
AUDIT
 
OF USAID/BOLIVIA


ECONOMIC SUPPOPT FUND PROGRAMS 

AIDIT 	PEPORT NO. 1-511-89-07 
Januarv 20, 1989 



AGENCY FOR INTERNATIONAL DEVELOPMENT
 
U S MAILING ADDRESS. OFFICE OF THE REGIONAL INSPECTOR GENERAL TELEPHONES:

RIG/T AMERICAN EMBASSY 32-9987APO MIAMI 34022 TEGUCIGALPA - HONDURAS also 32-3120 EXT. 2701-2703 

January 20, 1988 

MEMORANJM 

TO :JSAID/Bolivia Director, G. Rginald Van Raalte 

FROM RIG/A/T, iI N dothard, Jr. 
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The Office of the Regional Inspector General for Audit/Tegucigalpa has
completed its audit of USAID/Bolivia Economic Support Fund programs.
Five copies of the audit report are enclosed for your action. 

The draft audit report was submitted to you for comment and your comments 
are attached to the report. The report contains four recommendations.
Recommendation Nos. l.c, 3, and 4 are resolved and will be closed when
actions underway are completed. Recommendation Nos. l.a, l.b, l.d., L.e,l.f, and 2 are unresolved. Please advise us within 30 days of any
additional actions taken to implement recommendation Nos. 1.c, 3, and 4,and any further information your might want to consider on theus 

unresol ved recommendations.
 

11e appreciate the cooperation and courtesy extended to the auditors on 
this assignment. 



EXECUTIVE StARY 

Economic Support Fund grants were provide(. to Bolivia in 1986 and 1987 toassist in its economic recovery through balance-of-payments support. A
total of $14.3 million was disbursed to the Government of Bolivia underthese grants, and the Government had disbursed counterpart local currencyecuivalent to $8.5 million to jointly programmed development projects.
These counterpart local currency disbursements were requ ired by the grantagreements as a condition of the dollar assistance. A third Economic
Supporl Fund agreement was signed with the Government of Bolivia in Julv1988 but was not covered bv th, audit since no disbursemer- ts had been 
ma1mIe. 

The Office of the Regional Inspector General for Audit/Tegucigalpa
performed a limited-scope financial and compliance audit ofUSAID/olivia' s Economic Support Fund programs. The specific auditobjectives were to assess compliance with applicable laws, regulations,
policies, and agreements; evaluate the internal controls established byISAID/Bolivia, the Executive Secretariat, and the Project Coordination
and Control Unit; and selectively evaluate the internal controlsestablished by recipient agencies which used implemented local currency
to development projects and activities. 

UISAID/Bolivia's Economic Support Fund programs have been affected by
basic management problems since inception and, considering the limitedbenefits of the programs to date, our audit raises serious questions asto the need for the programs in their present form. None of the $7.2
mnil lion provided 
 under the 1987 program had been used and therefore hadnot had the intended impact on Bolivia's balance of payments. Also, theGovernment of Bolivia had failed to make required local currency deposits
equivalent to $5.7 million, while USAID/Bolivia had not effectively

monitored program implementation. Internal control problems were alsofound in the Executive Secretariat and the Project Coordination andControl Unit in the areas of organization, staffing, planning,
supervision, and accounting controls. Serious internal control problems
(e.g., a lack of reatuired books and records) were discovered in one of
the recipient agencies visited during the audit, while relatively minor
internal control problems were found in the second recipient agency.
 

I}SAID/Bolivia had a new top management team which was working to
strengthen Economic Support Fund program management in light of recentguidance. In response to a recent audit and evaluation, the Missionplanned to reorganize the Executive Secretariat and the Project
Coordination and Control Unit. It also planned to establish a newimplementation unit in the Ministry of Planning which would manage thelocal currency deposited under the 1987 and future programs. The Missionhad also taken steps to fortify its own management of Economic SupportFind programs. For example, it issued an April 28, 1988 local orderwhich established a local currency monitoring committee and assignedspecific monitoring responsibilities to Mission offices. As another
example, three financial analysts had been assigned exclusively to 
monitor local currency activities. 
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This report contains four findings. The first finding is that thebenefits of the 1986 and 1987 programs were limited by problems which hadnot been fully reported to A.I.D./Washington. The second finding is
the dollar accounting procedures for 

that 
the 1987 program did not comply withapplicable guidance. The third finding is that no interest was earned onEconomic Support Fund local currency, and no determination justifying

th s deci sion had been prepared. The fourth finding concerns

USAID/Bolivia's management of a narcotics awareness trust fund activitywhich was not covered by its trust fund agreement with the Government ofBolivia. One other pertinent matter dealing with internal controls is 
also discussed in the report. 

The benefits of the 1987 Economic Support Fund wereprogram limited by
slow expenditure of both dollars and local currency. In addition, boththe 1986 and 1987 programs were affected by arrearages in local currencydeposits. These conditions were contrary to Economic Support Fund
 
agreements, operational letters, and accepted
generally management
principles. Due to the Government of Bolivia's limited administrative 
capacity along with limited monitoring by USAID/Boli via, thesedeficiencies were corrected werenot and not fully disclosed in certain
documents sent to A.I.D./Washington. As result,a the planned benefitsof the programs had not been fully achieved and A.I.D./Washington was not
fully informed about problems affecting the programs. The reportrecommends that the need for Economic Support Fund programs in Boliviaand the Government of Bolivia's capability to manage these programs bereevaluated. It also recommends that U1SAID/Bolivia correct the problemsaffecting the 1986 and 1987 programs and revise its reporting on thestatus of these programs. tSAID/Bolivia's comments provided detailedexplanations for some of the problems experienced, and suggested that
 
parts of the recommendation be deleted.
 

A.I.D. guidance implementing the 1987 continuing resolution required
that, when dollars are used to reimburse import transactions, thereimbursments be part of a timely sequence for completing thetransactions. In July 1988, USAID/Bolivia approved reimbursement
transactions which took place from August 

of 
31, 1987 forward. These new

procedures were not in compliance with the guidance, since thereimbursements would not be part of a timely sequence. USAID/Bolivia
approved these procedures in order to accelerate disbursement of thedollars from the separate account. If the new procedures areimplemented, USAID/Bolivia will not be able to determine the actual useof $7.2 million in Economic Support Fund dollars. The report recommendsthat UJSAID/Bolivia modify dollar accounting procedures. ISAID/Boliviabelieved that these procedures were already in compliance with applicable
guidance.
 

A.I.D.'s supplemental guidance on programming local currency favorsplacing local currency in interest-bearing accounts, unless the highestA.1.D. official at post determines in writing that interest should not beearned. The Central Bank of Bolivia was offering certificates of depositwhich provided maintenance of value relative to the U.S. dollar plus 
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interest, but USAI/Bolivia not the Government of tohad asked Bolivia 
invest Economic Support Fund local currency in these certificates. No 
determination justifying a deviation from A.I.D.'s preference for 
interest-bearing accounts had been prepared. Rough calculations indicate
 
that interest eojivalent to about $500,000 could be earned during the 
next year. USAID/Bolivia did not favor earning interest on Economic 
Support Fund local currency primarily because of the effect this could 
have on Bolivia's money In opinion, the interestsupply. our earnings
would not have a significant impact since they would increase Bolivia's 
money sil)plv only about three-tenths of 1 percent. The report recommends 
that interest he enrned on the local currency, or that a determination he 
prepa red explaining why interest should not be earned. USAI)/Bo Ii vi a 
officials did not favor earning interest because of concerns that this 
could significantly increase Bolivia's money supply. 

A.I.D. regulations state that host government-owned local currency may
only be managed by A.I.D. under a signed trust fund agreement.
USAID/olivia had a tnst fund agreement with the Government of Bolivia 
that covered local operating costs of the Mission. However, the Mission 
was also managing a narcotics awareness activity without proper
authorization from the Government of Bolivia. This could lead to 
misunderstandings if the host government felt that these funds were not 
correctly used. USAID/Bolivia originally began managing narcotics 
awareness tnst funds because of the sensitive nature of this activity.
The Mission recognized that it had not complied with trust fund guidance
but had experienced difficulty in identifying a qiualified institution to 
manage this activity. The report recommends that USAID/Bolivia sign a 
tnst fund amendment which authorizes the Mission to manage these funds 
or return the funds to the Government. USAID/Bolivia agreed with this 
finding and recommendation and returned funds thehad the to Government 
of Bolivia. This recommendation will be closed when we receive 
documentation showing the transfer of funds. 

:I/ . .. /.. . 
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AUDIT 
OF USATID/BOLIVIA


ECONOMIC SUPPORT FUND PROGRAMS 

PART I --INTRODUCTION
 

A. Backpround 

Economic Support Funds are provided to friendly countries in order to 
siuplo rl ihe national interests of the United St-ates tinder special1
.(-o0n01 ric, pi lilical, or secu rity conlitions. 1The Gove'ntment of Bolivi a 
ro'ceiVi two 1 Ihommic Suppot ( grants 1980 1987.I:undl giSF) in and! A 
Iota I of $14.3 million was dishursed to the Government of Bolivia under 
these grants, nu;,l the Gove~nment had disbursed counterpart local currency
,niva lent to $8.5 million to jointly programmed development projects.
These counterpart local currency dishursements were reauired by the grant
agreements as a condition of the dollar assistance. A third ESF grant
agreement was signed on July 25, 1988 hut was not covered by this audit
since no dishursements had yet been made. The purpose of these grants
was to assi st Bolivia's economic recovery by providi ng
balance-of-payment s support. 

Grant agreement No. 511-0570 was signed on 6, 1986. TheJune entire $7.2 
million ohlipated tnder this agreement was disbursed to the Government of
Bolivia on Juilv 3, 1986 to pay for private sector imports. Although the 
strinpent dollar tracking procedures established in later years were not
in force in 1986, U.S. and Bolivwan trade statistics indicated that 
Bolivia imported about $51 million worth of capital goods, raw materials,
and intermediate goods for the private sector July 3, 1986from through
July 2, 1987. As of August 22, 1988 the Government of Bolivia had 
deposited the local currency equivalent of $5,603,130 to a special
account. Of this amount, the ecuivalent of $5,581,028 had been disbursed 
to jointly programmed projects and activities by August 31, 1988. 

Grant agreement No. 511-0593 was signed on August 31, 1987. The $7.2
million obligated under this agreement had been disbursed to the
Government of Bolivia, but none of the dollars had yet been used to 
finance private sector imports. As of August 22, 1988, the Government of
Bolivia had deposited the local currency eauivalent of $3 million to a 
special account, of which the ecai valent of $2,956,000 had been disbursed 
from the special account for jointly programmed projects and activities. 

Grant apreement No. 511-0595 was signed on July 25, 1988. Since the 
agreement had just been signed, no dollar or local currency disbursements 
had been made. Therefore, time audit did not cover this agreement. 

The Government of Bolivia's Ministry of Planning and Coordination had 
primary responsibility for managing these ESF programs. Under the 1986
irog ram, however, local currency di sbursempats and some monitoring
functions were accomplished by the Public Law 480 (PL 480) Executive 
Secretariat and the Project Coordination and Control Unit (lJCCP). (These
two oranizations were originally established to manage the local 



1987 

currency component of PI, 480 agreements.) Under the 1987 ESF program,disbursement and monitoring functions were accomplished directly by theMinistry of Planning. IJSAID/Bolivia managed the equivalent of $1.4million in operating expense trust funds under the 1986 and 
programs, as well as the equivalent of $2.2 million in narcotics
awareness trust funds under the 1986 program. (Trust funds belong to thehost government but are managed by A.I.D. on the host government's
behalf.) 

B. Audit Objectives and Scope 

The Office of the Regional 
 Inspector General for Audit/Tegucigalpa

performed a limited-scope financial 
 and compliance audit oFUSAID/Bolivia's ESF programs. The specific audit objectives were toassess compliance with applicable 
 laws, regulations, policies, and
agreements; evaluate the internal controls established by USAID/Bolivia,the Executive Secretariat, and the UCCP; and selectively evaluate theinternal controls established by recipient agencies which used local currency to implement development projects and activities.
 

To accomplish these objectives, 
 records such as agreements,
correspondence, reports, and accounting records were reviewed. Cognizantofficials in USAID/Bolivia, the Executive Secretariat, the IICCP, theCentral Bank, and two recipient agencies were interviewed.
 

To evaluate compliance with laws,applicable regulations, policies, andagreements, tests were made to determine whether:
 

conditions precedent to disbursement were met by the Government of 
Bolivia,
 

dollar disbursements to the Government of Bolivia were made to 
separate bank accounts and not comingled with other funds,
 

dollars were used by the Government of Bolivia for authori zed 
purposes, 

-- local currency was deposited in a timely manner by the Government of
 
Bolivia and used for authorized purposes, and
 

ESF programs were managed in accordance with legal and policy
guidance ond in 1987primarily the continuing resolution, A.I.D.'samplified policy guidance on ESF cash transfers dated October 20,1987, A.I.P.'s supplemental guidance on programming local currency
dated October 21, 1987, and A.I.D. Handbook 19. 

To evaluate internal controls, the included toaudit tests determine 
whethier: 

- JSAID/Iolivia had adecuate documentation to support its local 
currency programming decisions, 

- 2
 



USAID/Bolivia perfonned adeqate monitoring to provide reasonable 
assurance that dollars and local currency were used wisely and for 
intended purposes, 

the Executive Secretariat and the UCCP had implemented sound 
administrative controls (i.e., a rational organizational structure, 
adequate staffing, a planning system, and systems for monitoring the
 
uses of local currency), and
 

two agencies which received the equivalent of $896,599 in local 
currency to implement development activities had implemented
accounting controls over the receipt of funds, safeguarding of Funds 
an,I other assots, di shursement of funds, and record i ng of 
t [*;Ilsac t- ions. 

In addition, a local accounting firm had reviewed the accounting controls 
imiplenented by thi Executive Secretariat and the IJCCP, and the findings
and recommendations in the accounting firm's report were considered as 
part of our audit. 

The audit was conducted from March 7, 1988 through August 24, 1988 in La 
Paz, Bolivia. The audit covered the period from June 1986 through August 
1988, including $14.3 million in A.I.D. disbursements and the local 
currency ecojivalent of $8.5 million in counterpart disbursements. The 
audit was made in accordance with generally accepted government auditing 
standards for financial and compliance audits.
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AUDIT
 
OF USAID/BOLIVIA
 

ECONOMIC SUPPORT FUND PROGRAMS
 

PART II - RESULTS OF AUDIT 

The 1986 and 1987 Economic Support Fund (ESF) programs were affected bybasic management problems which limited the programs' benefits. None of
the $7.2 million given to the Government of Bolivia under the 1987 program had been used at the time of our audit, almost one year after the
first A.I.D. disbursement. Another $7.3 million was obligated in July1988 and $23.5 million had been requested for a planned 1989 program. We
could not deteniine the disposition of the $7.2 million provided in 1986because separate accounting was not remuired. Also, the GovernmentBolivia had not made required local currency deposits equivalent to $5.7

of 

million, dollar accounting procedures did not comply with A.I.D. policy
guidance, interest was not earned on local currency deposits, andIJSAID/Bolivia's management of a narcotics awareness trust fund activity
was not authorized Iy its trust fund agreement with the Government of 
Bol ivi a. 

IJSAID/Bol i via had a new top management team which was working tostrengthen FSF program management in light of recent guidance. In response to a recent audit and evaluation, the Mission planned toreorganize the Executive Secretariat and the Project Control andCoordination Unit (UCCP). It also planned to establish a newimplementation unit in the Ministry of Planning which would manage tilelocal currency deposited under the 1987 and future programs. The Mission
had also taken steps to fortify its own management of ESF programs. For
example, it issued an April 28, 1988 local order which established alocal currency monitoring committee assignedand specific monitoring
responsibilities to Mission offices. As another example, three financialanalysts had been assigned exclusively to monitor local currency
activities.
 

The audit also disclosed non-compliance with a 1986 memorandum ofunderstanding, operational letters and forI 4 the 1987 program, andA.l.D. policy guidance. Several internal control weaknesses were found.
The major internal control weakness in USAID/Bolivia was a lack ofeffective monitoring of the ESF programs. Internal control problems inthe Executive Secretariat and the UCCP were found in tie areas of
organization, staffing, planning, supervision, ark] accounting controls.Serious internal control problems (e.g., a lack of required books andrecords) were discovered in one of the recipient agencies visited during
the audit, while relatively minor internal control problems were found in 
the second recipient agency. 

The report recommendations are that the Assistant Administrator for Latin
America and the Caribbean reevaluate planned ESF programs for Bolivia,
and that UJSAID/Bolivia take steps to improve the utilization of ESFdollars and local currency, correct certain reports sent to
A. I.D./Washi ng ton, and bring other aspects of its ESF programs into 
compli rce with applicable guidance. 
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A. Findings and Recommendations
 

I. 	 Benefits of the 1986 and 1987 Programs Were Limited by Delays Which 
Were 	Not Reported to A.I.D./Washington
 

The benefits of the 1987 Economic Support Fund (ESF) program werr limited 
by slow expenditure of both dollars and local currency. In addition,
both the 1986 and 1987 programs were affected by arrearages in local 
currency deposits. These conditions were contrary to ESF agreements,
operational letters, and generally accepted management principles. Due 
to the (;ovrnment of Bolivia's limited administrative capacity along with 
li mi t ed monitori ng by USAID/Bo i vi a, these deficiencies were not 
corrected and were not fully disclosed in certain documents sent to 
A.i .D./Washington. As a result, the planned benefits of the programs had 
not been fully achieved and A.I.D./Washington was not fully informed 
about problems affecting the programs.
 

Recommendation No. 1 

We recommend that IJSAID/Bolivia: 

a. 	 obtain from the Assistant Administrator for Latin America and the 
Caribbean a reevaluation of the need for the Bolivia Economic 
Support Fund Program and of the Government of Bolivia's management 
capacity to implement and manage an Economic Support Fund program;
 

b. 	 notify the Government of Bolivia that it will not approve any 
additional Economic Fund ..ents until theSupport dishur-	 Government 
of Bolivia has used all of the Economic Support Fund dollars for 
agreed upon purposes, and has deposited the local currencies 
accruing from the 1986 and 1987 Economic Support Fund programs; 

c. 	 obtain evidence that procedures for local currency disbursements 
under the 1988 program have been established which provide for 
disbursement of funds in accordance with the progress of each 
activity and liquidation of previous disbursements before additional 
disbursements are made; 

d. 	 fix responsibility within the Mission for verifying that Economic 
Support Fund local currency deposits are made as agreed; 

e. 	 submit to the Latin American and Caribbean Bureau a corrected 1990 
annual budget submission table VI and a corrected program assistance 
approval document for the 1988 Economic Support Fund program; and 

f. 	 consult with the Office of Legislative Affairs and the Latin 
American and Caribbean Bureau's Office of Development Programs, as 
appropriate, to determine whether or not the 1989 congressional 
presentation should also be corrected.
 

- 5 



Di scuiss ion 

The following sections describe the problems which affected the 1986 and
1987 FSF programs: delays in using the dollars provided under the 1987 program, slow disbursement of local currency under the 1987 program,arrearages in local currency deposits under both the 1986 and 1987programs, and inaccurate reporting to A.I.D./Washington on the progressof these programs. These conditions were contrary to ESF agreements,
operational letters, and generally accepted management principles.
 

1987 Dollars Not Used - As of August 1988, nearly monthsII after thefirst A.I.D. dollar disbursement, 
none of the $7.2 million made availabletwder the 1987 FSF agreement had been spent. In order to spend thedollars, the Government of Bolivia had to develop detailed procedures and

sign 
 agreements with Bolivian intermediate financial institutions.Responsible Central Bank personnel could not reasonably explain why this process had taken so long. However, the Central Bank was in a period oftransition after a reorganization and the firing of several hundred
employees. At same thethe time, Central Bank was managing other linesof credit for private sector imports worth more than $130 
million, and it
could he presumed that Bank staff accorded the $7.2 million A.I.D. line 
of credit relatively low priority. 

In an effort 
to accelerate disbursement of the dollars, TJSAID/Bolivia and
the Government of Bolivia agreed in July 1988 that 1987 ESF dollars couldbe used to reim~turse import transactions which took place since thesigning of the agreement on August 31, 1987. As discussed in finding No.2, we do not believe that the planned reimbursement procedures complied
with A.1.D. policy guidance on tracking the use of ESF dollars. 

Local Currency Not: Disbursed - The equivalent of $4.2 million in 1987
local currency remained unspent as of August 1988. Use of the 1987 local currency was slowed by delays in programming the local currency anddelays in developing disbursement procedures. A factorthird whichcontributed to the problem, the Government of Bolivia's inability to makereoired local currency deposits, is discussed in the section pageon 7. 

The 1987 local currency was not programmed for use until six months after 
the ;rant agreement was signed. Mission officials explained that theyhad peritted the Ministry of Planning and Coordination to take the leadrole in programming the local currency for A.I.D. and other donorprojects. Unfortunately, the responsible Subsecretary did notimmediately focus on this task, and his efforts were hampered by a lack 
of sufficient staff. 

The disbursement procedures for 1987 local currency were not fornalized
in an operational letter ,until April 1988, seven afterabout months thea.Preement was sipned. Interestingly, one of the conditions precedent tothe first disbursement reauired the Government to submit local currency
di sbi rsennt procedui res. lowe ver, the Government submi tted, and 
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lSAID/Bolivia accepted, only a one sentence statement that the local 
currency woul(d "be employed to support development activities." This 
statement did not meet the condition precedent's intent of defining howdisNrsements would take place. The disbursement procedures finally
formalized in April 1988 were also in need of refinement, but Mission
officials were reluctant to change them since this could slow down the 
use of the 1987 local currency even further. We defer to the Il.issibn's 
jiidgment on this matter hut believe that improved procedures are needed 
for the 1988 program. 

Local 'I,rrency Not Deposited - The Government of Bolivia had not
depositedi the Oquivalent of $4.2 million in local currency reouired under
the 1987 program and $1.6 million in local currency deposits required
under the 1986 pro!iram. The funds needed to make the 1987 deposits were 
not incluled in tlie ,overnient of Bolivia's budget, and so the funds had 
t o -Fe ;ipproved tliroughIi "ffi scal credits" simi lar to supplement;I
appropiatints in the United States. The reqcired approval process had 
not been completed by the end of our audit in August 1988. Weak
monitoring by IISAID/'olivia was a factor contributing to late deposits
under both years' programs. Mission officials stated that IJSAID/Bolivia
had received no reports and had exercised essentially no oversight over
the financial status of the 1986 local currency program. The .Mission's
monitoring of deposits under the 1987 program was also faulty: the
'fission informed us in writing on August 25, 1988 that all of the
l'eposits required under the 1987 program had been made, when in fact the
equivalent of $4.2 million remained to be deposited. No Mission office
had been specifically assigned responsibility for verifying that required
deposits were actoally made. 

Inaccurate Mission Peporting - Mission reporting must be complete and 
accurate to perni t properly informed decision making by
A. 1.O.!/'ashi ngton. However, the delays experienced under the 1986 and
1987 FSF programs were not accurately reflected in three documents sent 
to A.l.D. ashinpton. 

The program assistance approval document (PAAD) for the 1988 program
contained two important inaccuracies. First, in describing the status of 
the 1987 program, the PAAD stated that: 

The [Government of Bolivia's] deposit of the local 
currency to the special account has been timely and in 
accordance with the schedule provided via operational 
letter.
 

In fact, of the $3 million ecnjivalent deposited by March 18, 1988, the 
(late of the PAAD, $1.3 million was deposited after the dates established 
in operational letter No. 1. The PAAD also stated that: 

The .ission and the Mini stry of Planning have 
completed a review of the proposed uses of the [1987]
local currency and an operational letter has been 
issued piving A.I.D.'s agreement to these uses. The 
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Ministry of Planning has countersigned this letter
 
also indicating his agreement to the uses. 
Disbursement of these funds has begun and will 
continue over [calendar year] 1988. 

The operational letter 
referred to was operational letter No. 4, which
programme(] all 1987 local currency except the $716,000 equivalent used

for operating expense trust funds. Disbursement of the funds programmed
through operational latter No. 4 did not begin until April 22, 1988, more
than a month after the date of the PAAD. on
Based this PAAD,

A.I.J)./Washington approved 
a new $7.3 million ESF agreement for Bolivia
 
which was signed on July 25, 1988.
 

Two other 
 program approval and plannirg documents also contained

inaccuracies. The 1989 congressional presentation 
stated that the 1987
dollars had been used for imports for the private sector, when in fact 
none of the dollars had been spent. The 1989 annual budget submission
 
indicated that 
1986 and 1987 local currency had been spent more rapidly

than was actually the case.
 

UlSAID/Bolivia officials emphasized that these erroneous 
statements and

figures were reported to A.1.D./Washington inadvertently, and we found 
no
 
evidence that ,auld suggest otherwise. 

The problems discussed above limited the benefits of the ESF programs.

Since the 1987 dollars had not been used, the 
 1987 program had not

achieved one of its key objectives: financing imports for the Bolivian
 
private sector. Delays in depositing and spending local currency meant

that fewer resources than planned were available under both years'

programs to finance development projects in Bolikia. 
 Finally, readers of

certain documents sent to A.I.D./Washington could believe that 
the

and 1987 programs had progressed smoothly when in fact there had 

1986
 
been
 

lengthy delays.
 

In conclusion, the Government of Bolivia had been slow to make deposits

and use the resources provided 
under the 1986 and 1987 ESF programs.
These problems were to some extent obscured by inaccurate reporting to
A.I.D/Washington. Planned ESF programs should be reevaluated in light ofthe Government of Bolivia's inability to make full of the resourcesuse
provided under prior years' programs, and USAID/Bolivia should take 
action to correct the problems experienced under the 1986 and 1987 
programs and prevent their recurrence. It should also revise its
reporting on the progress of prior years' programs. 

Management Comments 

USAID/Bolivia agreed it have
that could more closely managed and
monitored the 1986 and 1987 ESF programs but felt that the draft reportdid not discuiss in sufficient detail the difficulties encountered in 
implementing the programs. 
The Mission also believed that parts a, b, e,

and f of the recommendation should be deleted from the final report. 
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Office of Inspector General Comments
 

We continue to believe that all parts of recommendation No. I should be
implemented. In our opinion, the justification for providing additionalESF assistance to the Government of Bolivia was questionable since theentire $7.2 million provided in 1987 remained unused and the Governmenthad not made the equivalent of $5.7 million in required local currencyderosits. In addition, inaccurate reports to A.I.D./Washington needed tohe revised to permit informed decisions on ESF assistance to Bolivia.Our detailed response to ISAID/Bolivia's coments is included in appendix 
1. 
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2. 1987 Dollar Accounting Procedures Were Faulty 

A.1.1). guidance implementing the 1987 continuing resolution recauiredthat, when dollars are used to reimburse import transactions,
reimbursments be part of 

the 
a timely secuence for completing thetransact ions. In July 1988, IJSAID/Boli via approved reimbursement oftransactions which took place from August 31, 1987 forward. These newprocedures were not in compliance with guidance,the since
reimhursements would not be part of a timely 

the 
sequence. ISAID/Bol*iviaapproved these procedures in order to accelerate disbursement of thedollars from the separate account. If the new procedures are

implemented, IJSAID/Bol ivia will not be able to detennine the actual use
of $7.2 million in ESF dollar. 

Recomi.endation No. 2 

We recommend that TSAID/Bolivia modify the 1987 dollar accountingprocedures to comply with A.I.D.'s amplified policy guidance on Economic
Support Fund cash transfer assistance. 

Discussion 

The 1987 continuing resolution required that countries receiving ESF cashtransfers over $5 million establish accounts ESF dollars.separate forThe purpose of this provision was to improve accountability and reducethe possibility of inappropriate use of the dollars. A.I.D.'s amplifiedpolicy guidance on ESF cash transfers, dated October 20, 1987,implemented this statutory provision. Besides requiring separateaccounts, the guidance stated that where reimbursement of import
transactions was contemplated: 

Reimbursement must be for specific import transactions 
aand should be part of timely sequence for completing

such transactions. This type of reimbursement is to
be distinguished from ex post attribution made after
release of dollars from the separate accounts, a
procedure employed in some ESF countries. 

In other words, procedures which allow the host country to financeimports and then seek A...'s approval of selected transactions are not 
permi tted. 

USAI/Bolivia and the Government of Bolivia originally agreed to disburse
the dollars from project No. 511-0593 through bank letters of credit tofinance new imports. These original procedures would have providedaccountability for use of the dollars. However, due to poor managementby the Central Bank no disbursements for imports had been made nearly a year after the first dollars were deposited into the separate account. 

In an attempt to accelerate the use of the dollars, the Government ofBolivia proposed to use the dollars to reimburse selected importtransactions made since the project agreement was signed on August 31, 
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1987. IJSAID/Bolivia approved this procedure through operational letter 
No. 7, dated July 26, 1988. 

In our opinion, this new procedure was not in compliance with the intent 
of the continuing resolution or A.I.D. guidance because it would not 
permit the Mission to control the end use of ESF dollars. On paper the 
dollars would be associated with eligible transactions which occured 
since August 31, 1987, but in practice the dollars would be used by the 
Government of Bolivia for any purpose it desired. 

IJSAID/Bol i via approved procedures order speed ofthese in to disbursemient 
ithe dol airs f ron the Special accollnt. According Ito the coi ronle'l, the 
reg i ona 1 legal advi sor verbal ly approved the procedures. However, no 
written legal opinion was obtained. Also, the controller felt that 
similar procedures adopted under an ESF program in Uruguay provided a 
precedent for their use in Bolivia. We do not believe that this is a
valid precedent since (I) Uruguay is a relatively advanced developing 
count rv with well-established standards of accountability and (2)

alternative tracking procedures were not feasible in Uruguay. The policy
guidance on FSF cash transfers explicitly authorizes "simplified and de
minimiis" tracking procedures in relatively advanced countries with 
well-established standards of accountability. In contrast to the Uruguay 
case, Bolivia did not have well-established standards of accountability, 
an(l alternative tracking procedures (issuing bank letters of credit for 
new imports) were feasible. 

If the new procedures are implemented, USAID/Bolivia will not be able to 
account for the actual use of $7.2 in ESF dollars made available under 
project No. S11-0593. 

In sutrmary, the intent of both the 1987 continuing resolution and 
A.I.P.'s policy ,uidance on ESF cash transfers was to improve
accomntability for the use of ESF dollars. The procedures approved
through operational letter No. 7 involved selecting eligible import
transactions which occurred since August 31, 1987, documenting the 
transactions, and reimbursing them with dollars. In our view,ESF these 
procedures offered no improvement in accountability over the attribution 
procedures followed in many countries prior the passage of 1987to the 
gontinuing resolution. USAIP/Bolivia should modify the procedures to 
bring them into compliance with applicable legal and policy guidance. 

Management Comments 

USAIT)/Bolivia noted that the Government of Bolivia did not maintain 
foreign exchange controls and stated that the absence of controls made it 
practically impossible to determine the end use of ESF dollars. The 
Mission also stated that A.I.D./Washington officials agreed that a
 
reimbursement system was the most appropriate alternative for tracking
the use of the dollars. Therefore, the Mission suggested that 
recommendation No. 2 he deleted from the report. 
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Office of Inspector General Comments 

We continue to believe that recommendation No. 2 should be implemented.
It is tre that the Central Bank made dollars available through anauction system. However, the availability of auctioned dollars did
in onv way preclude the disbursement 

not 
of dollars through bank letters ofcredit, a procedure which would permit USAID/Bolivia to verify the use ofESF dollars. We reiterate that this procedure was the one originally

apreed to, and note that the Ministry of Planning and Coordinationinfonned the Mission in November 1988 that it planned to use the same
procedure to disburse dollars under the 1988 ESF program. Therefore, we see no reason why this procedure should not be followed to provide
iC ailit it For 1 1d 1i'S provided nt(de r the 1987 program.i v 
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3. Local Currency Should Earn Interest 

A.I.D.'s supplemental guidance on programming local currency favors
placing local currency in interest-bearing accounts, unless the highest
A.I.D. official at post determines in writing that interest should not be

earned. 
 The Central Bank of Bolivia was offering certificates of deposit

which provided maintenance of value relative to the U.S. dollar plus
interest, but ISAI/Bolivia had not asked the Government of Bolivia toinvest ESF local currency in these certificates. No determination
justifying a deviation from A.I.D.'s preference for interest-bearing
accounts had been prepared. Rough calculations indicate that interest
eouivalent to about $500,000 could be earned during the next year.ISAID/iBolivia did not favor earning interest on ESF local currency
primarily because of effect could onthe this have Bolivia's moneysupply. In cur opinion, the interest earnings would not have asignificant tmpact since they would increase Bolivia's money supply only
about three-tenths of 1 percent. 

Recommendation No. 3 

1'e recommend that TSAID/Bolivia negotiate with the Government of Bolivia 
a program for earning interest on Economic Support Fund local currency or prepare a determination demonstrating why interest should not be earned. 

Di sclission 

A.[.D.'s supplemental guidance on programming local currency, dated 
October 21, 1987, states that: 

A.I.D. policy favors that local currency be placed
into an interest-earing account in a deposit-taking
institution, with interest earnedany programmed as if
it were principal, so long as such accounts are
permitted under host country law and and doregulation 
not undermine internationally-supported stabilization 
agreements and sound monetary policy. A determination 
not to follow A.I..'s preference for interest-bearing
accounts may be made by the highest officialA.I.D. at 
post. Copies of each determination shall he forwarded 
to the appropriate Regional Assistant Administrator 
and [the Bureau for Program and Policy Coordination]. 

At the time of our audit, the Central Bank of Bolivia's 30-daycertificates of deposit provided maintenance of value relative to theU.S. dollar plus 13.5 percent annual interest. In other words, the 
purchaser would receive interest sufficient to offset the local
currency's decline relative to the U.S. dollar, plus 13.5 percent annualinterest. However, the Central Bank local currency accounts established
under the 1986 and 1987 ESF agreements did not bear interest, although
the 1987 account did provide maintenance of value vis-a-vis the IJ.S.
dollar. No plans had been made to earn interest on the local currency to 
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he deposited under the 1988 ESF agreement, and no written determinationnot to follow A.I..'s preference for interest-bearing accounts had been 
prepa red. 

The amount of interest which could he earned depends on how much localcurrency is deposited Nit reouired immediatenot for disbursing needsunder each year's program. Or rough projection is that the equivalentof about $S500,000 could be earned during the next year. This interestwoiilI Ihe jointl, robpraifmed for development purposes. 

IJSA[D/l olivia did not favor earning interest on FSI: 1oual currelnc' 
primarily because of the effect this couldsupply. have on Bolivia's moneylHowever, the Mission may have overestimated the magnitude orthis effect. lf the interest earned 
amounts to the euiuvalent of
$500,000 per year, Bolivia's money supply would increase only about
three-tenths of 1 percent. 

In conclusion, A.I.D. policy encouraged placing local currency ininterest-bearing accounts to increase the amount of local currencyavailable for development purposes. USAII/Bolivia had valid concernsabout the wisdom of applying this policy to the ESF programs in Bolivia,but in our judgment, these concerns were not sufficiently convincing tojustify a deviation from A.T.D.'s preference for interest-bearingaccounts. IISAID/Bolivia should reach agreement with the Government ofBolivia on a program for earning interest on ESF local currency orprepare a written detenmination demonstrating earningwhy interest would 
not he advisable. 

Management Comments 

USAID/Bolivia noted that the Central Bank's internal procedures did notpermit interest to be paid on the local currency special accounts. TheMission further noted that as larger ESF programs are approved in thefuture, tie amount of local currency on deposit at any one couldalso rise. Accordingly, earning interest on local currency 
time 

depositscould have a larger inflationary impact than we estimated. The Missionstatnd that it was preparing a decermination on this issue. 

Office of Inspector General Comments 

The Chief of the C(ntral Bank's Department of Public Sector Accountsconfirmed to us that interest could not he paid on the local currencyspecial accounts. As indicated in the finding, the local currency wouldhave to be invested in Central Bank certificates of deposit in order to 
earn interest. 

We agree that, if larger FSF programs are approved in the future, earninginterest on local currency could have a significant inflationary impact.This will not necessarily )e the case however. In order to increase 
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Bolivia's MI money supply 1/ by 1 percent, the ecuivalent of $1.9 million 
in interest would have to be earned annually. Thi.3 in turn would 
reauire that the amount of local currency deposited but not needed for 
disbursing needs at any one time average $14.1 million, an unlikely
prospect in our judgment. It should also he pointed out that the Mission 
could elect to earn interest as long as the resulting inflationary impact
is acceptable and discontinue this policy if and :hen the impact becomes 
significant. 

Thlis recommendation is resolved since USAID/Bolivia has the authority to 
determine whether or not interest should be earned on ESF local 
currency. The recommendation will be closed once the Mission prepares a 
determination based on realistic estimates of how much interest will 
likely be earned and how this would affect Bolivia's money supply. 

I/ Ml consists of cash outside banks and checking accounts. 
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4. IJSAID/Bolivia Had Not Completely Complied with Guidance on Trust Fund 
M1anagement 

A.I.D. regulations state that host government-owned local currency
only he managed by A.I.D. under a signed trust 

may 
fund agreement.

13SAI/Bolivia had a trust fund agreement with the Government of Bolivia 
that covered local operating costs of the Mission. However, the Mission was Plso manag inr a narcotics awareness activity without properauthorization from the Government of Bolivia. This could tolead
misunderstandings if the host government felt that these funds were notcorrectly used. IJSAID/Bolivia originallv began managing narcotics
awre(,n(,ss (i us( ruids hecause of t he naturesensi t i ve of thi s act ivity.'1'1, 1t. ssioi ( ni-cd it no(lcolv ' Ihat had comiplied with tnist filI plti da (.hiit had ( ,)perincl- t (lifficInltv in identifying a qualified institution to 
manage this activitv. 

Pcc omimle dat ion No. 4 

We recommend that IJSAID/Bolivia negotiate and sign a fund agreementtrust
amendme(,nt atithorizinp, the Mission to manage narcotics awareness funds onhe Ihalf of the Governmont of Boli via or return these funds to the 
Go e rnln1 t. 

,i sci si ion 

A.I.1). 1landhock 19, Section S.t.1., states that trust funds . areadmi ni sr-red by an A. I.1). ?Mission according to the terms of a trust fundareemnent with the host country. A.I.D.'s supplemental guidance on 
prop raimni ng localI currency, dated October 21, 1987, reiterates that
A.T.!P. may onlv manape host government-owned trust funds pursuant to a
I rust fund apreement signed with the host government. It also states
that truist funds may be used to support discrete new projects andactivities only, wi ( h the approval of the appropriate Assistant 
Admini st rator. 

USAI)/Pol i via's trust fund agreement with the Government of Bolivi a
authorized the ission to usC the etuivalent of up to $1.4 million inEconomic Support Fund (ESF) local currency for its local operating
costs. However, the Mission was also managing host government-owned ESFlocal currency for a narcotics awareness activity. These funds were usedto publicize aspects of the drug problem in Bolivia. As of March 8,1988, the Mission had spent the ecRiivalent of about $482,000 for this 
purpose. ,1ission officials stated that they began managing the narcotics 
awareness activity the ofbecause Government Bolivia did not want to beclosely associated with an activity which could be controversial. They
recognized that the Mission had not completely complied with A.I.D.guidanco, but- explained that they had not been able to identify a
Bol i vi:n orpanization which could capably manage the narcotics awareness 
act ivity . 

IJSAID/Bo livia had fiduciarv responsibility for the narcotics awareness
FSF local currency it managed on behalf of the Government of Bolivia.
Since it had no clear authority or guidance from the Government of 
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Bolivia on how these monies were to be used, misunderstandings cou]d
arise if the host. government felt that these funds were not properly used 
or managed. The Mission should either return these funds to the
Government of Bolivia or obtain approval from the Assistant Administrator
for Latin America and the Caribbean and sign a trust fund amendment
aithorizing the Mission to manage narcotics awareness activities. 

Management Comments 

ISAID/Bolivia agreed with 
transferred the narcotics 

this finding and 
awareness trust 

recommendation, 
funds to the 

and had 
Executive 

Sec retariat. 

Office of Inspactor General Comments 

Recommendation No. 4 is resolved and will be closed when we receive
documentation demonstrating that the narcotics awareness trust funds were 
transfered to the Executive Secretariat. 
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B. 	Compliance and Internal Control
 

1. 	Compliance
 

The audit included a review of compliance with applicable laws,
regulations, policies, and agreements. Specifically, tests Were 
perfonred to determine whether: 

--	 conditions precedent to disbursement were met by the Government of 
Bolivia, 

--	 dollar disbursements to the Government of Bolivia were made to 
separate bank accounts and not comingled with other funds, 

--	 dol lars were used by the Government of Bol i via for authori zed 
pi [ poSe s, 

--	 local currency was deposited in a timely manner by the Government of 
Bolivia and used for authorized purposes, and 

--	 ESF programs were managed in accordance with legal and policy
guidance found primarily in the 1987 continuing resolution, A.I.D.'samplified policy guidance on ESF cash transfers dated October 20, 
1987, A.I.D.'s supplemental guidance on programming local currency
dated October 21, 1987, and A.I.D. Handbook 19. 

These tests disclosed four compliance exceptions. First, the Government
of Bolivia had not complied with local currency deposit schedules 
established in the 1986 memorandum of understanding and in operational
letters 1 and 4 for the 1987 program (see finding No. 1). Second, the 
dollar accounting procedures approved for the 1987 program were not incompliance with amplified on cashA.I.D.'s policy guidance ESF transfers 
(see finding No. 2). Third, no interest was earned on ESF local
 
currency, and USAIl)/Bolivia had not prepared a written determination 
justifying this decision which was required by A.I.D's supplemental
guidance on programming local currency (see finding No. 3). Finally,
ISAID/Bolivia was managing a narcotics awareness trust fund activity
which was not covered by its trust fund agreement with the Government of 
IPolivia. USAID/Bolivia's management of this activity was not incompliance with the supplemental guidance on programming local currency,
which stipulated that program trust funds could only be managed pursuant
to a trust fund agreement (see finding No. 4). Other than the conditions 
cited, tested items were in compliance, and nothing came to our attentionwhich would indicate that untested items were not in compliance with 
applicable laws and regulations. 

2. 	Internal Control
 

1o evaluate internal controls, the audit included tests to determine 
whether: 

-- 1SAID/Bolivia had adequate documentation to support its local 
currency programming decisions, 
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--	 "JAIP/Bolivia perfo.med adeauate monitoring to provide reasonable 
assurance that dollars and local currency were used wisely and for 
intended purposes, 

--	 the Executive Secretariat and the IJCCP had implemented sound
administrative controls (i.e., a rational organizational structure,alecniiate staffing, a planning system, and. systems for monitoring the 
uses of local currency), and 

--	 two agencies which received the equivalent of $896,599 in local 
currency to implement development activities had implemented
accounting controls over the receipt of funds, safeguarding of funds 
and other assets, disbursement of funds, and recording of 
transactions. 

In addition, a local accounting firm had reviewed the accounting controlsimplemented by the Executive Secretariat and the UCCP, and the findings
and recommendations in the accounting firm's report were considered as 
part of our audit.
 

Internal control weaknesses existed in USAID/Bolivia, the Executive

Secretariat, the ICCP, and the two recipient agencies covered by theaudit. The major internal control weakness in USAID/Bolivia was a lackof effective monitoring of ESF programs (see finding No. 1). It: ernal
control problems in the Executive Secretariat and the IJCCP were found inthe areas of organization, staffing, planning, and supervision. Also, a
local accounting firm had expressed a negative opinion on the UCCP's
financial statements as of June 30, 1987. Serious internal controlproblems (e.g., a lack of reauired books and records) were found in oneof the recipient agencies visited during the audit, while minor internal
control problems were found in the second recipient agency (see following 
report section).
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C. Other Pertinent Matters 

The review of host country internal controls was accomplished inconjunction with an audit of ISAID/Bolivia's Public Law 480 (PL 480)
programs. The internal control problems found had a greater effect on the P, ,180 programs hecause more resources were involved, and for
this reason the resul1ts of the internal control review are discussed
in our forthcominp, report on [ISAID/Bolivia's P1, 480 programs. To
brief lv suminari ze the results of the review, internal control 
weaklnesses in the Fxecti ive Secret ariat and the Project Coordination 
;inl ( ' [M I ii (I CCP) ex ii ed ill tie a . a S o"f oFpa i Il i ln,
Si .Wi inp, plannini,,, and stipervision. Also, a local accounting fiinn 
conichludel tHiat iLe [CCPl's financial statement ofas June 30,- 1987

did not reasonably present, in accordance with generallv accepted
accounting principles, the financial status of the programs managed
by Ihe IWCCP and the ]xer-utive Secretariat. The accounting finn
expressed 
this opinion because (1) the financial statement was not

based on the JCCP's accounting records, 
(2) the IJCCP's accounting
records and financial statement were not in accordance with 
pgenera lv aIccepted accou nt inp pri nc iples, and (3) se rious i nternal 
cont rol deI'iciencies 
 in the Executive Secretariat and the IJCCP
 
prevented the auIditors from complet ing 
 their examination inaccordance with generallv accepted auditing standards. This meant
that the IJCCP could not adentiatelv account for approximately $95
million in PI, 480 and ESF local currency. Serious internal controls
%,eaknesses(e.a., the lack of reouired books and records) were found
in one of the agencies which received FSF local currency, while
minor weaknesses were found in the second recipient agency visited
drinp the audit. Readers interested in additional details should
refer to our forthcomi ig audit report on USAI/Bolivia's PL 480 
prog ramis. 
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MANAGEMENT CONM'ENTS 

This appendix includes a verbatim transcript of USAID/Bolivia's December
12, 1988 comments on our draft report, as well as our response to the 
points raised by the Mission. 

MANACPFBMT CORf.ENTS 

This memo constitutes IJSAID/B's formal response to subject draft audit
report. Mission comments are provided for each section in the report as 
fol Iows: 

Executive Summary 

The Executive Summary, as presently written, does not, in our opinion,
accurately summarize the status of the two ESF programs and, for the 
person who reads only the Executive Summary, is extremely misleading.
The entire summary should be rewritten to explain how the 1986 and 1987 
programs were managed and correct some of the statements that lead the
reader to the conclusion that "USAID/Bolivia had not effectively
monitored program implementation." In this regard, the Mission wishes to
point out that the Agency's first attempt to )romulgate guidance for the 
management of local currency programs was released in October 1987.
Thus, the 1986 program was managed without the benefit of that guidance
anti tihe 1987 program, signed in July, 1987, began before issuance of the 
guidance. 

Once the guidance was issued, however, the Mission effected several major
changes in its approach to how local currency would be managed, which are
discussed in various sectious of this response. The IG cannot reasonably
expect these changes to take place overnight and progressive improvements 
were made in the management of these programs. The Executive Summary
makes minimal reference to those changes and makes no reference as to how 
effectively the Mission responded to that guidance. 

OFFICE OF INSPECTOR GENFRAL (OTG) COM.1,NTS 

Our audit ended in August 1988, ten months after the October 1987
guidance on local currency was issued. (This was not, incidentally, the
first Agency guidance on management of local currency programs.) The
Executive Summary describes the management improvements made by
IUSAID/Polivia since this guidance was issued. 
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MANAGII1.NT COMMENTS
 

With reference to other parts of the Executive Summary, we have the
 
following comment:
 

Page ii [now page i] says that the $7.2 million of the 1987 program had
tio impact on the balance of payments because no disbursements of thedollars had been made. We agree that the Central Bank delayed for nine
Inonths in establishing the dollar disbursement and tracking system, hut
it.cannot agree these dollars had "no impact on balance of payments."
Tihe se resorces, ima i it a i netI in Ihe separate account, served as anl
important resource for the GOB and were counted as net international 
reserves by the IMP. This is important to note as the IMF required theincrease in foreign exchange reserves as an integral part of its standby 
ag reement. 

OIG COrwNr¢FS 

We have changed this passage in the final report to read: "None of the$7.2 million provided under the 1987 program had been used and therefore

had not had the intended impact on Bolivia's balance of payments." If in
fact the $7.2 million maintained in the separate account increased the

Government of Bolivia's creditworthiness in the eyes of potential lenders
and enabled the Government to borrow foreign exchange it could not haveotherwise borrowed, 
then the ESF dollars helped reduce Bolivia's balance
 
of payments deficit. However, the purpose of providing ESF dollars to

the Government of Bolivia was 
to finance private sector imports, not to 
faci l itate addi tional borrowing. 

MANAGDE.NT COAtIENTS
 

Part I - Introduction 

A. Background
 

We have no comments in this section. 

B. Audit Objectives and Scope
 

The second paragraph states that "The local 
currency deposited under

the 1986 ESF program had been reviewed by a local accounting firm 

. " We presume your report is referring to the Telleria audit 
report and, if so, it should be clarified that the main purpose of

the Telleria report was to audit the resources generated from the PL
480 program, not the ESF local currencies. Telleria reviewed the ESF
local currencies only because these funds were under the fiscal
responsibility of the Executive Secretariat. This distinction siould

be made in the final report. 

http:MANAGDE.NT
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OIG 	coi1fEhNrs 

The accounting firm audited all of the funds managed by the 	 ExecutiveSecretariat and the Program Coordination and Control Unit (UCCP). Thesefunds included PL 480 local currency, ESF local currency, and fundsprovided under USAID/Bolivia's Disaster Recovery Project (No. 511-0570). 

MANAGETINT CO41ENTS 

Part IT - Results of Audit 

The Mission cannot accept pages five and [nowsix page four] of thereport as presently written. This section distorts the facts concerningthe 1986 and 1987 ESF program and how they were implemented, monitoredand 	 controlled. The following are our specific comments regarding these 
two 	 pages: 

(a) 	 First paragraph: 

1. 	 $28 million has not been "requested," but rather the Agency
originally earmarked $25 million in the 1989 
 Congressional
Presentation for Bolivia's ESF program. The Foreign Assistance
Act as amended has changed this original earmarking to distribute
$61 million between the four narcotics countries i.e. Bolivia,Peru, Ecuador and Jamaica. The Mission has presented its PAAD at a $23.5 million level, and a Bureau DAEC meeting on the PAAD was
held on November 10, approving this level. 

oIG 	 COMMENTS 

In 	 its 1990 annual budget submission (dated May 1988) USAID/Bolivia
proposed to obligate $28 million for a 1989 ESF program entitled"Economic Recovery." We have modified our report to reflect the newplanned level of assistance which was approved on November 10, 1988,
after our audit ended. 

MANAGEMENT COMTNFS 

2. 	 The last sentence is incorrect if it applies to the 1986 program. This sentence indicates the Mission did not followAgency policy guidance when, in fact, AID policy guidance wasonly released in October 1987 and dollarsthe and local currency
for the 1986 program began to be generated fifteen months prior
to the guidance. The IG should rewrite this entire paragraph. 

GIG 	 COMMENTS 

The 	 sentence referred to reads: 

Also, the Government of Bolivia had not made required localcurrency deposits equivalent to $5.7 million, dollar accounting 
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procedures did not comply with A.I.D. policy guidance, interest 
was not earned on local currency deposits, and USAID/Bolivia's 
management of a narcotics awareness trust fund activity was not 
authorized by trust agreement theits fund with Government of 
Bo] ivia. 

Taking each point in turn, the shortfall in local currency deposits
affected both the 1986 and 1987 programs. These deposits were
reouired by agreements dated June 6, 1986 and August 31, 1987, and
these reollirementf were not changed by the issuance of new policy 
guiiance in Oc(ober 1987. 

The dollar accounting procedures which did not comply with A.I.D.
policy guidance were those approved under the 1987 program. The 
original 1987 dol ar accounting procedures were approved by
USAID/Bolivia on September 25, 1987. These original procedures were 
in compliance with guidance issued on October 20, 1987. However,

modified dollar accounting procedures approved by USAID/Bolivia on 
July 26, 198R were not in compliance with the October 1987 guidance.
 

No interest was earned on the local currency deposited under either 
the 1986 or 1987 ESF programs. New guidance issued on October 21,
1987 established a preference for earning interest on local currency
but permitted Missions not to follow this policy if a determination 
was made in writing and forwarded to A.I.D./Washington. By the time 
our audit ended on August 24, 1988, USAID/Bolivia had neither
complied with this policy nor prepared a determination justifying a
decision not to follow A.T.D.'s preference for earning interest on 
local currency. 

The narcotics awareness trust fund activity was withfinanced 1986 
ESF local currency. Section 51-1.1 of A.I.D. Handbook 19, dated July
31, 1985, required Missions to sign trust fund agreements when they
managed funds owned by host governments. New guidance issued on
October 21, 1987 reiterated this reauirement. As of August 24,
1988, USAID/Bolivia had not complied with the requirement to manage
host government funds to signed fundonly pursuant a trust agreement. 

MANAGEMENT COMMENTS 

(h) Second paragraph: 

As currently written, this paragraph indicates that your
auditors have not fully understood how the 1986 and 1987 ESF
funds were managed. The Mission did not initiate a 
reorganization of the PL 480 Executive Secretariat (ES) and UCCP 
for management deficiencies pertaining to ESF funds. The
reorganization was planned for because managementof 

deficiencies by the ES and IJCCP in their management of PL 480
funds. The need for the reorganization was planned long before 
this audit started. 
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0TG COMMENTS 

The Mission's assertion that the auditors did not 
understand how ESF

funds were managed is unsupported. The paragraph from our draft
 
report cited by the Mission read as follows:
 

USAID/Bolivia had a new top management team which was working to

strengthen ESF program management in light of recent guidance.
In response to a recent financial review and evaluation, the
Mission planned to reorganize the Executive Secretariat and the
Project Control and Coordination Unit (UCCP). It also planned

to establish a new implementation unit in the Ministry ofPlanning which would manage the local currency deposited under
the 1987 and future programs. The Mission had also taken steps
to fortify its own management of ESF programs. For example, it
issued an April 28, 1988 local order which established a local 
currency monitoring committee and assigned specific monitoring
responsibilities to Mission offices.
 

This paragraph is not in any way inconsistent with the information 
provided in the Mission's comments. 

MANACFMENT COMmeNTS 

The report should reflect the fact the Mission, in 1986, decided
channel lSF resources through PL 480 mainly as a matter of convenience.

to 

In retrospect it may have been advisable to use other mechanisms, which 
were examined and reviewed. 

0iG CON..IENTS 

The relevance of this information is not apparent to us. 

INANAG.FMNT COMMENTS 

It should also be added in this paragraph that other steps have beentaken by the Mission to fortify its monitoring, in addition to the
issuance of a local order mentioned in the report. For instance, three
financial analysts in the Controller's Office have been added to workexclusively on local currency programs (PL and and a new480 ESF) Mission
manual is being prepared providing Mission guidance in monitoring of 
local currency. 

OIG COmm.N',s 

We have modified our report to reflect the assignment of three financial 
analysts to work exclusively on local currency programs. 

http:convenience.to
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IWANAGEE-NT COMMENTS 

A. Findings and Recommendations 

Recommendation No. 1 [Now Recommendation l.a.] 

"We recommend that the Assistant Administrator, Bureau for Latin 

America andi the Caribbean, revalidate the need for the Bolivia 
Fconomic Support Fund progiam and reevaluate the Government of 
Bolivia's management capacity to implement and manage an Economic 
Support Fund program." 

Response
 

We agree that the 1986 and 1987 programs could have had closer 
management and monitoring by the Mission; but this is understandable 
due to three major factors. First, the 1986 agreement was the first 
Balance of Payment support program that the Mission had to 
implement. Second, no comprehensive Agency guidance had been issued 
by 1986 providing the basic parameters for implementing and 
monitoring these types of programs (although no deficiencies are 
noted in the report for the 1986 program).
 

O1G CObI IENTS 

Our report describes two deficiencies relating to the 1986 program. 
First, the Government of Bolivia had not made the equivalent of $1.6 
million in local currency deposits required by the program agreement 
dated June 6, 19R6. The requirement for local currency deposits was not 
affected by the issuance of new Agency guidance in October 1987. Second, 
the October 1987 guidance established a preference for earning interest 
on local currency but permitted deviations from this policy that were 
justified in writing. When our audit ended ten months after the guidance 
was issued, USAID/Bolivia had neither elected to earn interest nor 
prepared a justification for not earning interest on the 1986 local 
currency. 

MANAG24ENT CO4TMNTS 

Third, at the time the 1987 program was signed, the U.S. Congress had not 
passed legislation that required separate dollar accounts and the 
resultant tracking system for these types of programs,... 

OIG co i NTs 

Actually, the requirement for separate ESF dollar accounts included in 
the 1987 continuing resolution became effective February 1, 1987. The 
1987 IiF agreement was signed by USAID/Bolivia seven months later, on 
August 31, 1987.
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1ANAGEMINr COmmENTS
 

... nor had guidance been 
 issued regarding the management of specialaccounts. As result, initiateda the Mission the program using guidance
applicable at the time. 

OIG CO IENTS 

The original 
1987 dollar tracking procedures approved by USAID/Bolivia on
September 25, 1987 were 
in accordance with the 1987 continuing resolution
and would have provided accountability for the use of the dollars if they
had been implemented.
 

MANAGEMENT COW NTS 

Subsequently, it was necessary to modify these procedures in order toapply the new guidance and there were problems associated withcoordinating these programs with the GOB and, as a result, understandable 
deficiencies in management occurred. 

OIG COMNrWS 

If the original procedures had been implemented, the Mission would havecomplied with both the 1987 continuing resolution and the Agency guidanceissued on October 20, 1987. However, the Mission approved new procedureson July 26, 1988 in an effort to accelerate use of the dollars in theseparate account. These new procedures were not in compliance witheither the 1987 continuing resolution or the October 1987 guidance. 

!1ANAG1ENT COMMENTS 

This, however, does not mean that the GOB does not have the managementcapacity to implement and manage
the 

the ESF programs. As mentioned earlier,Mission and the GOB are taking corrective action to assure that themanagement of these programs fits new AID guidance. A separatemanagement unit with a highly qualified staff in the Ministry of Planningand Coordination has been established with the purpose of coordinating,implementing and monitoring not only the local currency generations, but
also the use of dollars. 

As a result of these and other actions, we do not believe yourrecommendation is valid and it should be deleted from the final report.For your information, the BureauLAC has been aware of these problemssince the 1988 PAA) was reviewed in March. The Bureau has not felt itnecessary to reevaluate the COB "management capacity" hasand approved
the 1989 PAAI) at a $23.S million level. 



APPENDIX I
 
Page 8 of 17
 

OTG 	 coVmEWrs 
We 	 believe that the Assistant Administrator needs to reexamine theGovernment of Bolivia's management capability 	 seriousbecause

implementation problems limited the benefits of the 1986 and 1987 ESF 
programs and because these problems were obscured by inaccurate reportingby USAID/Bolivia. To onecite example of inaccurate reporting, the 1988Program Assistance Approval Document cited in the Mission's commentsstated that the 1987 local currency had been deposited according toschedule when in fact it was not, and stated that local currency
disbursements to projects had begun when in fact the)' had not. 

MANAGEMWENT COMMENS 

Recommendation No. 2 [now Recommendation No. 1]
 

"We 	 recommend that USAID/Bolivia: 

"a. 	 [now l.b] notify the Government of Bolivia that it will not approve
any additional Economic Support Fund disbursements until the
Government of Bolivia has used all of the Economic Support Fund
dollars for agreed upon purposes, and has deposited the local

currencies accruing from the 1986 and 1987 Economic Support Fund 
prog rains; 

'b. 	 [now 1.c] obtain evidence that procedures for local currency
disbursements under 1988the program have been established whichprovide for disbursement of funds in accordance with progressthe ofeach activity and liquidation of previous disbursements before 
additional disbursements are made; 

tc. 	 [now l.d] fix responsibility within the Mission for verifying thatEconomic Support Fund local currency deposits are made as agreed; 

"d. 	 [now I.e] submit to the Latin American and Caribbean Bureau acorrected 1990 annual budget submission table VI and a corrected 
program assistance approval document for the 1988 Economic Support
Fund program; and 

"e. 	 [now l.f] consult with the Office of Legislative Affairs and the
Latin American and 	 Caribbean Bureau's Office of Development Programs,
as appropriate, to determine whether or 	 not the 1989 Congressional
Presentation should bealso corrected." 

Response 

As 	 stated above, the Mission has dedicated much time and effort tocorrect the known management deficiencies of the 1986 and 1987 programs.
We 	 believe that these efforts 
 will result in greatly facilitated
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implementation of the 1988 and future year programs. At this point,
however, we feel it is important 
 to set forth the difficulties
encounte-ed in implementing the 1986 and 1987 programs. Many of theseproblems were discussed with your staff, but are not reflected in the 
report. 

The 1986 program was a straight balance of payment program with nores-trictions for separate dollar accounts and tracking systems. When thedollars were disbursed, the GoB made the local currency available on an"as needed" basis in order to minimize any inflationary impactprovide for exchange rate movement. The 1987 
and 

program and its separateaccount/tracking system threw a "monkey-wrench" into the whole process.The GOB's foreign exchange allocation mechanism is one based on an open,
free exchange system, without controls on dollar allocation. This meansthat any person or institution (including commercial banks) can buyforeign exchange through what is called the "bolsin," in effect, an open
market, as long as the equivalent in local currency is deposited. Beyondthat, the Central Bank (CB) exercises no control. The dollars can beused for any purpose the buyer of the foreign exchange desires. Becauseof this, the creation of a tracking system is practically impossible, andthe CB does not feel that changes in its open foreign exchange allocationsystem which the Agency, World Bank and International Monetary Fundapplaud, should be made to accommodate an AID tracking requirement. Weinight add that the Bureau does not share your interpretation of this
 
recoii rement.
 

0HG COMNTS 

We do not agree that creation of a dollar tracking system is "practically
impossible." We note that, as of May 31, 1988, the Central Bank hadsuccessfully disbursed more than $65 million under other lines of creditfor private sector imports. We also note that the Ministry of Planning
has proposed to disburse the 1988 ESF dollars using bank letters ofcredit, the same procedure originally approved under the 1987 program andonewhich should provide accountability for the use of the 1988 dollars. 

MANAGEMENT COMMENTS 

Furthenore, IMF, World Bank, and AID Economic policy dialogue favors
free and open foreign exchange markets in Bolivia and in most othercountries. A tracking system for foreign exchange, which implies
exchange controls, therefore, runs contrary to the USG's policy dialogue
objectives. 

Originally, the CB proposed a tracking system that would use dollarsthefor a new line of credit established in the Bank. However, the CB did 
not issue the reguilations for this line of credit until 1988.June 
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As a result of the continuing dialogue between the Mission and CBregarding the use of the dollars in separatethe account, the CB and AIDagreed to use a reimbursement system that would permit the 
Separate
Account to reimburse other GOB dollar accounts for eligible privatesector imports after the signing of the Agreement. The LAC Bureau hasbeen consulted on this tracking method (during the November 10 PAADreview for the 1989 program) and agreed that, because of the lack offoreign exchange controls, reimbursement (a procedure in accord withcurrent Agency guidance) would be the most practical method. The CB hasaccumulated more than $9 million of import documentation, which has beenreviewed and approved by the Mission as being eligible. We are in the
pI'oCeSS of' i ssu i nig a P11, to authorize reimbursement. 

OTG C1Vtfl-Nl'S 

We do not believe that using ESF dollars to reimburse eligibletransactions selected from the many financed by the Central Bank sinceAugust 31, 1987 meets the intent eitherof the 1987 continuing resolutionor current Agency guidance. The intent of this guidance, in our opinion,was to permit A.I.D. to determine the end use of ESF dollars. 

MANAGEMENT COMTrS 

The problem pertaining to the deposit of the local currency has arisenbecause the GOB never included in its 1987 calendar year budget thecounterpart resources that were eventually jointly programmed for AID andmultilateral donor projects signed with the Government. As a result,when requests for deposit of those resources into Specialthe Accountwere made, the National Treasury unable providewas to the funds. Theonly mechanism available to meet the local currency requirement was to
reouest the CB to make the Bolivianos available through fiscal 
credits orsimply, create money. This mechanism is highly inflationary andcuestionable as to its legality. As a result, the CB was reluctant tomake those funds available according to calendar of
the deposits
established 
 in POL No. 4, if those monies were not going to be
immediately used. ofAs the end of November, the GOB has agreed to make$2 million of local currency available through another fiscal credit andwill make the remaining $2,160,000 available from the 1989 budget.the 1988 program, the GOB, through the National 
For 

Treasury, has alreadyagreed to make the full $7,320,000 in local currency available according
to a schedule of deposits provided to the Mission.
 

OIG COQNENTS 

The Mission's response does indicatenot what, if anything, the Missionplans to do [o bring local currency deposit arrearages under the 1986program tip to date. We are thatpleased the Government of Bolivia hasagreed to a new deposit schedule for the 1987 local currency. This doesnot completely satisfy our concerns, however, since the Government didnot comply with previous deposit schedules established on September 15,
1987 and February 24, 1988. 

j
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MANAGEMENT COMMI'S 

The 	following are responses to recommendations a. to e.[now b. to f.]: 

a. 	 [now b. I As noted above AID/W has approved the reimbursement method
and the Mission is processing a PIL approving more than $9.0 million 
in eligible import documentation, being maintained in the Mission and 
the CB. With regard to the local currency the GOB has yet to deposit
$1 million for 1986 program and $4.1 million for 1987 program. The
1986 resources are being made available, on an as needed basis, to
the Fondo Social de Emergencia, a highly effective public works 
program that mitigates the effects of unemployment. This is done to
limit any inflationary impact and to date, there has no
interruption in fund flow. As stated for the 

been 
above, 1987 program,

the 	 GOB will make $2 million available in December and the remainder
in 	early 1989. We believe that this recommendation should be

eliminated From the draft report. 

OIG 	 COfIENTS 

Recommendation l.b is unresolved. We do not believe that additional ESF
disbu rsements should be made until the Government of Bolivia uses the 
resources available under prior years' programs and makes the deposits it
 
was requji red to make under these prior programs.
 

.IANAGmEmwT COmmWNTs 

b. 	[now c.] By letter dated November 2, (copy attached), the GOB has
 
agreed to make the $7,320,000 ecnjivalent in ]roal currency

available according to a schedule acceptable to the Mission. The
 
new 	 management unit in the Ministry of Planning is working on
procedures to be implemented with all institutions receiving
funding under the program to ensure proper. use of funds. 

oiG .COMmENTS 

Recommendation l.c 	 is resolved and will be closed once acceptable local 
currency disbursement procedures for the 1988 ESF program beenhave 
established.
 

MANAGEMENT CO1WfENTS 

c. 	 [now d. I Responsibility for monitoring local currency deposits
will be shared by the Project Development Office (official
project office) and the Controller's Office. 
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OIG COMENTS
 

Recommendation 1.d is unresolved. The Mission's response

paraphrases local order 19-7, April 28,
dated 1988, which provided
that:
 

For the ESF program, [the Office of the] Controller is assigned 
as the Mission's project office for 
 monitoring all
 
resources.... [The Project Development and Implementation
Office] will have (lay to day responsibility for the management
and monitoring of the ESF local currency activities, including

liaison with the Ministry of Planning and 
Coordination and the
 
Central Bank....
 

This assignment of responsibility was evidently too vague to provide for

effective verification of local currency deposits. For example,

USAID/Bolivia informed in wriLing
us on August 25, 1988 that all of the

local currency deposits reauired under the 1987 program had been made

when in fact the equivalent of $4.2 million remained to be deposited. 
We
continue to believe that a specific office within the Mission should be

given responsibility for verifying that required local currency deposits
 
are actually made.
 

,1A NAGFFNT COtIENTS
 

d. &e. [now e. and f.I These are now moot points. The Table VI and 
other data mentioned were prepared based on the best information

available at the time. Revising tables 
of obsolete documents
 
would be meaningless. 
 As you state that the Mission indicated
 
that this information was reported inadvertently and that "we
found no evidence that would suggest otherwise," we suggest that 
these recommendations be deleted.
 

OIG COMENTS 

Recommendation L.e and 1.f are unresolved. Three documents sent to
 
A.T.D./Washington contained inaccurate information which made it appear
that 
the 1986 and 1987 ESF programs had been implemented more rapidly

than was the case. These reports must be corrected so that

A.I.D./Washington can 
make informed decisions concerning these and future
 
ESF programs.
 

MANAGEMJTNF CONIfENTS 

Recommendation No. 3 [Now Recommendation No. 21
 

"We recommend that TSAID/Bolivia modify the 1987 dollar accounting
procedures to comply with A.I.D.'s amplified policy guidance on Economic
Support Fund cash transfer assistance, or obtain AID/Washington approval
of the current procedures." 

12 
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Response
 

The Mission believes that the discussion section for this recommendation 
accurately reflects what has happened with these two programs over the 
last two years. As stated above, we recognized many of the management
deficiencies last year and have taken several steps to correct them.
 

However, before directly responding to this recommendation, we would 
again like to correct a misunderstanding in the report regarding dollar 
tracking and accountability as it pertains to the GOB foreign exchange
system (as described on page 17 [now page 11] of your report). The GOB 
system, in no way, pretends to account for foreign exchange

transactions. Bolivia maintains and will continue to maintain a free and 
open foreign exchange system. As discussed above, the CB manages foreign
exchange through what is called "the Bolsin" and any person, public or 
private institution can buy foreign exchange through this mechanism. As 
long as the buyer of foreign exchange deposits his local currency, the CB
does not track how that dollar is used. This was explained on several 
occasions to your auditors, and we hope that this issue is made clear.
 

With regard to recommendation No. 3, the dollar reimbursement procedure 
was discussed, during the November 10, 1988, PAAD review meeting. The 
problems involved in establishing a tracking system for countries like 
Bolivia that implement no controls over foreign exchange was thoroughly
discussed and the Bureau agreed that the system currently being used 
under the 1987 program is the most appropriate. This discussion is 
included in the PAAD which the Bureau's cable will approve. We suggest
this recommendation he deleted from the final report. 

OIG COIEN'S 

Recommendation No. 2 is unresolved because 
we do not believe that
 
procedures which the government finance andpermit host to imports then 
seek A.I.D. reimbursement for selected transactions meet the intent of 
the~statutory and policy guidance on tracking ESF dollars. The intent of
this guidance, in our view, was to permit A.I.D. to determine the end use 
of ESF dollars.
 

IMANAGIENT COMIENTS 

Recommendation No. 4 [Now Recommendation No. 3]
 

"We recommend that ISAID/Bolivia negotiate with the Government of Bolivia 
a program for earning interest on Economic Support Fund local currency, 
or prepare a determination demonstrating why interest should not be 
earned."
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Response
 

Weith regard to this recommendation, the reason that interest is notearned on the Special Account is that internal CB procedures do
permit interest payments to balances in these types of 

not 
accounts. 

OTG COMMErs 

As discussed in the report, ESF local currency would have to be invested
in Central Bank certificates of deposit in order to earn interest. 

ItkNACGE'NTF C0-FIENTS 

Similarly, as we explained repeatedly to the auditors, we also continue
to believe that, even if internal CB regulations permitted earning
interest, the inflationary effects should not be so lightly dismissed. 

O C co?.vENTS 

Vle take issue with the phrase "as we explained repeatedly to theauditors." The question of whether or not to earn interest on ESF local currency was discussed with six different Mission officials on nineoccasions from March 17, 1988 through August 24, 1988. Five of the sixofficials either 
 had no opinion or consistently supported earning

interest. Only off':ial opposedone ever earning interest, and he
changed his opinion twice during the course of our discussions. 

MANAGBIENT COMMENTS 

The auditors only addressed the interest issue of the 1986 and 1987 programs. Were such a policy implemented, it would also apply to the$7,320,000 in 1988, the $23,500,000 in 1989 and the proposed future year
programs. Thus, the inflationary impact of an approximately $45 million 
program (FY 86-88) could be substantially larger, depending on the amount 
of local currency on deposit at any one time. 

The Iission is in the process of preparing the appropriate determination. 

OTC, COMMF'NTS 

The Mission could elect to earn interest on the local currency for someyears' programs and not for others. Alternatively, the Mission couldchoose to earn interest as long as the resulting inflationary impactremai ned acceptable, and discontinue this policy if and when theinflationary impact 
became significant. Recommendation No. 3 is resolvedbecause [SAI1/Bolivia has the authority not to follow A.I.D.'s preference
for earning interest. The recommendation will be closed when the Mission prepares a determination based on a realistic projection of how muchinterest would likely be earned and what effect this would have on 
Bolivia's money supply. 
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MANAGEMENT COMMENI'S 

Recommendation No. 5 [Now Recommendation No. 4]
 

111e recommend that USAID/Bolivia negotiate and sign a tntst fund
agreement amendment authorizing the Mission to manage narcotics aiarenessfunds on behalf of the Government of Bolivia or return these funds to the 
Gove rnlnc nt. 

Response 

USAID/B management has decided to return the Narcotics Awareness trust
fund money to the GOB. As was discussed with your auditors, the Missiondoes not favor establishing a program trust fuix. However, we believe
that there existed, and continue to exist, major management faults in the 
possible GOB organizations which would manage these funds.carefully evaluating Afterthe :3lternatives, we have decided to turn the funds over to the PL 480 Secretariat. We will closely monitor the use of these
funds, and believe that minimum standards of accountability can bemaintained through such monitoring. We recognize this as imperfectsolution, but the best one available 

an 
tinder the circumstances. A POL hasbeen written authorizing this action and the money alreadyhas beentransferred. 
We believe this action satisfies this recommendation.
 

With regard to your statement on page 24 [now page 161, first fullparagraph, that the Mission managed the program trust fund because the
GOB did not want to be associated with this activity, it is inaccurateand not reflective of either 
the GOB nor the Mission position. The
Mission began managing these resources because of the sensitive nature of 
the use of these funds. 

01 G COI4ENTS 

The significance of this clarification is not apparent to us, and Lhelanguage used in our draft report was supported by a statement made to usby USAID/Bolivia's Director on March 11, 1988. However, we have changedthe first full paragraph on page 16 to incorporate the language preferred
by the Mission. 

MANAGEM NT COMMEINS 

When the local currency guidance was released, the Mission took the 
necessary action to comply. This should be reflected in the final report. 

OIG CO1tENTS 

The final report states that USAID/Bolivia returned the narcotics 
awareness tnst funds to the Government of Bolivia. We must point out,however, that the funds were returned after our audit ended in August 
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1988 and that guidance in effect since July 1985 required Missions tosign a trust fund agreement when managing funds on behalf of 	 a host 
government.
 

MANAGFMENT COM14ENTS
 

B. 	Compliance and Tnternal Control
 

The M.lission 
 has no further comments in this section as your
observations have been addressed in other parts of this response. 

C. 	 Other Pertinent Matters 

The Mission has very serious problems in this last section of Part 
I
and 	 strongly recommends that this section be dropped from the finalreport. First, as stated above, we 
 feel that all reference to
accounting and internal control deficiencies of the PL 480 ExecutiveSecretariat be addressed in the PL 480 audit report.
 

O G COMRENTS 

A detailed discussion of internal control deficiencies in the ExecutiveSecretariat and the IJCCP will be included in our forthcoming report onIJSAID/Bol i vi a's PL 480 programs. However, since the Executive

Secretariat and 	 UCCP also managed ESF local currency, it is appropriate
to 	summarize the internal control deficiencies in this report.
 

MANAGEMENT COIMENTS 

Second, we take strong exception to the sentence that states "This meantthat the UCCP coild not properly account for $95.2 million in PL 480 andESF local currency." We thatbelieve statements like this are
 unnecessary and border on 
the 	sensational. 
 Neither the auditors nor this

Mission have enough evidence to prove this statement.
 

OIG 	 COZIENTS 

We have included additional evidence for this statement in the report. 

MANAGFENT COMMENTS 

We recognized more than a year ago the deficiencies of 	 the internalcontrols of the ES and UCCP and 	 began taking corrective action longbefore the audit began. Corrective action is in process right now tostrengthen the RS and make a more dependable organization in itsfinancial reporting and accounting and 	 its technical monitoring. 

."1'!
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OIG COMMENTS 

We fully support ISAID/Bolivia's 
Secretariat and the UCCP. 

efforts to strengthen the Executive 



APPENDIX 2Page I of 2 
Report Recommendations 

Page
 

Recommendation No. 1 

Ile recommend that IJSAID/Bolivia: 

a. 	 obtain from the Assistant Administrator for Latin America

and the Caribbean a reevaluation of the need for the

Bolivia Economic Support Fund Program 
 and 	 of the Government 
of Bolivia's management capacity to implement and manage an

Economic Support Fund prog ram; 

b. 	 notify the Government of Bolivia that it will not approve
any additional Economic Support Fund disbursements until 
the Government of Bolivia has used all of the Economic
Support Fund dollars for agreed upon purposes, and has
deposited the local currencies accruing from the 1986 and 
1987 Economic Support Fund programs; 

c. 	 obtain evidence that procedures for local currency
disbursements under the 1988 program have been established 
which provide for disbursement of funds in accordance with
the progress of each activity and liquidation of previous
disbursements before additional disbursements are made; 

d. 	 fix responsibility within the Mission for verifying that 
Economic Support Fund local currency deposits are made as 
agreed;
 

e. 	 submit to the Latin American and Caribbean Bureau a 
corrected 1990 annual budget submission table VI and a
corrected program assistance approval document for the 1988 
Economic Support Fund program; and
 

f. 	 consult with the Office of Legislative Affairs and the
Latin American and Caribbean Bureau's Office of Development
Programs, as ,ppropriate, to determine whether or not the
1989 congressional presentation should also be corrected.
 

Recommendation No. 2 
 10
 

We recommend that USAID/Bolivia modify the 1987 dollar
accounting procedures to comply with A.I.D.'s amplified policy
guidance on Economic Support Fund cash transfer assistance. 
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Recommendation No. 3 
 13
 

We recommend that TJSAID/Bolivia negotiate with the Government
of Bolivia a program for earning interest on Economic Support
Fund local currency or prepare a determination demonstrating
why interest should not be earned.
 

Recommendation No. 4 16
 

We recommend that USAID/Bolivia negotiate and sign a trust fund 
agreement amendment authorizing the Mission to manage narcotics 
awareness funds on behalf of the Government of Bolivia or 
return these funds to the Government. 

10 
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