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MI2MORANDUM

TO: USAIN/Dominican Republic Diregtor, Thomas Stukel
FROM: RIG/A/T, @ogi'(r/]‘;;ﬁe%./gothard

SUBJECT: Audit of USAID/Dominican Republic's Local Currency Financial
Jversight Svstem

The Office of the Regional Inspector General for Audit/Tegucigalpa has
completed its audit of USAID/Dominican Republic's Local Currency
Financial Oversight System. Five copies of the audit report are enclosed
for your action.

The draft anlit report was submitted to you for comment and your comments
are attachel 1o the report. The report contains five recommendations.
Recommendations Nos. 3(a), and 4(h)(ii) are considered closed upon final
report issuance, and require no further action. Recommendations Nos.
1(a), 4(b){i), 4(c), 5(a), and 5(b) are considered resolved but cannot be
closed until completion of planned or promised corrective actions. The
rest of the recommendations remain unresolved at final report issuance,
Please advise me within 30 days of any additiomal actions taken or
planned 1o implement the open recommendations.

[ appreciate the cooperation and courtesy extended to my staff during the
anudin,



EXECUTTVE SUMMARY

Approximatelv $260.3 million in local currencv was generated from the
Public Law 480 Title T and Economic Sunport Fund Agreements for 1984,
1985 and 1986. Economic Support Fund local currency proceeds were to be
used to finance development activities that directlv benefited the
Nominican Republic's private sector while Public Law 480 Title I local
currencv proceeds were to be used to fund self-help measures and
development activities that promoted growth in the agricultural sector
and enhanced its self-sufficiencv. Thev were administered Ly the
Technical Secretariat of the Presidency.

The Office of the Regional Inspector General for Audit/Tegucigalpa made
an economv and efficiencv audit of USAID/Dominican Republic's local
currencv management svstems established to oversee the utilization of
these local currencv funds. The primarv obiective of the audit was to
determine if thev were adequate to ensure that local currency proceeds
were used for jointlv agreed-upon activities.

The audit found that the Mission's Local Currencv Financial Management
Svstem did not adequatelv ensure that local currency proceeds were
r.ceived by implementing agencies and used to fund iointly programmed
activities specified in pertinent agreements. Audit results indicated
that the Mission needed more in-denth and participatory oversight for its
local currency program to ensure that the host government's monitoring
was effective and adequatelv safeguarded local currency resources.

During the audit the Mission initiated a series of management actions
that were designed to correct problems revealed thryough audit as well as
to improve the Mission's financial oversight of the 1local currency
nrogram. The Mission hired a Personal Services Contractor in August 1987
to oversee and evaluate the Secretariat's monitoring capabilitv and to
enhance the Mission's own coverage of the local currency program.
Staffing increases were being considered for the Finmancial Analvsis
Branch and Capital Resources Development 0Office in order to provide
better oversight and technical assistance to the program. The Mission
was also considering providing the Technical Secretariat's Audit Office
short-tern technical training to assist it in expanding its coverage of
the local currencv program as well as to ensure that its auditors were
well-versed in local  governmental svstems and generally  accepted
governmental anditing standards.

Specificallv, the andit disclosed that: USAID/DR's financial oversipght
and tracking of Jlocal currency disbursements was not sufficient to
adequatelv  assure  itself  that  local  currencvy  disbursements were
ultimatelv received bv implementing agencies in the amounts oripinallyv
released  for disbursement; the Mission's financial reviews of local
currency  projects were infrequent and not sufficientlv in-depth: the
local currency disbursement svstem was overly complex, time-consuming and



did not provide an adequate audit trail for tracking local currency
dishursements to their end-use; local currencvy implementing agencies
often commingled 1local currency proceeds with funds from their other
operational accounts and proiects; and the host countrv's financial
monitoring of the local currency nrogram was inadequate and, because of
svstem deficiencies, reported nroblems areas of ten remained uncorrected,

Mission Order No. 11-4 issued on Mav 2, 1986 requires that the
Controller's Office maintain adequate records for approved projects and
for local currency funds released.  Although the Controller's Office
accuratelv recorded the funds released from the 1local currencvy bank
accounts, no review was made to determine whether the implementing
agencies had actuallv received the disbursements in the amounts approved
for release bv the Missions and the Technical Secretariat of the
Presidencv. This lack of financial oversight was reportedly caused by
the Mission's nolicv of not tracking local currencv end-use by executing
agencies anl a lack of sufficient Mission personnel for closer
oversight. s a result, the Mission Controller's Office did not know if
total local currencv disbursements were received bv implementing agencies
and could not perform a complete reconciliation. The omission left the
funds vulnerable because of the uneven qualitv of host country financial
reviews.

The audit  report recommended establishment bv the Secretariat of a
mechanism to confirm to both parties that local currencv proceeds had
been received bv  implementing agencies in the amounts released. The
Mission agrced with recommendation 1(a) and reqgiested revision of 1(b),
vhich we have done. Recommendation 1(a) is resolved, 1(b) remains open
at final report issuance.

Mission Order Number 11-4, issued on May 2, 1986, assigned the Mission
Controller's Office responsibilitv for conducting financial reviews of
selected local currencv proiects, coordinating other proicct andits as
necessarv, and reporting on the effectiveness of Technical Secretariat of
the  Presidencv monitoring capabilitv. Also supplemental guidance
contained in recentlv revised A.I.D. Policv Determination Number 5 now
requires ALT.D. to ensure that implementing agencies have sufficient
management controls in place prior to the disbursement of local currency
funds.  Although over $150,000,000 in equivalent 1local currency had
reportedlyv been released to implementing agencies as of September 30,
1987, the Mission's financial analvsis branch had performed no in-depth
financial reviews of  local currency development projects or of the
implementing agencies managing those proiects since December 8. 1986,
The financial reviews were not made due to the branch's inadequate
staffing ant the position taken ‘v Controller officials that their role
wias strictlyv one of Jimited financial oversight. Unless the Mission's
financial analvsis branch conducts periodic reviews of selected local
currency projects, it cannot accurately assess the quality of monitoring
that is bheing conducted by the Secretariat.  As a result, local currency
resources  hecome  especialy vnlnerable  to mi smanagement, buring our



financial review of local currency program recipients. we found instances
in which implementing avencvy management controls were inadequate, local
currencv funding had been commingled or used for unauthorized purnoses.,
and A T.D.-approved  fundine mav never have bheen received hv  the
implementing agencv. The report recommended that the Mission provide
more freqent and in-depth audit coveragce of the local currency program,
and that the management controls of an implementing agency be thoroughly
reviewed before local currencv proceeds were dishursed to it for project
nurposes.  The Mission generallv disar  :d with this finding and it
accordinglv remains open and unresolved wpon final report issuance.

The Local Currencvy Memoranda of Understanding required that disbursements
from the Government of the Dominican Republic's Central Bank to
implementing agencies be accomplished within 10 Javs. A review of
sampled disbursements from local currencv bank account statements under
Public lLaw 480 Apreements indicated that disbursements to implementing
agencies were taking significantlv longer than the required period; were
sometimes not in the amounts authorized: and. as a result. often could
not bhe traced through the disbursement svstem within a reasonable period
of time, if at all. We attributed the cause of the delavs and
inaccuracies to the laborious and overlv comnlicated design of the local
currency dishursement svstem. As a result. not onlv were disbursements
of proiect ftunds to implementing agencies delaved, thereby delaving
nrogress of the proiects, but, local currency proceeds were commingled
with funds from other povernment general fund accounts and were
untraceable. In addition, because accounting svstems and internal
controls were weak at the impiementing agencv level, as we found during
our audit sample, adequate assurance could not be provided in such cases
that  the funds would ke properlv  used. The report recommends
simplification of the 1local currencvy disbursement svstem and suggests
that local currencv proceeds be disbursed directlv from the Central Bank
to the requesting imnlementing agencv. The Mission generally agreed w:th
the recommendation and initiated a dialogue to discuss improvement to the
local currencv disbursement svotem. Recommendation 3(a) is considered
closed unon final report issuance.

The final twe findings discuss the ~stablishment of separate bank
accounts for local currencv generations and the need for improvements in
the implementing aeencv's audit reporting and follow-un svstems. The
Mission gencrally apreed with those two findings and has initiated
actions to correct the problems noted during the audit. Recommendation
A(b)(i1) 1s considered closed upon final report issuance.,

USATD/Dominican  Republic  requested that  the following statement be
inserted into the Executive Summary Section of this report:

The 16 Report on the local currrency program reflects a fundamental
misconcention regarding the nature of responsibilities associated
with executine a host countrv-financed local currencv program,



Such proerams are financed by the Host Country with its  own
resonrees.  These resources are not 11,S. appropriated fuwds; they
are subiect 1o a negotiatel agreement bhetween A.1.D. and the host
country in their programming and disbursement and to the same
laws, procedures, and  mechanisms emploved 1o carry out the
governmemt's  reqular  programs. The financial oversight and
management  posture  adopted by the Mission was  exactlv  that
prescribed at the same time bv the original Policy Determination
No. 5. While it is true that Agency guidance was significanily
revised in October of 1987, the standards set forth in that
revision should not bhe appliel retroactively 1o activities which
took place in prior vears. A significam part of the guidance
applicable 10 the period covered by the audit (that is the
original PD-5) was the understanding that host count ry-owned
local currencies, did, in fact, belong to the host country and
were, to the extent possible, to be manmaged by them. As such
these currencies were primarilv the responsibility of t1he host
country and subiect to their swn laws, regulations and even their
own disbursement procedures.  These are not US-owned or dollar
appropriated  funds.  Agencv policy during t1his period did not
provide hands-on management of host couniry-owned local currencies
which were generated under the 1984, 31985 and 1986 agreements.
The record clearly shows, however, that USAID/DR carried our a
series of measures 1o help the GODR improve its abilities to
manage its own local currency resources.  Weaknesses in  host
government institutions and controls over local LIrrency resoures
requires us to help host governments improve their own management
capabilities, In no way, however, does weakness in host
government institmions managemenmt of their own resources imply
that the Mission did not perform its oversight Ffunctions in
Yeeping with Agency policy in effect at the time.

In response, we would note that since the beginnineg of USAID/Dominican
Repuhlic's most recent local currency prosram in 1982, the Mission has
chosen 1o he highlv involved in the programming of host country owned
local currency.  This policy of active participation in the programming
of local currency resources carried with it a responsibility for the
"Mission 1o adequately oversee the local currency program to ensure that
procecds were received by end-users and utilized for jointly agreed upon

purposes.

In ATLD. /Washinoton's Policy Determination Number 5, Programming Public
Law 480 Local Currency Generations issued on February 22, 1983, tho
relationship between a TSATD's participation in the programming of local
currency  resources  and its corresponding  oversight  responsibility is
discussed.  "When ALT.D. plavs a more active role' in the "detailed
programming'  of  local currency and conours on its disbursement, the
USAIDs  aleo have a responsibility for monitoring and evaluatine the
implementarion of the local currency resources,  Since USAID/Dominican
Republic activelv participated in the de ailed programming of the local




carrency - and also approved  each  dishursement  of  local  Qirrency 1o
recipients, in  our opinion, USAID/Dominican  Republic  assumed  an
ohligation 19 periolically review whether the 1ocal currencies were being
properly accomnted for and used appropriately by intenled recipiems,

Finallv, even thougsh  these local currency  resources  are  not .S,
appropriated  funds, this is a USAD sponsored program whose relative
success or failure is publicly associated with the 11.S. Government and
its development efforts in the Dominican Republic.  We consequently
believe thar the ultimate ownership of the local currency resources did
not diminish the Mission's importam responsibility 1o effectively
oversee the program.

Qe of the Srgocclot General
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AUDIT OF USAID/DOMINICAN REPUBLIC'S
LOCAL CHRRENCY
FINANCIAL OVERSIGHT
SYSTEM

PART T - INTRODUCTTON

A. Backeround

In 1983 A.I.D. published Policy Determination Number § (PD-5) which
discussed differemt wavs that  USAID/Missions could participate in
managing local currency (L/C) programs in their countries. PD-§ stated
that A.L.D. involvement could range between 1wo alternatives: recipient
governments could assume primarv responsibility for allocating their own
budget resources, or A.1.D. could plav a more active role in resource
allocarion decisions. fxamples of active participation by A.I.D.
Missions incluled requiring Mission approval on proposed host  country
local currency projects, requiring Mission concurrence for release of
dishbursements from local currency accounts, establishmenmt of special
local currency bank accounts and requiring neriolic r2porting on the
status of financial accounts and individna? projecis.

For manacement of the lcal ciarrency program in the Dominican Republic,
the USAID Dominican Republic  (USAID/DR) Mission adopted a management
posture of limited involvement and oversight over the end-use of 1local
currency  resources, even though it participated more actively in other
aspects of the local currencv program. For example, the Mission required
its concurrence  in  proposed  host counmtry deveilopment projects, the
establishment of a separate bank acconm for deposits of L/C proceeds,
and its approval for release of L/C project disbursements. Memoranda of
Understanding governing the use of L/C and USAID/DR Mission Order I11-4
gave overall monitoring responsibility for the L/C Program 10 the
Government  of the Dominican Republic's (GOPR) donor coordinating uniu,
the Technical Secretariat of the Presidency {Secrevaria Tecnica de 1la
Presidencia, STP). The local currency oversight funciien was assigned to
USAID/DR's Capital Resources Development ((RD) Office. In addition, each
Mission technical office was 10 provide expertise in its particular
functional area in order 1o assist STP in monitoring the implemer:ation
of particular projecis of the local currency program,  For example, the
Agricultural Office would assist in the implementation of local currency
agriculture projecrs anl the Comroller's Office would assist in the
financial comral and review of 1 he program,

In Mav 1986 USAID/IR orpanized a local Currency Program Team 1o program
and oversee the milization of approximately $260.3 million in L/C
feneraved from the I'LAB0 Title 1 1984, 1985 and 1986 apreemems and the
Economic  Support Fund  (FSF) 1985 and 1986 agircements,  Local Currency
procecds generated from the PLOARO Title T Program and Fconomic Support
Fund Cash Transfers were often segregated into two budgetr caregories for



Tunding the same project, and the iocal cirrency proceeds generated rom
the two programs were of1en treated  similarlv for financial control

purposes,

USAID/DR's local currency agreements specified that ESF local currency
proceeds were 1o be used 1o finance development activities thay directly
benefited the Dominican Republic's private sector while PL 480 Title 1
local currency proceeds were 1o be uysed to fund self-help measures and
development activities 1hat promoted growth in the agriculiural sector
and enhanced its self-sufficiency,.

In May 1986 USAID/DR hired a Personal Services Contractor (PSC) 1o work
as the Mission L/C Program Coordinator. The PSC was responsible for
evaluating the overall monitoring capability of the STP, overseeing the
programming of approximately  $314,000,000 in .S, equivalent local
ctirrency generations for fiscal vears 1982 throush 1956, and coordinating
the implementation of over 140 local wurrency projects underwvay ar widelyv
scattered Jocations in the Dominican Republic.

B.  Audit 2bjectives and Scope

The Office of the Regional Inspector General for Audit/Tegucigalpa made
an econorty and efficiency audit of USAID/Dominican Republic's L/C systems
and procedures established 1o oversee the utilization of local currency
funds generated from the PL 480 Title T (1984, 1985, 1986) and Economir.
Support  Fund (1985, 1986) cash  transfer agreements, The primary
objective of the audit was to determine if thev were adequate 10 ensure
that L'C proceeds were used for jointly agreed-upon activities specified
in the applicable local currency agreements.

To accomplish this objective, aulit procedures inclided interviews with
responsible Mission and host Count v officials, a review of applicable
agreements anl memoranda of nnderstanding, analyses of JSAID/DR and host
country implementing agen.y books, records, anl bank statements, and
field visits 1o selected fund recipients and local cirrency preisct site
locations.  The aulit coversd Fconomic Support Fund and FL 480 Title 1
Agreement s that aenerated  local Qurrency valued ar approximately $260.3
million. OF vhat amount, we reviewed approximately $132,000,000 in local
currencv funding dishursed 1o implementing agencies.  Since ACTLD. was
not responsible for overseeing  and accounting for host-country Pl 480
Title T commodity sales 1o domestic suppliers, the aulit eam did not
evaluate whether toral sales  revene realizel from the sales of the
commodities  was  properlv  account e for and deposited  in L/C bank
account s, We o reviewed  and  evaluated 1 he internal  controls  of
implementing agencies visind during the aunlit as they pertained 1o the
use of ALD -"generated  Vocal currencies.,  The aulit was  conducted
during the periol June 1987 1o November 1987 and  was made in acceortance
with generally accepted government andin ing standards,



AUDIT OF USAID/DOMINTCAN REPUBLIC'S
LOCAL CURRENCY
FINANCTAL OVIRSIGHT
SYSTIM

PART T1 - RESULTS OF AUDIT

The audit found that USAID/PR's lLocal Currencv Financial Management
Svstem did not adequatelv ensiie that local currency proceeds were
received by implementing agencies and used to fund jointlv prog rammed
activities specified in 1984, 1985 and 1986 pertinent agreements. Audit
resutts indicated that the Mission needed more in-depth and participatory
oversicht for its local currencv (L/C) program to ensure that the host
government's monitorine was effective and that it adeqatelv safeguarded
local currencv resources,

During the audit USAID/DR initiated a series of management actions that
were desiened to correct problems revealed through audit as well as to
improve the Mission's financial oversight of the local currencv program.
The Mission hired a Personal Services Contractor (PSC) in August 1987 to
oversee and evaluate STP's monitoring capabilitv and to enhance the
Mission's own coverage of the local currency program. Staffing increases
were  being  considered for the Financial Analvsis Branch and Capital
Resources Development (CRDY Office in order to provide better oversight
and  technical  assistance to  the program, The Mission was also
considerine providing the STP Audit Office short-term technical training
to assist it in expanding its coverage of the local currencv program as
well as to ensure  that  STP auditors were well-versed in Jocal
government al svstems  and  penerallv accepted  povernmental auditing
standards.

Specificallv, the audit disclosed that: a) HSAID/DR's  financial
oversight and tracking of local currencvy disbursements was ot sufficient
to adequatelv assure itself that local currencv dishursements were
ultimately received by immlementine agencies in the amounts originally
released  for disbursement: bh) USAID/DR financial reviews of local
currency projects were infrequent and not sufficientlv in-denth; ¢) the
local currency dishursement svstem was overlvy complex, time-consuming and
d1d not provide an adequate andit trail for tracking local currency
disbursements to their end-use: ) local currency implement ing agencies
often commingled Tocal currency proceeds with funds from their other
oberational accounts and proiects; and  e) the host countrv's financial
monitoring of the local currency program was inadequate and, because of
svstem deficiencies, reported problems areas of ten remained uneorrected,

The  audit report recommended  establishment by the Secretariat of  a
mechanism to confitm to both parties that local currency proceeds  had
heen  received by dmplementing apencies in the amounts  released.  The
report  also recommended  that the Mission provide more frequent  and



in-lepth anliv coverage of the local currency . program,  and  that the
maragement  controls of an implement ing agency be thoroughly  reviewel
befcere Tocal currency proceeds are disbursed 1o it for project purposes,
Recommendarion  Number  Three  recommends stmplification of the local
currency lisbursement svstem and suggests that local currency proceeds be
disbursed Jdirectlv from the Central Bank 16 the requesting implement ing
agency. A further recommendation requests Mission officials 1o ohtain
substantive proof that implementing agencies have established separate
hank accounts prior to the Mission's approval  for release of local
currency project  funds to an implementing agency, arl that the GODR
replenish the special local currency accoums with any local currency
proceeds that were used for unauthorized purposes.  Finally, the report
recommends that STP formalize its aulit process and establish an adequate
aulit reporting anl recommendation follow-up svstem to ensure that aulit
reports are distributed 1o all interesial parties and that needed
corrective actions are effectively taken.
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A, Finlines and Recommendations

1. USAID/Dominican Republic's Financial Oversicht  Role Newls 10 Be
Expanded

USAID'DR Mission Orler No. 11-4 issued on May 2, 1986 requires that the
USAID/DR - Comiroller's Office maintain  adequate  records for approved
proiects and  for  local  currency funds  released. Although  the
Controller's Office accurately recorded the funds released from the local
currency - bank  accounts, no comtroller review was made 1o determine
whether the implementing agencies had actually received the dishbursement s
in the amounts approvel for release by USAID/DR and  the fechnical
Secretariat of the Presidency (ST?).  This lack of financial oversight
was reportetly caused by USAID/DR's  policy  of not tracking  local
currency end-use by execuving agencies anl a lack of sufficiem Mission
personnel  for closer oversight. As a2 result, HSAID/DR Controller's
Office did not know if 1otal Iocal currency disbursements were received
bv implement ing agencies el could not perfomm a complete
reconciliation,  This onission left the funds wvulnerable because of the
lack of coverave anl uneven quality of host conmiry financial reviews.

Recommendation No. |

We recommend vhar USATD/Dominican Republic:

a. oversee the establishment »f a confimation procedure that allows the
Technical Secrerariat of the Presidency 1o ceafimm that implementing
agencies have promptly Jdeposited in the local currency accoums those
Incal currency proceels originally anthorized for dishursement; and

b. require the Controller's Office to oversee and pertodically test the
Technical Secrerariat of the Presidency's confimmation procedure 1o
ensure thar it is adequate,

Discussion

USAID/DR Mission Order Number 11-4, issued May 2, 1986, assigns the
USAID/DR  Comroller s Office responsibility for maintaining  adequate
records of approvel local currency (L/C) projects and the local currency
funis released to accomplish those projects.  In addivion, on Ocrober 24,
1986 the Mission Direcior tasked  the Mission's Capital  Resources
Development Of fice ((RD) with the responsibility of establishing a daua
base capable of profucine reports that would show the financial staius of
L/C projects, 1o inclule not only the amoun s programmed, approved, and
releasels bt also the amount of L/7C received by the execinge agency aned
expendivures  made by jmplemeniing  agencies  Tor each nroject, The
memoranher tasks the Comraller's Otfice with maintaining  account ing
records alequaie o monitor L/C generavions and deposite as well as 1o
allow both offices 1o reconcile 1/ financial reports with Comtroller
Office records. Discussions with the Mission accountants  in chatoe of
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tracking the  local  currency generations  indicatel  that  (hey only
reconciled a portion of the svstem, that is, from the time the funds were
deposited in local currency bank accounts at the Central B8ank 10 their
subsequent release from those accoum s. They did nov trace or reconcile
local currency disbursements after the funls were released from the
Central Bank.  Thev siated that thev Jdid not review nor were  thev
notified whether the local currency procecds were actnilly received by
the implementing agencies in the amounts Jishursed,

Missivi. financial personnel responsible for reconciling the L/C bank
accounts stated thar, due 1o limited Mission resources, M"SAID/DR's policy
was not 1o track the end-use of funds dishbursed to implementi- 4
agencies.  They added, however, that financial oversight over L/C funding
conld be made more effective if a mechanism were established, such as a
hank deposic confirmation notice, that would notify the Controller's
office that L/C proceeds hal been  received timely by implementing
agencies in the amounts originallv disbursed. If the dishursements were
made 1o the implementine agency  in partial amounmts, the confimmation
notice would alert STP anl Controller's office that a portion of
dishursed funding was oumstanding,

e believe that such an internal control mechanism is needed for the
local currency program.  Nearlv all Mission personnel involved with the
local currency program believe that the responsible governmental entity
ts incapable of providing adequate financial review and audit coverage of
the  program, and evaluation and aulit teams have found '~ L/C
dishursement system 1o be overly complex and highly wvulnerable. oOur
review confirmed these assessments (see Finding Three). Therefore, to
ensure proper oversight it is necessary that the Comtroller's Office be
notified as 1o the amounts of L/C received by the implementing agencies.
Such notification  could  be accomplished  relatively easily and
inexpensively  through  the implementing  agency's submission of a
confirmation notice 1o STP and the Controller's Office recording how much
L/C funding had been in fact received.

Management Comments

The Mission was in full agreement with Recommendation No. 1(a), however,
requested that Recommendation No. 1(b) be revised to task the Technical
Secrerarimt of the Presidencv  (STP) Office, rather than the Mission
Comtroller's Office, with the responsibility of confiming L/C bank
deposits mile 1o implementine agendies. They added that designing such a
proceditre would be incliudeal as part of an overall technical assistance
package  pending  award o Price Warerhouse  anl  Company  (PW)
International. Mission  management also  asked  thm closure  of
Recommendation No. 10h) be based on submitving  evidence of the Price
Waterhonee and Company contract award 1o RIG/AST,

The Micoron's veneral comments abvoan Finling No. 1 centered on the draft
arlit repornt's Tmempretation of  internal Mission  delegations  of
responsibilite for management of the local currency program. Management



of licials  stated that the drafc avlit report's referenced  riteria
Hission Manual Order Noo 11-1, was laver supersedel by oan Ociober 2.
195 Mission Director memo  that  reassioned  USAINDR Tocal CHUTTeNC
reporving responsibilitvies from the Controller's Office 1o the Mission's
(RD Hffice.  This memo, according to Mission officials, "required CRD ¢
establish o Ty base capable of  producing reports on the financial
status of projects including not oonly the amounts proarammed, approved
ant released har also the L/C received by the exectning agencv and  he
expenditures the agency has male for each projeci.”  The Mission added
that the transfer of reporting responsibility had taken place within the
oftices anl that requirel renorts were heing prepared with the exception
of the proiect expenlitures report.  The Mission went on 1o say that its
original intention was to obtain alequate reports directlv from the STF
rather chan 1o have (RD collect information directlv from implement ing
acencies.  But since STP has never been able 10 provide the Mis<ion with
expenliture  dava, VUSAID/DR  has  heen  unable 1o report  on - project
expenlitures or 1o carry omt complete  reconciliations.  The Mission
further stated that itvs Jdecision 1o transfer financial reporting 1o (RD
did  not alter  the  funlamental fact  that  basic  accounting and
reconciliation responsihilities of L/C remained with the Government of
the Nominican Republic.,  Mission management noted that its Comtroller's
OFfice wa. onlv responsible for monitoring L/C generations anl deposits
Lo msure that thev were Jdeposited in the special accoums, anl that
"there was O requirement  or o guidance  from AID/W to Teconcile
implementing agencies receipts with disbursements from special accounts,"

Office of the Inspectior General Comments

We view the Mission's planned 1echnical assistance nackage as a positive
ster in the overall process of improvine financial comrol of the
Dominican Republic's Local Currency Program. We agree that the STP is
the optimal office for performing reconciliation of implementing agency
L/C bank deposits, if indeed the unit can gain the capability to perform
such tasks rominelv. M review indicated that as of November 1987, the
STP did nov have the mechanisms or organizational procedures in place to
perform such reconciliations.,  Recommendation 1(a) is considered resolved
but open, penline our subsequent review of PW's suggested procedure as
well as a review of STP's latect reconciliation of end-user deposits
utilizing the procedure.  Recommendation 1(h) was revised 1o require
Mission  oversicht  of  STP Confimation procedures 1o ensure  that
authorized funds are received by enl-users and deposited in their bank
aceonnt s,

We disasree with the Mission's statemenmt thar the draft audit report did
not accuratelv reporv USAID/DR 1ocal currency managemem  delepations of
anhoritv.  Mission manasement policv of the local currency program was
continuousiv explained to  audit team  membors  as management  along
"technical  aal functional  lines. " Misston Mamal Order No,  11-4
con. ctmed this management policy and was in effect during the audit,  As



Mission Order No.o 11-1 Clearly explained, the financia! oversight of 1 he
L/C program was part of the rechnical and functional responsibilitv of
the Mission Controllor's Office.

Iv is true thar the Mission Director's memo of OCtober 24, 1986 rasked
the CRD Office with establishing a data base capable of Jdrawing detvailed
Financial  data from  the  STP. But  Mission  management  had  been
well-briefed by recent inlependent evaluation teams that the STP was far
from having the institutional capability for providing such information.
For example, the Rural Development Services Report, published in August
1986, male  the assessment  that 45 percent  of  the 1L,/C Program's
expenlitures were not clearlv documented  and that STP was 2 poorly
equipped mit that  lacked sufficient independence, In our opinion,
assigning the Capital Resources Development ((RD) Office the 1ask of
establishing an overall local currency project data base in no way
relicvedd the Comtroller's Office of its responsibility 1o effectively
oversee the financial alministration of the program.












"alequate reviews or coocomractling] them out to qualifiel local  GPA
firms.” In our opinion alequate financial oversioht of 2 provram also
tmplies  that  implementing  acency  recipients  have  in place  alequate
acconnving anl  administravive  svsiems before thev  are  eiven funding.
This management  control  was  male  mandatory by ALTLD, “washingion  on
Octaber 21, 1987 throueh  issuance  of s Supplemental  Guidance  on
Prosramming  Local  Currencv., Since HSATD/DR has chosen since 1982 1o
jointlv nrogram and projectize L7C projects with the host 20vernment, it
mist  also  have ''reasonable  assurance that  the activities have been
designed in accordance wit' sound technical, financial, (emphasis added)
anl  environmental  practices,  thn implementation  and monitoring
capahilivies of the implementing entities are alequate, and tha periadic
aulivs of relevant activities will be undertaken, "

Concerning manigement's response 1o Recommendation 20a), we are unable 1o
agree that the W technical assistance contract wrill completelv relieve
the TISATT DR Controller's Office of its oversighe responsibility, anl its
mmportant function of selectively reviewing L0 end-users.  We assume
that the “iasion's Finanoial Analvsis Pranch will allacate a reasonable
portion of s auliv resonrces for periadical lv revieving L/C end-users
or at least o contract o that funcvion to qualified CPA fimms to
accormplish the reviews, heeping  these  Glternat,ves  in mind,
Recommendation 2a) was revised accordingly,

Recommentation 20hi has also been revised 1o allow USAID-. 1o oversee
STP's review of wmplementing goency management  cont rol Sysi-ms, In its
management - response, the Mission inferred that STP's management control
reviews woul b bedesioned as 4 part of the Mission proposed P technical
assistance comract,  Recommendation 2(b) can the efore be Closed based
on USATD T proviehie dhe PISOAT with deraile of  STP'« managemernt
centrol peview svstem ool oevidence of 4 sample STP nanagzement control
review,

Interviews with responsible Controller personnel on November 6, 1987 and
a detarled review of branch workload dava indicated that the Financial
Analvers Branch hatl nov perfomed anv financial reviews of 1./C recipients
from Decentvr G0 196 1, November Y, 1987, On November 4, 1987, the
Financial Analvers Branch conducted an evaluation of loan funls made 10
the countiv's Avriontoaral Bank as part of the L/C Program. Tt ¢, our
view thir ahe hoanch's review of the bank was not adeguate in thar i did
ot oanclole anvoindependent vecring of the bank's financial records, and
reliel  evolosively on Ginancial mnfomation provided  in the bank's
financial statements,
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3. Host Zountryv Project Disbarsement Svstem Needs 1o Be Simplified

The PL 480 ant  ESF Lecal Currency Memoranda of Understanding  required
that  dishursements  from  the Government  of  the Dominican Repuhlic's
Central Bank 1o implementing agencies be accomplished within 10 davs. A
review  of sampled  dishursements  from  local  currency bank  acconnt
statements  under  PLoA80 Agreements  indicatred that  disbursements 16
implementing acencies were takine stgnificantly longer than the require.d
period; were sometimes not in the amounts authorized; and, as a result,
often coull not be traced throneh the disbursement svstem within a
reasonable periol of vime, if at all. We attributed the Cause of the
delavs anl inaccuracies 1o the laborious anl overly complicated design of
the local currency disbursemenmt  svstem.  As 1 result, not onlv were
dishursements of project funds to implementine agencies delayed, thereby
delavine proaress of the projects, but local currency  proceeds were
commingled with funds from other GODR General Fund Accounts anl were
unm raceabhle, In addition, because accounting svstems and  internal
conmrols were weak at the implementing agency level, as we found Auring
our auliv sample, alequate assurance could not be provided in such cases
thar the funds wonll be properlv nsed.,

Recommendation No. 3

We  recomment  thav  HSAIN/Dominican  Republic, in  consultation with
appropriate Government of DNominican Republic Officials:

a. explore means with the Technical Secretariat of the Presidency to
establish a Jdisbursement svstem in which Public Law 480 and Economic
Sipport Fund local currency funds would be dishursed directly from a
program aceount maintained  at the Central Bank 1o the intended
implementing agency, thereby eliminating deposits of the local
currency nroceeds in the Navional Treasurer's General Fund Accourt
and

b. if the disbursement svstem advised in Recommendation 3a. is
determined 1o be unfeasible under Dominican Republic law or
otherwise, neootiate 3 simplified disbursement svsiem similiar 1o
those recommended in the Arthur D, Little Management Report as a
condition precedent 1o anv future Economic Support Fund or Public Law
180 local currency avreement .,

Discussion

Dishbursenent orocedures  conmtainet in Annex € of  the Memoranda  of
Undersvanding (M) 1o PLOA80 Aareements of 1984, 1985 and 1986 require
that ainder no ciromstances will dishursements made from the Central Bank
thronets the Navional Treasurer 1o implementing agencies exceed 10 working
fave. These procelures wore established in the MO0's 16 ensure adequate
anl veaelv funding of self-help projecis specificd in the local currency
Anrerment ¢,
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be revised to read that USATD,/DR slyaild ensure that a systen 1o
"review and approval of actiong taken” be incorporated into the
CU's management responsibil it jes. This recommendat ion then ool
be closed upon sulmission to RIG of a4 “wy of the Price
Waterhouse & Co. technical AssIstance contract

USAID/DR agrees with the intent of this 1ecommen it ion bt
requests that it e revised slightly to {acilitat..
Implementation. 5% of "ench" project miy or mwy not e

suf ficiont o audit depending on the iz ared cormplexity of e
project,  USAID/DR request s that the rocommendat ion e revised to
require that "up to five percent” of fhe total amounts set aside
for projects be mide available for project audite,  ihe
recommendation could e closmd upon siutmission of evidence to RIG
that the GODR had agreed to set aside up to five percent of the
amount availabie for now projects,
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