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MEMORANDUM FOR DIRECTOR, USAID/LESOTHO, Jesse L. Snyder

FROM: Richard C. Thabet, RIG/A/Nairobi

SUBJECT: Audit of Lesotho Agricultural Production And
Institutional Support Project No. 632-0221

The Office of the Regional Inspector General for Audit, Nairobihas completed its audit of the Lesotho Agricultural Productionand Institutional Support Project No. 632-0221. Five copies ofthe audit report are enclosed for your action.

The draft audit report was submitted to you for comment andyour comments are attached to the report. The report contains
three recommendations. Recommendations No. 1 is resolved andwill be closed upon receipt by this office of evidence that thcited actions are complete. Recommendation Nos. 2 and 3 areunresolved. Please advise our office within 30 days of actions
taken to implement Recommendation No 1. Also provide further
information you might want us to consider on Recommendation
Nos. 1 and 3.

I appreciate the cooperation and courtesy extended to my staff
during the audit.



EXECUTIVE SUMMARY

The goal of the $30.6 million Lesotho Agricultural Production
and Institutional Support Project was to increase agricultural
income and employment of Lesotho's rural population. This was
to be achieved by providing assistance to small farmers and
strengthening the Government of Lesotho's institutional
capabilities in research and extension. The project was
initiated on August 30, 1985 and was to be completed by August
31, 1991. As of April 30, 1989, A.I.D. had expended $12.2
million of $23.5 million obligated.

The Office of the Regional Inspector General for Audit/Nairobi
made a performance audit of the project. The audit objectives
were to determine whether the project purpose was being
accomplished as planned and whether applicable A.I.D.
regulations and contract terms were being complied with. We
also evaluated the cause of impediments to accomplishing the
project's purpose.

Progress toward the project purpose was less than expected as
the project made little progress toward increasing crop
production in Lesotho. The $9.6 million production component
had not achieved the lpvel of outputs specified and could not
be expected to increase crop production or agricultural income
by the project's planned termination date. In addition, the
$2.7 million credit union program was contributing little to
the project purpose. Further, the technical assistance
contractor's expenditure reporting did not fully comply with
applicable A.I.D. regulations and contract terms.

Despite these problems, the project had resulted in several
important accomplishments. For example, the project's
education component improved two farmer training facilities,
increased the capacity to provide agricultural information and
strengthened the Lesotho Agricultural College. In addition,
the project's research component increased the use of station
and farm trials to test research results, equipped a soil
laboratory and supplemented the educational component by
incorporating research results into the educational curriculum.

The audit identified three areas requiring improvement. First,
the Grant Agreement needed to be amended to discontinue
activities that were not contributing to the project goal.
Second, the Credit Union Program needed to be discontinued and
remaining resources redirected to more effective project
areas. Third, the project contractor needed to strengthen
internal controls to improve its expenditure reporting to
USAID/Lesotho.
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The Grant Agreement stated that the project's production
component was to increase agricultural production, income and
employment. This component, however, experienced significant
problems in implementation that resulted in many of its planned
outputs related to increased crop production not being
achieved. The implementation problems were caused by
insufficient host government support and the lack of credit
needed to maintain and expand farm production. As a result,
little progress was made toward the project's
production-related objectives. This report recommends that
USAID/Lesotho establish an achievable project purpose and
end-of-project status, formally amena the Grant and Cooperative
Agreements, and carefully monitor future implementation.
USAID/Lesotho agreed with the recommendation and stated that
action had been taken to implement it.

The Lesotho Credit Union Program, a supporting activity of the
production component of the LAPIS project, was designed to
assist in making financial services available to Lesotho
farmers needing credit to finance irrigated farming schemes.
The audit found that this program had not successfully provided
a source of funds for farmers and had therefore, made no impact
on agricultural production in Lesotho. Further, as it
ctirrently existed, the program was not expected to make funds
available in the future. These problems occurred because
Lesotho credit unions were not adequately prepared to implement
the program. Lack of available credit prevented project's
goals related to increased agricultural production from being
achieved, and impeded the effective utilization of the $2.7
million Credit Union Program in meeting project objectives.
This report recommends that USAID/Lesotho discontinue the
Credit Union Program, redirect $1.1 million to more effective
project areas, terminate activities supporting the $0.5 million
revolving loan fund, and deobligate $343,000. USAID/Lesotho
agreed to take most of the recommended actions. However, the
Mission disagreed that there were sufficient excess funds to
justify deobligating $343,000.

The contract between USAID/Lesotho and American Agriculture
International, Inc. specified that A.I.D. should reimburse the
contractor for actual costs incurred in accordance with A.I.D.
acquisition regulations. However, the contractor's invoices
contained clerical errors and instances of noncompliance with
these regulations. This was caused by weaknesses in the
contractor's internal accounting controls related to
expenditure reporting and a lack of adherence to the
regulations. As a result, the contractor received
reimbursement from USAID/Lesotho in excess of allowable
amounts. This report recommends that USAID/Lesotho require the
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project contractor to establish appropriate internal controls,
have a non-federal audit made of the project contractor, and
recover $7,616 which was paid to American Agriculture
International, Inc. in excess of actual costs. OSAID/Lesotho
agreed with the recommendation and stated that it had taken
steps to rectify or recover the items specified in the
recommendation.
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AUDIT OF
LESOTHO AGRICULTURAL PRODUCTION

AND INSTITUTIONAL SUPPORT PROJECT NO. 632-0221

PART I - INTRODUCTION

A. Background

The goal of the Lesotho Agricultural Production and
Institutional Support Project (LAPIS) was to increase
agricultural income and employment of Lesotho's rural
population. This was to be achieved by providing assistance to
small farmers and strengthening the Government of Lesotho's
(GOL) institutional capabilities in agricultural research and
extension education. The project had three components -
production, research and education. The project also included
a credit union program, which was supposed to provide
production loans to participating farmers and strengthen the
administrative and financial capabilities of Lesotho credit
unions.

The Government of Lesotho through use of a coordinating group
and a management committee, had overall responsibility for
successful implementation of the project. A technical
assistance contractor, American Agriculture International,
Inc., was to assist the GOL's Ministry of Agriculture and
participating farmers in implementing project activities. An
American organization, the Credit Union National
Association/World Council of Credit Unions, was to assist
Lesotho credit unions in improving their administrative and
financial capability to provide loans to farmers.
USATD/Lesotho provided funding for technical assistance,
training, education, research, agricultural production and
commodities. USAID/Lesotho also was to monitor project
implementation to ensure compliance with the project agreement
and effective and efficient use of A.I.D. funds.

The project was initiated on August 30, 1985 with the signing
of the project agreement between the GOL and USAID/Lesotho, and
was to be completed by August 31, 1991. The project agreement
specified that project funding would be $30.6 million, with
A-I.D. providing $26.1 million and the GOL providing $4.5
million. As of April 30, 1989, A.I.D. funds totalling about
$23.5 million had been obligated and $12.5 million had been

expended.

B. Audit Objectives and Scope

The Office of the Regional Inspector General for Audit/Nairobi
made a performance audit of the project. The audit objectives
were to determine whether the project purpose was being
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accomplished as planned, and whether the contractor's
expenditure reporting complied with applicable regulations and
contract terms.

The audit included a review of project and financial files
maintained by OSAID/Lesotho and observational visits to project
sites. Interviews were held with eight officials of
USAID/Lesotho, eleven GOL Ministry of Agriculture Officials,
and nine employees of the American Agriculture, International,
Credit Union Association. Interviews were also conducted with
officials of the Lesotho Agriculture Development Bank and
Lesotho Bank. The observational visits and interviews were
primarily made to assess the status of actual project
implementation compared with that planned in the Grant
Agreement and other project documents.

The audit work was performed from April 20, 1989 through June
1, 1989. The audit covered the period from August 30, 1985
through April 30, 1989 and covered obligations of about 23.5
million and exlenditures of about $12.5 million. We reviewed
counterpart contributions from the Government of Lesotho to
determine whether shortfalls in the Government's contributions
adversely affected the project's progress. However, we did not
review Government of Lesotho contributions to determine if they
were in compliance with the terms of the Grant Agreement.

The review of internal controls was limited to the matters
presented in the three findings. Documentation supporting the
Project Contractor's expenditures and internal controls
relating to these expenditures were reviewed on a limited
basis, as discussed in Finding No. 3.

The audit was made in accordance with generally accepted
government auditing standards.
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AUDIT OF
LESOTHO AGRICULTURAL PRODUCTION AND

INSTITUTIONAL SUPPORT PROJECT NO. 632-0221

PART II - RESULTS OF AUDIT

Progress toward the project purpose was less than expected as
the project made little progress toward increasing crop
production in Lesotho. The $9.6 million production component
had not achieved the level of outputs specified and could not
be expected to increase crop production or agricultural income
by the project's planned termination date. In addition, the
$2.7 million Credit Union Program was contributing little tothe project purpose. Further, the technical assistance
contractor's expenditure reporting did not fully comply with
applicable A.I.D. regulations and contract terms.

Despite these problems, the project had resulted in several
important accomplishments. For example, the education
component improved two farmer training facilities, increased
the capacity to provide agricultural information and
strengthened the Lesotho Agricultural College. In addition,
the project's research component increased the use of station
and farm trials to test research results, equipped a soil
laboratory, and supplemented the educational component by
incorporating research results into the educational curriculum.

The audit identified three areas requiring modification.
First, the Grant Agreement needed to be amended to discontinue
activities that were not contributing to the project goal.
Second, the Credit Union Program needed to be discontinued and
remaining resources redirected to more effective project
areas. Third, the project contractor needed to strengthen
internal controls to improve its expenditure reporting to
USAID/Lesotho.
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A. Findings And Recommendations

1. Crop Production Objectives Have Not Been Achieved

The Grant Agreement stated that the LAPIS project's production
component was to increase agricultural production, income and
employment. This component, however, experienced significant
problems in implementation that resulted in many of its planned
outputs related to increased crop production not being
achieved. The implementation problems were caused by
insufficient host government support and the lack of credit
needed to maintain and expand farm production. As a result
little progress was made toward project objectives related to
increased agricultural production.

Recommendation No. 1

We recommend that the Director USAID/Lesotho:

a. redesign the Lesotho Agricultural Production and
Institutional Support Project to carefully define a project
purpose and end-of-project status that is achievable by the
project's planned completion date; and

b. issue a Project Implementation Letter and amend the
contract with American Agriculture International, Inc. to
specify changes to project activities resulting from the
project redesign.

Discussion

The Grant Agreement, August 30, 1985, between USAID/Lesotho and
the Kingdom of Lesotho, related overall project success to
greater total agricultural production, higher yields, and more
emphasis on improved strains and cash crops. The agreement
emphasized the importance of the project's production
initiatives component, which was to increase agricultural
production, income and employment in Lesotho. The project was
to result in the following production-oriented accomplishments
by project completion:

- farmers were to produce greater amounts of small-holder
crops;

- farmers were to obtain higher yields, grow a higher
percentage of high-value cash crops, and market greater
amounts of their production;

- more farmers were to use intercropping and double cropping;

- small farmers were to have more income to meet their basic
needs and improve the quality of their livw:.s.
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The audit found that the production component - the leading
edge of Lhe project - was not making satisfactory progress
towards increased production of crops. Several activities
related to crop production - increased use of irrigation and
home gardens, the development of viable nurseries, and the
provision of credit to farmers - had made little progress.
Further, the project's institutional development segment had
not significantly improved the Ministry of Agriculture's role
considered necessary to sustain increased crop production after
project completion.

USAID/Lesotho recognized these problems and planned to address
them by redesigning the project. The mission planned to
phase-out project activities with low levels of performance
that were unlikely to contribute significantly toward increased
agricultural production. OSAID/Lesotho planned to redirect
project resources toward institution-building activities.
Specifically, OSAID/Lesotho planned to transfer technical
assistance staff from the production component to MOA
activities, such as advising on marketing and training of
Lesotho extension agents in crop production, marketing and farm
management.

OSAID/Lesotho's planning document for the redesign stated that
the redesign would have the following impact on the project's
goal and expected end-of-project accomplishments.

- Project Goal. OSAID/Lesotho did not plan to change the
project goal of increasing the income and employment of
Lesotho's rural population.

- End-of-Project Accomplishments. USAID/Lesotho planned to
retain the product.ion related accomplishments as above. In
addition, it planned to add three additional targets relating
to adding range management associations, introducing a domestic
agricultural produce marketing facility, and obtaining full
support by the MOA of project activities.

We concluded that, while redesigning the project to phase out
production-related activities was appropriate, the project as
changed could not achieve its stated goal and end-of-project
accomplishments. USAID/Lesotho planned to discontinue all
project activities directly related to increased crop
production. These were the main components that could increase
income, employment or crop production. Therefore, we believe
that USAID/Lesotho should carefully review the extent to which
project objectives could be achieved after the planned redesign.

Several factors contributed to the need to redesign the LAPIS
project. First, the Government of Lesotho proved unable to
mobilize and coordinate its resources to support activities and
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fLIJL 0Li u:!iYritu co increase production. The Ministry of
Agriculture was involved in about 60 other agricultural foreign
aid projects, thereby diverting the Ministry of Agriculture's
attention from LAPIS' needs and objectives. In addition,
Ministry of Agriculture extension agent resources were not
sufficient to adequately service the existing project farmers.

Second, the project was unable to obtaii- sufficient
participation by Lesotho farmers. The Grant Agreement
specified that 20 extension agents would receive intensive
training and would subsequently provide support to LAPIS by
identifying and recruiting participant farmers. However,
according to a May 1988 project evaluation of the LAPIS
Project, only 16 extension agents received intensive training,
and of these 16, only two were providing support in identifying
and recruiting new participants. This lack of support
restricted the project's ability to obtain new LAPIS
participants. In addition, credit problems limited the number
of participants and hectares under production because there was
no readily available source of credit to finance expansion and
growth (see Finding No. 2).

As a result of these problems the production component had not
achieved the level of outputs specified for crop production and
needed to be redesigned. However, in our opinion, the planned
redesign should significantly reduce the level of
accomplishments that nay be expected from the project. These
planned reductions need to be formally recognized and
authorized by the USAID/Lesotho Director. Further,
USAID/Lesotho needs to issue a Project Implementation Letter
and amend its contract with American Agriculture International,
Inc. to formally recognize the project's changes. Failure to
carefully define project objectives, as changed, could mean
that the LAPIS project will continue to experience problems in
obtaining the full support needed to meet its goal.

Management Comments

OSAID/Lesotho agreed with the audit recommendation, and stated
that a Project Implementation Letter and PIO/T were issued
implementing the audit report recommendations. According to
the response, the Project Implementation Letter and PIO/T
specified the phase out of direct assistance to farmers, the
redirection of project resources, a detailed revised project
description, arid revised project outputs.

Office of Inspector General Comments

Management's comments were carefully considered and certain
appropriate changes suggested by management were made to the
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audit report. Management's comments were responsive to the
report. Based upon management's response, Recommendation No.
1 is considered resolved. The recommendation can be closed
upon receipt by this office of (1) a properly executed Project
Implementation Letter, PIO/T, and amended contract with
American Agriculture International, Inc. that show that project
objectives were reduced to a level commensurate with the
reduced project activities; (2) documents supporting revised
project outputs and how accomplishments will be measured; and
(3) evidence that project activities have been redirected.
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2. The Revolving Loan Fund Did Not Effectively Support The
Project

The Lesotho Credit Union Program, a supporting activity of the
pLoduction component of the LAPIS Project, was designed to
assist in making financial services available to Lesotho
farmers needing credit to finance irrigated farming schemes.
The audit found that this program had not successfully provided
a source of funds for farmers and had therefore, made no impact
on agricultural production in Lesotho. Further, as it
currently existed, the Program was not expected to make funds
available in the future. These problems occurred because
Lesotho credit unions were not adequately prepared to implement
the Program. Lack of available credit prevented LAPIS goals
related to increased agricultural production from being
achieved, and impeded the effective utilization of the $2.7
million Credit Union Program in meeting project objectives.

Recommendation No. 2

We recommend that the Director USAID/Lesotho:

a. discontinue the Credit Union Program as a part of the LAPIS
project and redirecL $1.1 million of the Program's funds to
credit union institutional strengthening areas of the
credit union program;

b. terminate activities supporting the $500,000 revolving loan
fund; and

c. deobligate the remaining fund resources from the revolving
loan fund.

Discussion

Cooperative Agreement No. 632-0221-A-00-6002-00 between A.I.D.
and the Credit Union National Association/World Council of
Credit Unions (the Association), established the Lesotho Credit
Union Program. The program, implemented as a supporting
activity of the LAPIS project, was to provide members with
credit to finance the acquisition of supplies and irrigation
equipment for agricultural production. The Association was to
coordinate with various GOL agencies to provide financial,
pLoduction and marketing services to promote the production of
agricultural products.

Under terms of the Agreement, the Association, an American
corporation, was to assist the Lesotho Cooperative Credit Union
League (the League). The League, an affiliation of Lesotho
credit unions, was in turn supposed to provide administrative
and financial support to rural credit unions. The agreement
specified that the grant was to provide production loans to
farmers and to create self-sufficient credit unions.
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USAID/Lesotho granted approximately $2.7 million for the credit
union program, which included about $1.3 million for technical
assistance and about $1.4 million for institutional support.
Funding for institutional support included a $0.5 million
revolving loan fund, which was to finance agricultural
production activities. The fund was to be made available to
farmers through credit unions that developed sufficient
managerial capabilities in managing small loans to farmers.
Interest earned from the loans was to be used for project
purposes. As of March 31, 1989, about $0.8 million of the
total $2.7 million had been expender], of which about $160,000
was from the half million dollar revolving fund.

The audit found that the program was not adequately supplying
credit to LAPIS participating farmers. The League and its
credit unions were experiencing both collection and
administration problems with loans made under the program. As
of May 9, 1989 there were 28 LAPIS loans outstanding with a
balance due of about $100,000. Of the 28 loans outstanding, 20
loans for about $73,000 were doubtful of collection. In total,
the borrowers were unable to even meet interest payments on
these loans as they became due.

Credit unions also experienced substantial administrative
problems with the loans. The credit unions did not adhere to
prudent loan approval policies and procedures. Loan
applications containing references, credit history, financial
position and potential for repayment were either not obtained
or not approved by the credit unions. Loans were made to LAPIS
participants on the basis )f their involvement in the LAPIS
project. Little consideration was given to loan repayment.
Appropriate loan documents, such as signed notes, collateral
security agreements, and repayment schedules were not used.
Further, collection efforts by the League and credit unions
were inadequate and untimely. As a result of these
administrative problems, borrowers did not have a clear
understanding of their repayment commitments.

As a result of these problems, credit unions began adhering
strictly to credit union policy and procedures, thereby
severely limiting credit availability to farmers. Applicable
portions of these procedures specified that to obtain a loan
the applicant must be a credit union member, be up to date on
repayment of loans, have demonstrated commitment by saving
regularly and have provided co-makers for the loan. Thus in
effect, the League and its credit unions were not extending
credit to farmers who were not already credit union members in
excellent financial standing. In addition, credit unions were
not extending additional credit to borrowers whose loans were
in arrears. On the contrary, the League and its credit unions
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actively sought to reduce their LAPIS loan exposure by
collecting on existing loans and repossessing equipment from
LAPIS participants with delinquent loans.

There was also no readily available, alternative credit
delivery system to support the LAPIS project. The two
principal banks in Lesotho were not interested in extending
credit to participating farmers. Two Lesotho controlled banks,
while interested in servicing the credit element of the
project, were unwilling to risk any of their own funds and
would not provide collection activities.

This situation occurred because conditions precedent
established by USAID/Lesotho to ensure success of the Credit
Union Program were not effectively implemented. These
conditions required the League to implement an aggressive loan
collection plan, adopt policies to ensure sustainability of the
revolving loan fund, and to apply a portion of its surplus loan
fund to project requirements. In our opinion, the problems
encountered during project implementation demonstrated that the
credit unions had not instituted effective procedures to
satisfy the conditions precedent.

The above problems prevented the Credit Union Program from
contributing to increased agriculture production in Lesotho, as
planned. The institution building portion of the program
appeared to be making progress. However, the collapse of the
loan portion meant that there was no basis for future
connection of the credit union program to the LAPIS project.
The credit union program should be re-examined for its
continued ,usefulness on the basis of its own merits but, in any
case, should no longer be a part of the LAPIS project.

Managements Comments

USAID/Lesotho agreed with Parts a and b of Recommendation No.
2. The Mission stated that it has taken action to terminate
the provision of credit to the crop production component and to
redirect the remaining $1.1 million of program funds to more
effective areas of the project. USAID/Lesotho also agreed to
terminate further financial support of the $500,000 revolving
loan fund. However, the Mission stated that due to project
funding limitations they disagree with deobligating remaining
amounts of the revolving loan fund.

Office of Inspector General Comments

Management's comments were carefully considered and certain
appropriate changes suggested by management were made to the
audit report. With the exception of the deobligation of
remaining revolving loan funds, management was in agreement
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with the recommendation. We believe, however, that the
remaining funds from the revolving loan fund should be
deobligated. In our opinion, with the scaling back of the
credit union program and the elimination of credit funding for
the crop production component, the remaining $343,000 is not
needed to successfully achieve the reduced objectives.

Recommendation No. 2c will be considered resolved upon
USAID/Lesotho's agreement to deobligate $343,000, or upon
providing additional compelling justification for retaining the
funds for other project activities. Parts a and b of this
recommendation can be closed upon receipt by this office of a
revised program workplan, revised Cooperative Agreement with
the Credit Union National Association/World Council of Credit
Unions and a revised credit program budget.
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3. The Contractor Needs To Improve Its Expenditure Reporting
1:0 USAID/Lesotho

The contract between USAID/Lesotho and American Agriculture
International, Inc. specified that A.I.D. should reimburse the
contractor for actual costs incurred in accordance with A.I.D.
acquisition regulations. However, the contractor's invoices
contained clerical errors and instances of noncompliance with
these regulations. This was caused by weaknesses in the
contractor's internal accounting controls related to
expenditure reporting and a lack of knowledge of the
regulations. As a result, the contractor received
reimbursement from USAID/Lesotho in excess of allowable amounts.

Recommendation No. 3

We recommend that the Mission Director, USAID/Lesotho:

a. require American Agriculture International, Inc. to
establish and maintain appropriate internal accounting
controls as shown in Appendix 1 to reduce the occurrence of
undetected clerical errors in its voucher submissions to
OSAID/Lesotho;

b. initiate action to have a non-federal audit made of
American Agriculture International, Inc. The audit should
begin no later than March 1, 1990 and cover the period from
March 1, 1986 through December 31, 1989; and

c. recover $7,616 paid in excess of actual costs to American

Agriculture International, Inc.

Discussion

Contract No. 632-0221-C-00-6017-00 between American Agriculture
International, Inc. (AAI) and USAID/Lesotho specified that
OSAID/Lesotho should reimburse AAI for actual costs incurred in
accordance with A.I.D. acquisition regulations.

The audit, however, showed that AAI's invoices were not always
accurately prepared in conformance with applicable
regulations. As of June 14, 1989, AAI had submitted 50
vouchers totalling $11,973,031 for its work under the
contract. Two vouchers (numbers 42 and 43) were randomly
selected for examination. Of $549,915 included in the two
vouchers, costs totalling $117,381 were analyzed in detail to
determine if the reimbursement requests were made in accordance
with applicable acquisition regulations.
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On the basis of these limited tests, we noted a significant
incidence of noncompliance. Of the $117,381 examined, $6,489,
or 5.5 percent, was billed inappropriately as follows:

- Clerical Error: An expenditure of $395 was reported to
USAID/Lesotho as $6,395. USAID/Lesotho did not detect this
error and consequently overpaid AAI $6,000.

- Overcharge of Utility Bills: Section G.9 of AAI's Contract
Agreement limited USAID/Lesotho's reimbursement for utility
charges to $250 per month per residence. The utility charges
reflected on AAI's invoice number 42 included five charges for
utility bills which exceeded the $250 limitation by a total of
$117.

- Overcharge of Air Freight: Section 1.2 of the Contract
Agreement limited USAID's reimbursement to AAI for
unaccompanied air baggage. The unaccompanied air freight
charges reflected on AAI's invoice number 42 and 43 exceeded
allowable limits by $372.

We subsequently expanded the analysis of air freight charges to
include invoice numbers 39, 40 and 41. Seven air freight
charges totalling $15,824 were examined to determine their
compliance with A.I.D. acquisition regulations. Five of the
seven selected resulted in $1,127 of reimbursement in excess of
allowable amounts.

As a result, AAI has received reimbursement from USAID/Lesotho
in excess of allowable amounts. The limited audit sample
detected $7,616 of excess reimbursement. Based upon the high
incidence of errors in the sample, we believe the actual
amounts of excess reimbursement may be much higher. Therefore,
we believe that USAID/Lesotho should require AAI to improve its
internal controls over the preparation of its invoices, have a
non-federal audit made for the entire amount of billings
through December 31, 1989 and require reimbursement of $7,616
of excess billings.

Management Comments

USAID/Lesotho agreed with the recommendation but did not agree
with the tone of this funding. Management felt that the
Contractor already had established internal controls and that
these controls just needed to be strengthened. Management also
stated that the $6,000 overcharge by the contractor had been
reimbursed and the contract agreement had been amended to
eliminate limits on Contractor utility bill charges. Finally
USAID/Lesotho management stated that Appendix 2 "Recommended
Internal Controls for Expenditure Reporting" did not belong in
this report.
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Office of Inspector General Comments

The Mission stated that it had taken action to recover or
eliminate $6,117 of the $7,616 excess payments to the
Contractor. However, the Mission did not state that it would
take action to recover the remaining $1,499. In addition
USAID/Lesotho did not state that it would take action to insure
the recommended internal controls as reflected in Appendix 2
would be required for implementation. Accordingly,
Recommendation No. 3 is unresolved. It can be resolved upon
management's agreement to recover the remaining $1,499 and to
ensure the recommended internal controls are implemented. The
recommendation can be closed upon receipt by this office of the
executed contract amendment, evidence of the recovery of the
$7,616 and a letter from the contractor certifying that the
recommended internal controls have been satisfactorily
implemented.
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B. Compliance and Internal Control

Compliance

Finding No. 3 discussed American Agriculture International,
Inc.'s project expenditure reports and requests for
reimbursement that did not comply with A.I.D. Acquisition
Regulations and the terms of its contract with A.I.D..

Internal Control

Finding No. 3 reported that American Agriculture International,
Incorporated's project expenditure reports and requests for
reimbursement contained undetected clerical errors because of
its weak internal controls relating to expenditure reporting.
Nothing came to the auditor's attention to indicate that
weaknesses in internal control were the key source of any
deficiencies in project performance as reported in Finding Nos.
1 and 2.

- 16 -



C. Other Pertinent Matters

A.I.D. Handbook 3 and the monitoring plan of the Project paper
required the maintenance of documentation and a record-keeping
system to provide a chronological record of LAPIS activities.
In addition, prudent monitoring practices required the timely
gathering of information, written documentation, and action to
resolve identified problems. However, OSAID/Lesotho's project
files d'.d not contain contractor status reports for all
periods, did not reflect evidence of USAID/Lesotho's review of
the reports filed, and did not include adequate documentation
reflecting communications, problems and meetings. These
weaknesses were caused by problems with OSAID/Lesotho's project
filing system and the limited resources devoted to reviewing
contractor reports and documenting activities. Future
contractor status reports should be thoroughly reviewed and
project monitoring activities should be properly documented.
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AIDAC

FOR RIG/A/N, T. JARMAN FROM MISSION DIRECTOR S3NTDr

3.0. 12356 N/A
SU3JECT: DRAFT AUDIT REPORT OF LESOTHO A,,R.CULTURALPRODUCTION AND INSTITUTIONAL SUPPORT PROJECT. NO.
632-0221

REF: THABET/SNYDER MEMORANDUM DATED 9/27/89

1. COINCIDENT WITH THE CONCLUSION OF THE AUDIT AND OURREVIEW OF THE DRAFT AUDIT REPORT, THE MISSION HASINITIATED ACTIONS DESIGNED TO ADDRESS SPECIFIC
FINDINGS/CONCLUSIONS IDENTIFIED. OUR ACTIONS ANDANALYSIS RELATIVE TO THOSY FINDINGS/CONCLUSIDNS ANDDRAFT AUDIT RECOMMENDATIONS ARE SUMMARIZED BELOW.

2. RECOMMENDATION NO. 1:

2A. USAID/LESOTHO FULLY ACCEPTS T=E ESSENCE OF THISR33COMMENDATION, AND HAS ALREADY TAKEN CORRECTIVE ACTIONTD IMPLEMENT IT. THE RESPONSE TD PARTS A AND B OF THISRECOMMENDATION HAVE BEEN IMPLEMENTED 3Y PIL NO. 23 OFAUGUST 2, 19e9, AND BT A PIO/T AUTHORIZING TEE REGIONALCONT.ACTING OFFIC R TD MODIFY THE AMERICAN AGINTERNATIONAL (AAI) CONTRACT. THESE T4O DOCUMENTS ANDTHEIR ANNEXES, INCLUDING A DETAILED RZ7ISED PROJECTDESCRIPTION, COV3R THE FOLLDWING MAIN POINTS:

,THE PRODUCTION INITIATIVES COMPONENT IS BEING PHASEDOUT OF 'DIRECT ASSISTANCE TO INDIVIDUAL FARMERS, ANDPROJECT RESOURCES ARE BEING REDIRECTED TO'WARD
INSTITUTION-3UILDING ACTIVITIES AND ASSISTING YARMERSTHROUGH THE MINISTRY OF AGRICULTURE EXTENSION SERVICE.
AS A RESULT, SEVEHAL LONG-TERM TECHNICAL ASSISTANCEPOSITIONS ARE.BEING TERMINATED EARLY (DECEM3ER "1999),WHILE OTHERS 'ARE BEING REDIRECTED INTO CROSS-COMPONeNT
ACTIVITIES AND INSTITUTIDN BUILDIIG.

- T-E PROJECT OUTPUTS EAV BEEN REVISED AND SCALED BA.CTO MAIZ TEEM MORE R?-ALISTIz. GIVEN TRE R) I?.ERTD FOCUS
OF THE ?RDJECT.

23. WIT RESPECT TO PART C OF CO MENDAT10- NO. 1,MONITORING PROJECT PROGRESS AGAINST SPECIFIC PROJECT

UNCLASSIFIED MAS-RJ o03315/31



JLASSIT7IEID A A57R 7 g 31,'I1 PagE- 2 Of 5
PARAMET -ES HAS ALREADY 3 -- UN. DURINg DISCUSSIONS WITHTHE CONTRACT TEAM REIARDING THE A4NUAL iOR.PLAN, AND ATA NUMB-R OF OTHER FORA, EMPHASIS HAS BEEN PLACED UPONIMPACT 10NITORIJG OF THE ??DJEC: AND ITSACCOMPLISHMENTS. THE PROJECT'S SOCIAL SCIENTIST HASBEEN ASSIGNED RESPDNSI3IL.:Tr TO TAK3 THE LEAD IN THISMONITORING, AlID THIS ISSUE YILL CONTI'IUE TO BE CLOSELYFCLLOWID UP BY USAID/LESOTH PROJECT MANAG3I. '- ,

3. RECOMMENDATION NC. 2

RIG/A/N YILL NOTE THAT OUR RATIONALE/ACTI04S RELATIVE TOTHIS DRAFT RECOMMENDATION RESPONDS DIRE7CTLY TO THEESSENCE OF THE AUDIT FINDING BUT, FOR SEVERAL REASONSWHICH WE SET FOTH, DIFFER IN SPECIFIC SOLUTION.BECAUSE WE BELIEVE THESE ACTIONS REPRESENT THE ONLYPDSSIBLE AND, IN FACT, MOST SENSIBLE ONES, WE CANNOT
COMPLETILT ACCEPT TIS DRAFT RECOMMENDATIO4 AS CURRENTLYPOSED. THE MISSION ASKS THEREFORE TEAT RIG/A/N RECASTTHE FINAL AUDIT RECOMMENDATION IN ACCORDANCE WITH THE
FOLLOWING COMMENTS:

3A. AS POINTED OUT IN THE DRAFT AUDIT REPORT (P. 16),THERE IS A SERIOUS LACT OF ALTERNATIVE CREDIT DELIVERY
SYSTEMS FOR FARMERS IN LESOTHO. THIS LACK OFALTERNATIVE RURAL FINANCIAL INSTITUTIONS HAS BEEN OFGREAT CONCERN TO BOTH USAID/LESOTFO AND THE GOL, AND HASBEEN THE SU3JECT OF A NUMBER OF DISCUSSIONS. GIVEN THISCONCERN WE HAVE TA-ZN ACTION TO TERMINATE DIRECTPRODUCTION CREDIT TO LAPIS, BUT HAVE OPTED FOR SHARPLYSCALING BACK AND RESTRUCTURING THE REMAINDER OF THISCOMPONENT, RATHER THAN DISCONTINUING IT ENTIRELY. THISWILL MEAN THAT INSTITUTIONAL SUPPORT TO THE LESOTHO

COOPERATIVE CREDIT UNION LEAGUE (LCCUL) IS BEING CUTBACK BY A3OUT TWO-THIRDS, AND FUTURE ASSISTANCE IS BEINGMADE CONDITIONAL UPON RESTRUCTURING LCCUL AND UPDNSPECIFIC PERFORMANCE CRITERIA, NAMELY THE FOLLOWINIG:

- REDUCING LCCUL OVERHEADS AND REFOCUSING TRAINING ANDOTHER ASSISTANCE UPON BUILDING-Up THE CAPABILITIES OF
THE INDIVIDUAL CREDIT UNIONS.

- FOCUSING LCCUL ASSISTANCE UPON A LIMITED NUMBER OFACTIVE CREDIT UNIONS, AND TERMINATING ASSISTANCZ TO

.UNCLASSIFIED MAS3RU 003316/01
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INACTIVE ON-S.

- DEVELOPINg AND I PSLZ_-ENTING A VIABLE PLAN FOP DEALING
4ITE- THE LOAN DELIN T ' ' v p?.OELiM.
- ENFORCING AND IN SO~r _ CASES A:ENDING BYLAS TO

I:lPRDVE MANAGEMlEtT DF THE IND!VIDUXL 3P.E'I " 9XI0!OS.

- INTRODUCING MAzTT-D-T-R!IN7D INTERTST RATES TO BOTHSAVINGS AND LOAN OPERATIONS.

33. TECHNICAL ASSISTANCE SUPPORT IS BEEN CUT BACK FROMT7O POSITIONS TO ONE, AND THE2 ONE REMAINING TECHNICIANIS TO WORI ON DETLOPING ALTERNATIVE RURAL FINANCIALMECHANISMS, WHILE ALSO ASSISTING 'ITH AND MO"4ITORING TEERESTRUCTURING OF LCCUL. IN SUM, GIEN THE LACK OFALTERNATIVES, USkID/LESOTHO AND T32 GOL ARE RELUCTANT TOWHOLLY THROW TEE BA3Y OUT WITH THE BAT-. WATER.

3C. IN FINANCIAL TERMS, THIS MEANS THAT AOUT DOLS 1.1MILLION OF PROJECT FUNDS ARE BEING REDIRECTED TO MOREEFFECTIVE AREAS OF THE PROJECT, RATHER THAN THE DDLS 1.7,MILLION MENTIONED IN PART A OF THIS RECOMMENDATION. THEFUNDING FOR THE COOPERATIVE AGREEMENT WITH THE WORLDCOUNCIL OF CREDIT UNIONS IS BEING CUT BACi FROM DOLS 2.7MILLIDN TO APPROXIMATELY DOLS 1.6 MILLION. (IN ANTCASE, IT WOULD NOT HAVE BEEN POSSIBLE TO REDIRECT DOLS1.7 MILLION, SINCE EXPENDITURES UNDER THIS COMPONENTWERE WELL PAST TEIS POINT BY THE TIME THE DRAFT AUDITREPORT VAS RECEIVED, AND BECAUSE AN IMMEDIATE,'PRECIPITOUS TERMINATION OF THE COOPERATIVE AGREEMENTYITH THE WORLD COUNCIL OF CREDIT UNIOAIS WAS NEITHER
POSSIBLE NOR DESIRABLE.
3D. AS NOTED, WITH SPECIFIC REFERENCE TO PART B OF TEISTRECOMMENDATION, USAID/LESOTHO IS TERMI.NATING FURTHERFINANCIAL SUPPDRT TO THE REVOL7ING LOAN FUND. HOWEVER,RECENT BUDGET ANALYSIS FOR THE LAPIS PROJECT OVERALL HASSHOWN TH.T PROJECT FUNDING IS VERY LIMITED FORCOMPLETION OF TaE RESTRUCTrTRED, MORE SUCCESSFUL ELEMENTSOF THE PROJECT. WE ARE THEREFORE NOT IN A POSITION TODOBLIGATE FUNDING (DN THE CONTRARY, WE BELIEVE THATSOME LIMITED ADDITIDNAL FUNDING WILL BE NECESSARY TO
COMPLETE THE SUCCESSFUL ELEMENTS).

4. FINALLY, BASED ON A REDEFINED AUDIT RECDMMENDATIONNO. 2 AND ACTIONS TAEN IN RESDLUTION, THE MISSIONREQUESTS THAT IT ,BE CLOSED ON ITHE ISSUANCE OF THE FINAL
.,-AUDIT REPORT . •".

.,.' ..p . -. * :,. :

5. 'RECOMMENDATION NO. '3: -'AS PER YOU. REF MEMO REQUEST,OUR FOLLOWING COMMENTS TO TEE SUBJ'ECT DRAFT REPORT ARE
KEYED B- PAGE NUMBER.

5A. PAGE 3, LI'E 15: R 717E4D IN STEAD OF ?.EZEIED.CON CLUDING S-'ITE NC- 0: PARAGRAPH 3ONT.ADITOI.C TO
?RECEDI!G ON I. IF UPON REVIEW', TNEoE WERE ,O S.ORTFALLSI.1 THE GOL CONTR BU7ION ADVERSLT AE: T7-PROJCT. PRGRSS Tzklm7PROJECT'S PROGRESS, T_.N TEE ASSUMPTION IS TEAT YOU DID

UNCLkSSIFIED MASERU 03313/02



U:CLASSIFIFJ ",A$-_R%" Z" 316/ 2 Appendix 1
DETERMINE WHVETHER OR NOT THE REQUIRED GOL CONTRIBUTION Page 4 of 5
VAS MET.

5B. PAG7 7, CLAUSE 3: FORI.AL CHANGIS OF PROJECTACTIVITIES CAN BE ACCOMPLISHED 3 PROJECT IMPLEMENTATIONi
LETT:-. AN AMENDMENT TO THE PROAG IS NOT NTECZSSART.THE AGREEMENT WIT AM!RIC'AN AG INTERNATIONAL, INC. IS ACONTRACT, NOT A COOPERATIVE AG0REEMENT.

5C. PAGE 11, 2ND PARA: SEE ABOVE, FIRST SENTENCE.

5D. PAGE 13: FIRST LIME: DELETE QUOTE MILLION UNQUOTE..

5E. PAGE 18, LINES 8 AND 9: DELETE QUOT.....AND ALAC:K OF ADHERENCE TO THE REGULATIONS. UNQUOTE. THIS ISGRATUITOUS AND 'AS PREVIOUSLY STATED IN THE PARAGRAPH.

5F. PAGE 18, RZCOMMENDATION NO. 3A: QUOTE: TOESTABLISH UNQUOTE IS INAPPROPRIATE, AS CONTROLS WERE
ALREADY IN PLACE. SUGGEST THE -PHRASE OUOTE TO
STRENGTHEN UNQUOTE SETTING THE CORRECT TON3.
UNCLASSIFIED

*5G. PAGE 19, RECOMMENDATION NO 3C: THIS RECOMMENDATIO-'
AND TEE ENSUING QUOTE DISCUSSION UNQUOTE DID NOT TAKE

UNCLASSIFIED MASERU 0331S/02



Appendix"UNCLAS S!CTI 3 OF 03 .ASERU 03316 Page 5 of 5
INTO ACCOUNT AND/OR GIVE CO3NIZ 4C. TO EVENTS THATO ZURRED WHILE RI./A/N'S PERSONN3L WER3 STILL lJONDUCTINGTHE AUDIT. TFE AUDITORS *"TE .E AWARE T7AT TE'i_ CONTRACTOR,AAI, HA) RZITRSED USI)/LzS3T7O TE DOLS 5,13 DUE TOA CLERICAL ERRO?. ON A PRT7Eus irLLI . FU! :THRXO?,THE QUOTE OVERCARGE.' OF U ILITT 3ILLS U'ICUOT: 3-C.1Ml: AMOOT POINT PRIOR TO THEIR )EPARTURZ FROM MASERU. AAI'SCONTRACT YAS AMENDED DU3IN,! THEIR PERFORMANCE 0? THEAUDIT. T5_ CONTRACT AMINDMENT COVERED THE IllC!!AST:fBILLING FOR UTILITIES AND WAS RETROACTI7E TO T'1BEGINNING OF THE CO:ITRACT.

5E. CREDIT IS DU' RIG/A/N FOR FINDING THESEIRREGULARITIES DU.ING THE COURSE OF TFE AUDIT; HOWEVER,THIS IS A TWO-'iAT STRTET. TIZ MISSION WOULD APPRECIATETOUR AMELIORATING TH3 TON3 AND TENOR OF RECOMM2NDATIO9
NO. 3C AND FOLLOWING QUOTE DISCUSSION UNQUOTE INCONSIDERATION OF THE ABOVE FINDINGS. ALTRNATIV-LT, OURCOMMENTS SHOULD BE INCORPORATED INTO THE AUDIT REPO.T.

51. APPENDIX NO. 1: THE THMEE RECOMMENDED INT3RNALCONTROLS FOR EXPENDITURE REPORTING ARE TOTALLI DIRECTEDTOWARDS TE CONTRACTOR, ALI. THE MISSION WILL OF COURSEPASS THIS ON TO AAI, BUT IT DOESN'T BELONG IN THE AUDIT
REPORT.

6. ADVISE. JETER
BT
#3316

• NNNN
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Appndix 2

Recommended Internal Controls For
Expenditure Reporting

1. Submit expenditure reports on a monthly basis to facilitate
reconciling the reports with American Agricultural
International, Inc.'s (AAI) accounting records.

2. Reconcile total expenditures reported to USAID/Lesotho
with AAI's formal accounting records. Differences between
the expenses reported to USAID/Lesotho and amounts
reflected on AAI's monthly financial statements should be
investigated and resolved.

3. Develop a checklist of A.I.D. acquisition regulations that
apply to AAI's contract expenditures and on a monthly
basis, review and compare expenditures to be reported with
the checklist to ensure compliance.



Appendix 3

REPORT DISTRIBUTION

American Ambassador to Lesotho 1
Director of USAID/Lesotho 5
AA/AFR 1
AFR/SA/SLB 1
AFR/CONT 1
AA/XA 2
XA/PR 1
LEG 1
GC 1
PFM/FM/FP 2
AA/M 2
AA/PFM 1
SAA/S&T 1
S&T/AGR 1
PPC/CDIE 3
M/SER/MO 1
M/SER/EOMS 1
M/AAA/SER 1
REDSO/ESA 1
RFMC/Nairobi 1
IG 1
DIG 1
IG/PPO 2
IG/LC 1
IG/ADM/C&R 12
AIG/I 1
RIG/I/N 1
IG/PSA 1
RIG/A/C 1
RIG/A/D 1
RIG/A/M 1
RIG/A/S 1
RIG/A/T 1
RIG/A/W 1
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