fund accounts in the name of the Mission Controller rather than 
in the name of the U.S. Disbursing Officer in Mexico as required by AID 
and U.S. Treasury Regulations. The Mission also used trust funds to 
purchase certificates of deposit in the Controller's name. The Mission 
did not maintain accounting records to control the certificates, and di 
not properly safeguard the certificates themselves. The second area of 
non-compliance concerned mnonitoring performance under host country 
contracts. The Mission relied on the implementing agency's certification 
of perfonnance when administratively approving vouchers for payment, 
rather than personally verifying performance. Later, after a change in 
project officers, the Mission more closely monitored contractors' 
performance, but approved payments to one contractor who had not provided
all of the products called for in his contract. The review of compliance 
was limited to the two areas discussed above. 

2. Internal Control 

The internal control weaknesses revealed during the audit concerned the 
same areas discussed above. First, the failure to establish sound 
internal controls over trust funds introduced an unacceptable risk that 
these funds could be misappropriated or wasted. Second, due to the lack 
of Mission procedures for monitoring host country contracts, about 
$200,000 was disbursed to contractors who had not entirely fulfilled the 
terms of their contracts. The review of internal controls was limited to 
the matters discussed above.
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AUDIT OF SELECTED 
USAID/ECUADOR ACTIVITIES
 

PART III - EXHIBITS AND APPENDICES
 



Exhibit 1 

ANALYSIS OF DEPOSITS AND DISBURSEMENTS
 
LA PREVISORA TRUST FUND ACCOUNT - PL 480 TITLE I PROGRAM 

I)ECI BI3ER 9, 1985 TO ,JULY 14, 1986 

Deposits
 

-
PL 480 Title I Sales Proceeds $14,884,700 
- Loan from Ministry of Agriculture 105,263 
- Redemption of Certificates of Deposit 1,101,246 

Total Deposits $16,091,209
 

Disbursements
 

- Repayment of Loan 
 $ 105,263 
- Purchase of Certificates of Deposit 6,315,790 
- Program Expenses 3,255,795 
- Transferred to National Development Bank 6,414,362
 

Total Disbursements $16,091,209
 



Exhibit 2 

ANALYSIS OF DEPOSITS AND DISBURSEMENTS
 
LA PREVISORA TRUST FUND ACCOUNT - ESF PROGRAM
 

JANUARY 24 TO [)ECEMBER 30, 1986
 

Deposits
 

- FSF Special Account at Central Bank $4,000,000 
- Redemption of Certificates of Deposit 3,491,431 

Total )eposits $7,491,431 

Disbursements
 

- Purchase of Certificates of Deposit $3,157,895 
- Program Costs 388,731 
- Transferred to Central Bank Special Account at 3,944,805 

La Previsora 

Total Disbursements $7,491,431 
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UNITED STATES GOVEkNMENT 

memorandum
:Julm 14 

RF "YL TO 
ATTr O Lank Al magter, Dractor O/CONT-87-318
 

USAID/lcuador /
 
,U1.( Iral And it: Rp of Soctd UISAT&l/Hc ador: Activities 

,Mr . Co i nag e Got:ha r (, IAC/R[G/A 

The Mission has revi.ewed the sulbject dIraft audit report and has 
the following comments, obser vations and 
recommendati.ons/roquets I or c:lhanges: 

L. Page L (first par a<lr-aph) 

The last ;entence in thi.s paragraph states that the 
Macroeconomic Policy Analysis project was signed on 
September 28, 1985. ['he correct signing date is September 
28, 1984. 

2. Page i (last PLar~d raph) 

lission requests that the first sentence be changed to 
read: "Cur rent Mission management had taken many 
corrective actions...". 

3. Page ii (mihdle parar ph, last two sente0nces) 

Mission requests that the last two sentonces be changed to 
read: "The Mi.ssion r Lied on the implemeI ting agency's 
certification ofI perfLormance when ,ut:horizLng payments to 
certain host country contractors tundor one project.":'' 
aiso request that the ne'xt sentence he changed to road: 
"Latur , after a change in pr oject oli c{_'i)1, the Mis;s{lon 
more clos;e].y moi. toredI tile project pe rfo.r.ma nc teIln{Joe I-he 
host counltry coInt racts, hut- approved payments to 0ne 
contractor Vho did not fulfill LIal of the terms of his 

.contract '' 

4. Page iii (first paragraphi) and Page LO) (scond sentence) 

We know o{l no Factua e aence to suppotl: tithe stat:eientL('Vi 

that the Government: o- tclit . . .want"l the acco.nts 
opened at ha l reviso:u to ho L5tr the h.nt1 ' ps i t ion.' 
Un Lss thelre arc docu wnuilit ,(l t at:eien t:;t ade by GOL, 
off icial:; to support ihlis c laini, then we belinvQ the 
statement shldti I beaeItea from report. ifdelete I the 
speculative :;tatLe( ilts Aa to he inc Ludei i.n the report, 
tiheII other , ib Le reasons Ins ILde a desire to earnI7i 

OPTIONAL FORM NO. 10 
{FiEV. I-80l 
GSA FPMRI (At CIR) 10t-I.6 
5010-114 
* U.S. CV 19 ,--491. 14 ' 
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interest on tle A/C and p)resumd gi:eater accossh.:.l iLty 
unlir l:tle trust ,-arralgeenilt of the Missio: n . 

Also, we question the s;tatement that "...approxiMately 
$17.1 i I i -.. in cuIrrency coul ihavo eeas] beenoln local l.y 
eiitbezz., I frolm the01aCcout s;." " m\i I: ed IAid intert:nal., 
contIol; \ore 0wo-dk, alP not i1,an[ t)111 t (jo:.; rucos:;alr i.y 

i.,.; icd n LV tNOtha P 1onm(onp iavy' ho1h oii c zzLed ea; If 
stiteOlmlelt iS to r maFin , it shou d be exp) lai ned .in Ph', 
1, j)o) t, in {)F nc inO 1.l,7 J1 HiP, -jusl.;t how os Ily tPil' money 
c1 lu iOVetO be el he. I I,,t. in tLi ,a .nCect ol tii 
Lanqui],-lt , we he i ttheVOIi( -. i -OIernlt. i cup: tohou,I Is in 

" re0adt: ". .. i I )ri 1 ,L VP1'h :;Cicul lto i;se.was rto 


i ica 0k s vor il c11 Io(i.ui( : ,;os to.se the i!11 t t i iL d ing, 
w '&qt;i t-1: it L h e 1" t s.oiite)Co in thi. a).rlagr-aiph he 

. lPaqe iii ((I.<tPir ,..ra12 7 Ise1Tcodi( sintiLuwo) 

T li i.2. ss iiest hat . ltL Vineniclhilit L)L st tLI I S t hrulid d 

"Th( Mi n JpproveJ ... " We a-ls) rectii(?;7 tiat tle inext 
senLit"liCi" ho 7(1i rea "laLtor, Miss ionC Ia imi to ': tPi p) r)lFOved
p)ayme/nt...'' 

6. Paqi iv (la7st s.ento.lc ) 

Beca so tl PII cha nqIeAiihji.,FI ted i ems11l 4 '3, les in No. nilFd 
a hove, the :on k .; h Vil onl isdiu;,i lh y, I:h-t hL:hi Last ,iCe 

page0 Is unnee;sary 7111( sho11u he" deleted.~ 

7. Pa';, 5 ( .;intPl iiCP .*ih i CI -." q iS Oni I.no 11) 

We rec;Lqtl P - 0u ci-iIlnoj L O ld "CUrreOt.tlilii. thp>.ric'<oil e 

Mi.sion o<ilictal, l (,d s v ,-l. possiblee xplia
a,i ari ions: 
tl t tP.i cui Ons W4 &1ttll '.i1ii ilteFi"t, that Phi" 

I, 

H . l)a 1 5) ( ast )1.11 

D1Ntoos:e; Fe -o F c mIll- I 
wlicli iiio1,y IVO it-l b'l 5( I eli. F], P ion 

t.o) u OlaitOle 1 t o :!it)he ease with!l 
(:ouldi eKeu F - / /\A.ain we" tile 

the V.al1 id it' oL thi s P;t amlullnt in tle lrepolt unI.li s t 0ii 
Su):;tani iat cl(. No sutlJdi..;t llat tLe sp"nIiIeCi ie chni edjd to 
17l:fIF t t lint irial w.tl i Cli thLe 

VUii 0717'<1) I ,,.
 

L) ) )iit,1) Isr; L.t resou.rces; 

9. Page Li (1. '!COi ili(F ,- i( I 1 ano h) 

We rel thaitlbP htriaC Oitlih lat i.on Cw . i.tten asUst tPPe he follows: 

http:s.ento.lc
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a. "Pr: epa r a [ull report:t wiicl wi.1 . inc].ud, a C omptte 
,acconuntinig ForL the Us( of I,:(; andl PL 480 TitLeT local 

currency runds; deposited into and disbursed from tle two 
trsL futn accoun :t; ,-. Laa Pi oviso r a bank , and(... 

We beol.!,,vi' the recoijommondia tiLon a:; presently writstern impli es 
that the Mis:;si on :;hoiil.l r,.:constLtuct ,accounting reports to 
AID/) that woul(4 have bon prepared if the trust accounts 
o a:d been e s1tbl2 iml, properly. ii this is the i.nt:ent of 
thoe recomlenda ion, we do not bo]ieoVe i t would serve any 
purpose to do no, and ti, wouLtIbe no way the accounti ng 
reports to AIt),/ coid ha e procossedi retoi.ctive L,. 

h. Tiis st 0o Ret'111i'cimnha Lion No. . can he delfeted 
because the i.s n ii:; taken t11 recommended act ion. 
Mi2sion ()r.er No. 236 wa:; .,ued on June 19, 1987. We are 
providing a cpy o( t: i id, &:, to RIG/A and this should be 
refl ectel in the 1at rtport. 

10. Page 7 (tird line) 

There is a footnote I/ but there is no explanation of the 
footnote. 

11. Page 9 and it (r eerence to misappropriation of Funds) 

Again, there wore internal control weaknesses present but 
we 1o nut know.. wiether i 1 wouldd iaeleen pos:; ible for the 
ixecotive S-ecrleary to actually embezzle trust funds . lie 
di:1 not have check si(Inin hotr i.t ove i t1funds;,t (L y but 
did have c rin icator1: o doo;its in his; posse;:ion, 
altu:giOtli Lwre7hie'/ iLt in is name. W et.her I: oiCInk 
wou ld have a 1. owe, hh im to c ashii t: h"m a11:1ln r 'cdi. ci relncV 
i.s hilihy uin i ke Iy int rals 2 ouhLI a I ot the hrW0001 
stat('t in thin (iIil aauid . reoport: r Hi qgLti(Cr (o ;o 
vith i i i he cou,(wOhi111 ti.yv, : ie,-;1 Imm1,, on( LIc: illt . i 
boiv'e Ithr at thed L) on thle cc1u.;t ,_ t shil d h 1d1o)lr,( or ,-Il:prod L" [ - thlat<':: lle fact: thi ,t Weakne~ss.;& in 

internal. controls ,l 7 mi,.;2sion viil_,erKi,.t-h e 

12. Page 1.1 (loist p *ari ,-maph) 

Tie iin;ion Mel(Ia:; [alen d a,lLd and 12 being r:evi.ewed 

by the RA ad, R0'O. it? be. (lieve this'.; slioul d be r-fTle(cted 
in thle t i na. raport. 

13 Page i i i., ag, 1., al Pages 1.7 and I 18 

On ths pig ti' iral repor00t me aors to 000.14:;'(ir '2 $196, 
paid (:L whowh iclh ws J to hot:; y c) -ract()I:; had not 

"...r)'oviled all. of the iodt(.ci(It.( and sorvicCs in til r 
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conLccts." This.amount includes $150,000 paid tjo On10 
contractor who we heli.eove ll() .70 than met the condtitions of 
his contra'ct and providoo repor 15 and otheriO documiflsiL2 to 
justi 	 Ly the contract payments made to im. The 
deliverah)Los produced way not have been pfoc isIelv what: 
were 	 called tor i.n the contract, hot it Would he 
mi sleadi ng to claim that the enti:re $1t,;00 had00t be1 pail 
on L to coti ractori:; who ha not produced anvtiing ing 

the terms: oI t.hair contracts. We hlie eve the statements 
in te draf I:it m.epor t he to t:lheli i <shon1(1 changed reFlect view:; 
of to Hi si.:;i on this maLi . 

14. 	 Page L.2 ( R c ommlendiat ion No. 2) 

We reuIest tit i thecond .:;rte-ice be odoleted. We alre in 
the irocess.: Wl i..; n ,Hi Olr which COIn:orms to Agency 
gid~t7ice 1017 th- moni Lo inq of host country contraJcts3. 

Personal1 kiovI .1,i(t, of. accepti:bil.e work perEtormned is- on]y, 
one of. .evaral i ioi : Ln iques avai l,-inL/.isc pL " Lonit thin 
to pim. oj(ct 0. l icors to enonue por for manct by ho sit coilntry 

cont ittctrcors PRerhiaps 1_.e le ico li ,onat ion coil 
requ.!ire7 Ulft 97vrewritten tu the o to pro1. ide guiidanice to 

project ofl ic r.; on mionivtorinj tch giUtS which conlfo lrm to 
itge ic(7 , 0.till ivI ii ; 

15. 	 Page 15 (scod pa.rag i-, ipi, last seotence) 

M~jooi.onm request.; that: Lis: sentence be deleted. It: 
imp. jie_ t:hat : I~Hmerie ware17 two ot:lic-ol< ass ig ned t:o moni. tor 
the siamie (Contrat1:; whui en was not the ca.:; 

.16. 	 Page [ (1_i tii, pari: ag Ld )1 

We rcqu:;t hat the i : s:entencee;n he changed to red: 
"The M7iss2;ion a n in :L r;1at voly app coved payments...'' 

parA pih)7. Page 15 ( last in gr 

Miss.1-iorn relesL that tIe i 17firt 5sentince0 he changed to 

read: "In May 198 6, tie Miisosion discoveroed thia t...'' 

Also, p-lease chinricle the Last sentence of tlh paragr7api to 

read: "The Mi.ss0ion, hiowever, continued to...' 

1.8. 	 Paqe 1.7 (iAir o p ra r p.ilhi, l:,st !i-t-ce) 

this sentence 5ho.ilid real: "An additionaL...was paid 

19. 	 Page 17 (s;(cond1( paragraph, first sentence) and Page 18
 

(Comp .i a nc: e)
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Because of the language changes previously requested 
relating to the two p:oj ect oKfice :s, it is:;not now 

nec,:;:;,IL,, ti-d Fl rent i,,e )oltweprl the two pro1)i('t 
oil-.[ el:s, tL(hose s ouL .idh)(e ,NWainld so ri.pn'1lc,(- I . 

20. Paq, 1.7 (.ast sentence) 

'lTi.is sentence shlould read: "The RLA and RCO are presently 
reviewing a ,-alt: Mi:ssion Order wlich provides guidelines 
for monito"r ing host couiltr/ contracts." 

21. Pago 18 (Compliance) 

['ie w() rdi ngj in tlhe s(econd sentence in this paragapli 
impl.i.e:; that the local. bank account slioulI have been 
opened in the name of the U8UO, aind , of: course, this would 

not have )ee n acceptbtle, . Wo n uggeSt the last pnrt o the 
sentence he r.wri tten to reai: " ... in Le name oIf tile 

M ission 1ot r a Llr uatLher than openi ng a trust account 
with the tJSD() in Mexico as required by AID and US 'Treasury 
regu Lat L)ni . 

Att. a/s 
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OFFICE OF INSPECTOR GENERAL RESPONSE 
TO MANAGIEMENT COMMENTS 

Note: 	 The paragraph numbers below correspond to those used in 
iJSAID/Ecuador' s comments. 

1. W'e 	 have made the correction suggested by the Mission. 

2. We 	 have made the change requested by the Mission. 

3. Ile 	 have wade the change requested by the Mission. 

4. 	 The suggestion that the Government of Ecuador wanted trust funds 
deposi ted in La Previsora hank in order to holster the bank's 
financial posit ion is supported by a December 9, 1986 letter fro the 
IJSAID/Ecuador Director to the Assistant Administrator for latin 
Awe rica ard the Caribl)beani. We doubt that the desire to earn interest 
was a mot ivatinlg factor, since (1) the accounts (lid not earn iterest 
and (2) interest could have been earned by depositing the funds in 
any hank other than the Cent ralI Bank of 1-cuador. 

We continue to believe that the triist funds cou ld have easily been 
misappropri ated. The Controller could have written checks based on 
falsified or non-existent supporting documentation, and the Executive 
Secretary could have redeemed certificates of deposit without 
autho ri zat ion. 

S. We 	 have ,made the change requested by the li ssion. 

6. Ile 	 have made tihe change reqiiestei by the Mission. 

7. 	 The validity of the Missi on's suggestion that trust funds May have 
been deposited in La Previsora because of a desire to earn interest 
is questionable for the reasons disciissed ahove in response nurnber 4. 

8. 	 See response numNr 4. 

9. 	 We have made a change in the recommendation similar to that suggested 
by the ission. 

10. We 	 have deleted the footnote. 

11. 	 See response number 4. 

12. 	 The fact that the Mission order has been drafted has been included in 
tire report. 
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13. 	'he Mission's views on this Matter have hbeon incorporated in the 

report. 

14. 	We have re-written the recommendation as the Mission suggested. 

15. 	 We have changed the report to make clear that the two project 
officers assigned to monitor these contracts were assigned at 
different times. 

16. 	We have made the change reqlestrd by the Mission.
 

17. 	We have made the change request ed by tihe Mission. 

18. 	The sentence the Mission refers to has been deleted.
 

19. 	We have made the change requested by the Mission. 

20. 	 We have made the change requested b y the MIission. 

21. 	 We have made the change requested by the Milission. 
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Director, USAID/Ecuador 5 

AA/LAC 2 

LAG/SAM! PAEUC I 
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GC 1 

AA/XA 2
 

XA/PR 1 

LEG I 

AA/M 2 

M/FN 2 
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AA/PPC 2 

PPC/CDI E 3 

FtA/FF / LAC 1 

IG I 

AIG/A 1
 

IG/PPO 2 
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RIG/I I/T 1 

Other RIG/As 1 


