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EXI:CUTIVE SIlN*4t.\RY 

.......heAricultura ....Trade Development and As &t ance ,Act of -95., ­
to as the Public Law 480 prograim, consists of concessional sales of 
agricultural commodities from the UJnited States, such as grains and 
vegetable oil, to friendly countries on favorable credit ten s. 
Recipient governments sell thjese commodities to the private sector and/or
directlv to the public. Section 416 of the Agricultural Act of 1949 also 
authorizes the 'oreign donation of eligible agricultural commodities to 
developing, friendly countries. The sale of the commodities to the 
Government of Peru generated local currency proceeds that were used to 
finance projects for food assistance to the needy population as agreed 
upon with A.I.D. Under the Public Law 480 programs for 1985 and 1986, 
Peru imported approximately 350,000 metric tons of vegetable oil, rice,
 
and wheat, generating the local currency equivalent of approximately $50 
million in sales proceeds.
 

The Office of the Regional Inspector General for Audit/Tegucigalpa
 
performed a program results audit of USAID/Peru's Public Law 480 Title I 
and Agricultural Act of 1949, Section 416 Sugar ( uota programs. This 
audit was selected because of U.S. Congressional interest in local
 
currency uses. The audit objectives were to determine whether the local 
currencies generated by the commodity sales were effectively used to
 
promote economic development and self-help initiatives and if they were 
provided in accordance with the respective commodity sales agreements. 

The audit disclosed that the Government of Peru had not provided 
appropriate evidence that it had effectively used Public Law 480 Title I 
sales proceeds for mutually agreed upon projects nor had it accounted for 
all the commodity sales proceeds in accordance with the respective 
commodity agreements. 

USAID/Peru generally agreed that the program needed to be more 
effectively managed. Even before the audit, it had taken steps toward 
that objective, such as designating an individual to manage the program 
on a full-time basis and drafting an internal written guide to deliniate 
management's responsibilities. However, USAID/Peru (lid not agree with 
our conclusions under findings I and 2. We have made modifications to 
address USAID/Peru's concerns, but we have retained the essence of 
findings I and 2 as presented in the draft report. A full text of 
USAID/Peru's response to the draft report is attached as Appendix 1. 

This report contains four findings which note that the program was not 
effectively managed to ensure compliance with the Public Law 480 
agreements. First, Public Law 480 proceeds were not applied to approved 
development projects. Second, some Public Law 480 sales proceeds were 
withdrawn for unknown purposes and third, others were not deposited as 
required. Finally, the program's accounting and reporting systems were 
inadequate. 

Public Law 480 Title I agreements require that local currency proceeds 
generated from the sale of PL 480 commodities be used to fund mutually 
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agreed upon projects. Memoranda of Understandinp to the 1986 and 1987
 
Title I agreements stipulate that the Government of Peru establish an
 

_ 1dt-anc~ofrva uii--o alfl t
..ffect iye f. 010 i-1ian jIr siive te rciiair71 
the sales ,roceeds. HIowever, the Government of Peru had not used the 
sals proceeds fro, the April 1985 and August 1986 PL 480 'Title I an
Section 41t sales aereements because they were still on deposit ill 
speci al accounts. Furthermore. tlie Government of Peru had not 
establi shed an appropriate maintenance-of-value plan. !,*umcrous inquiries
of cognizant A.I.D. and GOP officials (uring the audit did not produce 
satisfactory or clear explanations why the GOP had not used the PL 480
 
resources nor why a maintenance-of-value plan had not been established in
 
a timely manner. The lack of a proper plan has resulted in a loss in 
value oF the original sales proceeds. Over 800,000,000 Intis, worth 
about $58 million at the time of deposit, have been reduced by Peru's 
high inflation to their current value of about $23 million in local 
currency purchasing power. The report recommends that USAID/Peru
demonstrate that the Government of Peru properly expended the commodity
sales proceeds and that it can maintain the value of the proceeds until
 
they are used. USAID/Peru did not agree with the finding annd
 
recommendat ion.
 

"The Government of Peru had taken the amount of 1/. 13.0 million
 
(approximately $935,000 at the rate of 1/. 13.95 per US$) from the
 
special accounts without mutual agreement with the I.S. Government and
 
has used the funds for unknown purposes. Memoranda of Understanding to
 
both the 1985 and 1986 Public Law 480 Title I agreements require that
 
sales proceeds, including interest, in the special accounts be programmed
 
and used for jointly agreed upon activities. Neither Government of Peru
 
nor USAID/Peru officials could state why the funds were withdrawn nor
 
where and how the funds were user]. To the extent that the furds were not
 
used for mutually agreed upon projects, those projects will ultimately
 
suffer or potential projects will not be developed. The report
 
recommends that USAID/Peru demonstrate that the withdrawn funds have been
 
redeposited and apprcved for use by the Mission. USAID/Peru did not
 
agree with the finding or recommendation.
 

The last two findings note that the Government of Peru had not deposited
 
the full amount of commodity sales proceeds under the 1986 program nor
 
had the Government of Peru provided the required certified reports on the
 
receipts, expenditures, and interest earned on local currency sales
 
proceeds. The report recommends that all the 1986 sales proceeds,
 
including applicable interest, be made available for jointly approved
 
projects and that the Government of Peru adhere to reporting
 
requirements. In general. ISAIt/Peru agreed with these two findings but
 
asked for modifications on certain parts of the recommendations.
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AUDIT OF 
USA ID/PERII 

~-- PuBiLCr;LAw-,i8o.1TJTLE-1-----i---
AND SiC'TION 416 PROGRAM 

PART I I NTROIUCTI ON 

A. Background
 

The Agriculture Trade Development and Assistance Act of 1954, referred to 
as the Public Law (PL) 480 program, states among others the following 
objectives for the International Food Assistance Program: I) to promote
agricultural trade, 2) to provide humanitarian relief, and 3) to assist 
developing countries to advance economically. Responsibility for 
accomplishing these objectives is shared by various governmeital 
agencies. Executive Order No. 12220, dated June 27, 1980, delegated
 
authority for the program to the International Development Cooperation
 
Agency. A.I.D. has primary responsibility for the administration of the
 
Public Law 480 progrim.
 

The PL 480 Title I program consists of concessional sales of agricultural
 
commodities from the United States to friendly countries on favorable
 
credit terms. Recipient governments sell these commodities to the
 
private sector and/or directly to the public. As a result of food
 
shortages and lagging economic progress in developing countries, the Act
 
was amended in 1966 to require the recipient governments to establish
 
programs of self-help to improve agricultural production, health, and
 
education of the rural poor using local currency proceeds from PL 480
 
sales. Also, the Agricultural Act of 1949, Section 416 Sugar Quota
 
provides for the donation of surplus commodities to develn-,,ng, friendly
 
countries to carry out assistance programs.
 

The Government of Peru (GOP) had made some progress in improving the 
economic welfare of its people but could not sustain that progress nor 
deal with the basic social problems affecting the economy. Per capita 
income is lower than 10 years ago and about the same as it was 20 yeaf, 
ago. Outside Lima, malnutrition levels are high and over half the 
children under age six suffer from chronic malnutrition. Health 
conditions are poor in general, particularly so in the rural areas where 
agriculture has not recovered from the statist policies of the military 
government of the 1970s. The leftist insurgency, terrorist movements, 
and the illegal coca trade also create obstacles to restoring social and 
economic growth. 

To assist the GOP in reversing the economic decline, USAID/Peru 
established a strategy to support the government's balance-of-payments 
and long-term development objectives using the PL 480 Title I program and 
other resources. Thl sale of the commodities provided to Peru generate 
local currency proceeds that are used to finance mutually agreed upon 
projects. For the period 1985-1986, Peru imported approximately 350,000 
metric tons of vegetable oil, rice, and wheat untder Title I and Section
 
416, generat ing approximately $50 million in)Rross sales proceeds,
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A. 	 Findings and Recommendations 

It,- -PL---_480--Sa tes P-oceeds -1We .:-:- t- E:r:f-feet. : .. . ..A i o-d to A l...
 

Projects
 

Public law 480 Title I ag reements require that local currency proceeds
generated from the sale of PL 480 commodities be used to fund mutuall. 
agreed upon projects. 'Memoranda of indet-tanding to the 1986 and 1987 
Title I agreements stipulate thai the Government of Peru establish an 
effective maintenance-of-value plan to preserve the purchasing power of 
the sales proceeds. However, the Government of Peru had not used the 
sales proceeds from the April 1985 and August 1986 PL 480 Title I and 
Section 416 sales agreements because they were still on deposit in 
special accounts. Furthermore, the Government of Peru had not 
established an appropriate m.aintenance-of-value plan. Numerous inquiries 
of cognizant A.I.D. and GOP officials during the audit did not produce
satisfactory or clear explanations why the GOP had not used the PL 480 
resources nor why a maintenance-of-value plan had not been established in 
a timely manner. The lack of a proper plan has resulted in a loss in 
value of the original sales proceeds. Over 800,000,000 Intis, worth 
about $58 million at the time of deposit, have been reduced by Peru's 
high inflation to their current value of about $23 million in local 
currency purchasing power. 

Recommendation No. I 

We recommend that USAID/Peru: 

a. provide evidence that the Government of Peru had expended sales 
proceeds generated under Public Law 480 Title I and Section 416 
agreements for support to mutually agreed upon development projects, 

b. obtain from the Government of Peru evidence that effective 
maintenance-of-value measures have been implemented and funds 
currently on deposit be adjuste,4 accordingly, and 

c. 	 in conjunction with the Government of Peru, develop a mechanism to 
expedite the offsetting of actual Public Law 480 Title I and Section 
416 local currency sales proceeds against reported expenditures for 
the 	mutually agreed upon projects.
 

Discussion
 

Purslant to the terms of the PL 480 Ticle I agreements, the GOP deposited 
commodity sales proceeds into special accounts in the National Bank of 
Peru (Banco de la Naclon) for subsequent progrimming and disbursement to 
mutually agreed upon projects. The special account included deposits of 
!ommodltv sales proceeds under the 1985 and 1986 agreements totalling 
about $55.3 million Ind Interest earned of $2.6 million. 1/ The GOP had 
deposited $5.3 million more than required in the P17 480 Title I 
agreements. 

- 4 ­



Tlhe GOP's system was to disburse funds from its Genera) Fund to finance 
the varioni s approved projects. That is, tho COP wold fund tle' 

-desipinatcd -PL' 480 -supported-- projccts--throuQhi-=ts- normal-budgt-nO 
disbursing system. JSAID/Peru officials stated that, at the end of the 
budpet year or cLose thereto, the General Fund was to be reimhursed wit), 
funds fro. the Special accounts. 

In accordance with the PL 480 sales agreements and other related 
documentation, these local currency sales proceeds were generdlly to be 
used to finance high priority, mutually agreed upon projects activities 
in the areas of agriculture and nutrition. In practice, the monies on 
deposit in the special accounts were to be used to reimburse the GOP for 
advances it had made from its own resources to provide counterpart 
contributions to A.I.D. and other donor-funded projects in these areas. 
Such reimbursements were expected to occur on an ongoing basis to 
minimize the drain on the GOP's own resources. Moreover, A.T.D.'s Policy 
Determination No. 5, dated February 12, 1983, states that, "The sales 
proceeds should be spent as closely as possible to the time PL 480 
i mports are used in order to minimize the net inflationary or 
deflationary effects of the agreement." 

[bwever, in the case of the 1985 and 1986 programs, the GOP had not 
followed its system of reimbursing the General Fund from the special 
accounts. Pursuant to the 1985 and 1986 agreements, the GOP deposited 
the equivalent of $55.3 million of commodity sales proceeds into the 
special accounts. The first deposit was made on February 21, 1986, and 
the last on September 22, 1987. As of mid-March 1988, thcse funds plus 
accumulated interest were still on deposit 2/ in the special accounts, 
over two years after the first deposit or sales proceeds was made. 
Nevertheless, the GOP had reportedly funded the USAID/Peru and other 
donor PL 480 designated projects from its own resources during 1986 and 
1987 (even though the GOP is purportedly short of funds), yet it had not 
drawn on the special accounts to offset these expenses. If this were in
 
fact the case, then it would raise a question about the GOP's actual need
 
for Title I local currency resources. In other words, the GOP would
 
appear to be able to support the mutually programmed actlvit'es from its
 
own funds, given the fact that it had not reimbursed itself for two years
 
for such support from the sales proceeds on deposit in the special 
accounts.
 

1/ Fipure includes $934,800 withdrawn from 
Govfernment of Pe.u for unknown reasons. 
Finding 3 on page- 11. 

the special 
This Issue 

accounts by the 
is discussed in 

2/ See footnote 1. 
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____ ______ 

No. Ia. and c. (part d in the draft) and have incorporated part b. of the 
draft report. into recommindation No. 4a. Of this report. 

To address number one un1der Management Comments above, tho report was 
changed accordingly. Point number two, the %fission's response did not 
address the fact that for the fiscal year 1985 prograi, there was $25 
million in local currency sales proceeds deposited in the special 
account, however, the GOP only allocated about $16 million in local 
currency to project-, and then only disbursed about $11 million. The
 
Mission's response stated that all fiscal year, 1915 disbursements had
 
been completed. The Mission should provide documentation for the fiscal 
year 1985 program along with a statement of deposits and expenditures for 
the' fiscal year 1986 Public Law 480 Title I. These reports should also 
include the programming and disbursements for the interest income earned 
on deposits. 

The maintenance of value discussion in number three above becomes
 
important when the disbursements were not made as was the case in the 
fiscal year 1985 program when approximately $14 million in local currency 
still has not been disbursed. 

Point number four, the Mission needs to provide documentation that the 
special accounts had been liquidated either through actual disbursements 
to projects or offsets as reimbursement to the G',vernment of Peru. Point 
number five, the 87 percent inflation rate used in the audit report was 
obtained from the Economic Section, U.S. Embassy-Peru calculated for the 
audit period. In addition, the data used in the calculation was taken 
from official Government of Peru statistics. We consider this
 
information valid for audit report purposes.
 

Point number six, the statistics in the audit report were the interview 
results of implementing agency project managers and not USAID/Peru
 
project managers. As stated in finding No. 2, USAID/Peru project
 
officials were not always aware of their Public Law 480 Title I
 
responsibilities and the Mission was developing a Mission Order that 
identifies the project officials duties. We believe the results of
 
interviews with project implementing officials' indicated there were
 
sufficient problems of disbursements to the projects for Mission
 
officials to determine if Public Law 480 Title I sales proceeds were used
 
for developmental projects.
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2. Goveroment of Peru Withdrew Funds from Special Local Currency 
Accounts For Unknown Purposes 

The Government of Ileni had taken the amount of I/. 13.0 nillion 
-(at)-oxinately$3 0o at. it - rate 6f 1. 13.95 iei US$) frbm . 

special jjLZ,,ne¢ without mutual agreement with the U.S. Government and 
had used the funds fo, inknown purposes. 'Memoranla of Understanding to 
both the 1985 and ]986 Public Law 480 Title I agreements require that 
sales proceeds, incl,-:Jing interest, in the special accounts be programmed 
and used for joirtly agreed upon activities. Neither Government of Peru 
nor USAID/Peru officials could state why the funds were withdrawn nor 
where and how the funds were used. To the extent that the funds were not 
used for mutually agreed upon projects, those projects will ultimately 
suffer or potential projects will not be developed.
 

Recommendation No. 2
 

We recommend that USAID/Peru obtain relevant evidence that the equivalent 
of $934,813 in local currency (Intis) has been redeposited into the 
special accounts and approved for use by the Mission. 

Di scussion 

The 1985 and 1986 Public Law (PI.) 480 Title I agreements and their 
respective Memoranda of Understanding (MOJ) called for the Government of 
Peru (GOP) to maintain the local currency value of the sales proceeds by
 
depositing the funds into interest-bearing special accounts to offset the
 
effects of inflation. The saaie agreements state that any proceeds
 
including interest earned should be programmed jointly between the GOP 
and IJSAID/Peru. For example, the 1986 IMOU states that "The Government of 
Peru agrees to deposit the proceeds accruing from the sales of 
agricultural commodities covered under the Agreement into a special 
account in the Banco de la Nacion" and it further states that "...the 
Government of Peru will provide a plan for the maintenance of value of 
these funds in form and substance satisfactory to AID," and that "...the 
balonces to be carried over to the following year will be based on the 
difference between the total amount to be used...plus the increases 
generated by the maintenance-of-value plan, and the total of the giros 
[disbursements]..." Therefore, the increases, in this case the interest 
earned, are to be programmed jointly by the GOP and USAID/Peru and not be 
expended without their mutual agreement. 

The proceeds from the sale of commodities under the above sales 
agreements were deposited in four special accounts. Our analysis of the 
relevant statemrcts disclosed that the sales proceeds were being credited 
with interest monthly. According to available bank statements the GOP 
had deposited the equivalent of $55,300,000 in Intis from the net sales 
proceeds of commodities under the 1985 and 1986 Title I and 41.6 
agreements into theIfour special accounts. These same bank statements 
showed that the equivalent of $2,580,000 had been earned in interest as 
of Sept.mber 30. 1987. 
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Hloevo,:', the GO1 did not adhere to the sales ag reemenls, but rather 
withdrew local currci.nc worth $931,813, which was part of the interest 
earned over the period October 1986 to JuIne 1987. IJSAID/Peru and GOP 
officials we interviewed could not explicitly state why these funds had 
S rite wit hd ra1,n other than to make reference to Peruvi i n Law No. 245821 
Article 5. This article establishes that "All accounts maintained by the 
Puhtic Treasury in the National Bank should be gathered in only one 
account (cuenta unica). In required cases there will be sub-accounts for 
specific purposes, with separatc handling and control. Interest will be 
credited monthly at the end of operations on the balance of this account" 
(RIG/A/T translation from Spanish). As can be noted, there is no 
reference in the article to withdrawing interest earned and in any case 
the law did not become effective until May 29, 1987, after $854,716 of 
the $934,813 in Intis had already been transferred. 

Unless these Intis are redeposited to the appropriate special accounts 
and/or jointly programmed and used, a significant amount of potential 
self-help and rural. poor development projects in Peru will go 
unrealized. For example, $934,000 in Intis could fund a child feeding 
Drogram for a year or a vital reforestation program for nearly three 
years, based on fiscal year 1986/1987 GOP funding levels. 

Management Comments
 

USAID/Peru did not agree with this finding. Management stated in its 
response to the draft report that: "The USAID does not believe that this 
section should be included in the final audit, since the USAID has 
provided information to the RIG auditors demonstrating that the I. 13.0 
million removed from the special subaccounts, plus the amounts in the
 
special subaccounts from the FY 1985 agreement, had been used for jointly
 
agreed development projects by the end of 1986. USAID/Peru further 
stated that in demonstrating the above, it is not required to show actual
 
transfer of funds from one subaccount to another subaccount, and then to 
accounts of approved projects, but only to demonstrate that actual
 
disbursements to mutually approved projects, in amounts that do not 
exceel those approved by the USAID, are equal to or exceed the total 
amount of sales proceeds and interest that are available for programming 
to jointly agreed projects." 

USAID/Peru provided documentation which, it said, showed that the GOP had 
spent, from its own sources, an amount of Intis on jointly approved 
projects that exceeded the amount of sales proceeds deposited from the PL
 
480 program.
 

Office of Inspector General Comments
 

While USAID/Peru has provided evidence that the GOP has spent an amount 
of money on projects that would be enough to account for the $934,813, 
USAID/Peru's response still does not address the concerns raised in this 
finding. OIG comr*ents for finding No. 1 address the need for 
documentation to support the Missicn statement that all FY 1985 sales 
proceeds were used. Recommendation Na. 2 stands until USAID/Peru 
receives the certified reports on the receipts and expenditures of the 
sales proceeds (underscoring added) for the 1985, 1986 and 1987 PL 480 
Title 1 agreements. 
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3. The Correct Amount Of Commoditv Sales Proceeds Was Not Deposited inti
 
the Special Accounts
 

The Peruivian wheat importin agency deposited at least 151 million ($10.8 
.I ion) fe, ....I nt i S i hto the speci accot-- than -..it- soul -i466'a .. 
deposited, based on sale's proceeds generated pursuant to the August 1986 
PI. 180 Title I agreement. The PL 480 Title I agreements and related 
Memoranla of Understandi ng, pernmi t the Government of Peru importing 
agencies to deduct the ocean freight differential 4/, insurrnce, Currency 
Use Payments and other actual exenses from tfie sales proceeds in 
determining the net amount of local currency to be deposited to the 
special accounts and programmed for projects. But, for reasons never 
made clear by the Peruvian wheat importing agency, it did not deposit the 
entire amount of the net sales proceeds, causing this shortfall. By not 
depositing the proper amount into the special account and making it 
available for programming, projects and activities were not funded to the 
extent they could have been and neither the intent nor the letter of the 
agreement was achieved. 

Recommendation No. 3
 

We recommend that ISAID/Peru obtain relevant evidence from the Government 
of Peru that the ecjivalent of $10,806,000 in local currency (Intis) and 
the applicable interest which was accrued has been made available in the
 
appropriate special accounts.
 

Discussion
 

In 1987 the Peruvian wheat importing agency (Enpresa Nacional de 
Comercializacion de Insumos - ENCI) deposited the Inti equivalent of 
$12,667,000 into a special account for the purpose of programming the 
funds for projects mutually agreed upon by USAID/Peru and the Government 
of Peru (GOP). The $12,667,000 represented partial net proceeds from the 
sales of wheat provided under the August 11, 1986, Public Law PL 480, 
Title I Agreement between USAID/Peru and the GOP. 

The August 11, 1986 Sales Agreement requires that:
 

The total amount of the proceeds accruing to the
 
importing country from the sale of commodities
 
financed under this agreement, to be applied to the 
economic development purposes set forth in Part IT of 
this agreement, shall be not less than the local
 
currency equivalent of the dollar disbursement by the 
Government of the exporting country in connection with 
financing of the commodities (other than the ocean 
freight differential), provided, however, that the
 
sales proceeds to be so appiiud shall be reduced by 
the currency use payment, if any, made by the
 
Government "r the importing country. 

4/ The extra cost incurred by the Government of Peru for shipping the 

PI, 480 commodities on U.S. carriers. 
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toThe MUOC the August 13, 1986 Sales Agreeennt sav t hat 

The Sales proceeds to he depoi1 te, 2:l the centra l 
Treasury account wi I I he equal to t0- cross sales 
proc 6ds rec'i Vied ls the actioer crr1t-: Pe] aexpenses

curlared and pai d ip tthe Gov r-entr i' Peo Aency 
rl oltedthe a n :t, teto importation ri inof 
comrmoit es sold, sutch as ocean fnyr~ r. insura nce, 
port fees, etc., but shall not in any case be less 
than the FAS [cost at point of delivem,, to a ship] 
value of the commodities. 

Based on ENCI reported gross sales proceeds of the Inti equivalent of 
$26,280,000 and after deducting its reported expenses of $2,806,860, the 
net proceeds to be deposited should have been $23.73,000. Yet, ENCI had 
deposited only $12,667,000, leaving $10,806,N10 undeposited at the 
conclusion of our audit inMarch 1988. 

USAID/Peru was aware of the ENCT deposit shortfall and has taken 
appropriate action to ensure that the proper amount of local currency 
will be deposited into the special accounts.
 

Unless the local currency generated from the PL 480 Title I agreements is 
made available for developmental purposes, USAID,'Peru is not achieving a 
major purpose of the activity - helping Peruvians help themselves toward 
a greater degree of self-reliance in using their agricultural
productivity to combat hunger and malnutrition. 

Management Comments
 

Management generally agreed with this finding, but did not believe the 
recommendation, as stated in the draft report, should require that future 
agreements not be signed until the required Intis are deposited.
USAID/Peru stated that in view of "...the support that the Ministry of 
Economy and Finance is giving to resolve the problem of the sales 
proceeds deposits, the USAID believes that the problem will be resolved 
in due course, and there is no need to hold up signing of new Title I 
agreements in order to force resolution of the problem." Complete
IJSAIJ/Peru comments on this finding are presented in Appendix 1. 

Office of Inspector General Comments
 

Based on the action and further clarifying information presented in
 
IISAItD/Peru's response to the draft report, we rev:sed the finding and the 
recommendation.
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4. 	 Systematic Accountinp. Record-Keeping, And ReportinEp Was Lacking 

Nei ther H!SAIl),Pen, nor the Government of Peru's (GOP) implementinR 
agencies had instituted and adhered to a propgram of svstematic 
a ccouiil i nA for-arnd refirt i ts impotat ioh aiid ramsood Sa 16 roogrm 
111,der Pub] ic La%, ( PL) 480 Ti tle I and Sect ion 416 agreements. Also the 
GOP had not submitted certified annual reports of the receipt and 
expend iture of PL 480 Title I sales proceeds as reqij red by the 
agreements. The agreements further require systematic reporting by the 
host government implementing agencies, which implicitly requires 
systematic record-keeping. Reasons given by the USAID and host 
government officials were not entirely clear but seemed to be
 
essentially an inability by USAID/Peru to convert, at least thus far,
 
stated GOP commitments and willingness to improve systematic accounting
 
and reporting into realities. As a result, USAID/Peru cannot know with
 
a reasonable degree of certainty that the proceeds are actually
 
deposited to the Special Account and subsequently disbursed to the 
mutually agreed upon projects, nor if the Title I activities are 
accomplishing their intended objectives. 

Recommendation No. 4
 

We recommend that USAID/Peru:
 

a. 	obtain from the Government of Peru the required certified reports on
 
the receipt and expenditure of the sales proceeds and interest
 
earned for the 1985, 1986 and 1987 sales agreements,
 

b. 	determine precisely what reports are needed from the Government of 
Peru in order to effectively monitor the Public Law 480 Title I and 
Section 416 activities and formally advise the Government of Peru of 
these requirements, 

c. 	complete its preparation of a comprehensive Mission Order which
 
states, as explicitly as possible, the duties to be performed by the
 
Public Law 480 Title I program manager, and
 

d. 	develop an action plan to improve the Government of Peru's ability
 
to keep records and provide timely and accurate reports.
 

Discussion
 

USAID/Penr did not have clear and complete documentation regarding the
 
importing, sales, and local currency deposits associated with Title I
 
commodities made available for Fiscal Years 1985, 1986, and 1987. Nor
 
did USAIP/Peru have sufficient information available showing the actual
 
and specific use of the Public Law (PL) 480 Title I sales proceeds
 
beyond the propramming/budget stage. It required a span of several
 
weeks and the effrts of both Mission and audit staff to obtain
 
information showing commodities received, commodities sold, sales
 
proceeds, and deposits made to the special accounts.
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The PL 480, Title I sales agreements foTr 1(). I -t ), and 1987 requi red 
thiit the Government of Peru (r;oP) lrvide ,t "anniiallv a report of 
t 'W receipt anJ expenditure of the sa- ,s cert ified by the 
appropriate audit authority or the (ovt',<ret he importing countrv, 
and in the rase (f expendi tures .. the ti,.t .. i. hjc. they e rc 

rTe Pl. 480. "ritie I agreements for 1f 1C-7, ,n1987 also requiire
the GOP to report on the arrival of each sIicm.'2t of commodities. WeYls 
for fiscal %ears 1985, 1986, and 1987 requ re monthly and quarterly
reporting on the programming and expenditdre of th'e local currency sales 
proceeds. The Section 416 Agreements, signe in August 1986 and 
November 1987, require reports on the spe:ia accounts and the 
expenditure of the local currency sales proceeds. 

--	 The NUJs under the Section 416 Agreements further require that: 

.Eac' month, the Banco de la 'Nacior will send the 
Special Account's bank statement to the Ministry of 
Economv and Finance and the C'Ffice of the USAID 
Controller for review and for toe appropriate monthly 
reconciliation.... In addition o the monthly bank 
statement, the Office of the Director General of the 
Public Treasury, who coordinates the collection and 
disbursement of these funds, will provide A.I.D. with 
a monthly statement of deposits to and disbursements 
from the Special Account on or before the 15th day of 
the 	following month.
 

Both the August 1986 and November 1987 Section 416 Agreements require 
that:
 

The Cooperating Sponsor shall maintan records and 
documents for a period of three years from the date of 
the export of the agricultural comodities in a manner 
which will accurately reflect all transactions 
pertaining to the receipt, storage, distribution, and 
sales of the agricultural commodities. 

Although USAID/Peru had contracted an Individual in September 1987 to 
expedite the required reports, none had been received by IJSAID/Peru from 
the responsible GOP entities at the close of the audit. 

A.I.1. Handbook 9 Chapter 1 states that, ".D. has the prilaary
responsibility for the administration of the PL 480 program" and that 
Missions are responsible for: 

(a) 	 Assisting host governments tco deveIop and justify 
program proposals, and providt recotmmendations for 
approval I i sapprova 1. 
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(b) 	 Moni toring host government performance under 
signed agreements particularly self-help 
activit ies. and -uses_ of .germerat ed local.urrencies. 

The GOP's lack of adherence to reporting and record-keeping requirements
 
was the result of 10SAID/Peru not enfor&ng the provisions of the
 
agreements and convincing the GOP of the necessity of timely and accurate
 
reporting. Ikwever, Mission officials conveyed informally to the GOP the
 
im:portance of adhering to the reporting requirements.
 

There was no clear assurance that the PL 480 Title I sales proceeds were
 
actually being disbursed to the mutually agreed upon projects and that
 
those projects were achieving their intended objectives. At January
 
1988, over 790,000,000 Intis of the sales proceeds from the 1985 and 1986
 
agreements were in fact still unused by the GOP for approved programs. 
Furthermore, as reported in Finding No. 2, about 13,000,000 Intis 
($934,813) had been removed from the special accounts for unknown 
purposes. 

'hile not a direct cause of ineffective record-keeping and reporting, it 
shoul,,i also be noted that IGSAID/Penj did not have a Mission Order 
explicitlv stating the duties and functions of the PL 480 Title I program 
rlnaiuer. The current manager was only recently appointed to the position 

l ad not received any formnal training in the various aspects of the PL 
180 fitle r progran. Without adequate training and a detailed Mission 

r er. :, proq rar ;manager is li k.lv to experience difficulty and 
rnistrit-ion in trving to track and oversee a complicated activity such as 
t P TitleML 180 I program in Peni. 

avove been adviseli that USAID,/Teru is developinv a Mtission Order for 
its PL .180 Title I program. We believe that this Mission Order should be 
7o(ipleted as soon as vo.sible and that tSAID/Peru should also consider 
providing formal training to the PL, 480 program manager. 

:qAanaement Comment s 

IISAIV/reru generally agreed with this finding and the recommendation, It
 
has now iuplemented or is implementing a number of steps to comply with
 
the reconmendation that includes receiving certified reports, issuing a 
Memorandum of Understanding for reporting requirements, and finalizing a 
*ission Order on managing food agreements. However, it did not agree 
with part b. which originally recommended that no future Public Law (PL) 
430 Title I agreenents be simned until the Government of Peru had met all 
its reporti5s requirements. Also, SMI/Peru did not agree with our 
statement that it did not have complete information available regarding
 
the 	PL 480 Title I and Section 416 agreements since complete information
 
-,ts not available for the fiscal year i987 program. The complete text of 
'' S rs commonts iire attached as Appendix 1. 

ffice of lnj~c r r gcnu ratICccimrnt 

ihil ,IISAll'dPeru ,lid acquire a significant amoutit of program Information 
duringtih, isit, it was not available at the outset of the auit nor was 



it being system;Itically provided by the Government of Peru (GOP). Since 
USAID/Peru stated that it has reached agreement with GOP officials on 
.epor.ting.. requ'.rements.. we.-..have.-revised. the-.recommendat.ion. -When---the 
Memoranda of Understanding and the Mission Order referred to in tie 
mission comments have been signed and a copy received by our office, 
recommendation No. 4 part b. and c. can be losed. Recommendation No. 4 
part a. and d. are unresolved and will require ISAID/Peru to provide 
documentation to address the issues. 
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B. Compliance and Internal Control
 

The extent of compliance and internal controls review-d was limited to
 
thlssius ilthi's repot . 

Compliance
 

The audit disclosed non-compliance with the sales agreements. The
 
Government of Peru i) had not applied the Public Law 480 Title I sales
 
proceeds to identifiable previously programmed self-help projects
 
(Finding 1); ii) had withdrawn sales proceeds for unknown purposes
 
(Finding 2); iii) had not deposited all required sales proceeds into the
 
Special Accounts (Finding 3); and iv) had not provided required reports
 
on the generation and use of sales proceeds (Finding 4).
 

Internal Control
 

Findings Nos. 1. 2 and 3 identified internal control deficiencies over 
the deposits and expenditures of sales proceeds. In addition, finding 
,No. 4 reported that ;JSAID/Peru had not received adequate reporting on 
the provision arid application of Public Law 480 Title I proceeds in 
order to .ffectivelv know whether or not the program was having any 
significant impact on rural development. 
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C. Other Pertinent Matters
 

Public Law (PL) 480 Title I agreements perrit the Government of Peru's
 
(WO) 16portIiig agjncie6s to- 'exclude --the cos1't of -ocean f i -h 
differential and currency use payments in determining the minimum amount 
of local currency to be deposited to the special accounts for expenditure 
on the mutually agreed upon projects. Th MOUs further expanded the 
kinds of expenses which could be deducted. For example, the August 1986 
Memoranda of Understanding (ONOU) states that such costs as ocean freight, 
insurance, port fees, etc., could be deducted. 

While USAID/Peru believes that these costs are reasonable and proper, we
 
do not believe the MOUs should effectively supersede the original signed
 
agreements in the matter of determining net available local currency
 
proceeds. We believe USAID/Peru should incorporate directly into the PL
 
480 Title I agreements a definition of what constitutes net sales
 
proceeds to be made available for projects. We have not made a formal
 
recommendation because USAID/Peru has stated that the GOP was only
 
deducting reasonable costs acttally Incurred.
 

Currency Ilse Payments - The 1985, 1986, and 1987 PL 480 Title I 
agreements required that the GOP repay five percent of the Pl 480 loans 
in local currency. These repayments are called currency use payments 
(ClPs). They are in effect repayments on the dollar loans for the value 
of the PL 480 Title I commodities, that is, an equivalent amount is 
offset against the dollar repayment of the loan. The CUP program is used 
by the U.S. Imbassy for local currency operating expenses and offset 
against its operating expense budget. The U.S. Embassy is responsible 
for collecting the CUPs. 

The agreerents as well as the Uniten States Department of Agriculture's 
publication entitled "PL 480 Concessional Sales and Food for Development 
Programs - Terms and Conditions, Planning and Implementation Procedures" 
state that the CUPs be made "..,no later than one year after the final 
disbursement by the Commodity Credit Corporation under this agreement, or 
the end of the supply period, whichever is later...," and that payments 
be applied to the dollar loan repayments and operating expense budget at 
the most favorable exchange rate not unlawful in Peru. 

According to available records at the USAID/Peru, Embassy and the U.S.
 
Department of Agriculture Attache's Offices in Peru no CUPs had been made
 
by the GOP during the period June 1984 to December 1987, nearly three and
 
a half years, and those that were made in December 1987 were applied at
 
an exchange rate considerably less than the highest rates of exchange not
 
unlawful in Peru. 

Pursuant to this and other A.I.D. Inspector General audits of Title I 
prmgrams in Latin America, the Dlepartment of State Inspector General had 
issued a report recommending several corrective actions to effectively
 
rinage the CUP collection. 
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MAYIOUCDMON1MJ 
CIA PM (41aM) 191.11,1 it 

UNITED STATES GOVERNMENT L 0 t' 

-Memorandum 
TO • r- Coinage H. Gothard, Jr., RIG/A/T ,: 1988 

Tegucigalpa, Honduras - -

FROM :Donor M. Lion, Mission Direc
 

SUBJECT: 
 Draft Audit Report of USAID/Peru Public Law 480, Title I, and Agricultural

* Act of 1949, Section 416, Sugar Quota Offset, rrograms: USAID/Peru
Comment s 

1. This memo provides USAID/Peru's comments on the subject draft audit.
 

2. USAID/Peru believes that a correct analysis of the financial data
 
supplied to the RIG auditors 
leads to completely different conclusions
 
on some matters and revision or elimination of several
 
recorriendations. In one particular 
case, the recommendation should be
 
dropped because other agencies, not the USAID, are responsible for its
 
implementation, a fact known to the auditors.
RIG Had accurate
 
reference been made to the pertinent laws, executive orders and texts
 
of agreements and had full use been made of materials supplied to 
the
 
RIG auditors by the USAID, several misstatements of fact and other
 
errocs that appear in the draft audit would have been avoidrid. This
 
nemc ralr'lm providres information and analysis which indicate what
 
revLsi,)ns in the draft audit are required. Seventeen exhibits document
 
and roLnforce USAID's comments. The USAID requests that this paragraph
 
appear in the executive summary of the audit report.
 

3. In implementing the two programs included in the audit, the USAID 
pays carcful attention to the requirements set forth by the Congress, 
as found in the legislationj by the Washington agencies responsible for
 
the irograms, 
as found in the exact language of the agreements, as
 
specified by these agencies, and which form the asis 
of program

implementationj by Presidential delegations of authority1 by

instru~ctions received for negotiating agreementsl and lastly, by other
 
guidance, to the extent that the legislation and language of the
 
agreements require interpretation. There are a number of assertions of
 
fact in the draft audit which are not in accord with the legislation or 
the langua;e of the agreer'ientn, and which have lead in cases tosome 

mistaken judgments and conclusions. These should be corrected. Some
 
speciffic points listed and others~ will be inarp below, covered 
com.nent8 on the specific audit recommendations. 

A. iTle I and Section 416 programs are authorized by completely

di f rent 1e'-s;ation with completely different requirements. Thus,
1s shown ir the s uh1ct of this memorandum, the Audit should clearly 

" :
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state that it covers PL-480 Title I programs, and Agricultural Act of 1949, 
Section 416 Sugar Quota offset programs. The audit does not cover PL-480
 
Title II programs, artd it does not cover Agric~ltural Act 6f 1949 Section 416
 
programs which are not carried out as part of the sugar 
quota offset
 
programs. These latter programs are carried out by a different office in the
 
USAID, which did not participate in the audit in any way, and are administered
 
by different staffs in Washington. Exhibit A contains the text of Section
 
416(b) of the Agricultural Act of 1949.
 

B. PL-480 Title I does not consist solely of concessional sales on credit
 
termsl since 
December 1985, it also includes sales for local currency under
 
Section 108 of PL-480, although no Section 108 program has been implemented in
 
Peru. 

C. Section 416 is not limited to donations of commodities for sale by

private voluntary organizationsl it also includes donations to PVOs and
 
government for direct distribution, and donations tu governments for sales by
 
the government - the sugar offset program which is the subject of the audit.
 

D. The use of sales proceeds from PL-480 Title I programs is set forth in
 
Section 106 of PL-480 (Exhibit B) which states that they will be used for
 
"economic development purposes". Exhibit C provides a recent opinion from the
 
AID General Counsel which discusses in exact terms the permissible uses of 
PL-480 Title I aaP.s proceeds. Section 106(b) does not require that sales 
proceeds be used for self-help purposes or "self-help initiatives", as is 
often stated in the draft audit. Self-help measures are in Section 109 of 
PL-480 (Exhibit D) and there is no requirement that they be financed by sales 
proceeds (although priority may be given to that use in programming sales 
proceeds). Section 416 does require that sales proceeds be used "consistently
with providing food assistance to needy people," but Section 416 does not 
include any self-help measures. 

E. AID has not been delegated primary responsibility for the 
administration of the PL-480 programs covered in the draft audit. In
 
Executive Order 12220 (Exhibit E), the President has delegated Title I of 
PL-480 to the Secretary of Agriculture. AID, through a subdelegation from the
 
Director of IDCA is responsible only for the "negotiating and entering into 
agreements with friendly countries" activity for Title I. The Agricultural 
Act of 1949, in Section 41.6, provides authority directly to the Secretary of 
Agriculture. The USAID understands that he delegated some of
has his 
authority to AID, at least ax concerns the -egotiating and entering into 
agreements, but USDA retains primary respor:ibility for Section 416 programs.
In practice, following the guidelines on PL-480 Title I programs in Cha4ptear 2 
of Air Handbook 9, the USATO takes primary responsibility for implementation 
of sef11'-help ~eand uve of goneratod local currencie. This i done 
in Th'lab-rAor ltoiral
Wth the- Ar$.,n Attichn ind theeconomic -le'tion of tho 
YZmba397. Thoese %. the only tronitoring anJ im~plmentationi responsibil'tidn
placedl on the USAt*) for~ PL.-4K Title T protqra-m% In lianlbooy. 9. 

i~;2; 4 lip 

4 
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F. PL-480 does not have three primary objectives, as stated in the draft
 
audit, but six. As stated in Section 2 of PL-480 (Exhibit F) they include
 
developing and expanding export markets- for U.S. agricultural comodities, and
 
promoting the foreign policy of the U.S., 
as wgll as those three mentioned in
 
the draft audit, and the new objective from 1985 of encouraging private

enterprise in developing countries. The audit should recognize that
 
Department of Agriculture and Department of State efforts to use Title I
 
programs to achieve the first two purposes of the law listed here are 
legitimiite ones, ind are factors that impact on the USAID in using the program 
for re.cling its humanitarian and development objectives.
 

G. The draft audit has several references to "The Foreign Assistance Act 
of 1954" and "The Foreign Assistance Act." These are incorrect. There is no
 
relationship between the Foreign Assistance Act under which AID carried out
 
its other programs and PL-480 and the Agricultural Act of 1949. AID guidance
 
on implementation of 
the FAA does not apply to Title I and Section 416. This
 
is particularly true for AID guid]ance on exchange rate policies (Exhibit G).
 
The current LAC guidance or. exchange rate policy is explicit that it does not
 
cover Title I agreements, because AID does not have the authority to set
 
policy ofl exchange rates for Title I agreements. Since FAA legislation and 
guidance are not applicable to the programs which are the subject of the 
audit, the aadit Must avoid asing terms related to the FAA as if they apply to 
Title!I ind section 416. 

4. In a number of places in the executive summary and in the audit itself, up 
to Section II-A on Findings and Recommendations, there are imprecise and 
ambiguous statements that do not indicate with clarity what the findings of 
the audit are. The USAID believes that greater precision in drafting would
 
make the audit more useful to all readers and users.
 

A. The executive summary talks of $87 million in sales proceeds from the 
1985-1986 agreements, whicn could be taken to indicate the value of the 
co.modities financed by the U.S. Government under Title I and the value of the 
commodities and freight provided in the Section 416 donation. Actual U.S. 
Government disbursements for these agreements were under $50 million, 
significantly less than the value of sales proceeds cited. 

B. The statement "the Government of Peru had not provided evidence that 
it had effectively used PL-480 Title I sales proceeds for mutually approved 
projects ... " is highly ambiguous. Does this mean it had not provided "any
evidence" cr that it had not provided "complete evidence covering all mutually 
approved projects"? USAID staff provided the RIG auditors with a number of 
reports from the GOP on disbursements to mutually approved projects that 
comriled with the amounts agreed upon between the USAID and the GOP. 

C. The summary shoald indicate that the USAID took steps to manage the 
program more effectively prior to the start of the audit. The draft audit is 
ambiguous on when these steps started. 

/'
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D. The statement that "Public Law proceeds were not used for development 
purposes .. ." is highly ambiguous and misleading. Does this mean "not any", 
or "not all"? Based on the GOP reports and other information provided by the 
USAID, and interviews with project mnanagers, te draft audit recognizes that
 
development projects received funds provided for in mutual agreements between 
the USAID and the GOP on uses of -:ales proceeds.
 

E. The Draft Audit refers to this USAID as "the Mission" and to all the 
U.S. Government agencies represented in Lima as "the U.S. Mission." The 
difference between "the Mission" and "the U.S. Mission" is explained only 
once, in a footnote in Part II-A--4 of the draft audit. We suggest that when 
referring to the USAID/Peru Mission, the audit should always refer to "the 
USAID" and when referring to the agencies represented in the "U.S. Mission" in 
Lima, it refer to them as "agencies," not as "offices"j the USAID has 
constitutent "offices" in Lima, but the other agencies do not. 

F. The draft audit converts intis of sale proceeds to dollars at the
 
fixed exchance rate of 13.95 intis per dollar. Yet the audit notes that this 
was a time of rampant inflation and frequently changing exchange rates. While 
there is no ideal solution to conversion of inti values to dollar values 
during the period of the audit, the simple method chosen in the audit creates 
anomalous results, such as making the sales proceeds 75% greater than the 
value of the commodities supplied. The 13.95 rate was not the average 
official rate of exchange in effect during the audit period, contrary to the 
statment in the draft audit. 

t. In Part I-A, Background, the listing of GOP agencies involved in Title 
I and 416 activities should indicate, that ENCI and ECASA handle sales as well
 
as imports; that the National Treasury is part of the Ministry of Economy and
 
Financel and that the General Budget Office of the Ministry of Economy and
 
Finance neqotiates the agreements on the use of sales proceeds for specific 
projects and authorizes the disbursement of local currency for the projects.
 

PART II-A - FINDINGS AND RECOMMENDATIONS
 

5. Part II-A-I. This section of the draft audit, except for some clarifying 
changes, and one significant change which will be discussed below, was
 
presented to the USAID as "Record of Auiit Finding (RAF) No. 7" just prior to 
the departure of the auditors from Lima. The USAID has responded to this RAF,
 
but the reply did not arrive before the draft audit was issued by RIG/A/T.
 
The USAID believes that this reply to RAF No. 7 (Exhibit H) provides a correct
 
account of program implementation, and will lead to substantial revision of
 
this section of the draft audit. The USAID 
reply makes the following 
principal points: 

A. A correct analysis of uses of sales proceeds must take into account 
the armount and timing of dsbursements made to development projects in 
accordance with the mutually agreed upon schedule for use of sales proceeds. 
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The RTG auditors received xnforrnation on these disbursements, which are 
acknowledlged in the audit, and they further acknowledge that the GOP advances 
funds for projects, for reimbursement later when sales proceeds are 
available. To conclude that "... the government had not used proceeds from 
the ... Title I and Section 416 sales agreements ... " and "the GOP had 
effectively impounded the PL-480 resources" is thus paradoxical, and contrary
 
to the adLmitted facts. The paradox disappears if one considers that the GOP
 
has a single unified account, of which the special subaccounts for sales 
proceeds and the subaccounts for disbursements to AID agreed upon projects
 
form a part, and consider3 that from the overall account point of view, the
 
salei proceedis are deposited and theen used to reimburse the GOP for
 
expenditlires already nade or are used to make further expenditures for the
 

areed upon project purposes. By focusing on the subaccount balances
 
exclusively as totally separate accounts, and not considerirg the overall
 
relationship between deposits and expenditures for mutually agreed upon
 
projects in the unitary account, the draft audit arrives at erroneous
 
conclusions.
 

B. In consideriug the effectiveness of maintenance of value provisions, 
one :Ist t;onsib1:r when the sales proceeds are to be deposited in accordance 
with the agrement, for maIntenance of value does not apply until the sales 
proceeds are genar.ratei ind chedule;. to be depositedl and also when the funds 

Ss .-,p)nt )rolot Fr spent, of nor purposes, once maintenance value longer
TT. II elitoro were supplied with this information, and they 

pr2.-c- t infuration in tie audit on when deposits were made and when 
expeni itiro: took place, but they choose to ignore this in their analysis, andh]ence Therive inflated estirnate.5 of losses from a purported lack of maintenance 
of value Prrovision. The JSA-D lemonstrated that all 1985 sales proceeds and 
interest were disbursed for mutually agreed upon purposes by the end of 1986.
In the case of the 1986 agreement, a detailed analysis shows that if 
expenditures had gone as planned, the loss of purchasing power of the sales 
proceeds would have been less than 3%. Because cf some lags in expenditur,.,the actual Loss of purchasing power will be around 5%. Judged by these 

rosults, reasonable maintenance of value system exists. 

C. The Mission anti the GOP do have a mechanism for expediting use of
sales proceeds to support approved projects. In the recent (and in expected 

future) budget cycle, the Mission has analyzed project needs and notified the 
GOP of desired sales proceeds project allocations before the commodities have
been shipped from the U.S. The allocations are finalized and included in the
 

budget law about the time the commuodities arrive. The new year irrives and 
the GOP starts expeniitures, advancing its own funds, as is acknowledged in
the auJdit, immediately and if necessary before the sales proceeds are 

deposited in the special accounts.
 

f). In addition to failing to take into account .ates of expected denosits 
mdn 1 1 of in calculatlnq the effectiveness of maintenance ofdttes ozpendL<xros 
v:. iemeasur,.s, the drift audit )veristlmates th#. rate of inflation, and hence 

1/
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the loss in value of sales proceeds. The draft audit uses an annual rate of 
inflation of 87% in 1986 and 1987 to September yet the actual rate of 
inflation for the consumer price index in Lima, which is one of the two price

indices used to measure inflation in Peru, wa~only an average of 80% during 
the period. The rate of increase in the other index used to measure Inflation
 
in Peru, the wholesale price index, during the period was lower than the rate
 
of increase in the consumer price index for Lima.
 

E. The Mission indicated in writing to the GOP that the method used by 
the GOP for maintenance of value would be satisfactory, prior to its
 
implementation. (Attachment to Ehibit H.)
 

The new section added to Part II-A-I, after submission of the RAF, covers 
the auditors' review of 20 projects receiving sales proceeds, to determine if
 
the flow of counterpart contributions had been satisfactory. This was done by
 
interviews with project managers. There were two findings: 75% of the
 
projects reported their original budget requests had been lowered by the GOP?
 
59% stated their projects had received less than the approved budget amounts,
 
and thirteen project officials stated their projects had been delayed because 
of insufficient funds being provided. These findings are used to support a 
conclusiion that m.any of the jointly budgeted projects were not being
 
adequately funded (Office of Inspector General Comments, Part II-A-3 and 
Office of Inspector General Comments, Part II-A-4). The USAID does not 
believe the information presented supports the conclusions reached.
 

It is trae that many project managers have their original budget requests 
Ct. This is not done by the GOP, however, but by the USAIO. The USAID 
reviews all original project requests to see if they ar6 justified, how well 
they fit within AID priorities, and how project needs accord with estimated 
overall sales proceeds availabilities. When the USAID requests sales proceeds 
allocations for the projects it supports, it is not rubber stamping project 
managers' requests, but presenting a request that it is prepared to justify 
and stand behind. In negotiating the 1988 sales proceeds project budget with 
the GOP, the GOP did not cut any of the AID requests, but did request some 
increases. If initial allocations prove to be inadequate, project amounts are
 
increased during the year through supplementary credits. The USAID cannot 
agree with a conclusion that adequate funding of projects requires approval of
 
the original requests for budget amounts by project managers, regardless of
 
the justification presented for the requested amounts.
 

To check the auditors' statements about delays in projects being caused by
 
insufficient funds, copies of the statement in the draft audit were shown to 
the 10 AID project mana -ers who cover almost all of the projects receiving
 
sales proceeds counter art. Only one was in agreement with auditors'
 
Snflings, and only two were in partial agreement. While a few projects have 
undoubtedly suffered! from delays in funding from sales proceeds, the vast 
najority have not, and the USAIM believes that the auditors' conclusions based 
on th ltr reported project manager int'irvlews cannot be sustained. 
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63. Part 1I-A-2. The USAID does not believe that this section should be
 
included i. the final audit, since the USAID is not responsible for CUP
 
payment collections. The USAMD called to the attention of the RIG auditors 
the statement made by RIG/A/T in its Audit *eport No. 1-250-88-0'), dated 
January 22, 1988, which raised r-nagement issues regarding CUP collections in 
Guatemala, as follows:
 

"Subsequent to our iraft report issuance, we were advised by 
the State epartment Inspector General that the 
responsibility for CUP colLection lies with the U.S. 
Enbissy. ince thvi responsibility was outside of AID's 
authority, the mTatter was referred to the Department of 
State, and we will consider Recommendation No. 2(b) closed 
on i:LuCince of the report." 

Thi4s was 1]iIcufs with RIG/Ai/T management at the exit conferencep at the 
conference RIG/A/T agreed t- refer the CUP observation to the State IG, and 
perhan, Mlso the Treasury and Agriculture ince theto iGs, information USAID 
hiAr Prrilded the RIG Judttors indicated that the two Departments have some 
r,-sponsibiitY for UP collections. 

'vhe USArD ha,,; i nterest in CUP collections only to the extent that 
qot".j. t.'rg .nFtIct Io s for Tit;? I agreements require that Title 

rrrq. .e)u- ail beore new agreements can be signed. To expedite payments 
of these arc -1eges so that ne.w agreements can be signed, the JSAID has 
encour~qe;CUP payments by the .7OP. tn this connection the USAI!) provided to 
the R11 auditors cables received and sent by the U.S. Embassy in Lima 
concern-ng CUP (Exhbit 1). These cables clearly establish the following 

A. Instructions on collections of CUP payments come from RAMIC USDO 
regional offizes of the Department of State. They are directed to the B3MO in 
the rrnbaasy. 

13. The U.S. Embassy in Lima routes them to the Budget and Fiscal officer,
 
and does not send copies to the USAID.
 

C. In midsummer, 1987, none of the posts in the LAC region with CUP
 
payment provisions in its Title I agreements was up to date on CUP
 
collections. The problem e,;emed to be a systems problem, not a Peru specific
 
problem.
 

D. When CUP collections arg made, the Embassy Budget and Fisc 1 Officer 
sends the requiired rotificatio. to the RAMC regional Department of State 
offici. There ii no UrA." clearance on payment notifications. 

Tn .onnu-tIon that CUP payments were as received in
4th i-surinq recordeil 
"4a4h -qton, so that rr#earages woill not exist as a barrier to signing new 

I 
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agreements, USAID officers hiiv been informed that the Department of
 
Aqriculture is responsible for receiving CUP payments as well as other Title I
 
loan pyments, and receives information on CUP payments through the Financial
 

of the cepartment of the Tre ury.
Management Service 

The cables also answer the question raised by the RIG auditors on why CUP 
payments were being received more than one year after the final disbursement 
by the CCC. In the cables in the Exhibit RAMC orders collection of all unpaid 
CUP in no uncertain manner. We believe that RIG auditors should direct their 
qfuest.ons to the Department of State. 

It was based on thi.3 information proviled to the RIG auditors, that the 
IUSAITD suggested at the exit conference that the Treasury and Agriculture IGs, 
as well as the State Department I, might be involved in examining CUP 
cnllection questions, as this is not a matter of AID program management. 

Concerning the draft audit recoznendation that the USAID advise tie Budget
 
and Fiscal offLce- ,n thet U.S. Embassy that all CUP payments will bf) converted
 
ilng "tie F- not exchange available in the
most £Avorqhle unlawful rate Peru," 

. ann)t accept thii -ecommendation for the following reasons! 

A. As Il rqady noted, the USAID has no respo)nsibility for CUP collections 
,m to ajencies responsi].e for them how to carryis n.t... .igv..e 

q3. The phrise u<esi in te recommendat on "the most favorable not unlawful 
rate available in Peru" cannot be applied to PL-480 Title I 

transactions. This phrase Ls appliid to TAC/AID activities under the Foreign 
Assistance Act, and as shown in Exhibit G on exchange rate guidance, 
specifically cannot I- applied to PL-480 transactions. 

C. Examination of the 1985 PL-480 Title I agreement signed with the GOP 
show,- the exchange rate definitions that are aiplicable to CUP transactions 

xhinit J). This language was continued by reference in the 1986 agreement, 
and ilentical lanTiage haa been includel in the 1987 agreement. This language 
is provided by Washington agencies in the negotiating instructions sent to the 
U.S. Mission, and cannot he changed by the U.S. Mission. (In fact, this 
lanTniage has been standard in all Title I agreement worldwide for many 
years.) The USAID believes that the exchange rate used in determining the 
dnllir value of CUP payments must be the one which has been agreed upon with 
the COP in the 3igned agreements. 

The definition of applicable exchange rate for CUP payments statesa "a 
rite in effect on the dato of payment by the importing country which is not 
i1ss favorablo to the Govern;,ont of the exporting country than the highest 
exchange rate Leglly obtainnbte in the Pfortingq country and which I not 
les f.ivorablq to the Government of the egporting country than the highest 
exchange rate obtainabl by any otler nation ... If 4 unitary rate is not 
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maintained, the applicable rate will the rate (as mutually agreed by the two 
,,overn-nents) that fulfills the requiriment (above)". 

ITI view of the complex definition of the e6hanga rate to be used for CUP 
payments, the USAID believes that the shouldRIG auditors secure from the 
compet.ont efle(,.A Counsel Off ice concerned an opinion on properthe 

application of thlis 1efinition to the CUPrecent payments in Peru, before 
reaching any conclusions on whether any losses were suffered in the recent 
payments.
 

(While ibsent a ;val -d legal opinion on the application ol the langu.age in 
the Agreement to the recent CUP transactions in Peru, the USAID takes no
position on whether ir not there were "losses," it would note that the 
calculations of the "losses" in the audit are in becausedraft error they
cortain double countinq. There 
is only one exchange of local currency against 
a 1-o1l1r debt paymennt when a CUP payment is made, and not two as claimed in
 
the riraft iadit. A "loss" can take place only when intis are credited against
4olht rs at ar inckurre" t exchange rate. Therefore, the "losses" shown In the 
-:r-ft iu- --ro tw--. as ,trge -I they should be.)
 

7. Part r-A-3. The U5AItM ,,s not believe that this section should be 
IncITd1:1 .n the final iu,lkt, qince the USAID has proviled information to the 

rrn 0 tirtr nt t r, th 1, .13.0 n11 lIon remove from the special
 
...... §.
 nt3s the :;pecial subaccounts [rol the FY 1985 

am v-, had ho°n- usc. fu)r n,,,itly agreed development projects by the end of 
A%. !n lcoonst.tinrl thi;, it 0, required to show actualnot 
 transfer of
 
9,inds fro ono subaccount to another subaccount, and then to accounts of 
lpprx.,, ! n ro~'ets, but only to demo.strate that actual disbursements to
 
-iitu.ily approvedirojects, In amounts thAt do not exceed 
those approved by

the Ut hAI, 
 are equal to or exceed the total amount of sales proceeds and 
tntercit that are avai ladle for progra."ming to jointly agreed projects. 

4I l in Txhlbit K, which was ttachei to the USAID's reply to RAP lo. 
, refpi Ir1 Iteposit of sa es proceeds from the 1985 agreement, in 
:orrc 
with the Memorandum of Understanding and the Agreement, was at
 

least !/.344.3 
million. Actual deposits of sales proceeds, as detailed in
Axhihit K, were '/.348.5 nillion. Interest earned on the sales ptaceeds was 
17.23.2 million, gtlving a total expenditure requirement on approved projects
of I/.37%.7 million. This interest be for projects tncludedto used I/.7.0
 
n[[icn which were transferred from the special account, And form part of the
 
;/.3.9 ~million referred to in this nection of the draft audit. 

A detailed GOP report (Exhibit L) on expenditures in 1986 for approved 
....)t, i. accor,1dnce with tf-i dotailed mutual agreement on amounts to be

for rhows I/.44).5rIsb that ntllion was disbursed for the 
nut ~a',y app;.ruved prQct?4, Of tiila mount, 1/,3,#3 million spent awere rrom 

ac ount fro 11c.. the rY I9A3 Ajreement ameindrment for I 13ait"r~ $~4r~,v."iq e pndtt~ifn 
 iariced from the VY 19HJ5 Agreement at
 

/,40,2 i,1 tV4
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Thus, actual *isbursements in 1986 exceeded the amount to be programmed
for disbursementa by I/.410.2 Million minus I/.376.7 million, equal to 1/.33.4
million. Attribution of the additional 1/.6.0 million taken from the special
subdccount in the first part of 1987 to refrburse 
the GOP for the 1986
 
expenditures would lessen the excess expenditures to t/.27.4 million.
 

The USAID in response to RAF No. 4 had previously informed the RIG 
.udctltors that utb tianbL-,r t:.c piicial iubaccounts were required by
Peruvian law--Law 24582 of December 12, 1986 and Supreme Decree 132-87 of May
2), 1997--and were made after issuance of the Supreme Decree for the new law 
(Ex1:itbit M). However, both the GOP and the USAID recognize that once earned 
on the special subaccounts, interest must be programmed for mutually agreed 
projects, reqardless of whether the law requires its transfer from the 
sibaccount. 

In mon otring the uses of sales proceeds for development projects, as 
rovlded for in the Title I Agreements and Minutes of Understanding, the USAID 

folow,; the juldance of PD-5 and the Agency's Supplemental Guidance on
Pr.laniunq L.Tcal Cirrency, 87 State 327494, to rely on the recipient country 
to !!o . *~chof tie work of utilizing and accounting for the host country
,wned ---a' currency -is possible. The USAID concentrates on assuring itself 
t Aictual Ajbur~emnentn to approed projects equal or exceed the amounts of 

......t.t *nd olther naintenance of value payments, that must be,'.:'a Ior r.<e~e ptirposea. Thi policy has been higjhly successful. The 
v n 'isbursed funlds r- agreed projects before sales proceeds had been
 

Jopositedhas proposed or agreed to supplementary cr-.dits for projects in
 
aceptable the though these
t ci to USAID even supplementary credits exceed 

the tots. amount avai fable for programming, and has provided reports, that
 
USAID chec'ks show to be reliable, on actual disbursements to projects and
 
sales proceeds and interest generations, that indicate that compliance has
 
achieved or exceeded requirements on disbursing funds for agreed upon purposes
 
on an ov.erall basis.
 

9. Part it-A-4. The USAID agrees with the title of this section "The correct 
amount of commodity sales proceeds was nct deposited into the special
accounts," but does not believe that in view of the steps the Mission is 
taking in cooperation with the GOP to correct the situation, and the generally
satisfactory record on providing sales proceeds for mutually agreed
development projects, that the step of suspending signature of new PL-480 
Title I Agreements is required to force the GOP to make the needed sales 
proceeds deposits in special accounts. There are a number of errors of fact 
and interpretation in this section of the draft audit that should be corrected. 

As documente in Exhibit N, the official ENCI accounting and the USAID 
n0o of comment show that FNCI deposited in the special account an amount 
*v[ghtIy in excess of the equivilent of the FOD price of the wheat imported

heIe" !FY l984 Agreement, but 10I not deposit the additional amount, 
reu~r~i Accor.ing to the Memoandum of Tlnderstandinj for the FY 1986 

A
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Aq reement, to bring the deposit in the special account to the total net sales
 
proceeds from the wheat importation. The shortfall in the special account was
 
1/.150,727,559, not the I,.175 million claimed in the draft audit, for which 
no supporting explanation is supplied. Also, c~ntrary to the statement in the
 
draft audit, ENCI did not deduct the value of the commodities in determining 
the net sales proceeds rather, it deposited the F.C.B. value of the
 
commodities in the special account rather than the net sales proceeds.
 

When the shortfall in the deposits became apparent shortly after the final
 
deposits on the imports of commodities from the FY 1986 Agreement became due,

the U'SAID notified officials in the Ministry of Economy and Finance, and after
 
Lnfo-a. efforts to secure compliance were not successful, the Director
 
General of the Public Treasury in the Ministry of Economy and Finance has 
taken steps to require compliance in strong terms. See Exhibit 0, which also 
contains an extract from the 1988 budget law, requiring full deposit of sales 
procee-J its provided frjr in food aid agreements, and Title I agreements in 
particul.ar. This was added at the initiative of the Director General of the 
?ublc Tr Asry t) rlnke clear the deposit requirements for sales proceeds from 
food aid agriements. 

Takinq L'ito account the justified needs of AID supported projects in 1987,
 
tle U.. s ble to reach ailreement with the GOP for adequate amounts of
 

iI- r.,r.cev>i3: t-) be dli3bur,;ed to these proje-ts. To the extent that projects

Id rot . sifficient funis in 1987, which happened in a few cases, the
 

cause waa 
 not lack of avaI fible sales proceeds to be programmed, but rather of 
,lifficulti,,s of docume nqtinthe uses of past counterpart disbursements before 
t'i:e "inistry of Economy and Finance would make new disbursements, and other 
qiostions ivor propur requests and documentation for disbursements of the 
fUinds ocated. The USAID intervenes actively to resolve these requests, but 
,n some cases resolution is delayed. There is no supportable finding in the 
drift aiidl that failure to deposit sales proceeds in the special account 

.hindered th financing of AID supported ot other priority development projects
for which the Mission had requested allocations of counterpart funds. In view 
of this faet, and the support that the Ministry of Economy and Finance is 
g4ivng to res(lve the problem of the sales proceeds deposits, the USAID 
believes that the problem will be resolved in duo course, and there is no need 
to hold up signing of new Title I agreements in order to force resolution of 
the problem. Tht4 requirement of the recommendation should be deleted.
 

The draft audit emphasizes that ENCI deducted seven different types of 
"administrative coats" in arriving at the net sales proceeds to be deposited

into the account. As shown in Exhibit N, these are "administrative costs" 
only in the broadest sense of the word "administrative," since the costs 
included qrain inspection costs, banking charges for opening letters of
 

4credit,Intrest on the wQrking capital used during the wheatand char-es 
mpot. The70ounttotal of these costs was 3.8 percent of the saleu price of 

tile Whet. Private ector firms which import commolities through SNCI must 
a: I 4ee 3ost;, and they i nfot-neI the USAID that they were considered 

http:particul.ar
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9. Part Il-A-5. The USAID accepts the four recommendations on accounting,
 
recore keeping and reporting contained in this section, and has implemented or
 
is implementing a number of steps to comply witfjthe recommendations.
 

A. The USAID is taking steps to secure certified reports on the receipt
 
and expenditure of sales proceeds for the 1985, 1986 and 1987 sales
 
agreements. Since the utilization of sales proceeds for the 1985 Agreement is
 
now completed, the USAUD expects to receive these first. Final certified
 
reports on the sales proceeds from the 1986 Agreement will be received
 
shortly, but since expenditure of these proceeds will not be completed until
 
early p989, a final. certified report will not be available until after that
 
date.
 

B. The USAID has reviewed reporting requirements with the GOP agencies

involed in preparing and presenting them, and has arrived at agreements on
 
the reports required for effective monitoring. The Memoranda of Understanding
 
for the 1987 Agreements are being amended to include the new reporting

requirements, and they have been 
accepted for inclusion in the Memorandum of
 
Underst-nding for any forthcoming food aid agreements. The USAID has obtained 
acceptable reports based on adequate and verifiable records for adequate 
monitoringq. This has been done in a cooperative mode with the GOP and there 
was no need to threater that no new Title T Agreements would be signed until 
the GOP -iaintained aV'equate recoris and provided adequate reports. This 
requiretment of the rtcornendation should be deleted. 

C. "Thc USAIO will finalize shortly its Mission Order on managing PL-480 
Title I and Section 416 sugar quota offset Agreements, which is now in draft. 
The ,iraft order is veri explicit on program management apnndilitiesad
 
assignments.
 

D. The Mission will consider providing technical assistance to the GOP as 
needed to improve its record keeping, reporting, and other responsibilities 
under the Title I Agreements. The previous USAID effort to provide assistance 
could not be implemented, since AID guidelines on paying salary supplements 
were interpreted as preventing payment to the GOP individual proposed for his 
extra work on securing preparation of more timely reports. 

Several statements in the "Discussion" part of the section should be
 
revised. While It is technically true that the USAID "did not have complete
 
information regarding the importing, sales and local currency diposits
 
associated with Title I commodities made available for Fiscal Years 1985, 1986 
and 1987," the statement is highly misleading. The USAID had complete 
inform-ntion for the 1985 anl 1986 Agreements, but it did not have and could 
not have complete inforration for the 1987 Agreements at the time of audit, 
ince thj prc~~ess of lzportition and payment for the commodities had not yet
 

been completed at the timv of the auldit.
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Also, the USAID had ample information available showing the actual use of 
the local currer-:y beyond the programming/budget stage. Exhibit L, which was
 
provided to the RIG auditors, presents that infqrmation for 1986 for use of FY 
1985 Agreement sales proceeds. Exhibit P, als? provided to the RIG auditors,
 
presents an example from August 1987 of the memoranda sent to USAID project

officers quarterly, reporting on actual disbursements to projects as compared 
to agreed amounts for the year, for each approved project. 
 The most recent
 
memorandum in this series, for the first quarter of 1988, was issued June 2,
 
1988. Semiannually, USAID project managers prepare project reports, which
 
include reporting on counterpart receipts and uses by projects. These reports
 
are reviewed by the USAID and by AID/W. When counterpart funds are not being
received on a ti --ly basis or in adequate amounts, and project impact is 
lessened because of this, these problems are identified at the reviews, and 
corrective steps taken. In recent semiannual reviews, problems with
 
counterpart have been issues for only a few projects.
 

10. Part I-B. Compliance and Internal Control. The USAID believes that this 
section will require extensiie revision, as it contains a number of statements 
from earlier in the draft audit which, as has been shown in this memorandum 
and the attached exhibits, are incorrect or unsustainable interpretations of 
the facts.
 

i. Pat _1-. Other Pertinent Matter5. The draft audit repeats statementa 
from RAF No. 8, which the Mission had attempted to correct in its response to 
tlie VAF (Exhibit Q). The ocean freight differential is deducted from the 
value of the financing provided by the U.S. Government before calculating the 
minimum amount of sales proceeds that must be deposited. The Agreement does 
not permit its deduction from the sales proceeds actually received when the 
commodities are sold. (In any case, the ocean freight differential is paid
 
directly by the U.S. Department of Agriculture, and the USAID is never
 
informed of the amount of the payment.) 

Also, the deduction of CUP payments is not allowed from the sales proceeds 
before they are deposited in the special accounts. CUP payments are made by
the Ministry of Economy and Finance, not by ZNCI, and the sales proceeds must 
be deposited in the special account, in accordance with Peruvian law, before 
they can be used for payment of CUP. 

Also, in Exhibit Q, the USAID points out that the definition of sales
 
proceeds used in the Memoranda of Understanding for the 1986 and 1987 Title I
 
Agreements conforms to the definition contained in instructions from
 
Washington agencies for FY 1988 Title I Agroements--"proceeds net of costs 
paid by GOP (including freight) to got the commodity to point of sale and 
ready for sale." The instructions do not provide for defining sales proceeds
in th text. of the Title I Agreement. The tJ.AID must follow Washinnton 
ietrtion4 on the text of the Title I Agreement, anI has no discretion to 

include L=ems in the ,text of the Title I Agreement outside of the 1pecific 
requests contained in iti Instructloni. 

ClranesPPOGcCEspno f an(ID) 
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LIST OF REPORT RECOI'ENDATIONS
 

Page
 

Recommendation No. 1 
 4
 

We recommend that USAID/Peri: 

a. 	provide evidence that the Government of Peru had
 
expended sales proceeds generated under Public Law 480
 
Title I and Section 416 agreements for support to
 
mutually agreed upon development projects,
 

b. 	obtain from the Government of Peru evidence that
 
effective maintenance-of-value measures have been
 
implemented and funds currently on deposit be adjusted

accordingly. and
 

c. 	in conjunction with the Government of Peru, develop a 
mechanism to expedite the offsetting of actual Public 
Law 480 Title I and Section 416 local currency sales
 
proceeds against reported expenditures for the
 
mutually agreed upon projects.
 

Recommendatioi No. 2 	 9 

Ile 	 recommend that USAID/Peru obtain relevant evidence that 
the equivalent of $934,813 in local currency (Intis) has 
been redeposited into the special accounts and approved
for use by the ?fission. 

Recommendation No. 3 
 11
 

We recommend that USAID/Peru obtain ,elevant evldence from 
the Government of Peru that the equivalent of $10,806,000 
in local currency (Intis) and the applicable Interest 
which was accrued has been made available In the 
appropriate special accounts. 
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Recommendation No. 4 13 

We recommend that USAID/Peru: 

a. obtain from the Government of Peru the required
certified reports on the receipt and expenditure of 
the sales proceeds and interest earned for the 1985,
1986 and 1987 sales agreements, 

b. determine precisely what reports are needed from the 
Government of Peru in order to effectively monitor the 
Public Law 480 Title 1 and Section 416 activities and 
formally advise the Government of Peru of these 
requirements, 

c. complete its preparation of a comprehensive Mission 
Order which states, as explicitly as possible, the 
duties to be performed by the Public Law 480 Title I 
program manager, and 

d. develop an action 
Peru's ability to 
accurate reports. 

plan to Improve
keep records and 

the Government of 
provide timely and 
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