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MEMORANDUM
TO USAID/Armema Director, Dianne Tsitsos
FROM RIG/Budapest, James R Bgnne 1

SUBJECT  Audit Report No B-111-00-002-P, Audit of the 1996 Emergency Wheat
Assistance Program m Armenia

This 1s our final report on the subject audit The report concludes that USAID/Armenia was
unsuccessful m 1ts efforts to implement, manage, and monitor the 1996 Emergency Wheat
Assistance Program  The Government of Armenia complied with virtually none of the
conditions and terms set forth in the program’s Memorandum of Agreement or the
Memorandum of Understanding The report makes three recommendations, including
recommending the recovery of a portion of the funds allocated for the wheat program

The findings and recommendations contained 1n this report are very similar to those resulting
from our audit of the 1996 Natural Gas Import Program 1n Armenia and reported in A/R No
B-111-99-005-P, dated September 7, 1999

In finalizing this report, we considered your comments on the draft report and included them
1n their entirety mn Appendix II  You concurred with our recommended recovery amount of
the local currency equivalent of $16,022,830 contained in Recommendation No 1  You also
advised that despite the Mission’s best efforts 1t 1s possible the Government of Armenia’s
budget will not provide sufficient development activities to liquidate the amounts owed
within a reasonable period of time In that case, USAID/Armenia will consult with the OIG
and the Europe and Eurasia Bureau on alternative recovery methods

Based on your response, we consider that management decisions have been reached on all
three audit recommendations with sustained savings of $16,022, 830 Please contact
M/MPI/MIC when final action 1s taken on these recommendations

Thank you for the assistance and courtesies extended to my staff during the audit

U S PosTal ADDRESS REGIONAL INSPECTOR GENERAL ~ USAID AMERICAN EMBASSY BUDAPEST WasHINGTON D C 20521 5270



EXECUTIVE SUMMARY

On June 14, 1996, USAID and the Government of Armema signed a Memorandum of
Agreement to deliver $20 nmullion mm wheat to Armema The Government of Armenia
was to use the monetized proceeds from the sale of the USAID-procured wheat to
purchase additional wheat or natural gas The funds generated from the sale of the
additional wheat or natural gas were to be used to support the Government of Armemnia’s
budget

The audit found that the Government of Armema did not comply with most of the terms
of the Memorandum of Agreement and the subsequent Memorandum of Understanding

that established specific procedures for the FY 1996 USAID Emergency Wheat
Assistance Program

. USAID was not provided with financial records
L Mimmum deposit requirements to the Program’s special accounts were not met
° Wheat was sold at excessive price and all sales proceeds were not deposited to a

special account

° Use of the funds in the special accounts was not adequately accounted for
(See Appendix 11T )

The Government of Armema’s financial difficulties and large debt service requirements
were both factors contributing to 1ts noncompliance However, the choice of using a
monetization program 1n an environment where previous stmilar efforts had failed
appeared to be the biggest factor (See pages 5 through 6 )

Both the Mission and the U S Embassy 1 Armema attempted to monitor and manage the
Program, however, both were unsuccessful m obtamning the Government of Armema’s
comphance with the terms of the Memoranda The Mission and the Embassy used
various methods to achieve comphance, mcluding direct written requests, a newly-
created Monetization Implementation Umit, modification to the Memorandum of
Understanding, and attempts to arrange a financial audit of the Program However, at
least partly as a result of the Program, several state-owned flourmills and bakeries were
privatized (See pages 6 through 9)

The Government of Armema’s faillure to comply with the terms of the Memoranda
mncluded msufficient deposits to the Program’s special accounts and an mahility to
adequately account for the use of the funds that were deposited Therefore we are
recommending the recovery of the local currency equivalent of $16,022,830 from the
Government of Armenia This amount mncludes



. $68,493 1n unaccounted for mterest earned 1n one of the special accounts

] $1,611 394 for local currency never deposited to the special account for the mmitial
USAID-procured wheat shipment

. $2,060,274 for local currency eamed from wheat sold at prices above the
Program’s minimum price

L $871,991 in unsubstantiated wheat purchases

. $2,565,718 1 unsubstantiated natural gas purchases

® $286,158 for unsubstantiated costs of shuipping additional wheat purchased under
the Program

o $4,977,000 for unaccounted for sales proceeds of the additional wheat purchased

. $3,581,802 for costs associated with a second USAID-procured wheat shipment

for which sales proceeds were either never deposited to a special account as
requured, or the use of the funds cannot be accounted for
(See page 10)

We are further recommending that a special account be established to deposit any local
currency amounts repaid by the Government of Armenia and that such funds only be used

for purposes agreed to by USAID/Armenia and the Government of Armenia (See page
10)

The Mission advised they do not mntend to monetize future programs However, should
the 1ssue of monetization resurface, we are recommending that USAID/Armema, prio1 to
undertaking any future monetization program, establish certamn conditions that the
Government of Armenia should meet One such condition would be that the Government
of Armenia makes satisfactory progress towards repaying the local currency equivalent of
$16,022,830 associated with the 1996 Wheat Program (See page 11)

The Department of State was actively mvolved with the 1996 Wheat Program However,
1t 1s not clear from Mission files that the Embassy and USAID/Armema were working
cooperatively toward monitorimg the Government of Armema’s complhance Mission
officials mndicated theie was no assignment of duties and responsibilities between the
organizations If a monetized progiam 1s implemented m the future, we would encourage
USAID/Armenia to reach agreement with the Embassy on specific responsibilities  (See
page 11)
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USAID/Armenia agreed with our findings and recommendations and 1t concurred with
our calculation of the local currency equivalent of $16,022,830 owed by the Government
of Armemia However, the Mission advised that Government of Armena officials now
contend that the auditors did not receive complete mformation and that unaccounted-for
funds can be documented The Mission has requested that the Government put this
contention 1n writing and provide 1t with the missing documentation

The Mission further advised that it would first present appropriate Government of
Armenia officials our audit findings and request them to develop a repayment schedule to
collect the local currency equivalent of approximately $16 million However, the
Mission noted that despite 1ts best efforts 1t 1s possible the Government’s budget will not
provide sufficient development activities to liquidate the amounts owed within a
reasonable period of time In that case, USAID/Armenia will consult with the Office of
Inspector General and the Europe and Eurasia Bureau on alternative recovery methods

(See pages 12 and 13)

Based on USAID/Armema’s comments, RIG/Budapest considers that management
decisions have been reached on all three audit report recommendations

Oftce of opector %@W
Office of Inspector General
December 10, 1999
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INTRODUCTION

Background

On June 14, 1996, USAID and the Government of Armema (GoA) signed a
Memorandum of Agreement (MOA) to deliver $20 mullion in wheat to meet critical food
needs and support the economic restructuring of the food sector of Armema This
mitiative responded to the GoA’s request that a portion of the $85 million earmark 1n the
fiscal year 1996 assistance budget be allocated to purchase wheat The MOA set forth the
general responsibilities of both sides, and also the specific procedures for the first of two
tranches of wheat deliveries under the FY 1996 USAID Emergency Wheat Assistance
Program (hereafter referred to as the Emergency Wheat Program) The MOA also
mcluded requirements for the privatization of certain state-owned entities 1n the country's
food sector A Memorandum of Understanding (MOU) signed on June 26, 1996
provided additional requirements for the implementation of the Program Amendment 1
to the MOA, dated December 16, 1996, set forth the understandings 1n support of the
second tranche of wheat deliveries, however, these provisions generally corresponded to
the provisions for the first tranche detailed in the MOA

Under the Emergency Wheat Program, USAID procured and shipped two tranches of
wheat to Armenia via Georgia In Armemnia, the wheat was sold to state-owned flourmills
by Armgrain, then the state-owned grain distribution enterprise

The central feature of the Emergency Wheat Program was the monetization of the local
currency generated by the sale of the wheat to purchase additional wheat and/or natural
gas The proceeds of that wheat’s sale to the state-owned flourmills were to be deposited
mnto a special local currency account After deposit, these funds were to be converted mto
US dollars and deposited into a spectal U S dollar account to

. Purchase additional wheat

. Procure natural gas
. Uses as USAID and the GoA agreed to in writing

Local currency proceeds from the sale of the additional wheat and natural gas were to be
put mto a third special local currency account and, upon completion of all deposits, the
entire balance was to be transferred to the general funds of the GoA

The Emergency Wheat Program's first tranche of wheat—approximately 48 000 metric
tons valued at $15,696,960 mcluding shipping costs—arrived m port 1n Georgia on May
24, 1996 By June 5, 1996—before the MOA had been signed—the wheat had been
distributed and sold to five state-owned flourmulls located throughout Armema The
second tranche of wheat—approximately 16 000 metric tons valued at $4,082,264




including shippmg costs—had been unloaded m Georgia by October 11, 1996, and
subsequently transported to Armenia and similarly distributed

The first tranche of wheat was to have generated sales proceeds of at least the local
currency equivalent of $10,416,000 and the second tranche was to have produced sales
proceeds of at least the equivalent of $3,581,802 There were no minimum restriclions

on the sale price of additional wheat and natural gas purchased with proceeds from the
mtial two tranches of wheat

Audit Objective

This audit was conducted by RIG/Budapest to answer the following audit objective

Did USAID/Armenia 1mplement, manage, and monitor the 1996
Emergency Wheat Assistance Program to ensure the Government of
Armema’s comphance with the conditions and terms set forth in the
Program Memorandum of Agreement”

The audit was requested by USAID/Armema’ officials after thewr attempts to have the
GoA arrange an audit of a similar program by a public accounting firm were
unsuccessful It should be noted that the U S Embassy and the Office of the Coordinator
of U S Assistance to the New Independent States also had substantial participation in
implementing, managing, and monitoring the program The Bureau for Europe and the
New Independent States (now called the Bureau for Europe and Eurasia) participated n
the design of the Program (preparation of the MOA) but was not involved 1n managing
and monttoring the Program The audit focused on the financial aspect of the Program
and USAID/Armenia’s efforts to ensure that the Government of Armema deposited
proceeds from the sale of wheat mto special accounts to be used for agreed upon
purposes

Appendix I contains a complete discussion of the scope and methodology used to conduct
this audit

! During the program’s implementation, USAID had a small mission m Yerevan that was not only
responsible for USAID activities in Armenia, but also i Georgia and Azerbayan
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REPORT OF AUDIT FINDINGS

Audit Findings

Did USAID/Armenia implement, manage, and momtor the 1996 Emergency Wheat
Assistance Program to ensure the Government of Armenia’s compliance with the
conditions and terms set forth i the Program Memorandum of Agreement”

USAID/Armema was unsuccessful 1n 1ts efforts to implement, manage, and monitor the
1996 Emergency Wheat Assistance Program As discussed 1 detail in Appendix 111, the
Government of Armenia (GoA) complied with virtually none of the conditions and terms
set forth i the Program’s Memorandum of Agreement (MOA) In particular,
documentation shows that msufficient deposits were made to the Emergency Wheat
Program’s special accounts, and the GoA cannot account for the use of most of the funds
that were deposited Factors contributing to noncompliance mcluded the GoA’s financial
difficulties but of even greater mmportance appeared to be the choice of using a
monetization program 1n an environment where previous efforts had failed Although
efforts by USAID/Armema to produce change in the GoA’s performance were
unsuccessful m this environment, some monitoring and management measures could
have been more aggressively pursued

GoA Noncomphance with Program Memorandum of Agreement

Appendix III summarizes our audit results concerming the degree of GoA compliance
with 11 key elements of the Program MOA and Memorandum of Understanding (MOU)
The results show GoA compliance with only one facet of the Program—an effort toward
privatization of Armema’s food sector—and either total noncompliance or only partial
compliance with other provisions of the Memoranda Specifically, we found

° USAID or the U S Embassy were not provided with Program financial records

® Timely deposits were not made to the special local currency accounts
o Interest was not paid on any of the special accounts
L Insufficient deposits were made to the special local currency account for proceeds

from the sale of the first tranche of USAID-procured wheat

® Wheat was sold at prices above the mimimum required and the “surcharges” were
not deposited to the special local currency account




° Insufficient deposits were made to the special local currency account for the
proceeds from sale of the second tranche of USAID-procured wheat

® The special U S dollar account was never established

o The GoA cannot adequately account for the use of funds generated by the sale of
USAID-procured wheat

. The third special local currency account was not established

] An imdependent audit was not performed nor were funds reserved to pay for an
audit

For example, available documentation shows that, only $8 8 million of the $10 4 nullion
required by the Program MOA was actually deposited in the Program special account for
the first tranche of wheat In addition, there 1s clear evidence that the GoA actually sold
the wheat for more than the established program price, and diverted these funds to non-
program accounts For the second tranche of wheat, 1t 1s 1mpossible to determine how
much of the required $3 6 nullion was ever actually deposited into the Program special
account because mills and bakeries deposited wheat sales proceeds into multiple bank
accounts 1nstead of the special account called for in the Program MOA In some
mstances deposits were made to Armgramm accounts instead of to the
Ministry of Fmance special account Also, with only one exception, there is no
documentation to support additional purchases of wheat and gas with proceeds from the

USAID-procured wheat In the one exception $916,158 in Program funds 1s sull
unaccounted for

During the audit, RIG/Budapest auditors encountered the same problem USAID/Armema
had faced earhier—a lack of documentation provided by the GoA to allow a review of the
flow of funds through the special accounts and other bank accounts that were used
Although 1t 15 understandable that two- to three-year old documents might be difficult to
locate, many of these records were supposed to have been provided to USAID/Armenia

during the implementation of the Program, and they were requested from the GoA
months before the audit began

It should also be noted that the key documentation needed to conduct a review of these
accounts are bank statements and bank debit/credit memos, which should have been
readily available from the banks—including the Central Bank of Armenia

Factors Contributing To GoA Noncomphance

Before summarizing the management and monitoring efforts of USAID/Armenia and the
US Embassy m Armenia, 1t should be noted that USAID/Armema officials suggested
two major factors in the unsuccessful monetization of the Program's sales proceeds (1)
major GoA cash shortfalls and financial difficulties, including significant debt service
obligations, and (2) the choice of using a monetization program when there was a
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demonstrated mability or unwillingness by the GoA 1n prior years to implement a USAID
monetization program

1 GoA Debt Service Requirements

Some USAID/Armema and Embassy officials emphasized the Government of Armenia’s
severe financial predicament and tremendous International Monetary Fund (IMF) debt
service requirements and stated that the temptation to use wheat sales proceeds to pay
other commitments may have been too difficult for the GoA to overcome In fact,
according to the Embassy’s Special Assistant for Humanitarian Assistance, m the spring
of 1997 the American Ambassador informally gave the Mmaistry of Finance permission to
borrow approximately $3 million from the special accounts to meet IMF or World Bank
commitments’

Although such financial difficulties certainly affect the ability to successfully implement
a monetization program, USAID has similar programs in many countries with IMF and
World Bank commitments and with simuilar financial problems Although perhaps a
contributing factor to the unsuccessful implementation of the monetizing effort, we
believe 1t should also have been viewed as a condition that should have required
USAID/Armemia and the US Embassy to imtensify monitoring efforts and take
precautionary steps before proceeding with a monetization program

2 Inability by GoA 1 Prior Years to Implement a Monetization Program

There 1s no documentation at either USAID/Armenia or the US Embassy to fully
explamm why a monetization program was used to deliver wheat assistance to Armenia
However, USAID/Armenia officials and the Department of State's Special Assistant for
Humamitarian Assistance based at the U S Embassy stated that USAID had approved the
use of a monetization program under pressure from the Department of State The lack of
success 1n two prior USAID wheat monetization programs and an mternal USAID

assessment did not support the selection of a monetization program for wheat imports in
1996

For example, a similar monetization program m Armenia less than two years before
encountered many of the same problems experienced in the 1996 program A
memorandum to the Deputy Assistant Administrator, ENI Bureau from ENI/HR, dated
August 10, 1995, pomted out that the Mission “had prior experience in monetizing and
tracking local currency m Armenia, m connection with the donation of 100 000 metric
tons of wheat from the Food Security Wheat Reserve 1 the fall of 1994 This experience
was not totally positive, due to the difficulty in determining the total amount of local
currency generated and in tracking proceeds mto the Special Account ” To correct these
problems the memorandum claimed that a new system would be implemented for a 1995

2 USAID/Armema’s program records do not document any USAID participation m this decision and
USAID/Armema officials do not recall being advised of this decision
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wheat monetization program that clearly linked currency generation and currency
disbursement

However, the 1995 wheat monetization program demonstrated little progress 1n
accountability USAID/Armenia staff described a program that was never audited, where
the amount of special account deposits could not determined, and the use of the funds
could not be tracked into the GoA budget An internal USAID/Armenia assessment,
dated October 13, 1995, evaluated the accounting systems and internal control
environments of GoA wheat flour facilities shortly after the 1995 program began The
assessment contains five findings describing various internal control weaknesses that
would mmpact on successful implementation of a future USAID monetization program,
including the mability to tie remittances from bakeries to flour mills with specific
deliveries of flour The assessment also notes that nearly two months after the program
began, the GoA had not opened an interest-bearing bank account for deposit of wheat
sales proceeds We found no documentation indicating that these problems were
corrected before the 1996 wheat monetization program was 1nitiated

US Government Management and Monitoring Efforts

USAID/Armenia and US Embassy documentation concerning the 1996 Emergency
Wheat Assistance Program shows evidence that efforts were made to monitor the GoA's
Emergency Wheat Program performance and to obtain compliance with the
Memorandum of Agreement The official documents, however, do not summarnze
telephone conversations and meetings with GoA officials, although Mission and Embassy
officials stress that there were many Although some monitoring and management
measures could possibly have been more aggressively pursued, the total lack of

compliance by the GoA with the Program's requirements suggests additional efforts
would have had only marginal success at best

n Immediate Noncompliance wuth MOA

Almost immediately the GoA was not 1 compliance with the MOA requirements
The nit1al tranche of wheat had been sold and distributed throughout Armenia by
June 5, 1996, although mexplicably the MOA outlining the GoA’s responsibilities
under the Program was not finalized and signed until nine days later on June 14,
1996  Although USAID/Armenia appeared to have closely momnitored the
distribution of the wheat, there 1s no evidence that the Mission or Embassy
mtervened with the GoA to enforce the deposit of sales proceeds by June 26,
1996, as required by the MOA Based on discussions with Mission and Embassy
officials the GoA was not expected to be able to make the required deposits
within the time frames of the MOA They cited the length of time 1t takes sales
proceeds to move from the public into the bakeries and flourmills and finally 1nto
the special accounts It 1s not clear why the MOA included a key provision that
could not be met and apparently would not be enforced



MOU Establishes Tighter Requirements

The Program Memorandum of Understanding (MOU), executed on June 26,
1996, tightened the requirements under the program and called for the special
local currency account to be opened within 5 days—apparently acknowledging
that the MOA requrements already breached were unrealistic The special
account was to be placed in a bank jointly chosen by the GoA and USAID and
reports were to be made on the account every 10 days after the first deposit The
MOU also required that $350,000 be reserved for a financial audit of the program
The GoA also never complied with these MOU provisions USAID was not
consulted on the choice of a bank, did not receive reports at ten-day tervals, and
an audit was never performed

Attempt to Modyfy Program’s MOU

Although the GoA had still not provided any mformation on the special account
as required by the MOA and MOU, USAID/Amema officials, on August 23,
1996, drafted an MOU modification to strengthen the existing provisions
Proposed changes included USAID’s direct participation i approving special
account disbursements and 1dentifying specific documents to support additional
wheat purchases made with program funds However, all of the required GoA
approvals for the modification were never obtained

Poor Documentation of Monitoring

There 1s no written evidence of inquiries or contacts between USAID/Armenia
and the GoA on the special account’s status between June 26 and December 2,
1996, when an internal e-mail refers to a meeting with the Minister of Finance
planned for the next day We were told there were numerous meetings and
discussions with GoA officials Besides the MOU modification, which supports
that some active monitoring was taking place, there are e-mail references
mplying contacts with GoA officials and an awareness that the GoA was not
complying with Program requirements USAID/Armema officials who were
monitoring the mulling of the wheat mto flour did submut internal reports, and
noted that special account deposits made as of November 1, December 1, and
December 16 had been msufficient

Another example of madequate documentation of Emergency Wheat Program
monitoring 1s the reported agreement between the American Ambassador and the
GoA allowing the GoA to “borrow” funds from the Program special account for
short term GoA budget support According to the Department of State’s Special
Assistant for Humanitarian Assistance, this agreement was made either dunng a
telephone call or a meeting However, no documentation of such a request or
agreement was ever located and USAID/Armenia officials stated they were
unaware of the request or the agreement



Creation of A Monetization Implementation Unit

With the GoA clearly not complymng with the MOA and MOU reporting
requirements, USAID/Armenia established a Monetization Implementation Unit
m December 1996 to assist the Ministry of Finance 1n collecting information on
the Emergency Wheat Program that USAID/Armenia needed USAID/Armema
hired a contractor to prepare a report based on the documentation obtained by the
Unit  This report, dated March 25, 1997, presented information on specific
special account deposits of sales proceeds for the first tranche of wheat and some
documentation on a specific purchase of additional wheat bought with these
proceeds, but the report raised more questions than 1t answered

No mformation was reported on other purchases of wheat and natural gas using
first tranche sales proceeds or on deposits from sales of the second tranche of
wheat More 1mportantly, available mformation cleaily showed GoA
noncompliance with much more than just the reporting requirements of the MOA
and MOU  Furst, special local currency account funds were supposedly
transferred for purchases of wheat and gas without conversion to U S dollars and
deposited mnto a special U S dollar account Second, interest earned on the first
tranche account could not be accounted for Third, actual source documentation
on the special account was not made available But the most significant act of
noncompliance confirmed i the report was the direct transfer of 790 2 million

drams (approximately $1,885,441) to the GoA budget instead of the special
account

Coirespondence from the Ambassador

On March 25, 1997, in response to the transfer of funds, the American
Ambassador sent a letter to the Minster and Chief of Staff of the GoA pomnting
out that the transfer was a breach of the MOA and requested clarification of this
action In addition, the letter requested mformation on the monetization of the
second tranche of wheat delivered five months earlier and stated awareness of
only one purchase of additional Program wheat approved by USAID The letter
emphasized the US Government's concern with the GoA's noncompliance
Furthermore, 1t stated "USAID's ability to sign future agreements for the
purchase and transport of wheat to Armenia will depend on the Government of
Armena's fulfillment of its previous commitments ”  In addition to the
Ambassador’s letter, USAID/Armenia followed up with GoA officials to obtamn
additional Program documentation

The Mmister of Finance responded to the Ambassador 1n a letter faxed on April
14, 1997, but only partially answered the Ambassador's inquiries Here again, the
mformation provided raised even more questions The Minister reported that
some proceeds from the second tranche sales also had not been deposited to the
special account, but rather transferred directly to Armgramn for another purchase
of 15 600 metric tons of wheat  No information was provided on (1) the



purchase price or vendor of that wheat, (2) the distribution of the wheat, or (3) the
amount collected from the sale of the wheat Also, no further mnformation was
provided on the first tranche sales proceeds

L Final Monitoring Attempts

Although we were told that additional correspondence followed up on this GoA
response, no documents were located Nerther the Mission nor the Embassy had
on file any additional information on the reported 15 600 metric ton wheat
shipment We did locate a letter dated June 2, 1997, from the Ministry of Finance
to the Mission Director with more details on the transfer of the 790 million drams
from the first tranche This suggests that there had been some continued
communication on at least this issue

Until the Mission began pressuring the GoA to have the Emergency Wheat
Program audited as requred, m mid-1998—approximately one year later—there
was no further information on file concerning any attempts to obtam information
about deposits and transfers from the special accounts It should be noted that
despite earlier US Government suggestions that future wheat programs were 1n
jeopardy, the 1997 USAID Wheat Import Program did go forward, although 1t did
not include monetization

Conclusion

Prior to the 1996 Emergency Wheat Program, the Government of Armemia had
demonstrated an mability or unwillingness to implement a USATID monetization program
Despite this, the US Government moved forward, and the emphasis on expediency
rather than caution m setting up the 1996 Emergency Wheat Assistance Program 1s
clearly illustrated m the lack of a signed Memorandum of Agreement establishing
program requirements before the wheat was distributed throughout the country With the
Government of Armema’s track record in implementing a monetization program, firm
program requirements and an active and mandatory management role for USAID should
have been in place before the Program began 1f the MOA was to have any chance of
being followed USAID/Armema and the US Embassy did attempt to momitor and
manage the Program once 1t began, but documentation of therr efforts 1s msufficient to
fully understand exactly what was done

Regardless, available documentation indicates the Government of Armema did not
comply with the terms of the Memorandum of Agreement or Memorandum of
Understanding, and 1t 1s unlikely that any level of effort would have resulted i greater
compliance Accordingly we are recommending that USATD/Armenia recover a portion
of the funds allocated for the Program



Recommendation No 1 We recommend that USAID/Armenia, I
coordmnation with the Government of Armenia, develop a repayment

schedule to collect the local currency equivalent of $16,022,830 from the
Government of Armenia consisting of

11 $68,493 m mterest earned on the special account for sale of the first
tranche of wheat,

12 $1,611,394 for local currency never deposited to the special account
for the sale of the first tranche of wheat,

13 $2,060,274 for local currency associated with sales of the first tranche
of wheat at prices 1n excess of $217 per metric ton,

14 $871,991 for local currency transferred from the first tranche special

account to Armgram m December 1996 for an unsubstantiated wheat
purchase,

15  $2,565,718 for local currency transferred from the first tranche

special account to Dvin Concern and Armgazard for unsubstantiated
natural gas purchases,

16 $286,158 for local currency withdrawn from the first tranche special

account 1 excess of the costs of purchasing and shipping an
additional shipment of wheat,

17 $4,977,000 for a first tranche special account purchase of additional
wheat for which the sales proceeds were never transferred to a special
account or otherwise accounted for, and

18 $3,581,802 for local currency either never deposited to a special
account for the sale of the second tranche of wheat or deposited but
the use of the proceeds cannot be explained This mcludes $350,000
that should have been reserved for an independent financial audit

Recommendation No 2 We recommend that a special account be established
to deposit any local currency amounts repaid by the Government of Armenia
1 response to the above recommendation and that such funds only be used
for purposes agreed to by USAID/Armenia and the Government of Armenia

The Mission has mdicated that it does not intend to monetize any programs n Armenia at
this time However, should the 1ssue of monetization resurface in the future, we suggest
mcorporating measures that would provide USAID/Armema with additional controls
over the funds generated and their subsequent use Such measures should include, but
not be limited to (1) assigning responsibility to select the banks to USAID/Armemnia, (2)
establishing special accounts with USAID/Armenia officials designated as signatories
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prior to the program’s start, (3) including the bank as a party to the agreement and
requring 1t to submit reports, monthly account statements, and debit/credit memos
directly to USAID/Armemia, and (4) setting realistic deadlines for depositing the
proceeds mnto the special accounts In addition, before undertaking any monetization
program we believe that there must be evidence that the Government of Armemnia has
made a concerted effort to repay funds identified im Recommendation No 1
Accordingly we are making the following recommendation

Recommendation No 3 We recommend that USAID/Armenia, prior to
undertaking any future monetization programs

31 require that the Government of Armenia make safisfactory progress
towards meeting the repayment schedule developed i respomse to
Recommendation No 1, and

32 establish other conditionality terms such as (a) assigning
USAID/Armema responsibility to select participatmg banks, (b)
designating USAID/Armenia officials as signatories prior to the
program’s start, (¢) ensuring that any Armenia bank selected to
participate n the program be a party to any program agreement and
be required to submit reports, monthly account statements, and
debit/credit memos directly to USAID/Armenia, and (d) establishing
realistic deadlines for depositing proceeds 1nto the special accounts

Both Embassy and USAID/Armema officials stress the Department of State’s active
mvolvement n this Program However, 1t 1s not clear in Massion files that the Embassy
and USAID/Armenia were working cooperatively toward monitoring the GoA’s
compliance with the Program’s conditions and there was no official assignment of duties
and responsibilities between the orgamizations The lack of a clear division of
responsibilities may have led to each party pursuing separate avenues of monitoring
without consulting or communicating with the other Although a joimnt, coordinated
approach toward momtoring the Program may have mmpacted the GoA’s level of
compliance, 1t 1s unlikely that 1t would have ensured total compliance If a monetized
program 1s implemented 1n the future, we would encourage USAID/Armenia to reach
agreement with the Embassy on specific responsibilities

11



Management Comments and Our Evaluation

USAID/Armenia agreed with the findings and recommendations and 1t concurred with our
calculations of the local currency equivalent of $16,022,830 owed by the Government of
Armenia However, the Mission advised that officials of the Government of Armenia, in
conversations dealing with our audit report claiming refunds m connection with the audit
of the gas program®, stated that the Government can produce additional documentation for
both audits According to USAID/Armenia, Government of Armenia officials contend
that the auditors did not receive complete information and that the unaccounted for funds
can be documented USAID/Armenia has requested that the Government put this
contention in writing and provide it with the missing documentation

With respect to Recommendation No 1, USAID/Armenia advised that it would first
present appropriate Government of Armenia officials our audit findings and request them
to develop a repayment schedule to collect the local currency equivalent of $16,022,830
and/or explanations/corrective actions regarding the local currency for which 1t has been
unable to account Assuming that the Government of Armenia will be unable to make an
mmmediate dollar or local currency refund of the amounts owed, USAID/Armema will
propose converting all or part of the claim mnto development activities using local currency
equivalent provided by the Government

Concerning Recommendation No 2, USAID/Armenia advised that in the event 1ts comes
to agreement with the Government of Armema on a method of repayment, the Mission
and the Government will determine the development activities eligible for funding from
the special account and agree upon amounts to be budgeted for them USAID/Armenia
will take the necessary actions to ensure that the Government establishes the special
account and will devise a momtoring system, including the hiring and training of
appropriate USAID personnel, to implement the program However, USAID/Armenia
advised that despite 1ts best efforts 1t 1s possible the Government’s budget will not provide
sufficient development activities to liquidate the amounts owed within a reasonable period
of time In that case, USAID/Armenia will consult with the Office of Inspector General
and the Europe and Eurasia Bureau on alternative recovery methods

Concerning Recommendation No 3, USAID/Armema stated 1t has already informed the
Government of Armemnia that 1t will not undertake any further monetization programs and
that this decision was fully supported by the US Embassy USAID/Armenia further
advised that 1f the Government of Armema makes additional requests for monetization
progiams 1n the future 1t will refuse unless and until sufficient progress has been made on
repayments and the Government has demonstrated its ability and willingness to track
monetization proceeds and to adhere to all conditions 1 program agreements

*See A/R No B-111-99-005-P, dated September 7, 1999 “Audit of the 1996 Natural Gas Import Program
m Armenia”

12



Based on USAID/Armema’s response we consider that management decisions have been
reached on all three audit report recommendations with sustamned cost savings of
$16,022,830 USAID/Armema will need to contact M/MPI/MIC for a determunation that
final action has been taken on these recommendations

13
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SCOPE AND METHODOLOGY

Scope

We audited USAID/Armenia’'s management of the 1996 Emergency Wheat Assistance
Program in accordance with generally accepted government anditing standards Audit
fieldwork was conducted 1n Yerevan, Armema from January 26 through March 29, 1999

USAID/Armenia’s Memorandum of Agreement, signed on June 14, 1996, and a
subsequent amendment resulted m the importation of approximately 64 000 metric tons
of wheat valued at $19,779,224 including shipping costs into Armenia A Memorandum
of Understanding dated June 26, 1996 provided additional requirements Our audit
focused on the financial aspect of the Program and USAID/Armema's efforts to ensure
that proceeds from the sale of this wheat and the sale of commodities purchased with
these proceeds were deposited 1nto special accounts by the Government of Armenia and
used for agreed upon purposes The Memorandum of Agreement also provided for the
privatization of several state-owned entities i the food sector of Armenia and we
mcluded these requurements in our audit coverage

Methodology

The audit objective was to determine whether USAID/Armenia implemented, managed,
and monitored the 1996 Emergency Wheat Assistance Program to ensure the
Government of Armema's compliance with the condifions and terms set forth in the
Program Memorandum of Agreement (MOA) To accomplish this objective we obtamed
and reviewed the MOA, subsequent amendment, and the Memorandum of Understanding
(MOU) between USAID and the Government of Armema We mterviewed Mission
officials and reviewed available records, reports, and other USAID documents to
determine how the Mission monitored the cash flows generated from the sale of Program
wheat, including how these funds were used and their eventual disposition Similarly, we
interviewed the Department of State's Special Assistant for Humanitarian Assistance
based at the US Embassy in Armenia concerning the Embassy's substantial involvement
1n the mmplementation of the Program, and reviewed 1ts Program documents We also
reviewed documentation at USAID/Armemia and International Business and Technical
Consultants, Inc 1n Yerevan, an independent entity maintaining a database of privatized
Armenian entities, to determine compliance with privatization requirements in the MOA

Officials at the Mimstry of Finance, Mistry of Agriculture, Armgrain, Baghramian
Flour Mill, and the Yerevan Flour Mill, were interviewed, and copies of Program records,
including listings of how the wheat was distributed to mdividual flourmulls and how
much local currency was deposited to the special account m connection with the sale of
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the first tranche of wheat, were reviewed We were unable to verify deposits to or
withdrawals from any other special accounts—or whether they were ever established—
because we were unable to obtam adequate explanations of financial transactions or

account statements from the banks, the Ministry of Finance, Armgrain, USAID/Armenia,
or the U S Embassy in Armenia
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Sl USAID/ARMENIA MEMORANDUM

Office of Financial Management

TO James Bonnell, RIG/A/Budapest

FROM Dianne Tsiisos, Mission DuecttK

DATE November 29, 1999

SUBJECT Mission Comments on Draft Report of Audit of

USAID/Armema Wheat Monehzation Program

Thank you for the opportunity to review subject draft teport Based on mformalion
available and in the absence ol evidence io the contrary, the Mission accepts
RIG/Budapest calculations of the local currency equivalent of $16,022,830 owoid by
the Government of Armema (GoA) 16 be accurale However, we note for your
attention that officials of the Government of Armenta, 1n conversations follewing
{beir recexpt of our letter and andrt report clarming refunds 1n connection with the
audat of the gas program, have stated that they can produce addiizonal
documentation(s) for both andits The officials (Minster of Economy Darbuzan and
Mimster of Finance Barkhudarian) contend that the auditors did not recetve cc inplete
mformation and that the unaccounted-for funds can be documented I have rec nzsted
that they put this contention 1n writing and provide us with the missing
documentation(s) We will forward the additzonal document(s) to RIG/B wheu
recerved from GoA for review and adjustment of refund amount, 1f found app npriate

Nevertheless, i the absence of the letter or documentation, we are proceeding with
actions based on both reports of audit findings which we now have m hand Wz will
inform the RIG/B 1f and when additional information 1s recerved

Comments on each recommendation follow

Recommendation No 1 We recormmend that USAID/Armema, m coordimation with
the Government of Axmenia, develop a repayment schedule to collect the local
currency equivalent of $16,022,830 from the government of Armema.

The Masston grees with the findmngs and the recommendation and will undertzke the
following steps

The Mission wall first present appropriate Government of Armema (GoA) officials
with the Report findings and request to develop a repayment schedule to collc ot the
local currency equivalent of $16,022,830 and/or explanations/corrective achc i3



regarding the local currency for which it has been unable to account A meetng, with
the Miuster of Mmance will be requested m the month of December 1999 Base | on
the findings of the Report and any additional matenals presented by the GoA the
Mission Director wall determine whether the government 1s 1 a posriton to reps v the
$16,022,830 or the local currency equvalent

Assumng that the GoA will be unable 10 make an ymmediate dollar or local curiency
refund of the arounts owed, the Mission will propose converting all or part of he
clamm mto development activities using local currency equivalent provided by (i0A
(see Recommendation No 2 and comments)

Recommendation No 2 We recommend that a special account be established 1o
depostt local currency amounts repaid by the government of Armenia in respor « to
the above recommendations and that such funds only be used for purposes agre Ld to
by USAID/Armenta and the Government of Armenia.

In the event th it USAID and the GoA come to agreement on thas method of
repayment, the Myssion and GoA will determune the development activities elr uble
for funding from the spectal account and agree upon amounts 10 be budgeted fin

them USAID will take the necessary actions to ensure that the GoA establishes the
speaal account and will devise a monittoring system, includimg the huring and ¢ surung
of appropriate UUSAID personnel, to implement the monrtormg program

Despite the Mission’s best efforts, however, 1t 15 possible that the Government of
Armema’s budget will not provide sufficient development activities to hqudats the
amounts owed withim a reasonable period of time  In that case, the Mission will

consult with the RIG and the Europe and Eurasia Burean on alternative receve v
methods

Recommendation No 3 We recommend that USAID/Armenia, prior to under «king
any luture monetization programs, require that the Government of Armenta r we
satisfactory progress towards meefing the repayment schedule developed ip ¢ \ponse

to Recommendation No 1, and establish other condrionality terms (as descrtl ed m
the draft repott)

The Mssion has already mformed the GoA that 1t will not undertake any furt icx
monetization programs That dceision was fully supported by the U S Emba sy If
the GoA makes additional requests for such programs n the future, the Missum will
refuse unless and until sufficient progress has been made on repayments and the GoA
has demonstrated its ability and willingness to track monetization proceeds a. id to
adhere to all condrfions m program agreements

Cc Bob Wallin, Armenia Desk Officer
Glona Steele, Director, E&E Office of Operations and Management

Clearance KDelaney yl 2
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SUMMARY OF AUDIT RESULTS CONCERNING
COMPLIANCE WITH THE
PROGRAM MEMORANDUM OF AGREEMENT

Summarnized below are our audit results concerning the degree of compliance or non-
comphance by the Government of Armema (GoA) with eleven key elements of the
Program Memorandum of Agreement and Memorandum of Understanding These results
are key to answering the audit objective which concerned USAID/Armema’s (with the
U S Embassy) implementation, management, and monitoring of the 1996 Emergency
Wheat Assistance Program Although some momtoring and management measures could
possibly have been more aggressively pursued, the total lack of compliance by the GoA
with the Program’s requirements, as detailed below, suggests additional efforts would
have had only marginal success at best

Result No. 1

USAID or the US Embassy was not provided with Program financial records

Requirement Under the Memorandum of Agreement (MOA), the Government of
Armenia (GoA) agreed to give USAID "access to all records pertaining to  the local
currency generated and used ” Both the Program MOA and the Memorandum of
Understanding contain several specific requirements of reports and information to be
provided by the GoA (primarily the Mimstry of Fiance) to USAID/Armemia The
Program memoranda require the GoA to provide

] Bank account numbers

° Monthly bank statements

® Reports showing dates and sources of deposits
] Interest rates and amounts of interest earned

GoA’s Noncompliance The Government of Armema (GoA) has not given USAID
adequate access to records—particularly financial records—pertaining to the FY 1996
USAID Emergency Wheat Assistance Program As discussed throughout this report, our
review of USAID/Armema and US Embassy records showed that the GoA (and
Armgram) provided only limited financial information that was never timely and often
incomplete  Documents were usually not source documents but merely summaries
prepared by a GoA ministry Our own attempts to obtain rehable
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documentation—spectfically bank statements for the various special accounts—were not
much more successful As of this report date, we have received what 1s reported to be a
bank statement for only one special account Verbal explanations of various financial
transactions, when provided at all, have often been incomplete, 1llogical or contradictory

Result No 2
Deposits to the special local currency accounts were not timely

Requirement The Memorandum of Agreement (MOA) required that (1) $7 million of
the $10,416,000 1n local currency equivalent to be generated by sales of the first tranche
of wheat be deposited into a special local currency account within 30 calendar days of the
mitial delivery of wheat to Armenia and (2) the remaming $3,416,000 was to be
deposited within 21 calendar days following the final delivery of wheat Accordingly,
simce the wheat was distributed within Armenia between May 27 and June 5, 1996, all

local currency sales proceeds should have been deposited to the special account by June
26, 1996

Amendment No 1 to the MOA concemned sales proceeds from the second tranche of
wheat, and required deposit within 60 days after the final delivery of wheat Records
provided by the Department of State’s Special Assistant for Humanitarian Assistance at
the US Embassy only show that the second tranche of wheat had been unloaded 1n
Georgia by October 11, 1996 It was distrnibuted during unspecified days in October

1996 A conservative estimate would be that the deposits should have been completed by
December 31, 1996

GoA’s Noncompliance As of June 26, 1996, no deposits had been made to the special
local currency account (Ardshinbank Account 12100000517) for sales of the first tranche
of wheat The first deposit by a mill was not made until July 30, 1996, and the final
deposit not made until December 29, 1996 As discussed under Result No 4 below, the
required amount of deposits was never made

However, deposits from sales of the second tranche of wheat should have been deposited
by December 31, 1996 A report from Armgrain, dated Apnl 1, 1997, indicated that only
830 4 nullion of the 1,540 mullion drams (54 percent) had actually been deposited to the
special account by March 1, 1997 We were unable to obtain additional mnformation to
determine when or 1f the remaimning deposits were eventually made

Result No 3
Interest was not paid on any of the special accounts

Requirement The Memorandum of Agreement (MOA) and Amendment 1 to the MOA
required that the special local currency accounts be nterest-bearing accounts
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GoA’s Noncompliance During the audit, Ministry of Finance officials stated the special
accounts were all interest-bearing, and we found that the special local currency account
for sale proceeds from the first tranche of wheat had, i fact, been 1n a commercial bank
However, a summary of account activity prepared by the Ministry of Finance, along with
a summary reported to be a bank statement, shows no mterest earned or paid Ministry
staff could not explain why the summary/statement contained no entries for interest The
Monetization Implementation Unit created i December 1996 at USAID/Armenia’s
suggestion to work with the Government of Armenia (GoA) 1n collecting mformation on
the program's implementation received verbal information that the first tranche special
account had a seven percent interest rate and eamed 30 million drams 1n interest
(approximately 568,493 at the 1996 yearend exchange rate) But no documents were
ever produced to confirm this or the disposition of the mterest Using an estimated
annual interest rate of seven percent, we calculated that the account etther earned or could
have earned the local currency equivalent of approximately $70,522 during its five
months of existence—basically the same amount of mterest verbally reported to the
Monetization Implementation Unit, which confirmed the reasonableness of this estimate

According to the Armgrain April 1, 1997, report, funds from sales of the second tranche
of wheat were deposited as of March 1, 1997 i Account 103001012766 During
discussions with officials of one of the state flourmills we learned that this account 1s
actually a Mimstry of Finance account at the Central Bank of Armenia and, accordingly,
1s probably not an interest-bearing account In addition, officials at the same flourmill
provided evidence that, at the direction of the Ministry of Finance, some of the
flourmulls’ deposits for the second tranche were actually deposited ito two commercial
bank accounts—Ardshinbank Account 606302 and Armeconombank Account 8609022
We have been unable to obtain bank statements for these accounts to determine whether
they earned mterest

Result No. 4

Insufficient deposits were made to the special local currency account for proceeds
from the sale of the first tranche of USAID-procured wheat

Requirement The Memorandum of Agreement (MOA) stated that for the first tranche of
wheat deliveries, "The Government of Armenia (GoA) shall cause to be deposited into a
special, non-commingled, interest-bearing local currency account the larger of (1) all of
the funds collected from the sale of the assistance wheat delivered under this program to
the state mills, or (2) the local currency equivalent of not less than $10,416,000 "

GoA’s Noncompliance Armgrain provided a list detailing how 1t distributed the wheat
among five state flourmills, each of which was supposed to pay the equivalent of
$217/metric ton 1n Armenian drams to a Ministry of Finance special account In March
1997, the Mimstry of Fimance finally provided a list 1t created of deposits and
withdrawals from an account (Ardshinbank Account 12100000517) that purported to
show details of the transactions in the required local currency special account During
the audit, the Ministry also provided a printout described as a bank statement

21
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The mlls' deposits to the account (and also one deposit of 65 5 milhion drams advanced
to the account by the Mmustry of Finance) only total 3,691 million drams with a US
dollar value (when deposited) of $8,804,606 This 1s $1,611,394 less than the mmimum
required by the MOA The list included a Mimstry explanation that an additional 790
million drams (approxmmately $1,885,441 using the same average exchange rate) had
been recerved from the mills but had been transferred directly to the GoA's general
budget rather than to the special account—contrary to MOA requirements A letter dated
June 2, 1997, from the Ministry of Finance to the USAID/Armenia Mission Director
explains the 790 million drams was transferred to the GoA general budget from an
Armeconombank account However, whom that account belonged to, the account
number, and the ongin of the funds was not identified It 1s not clear why a second
account may have existed for the first tranche sales proceeds, and why no information on
financial transactions made through this account was provided

Result No 5

Wheat was sold at prices above the mmmimum required and the “surcharges” were
not deposited to the special local currency account

Requirement As discussed above under Result No 4, the Memorandum of Agreement
(MOA) requires that all funds collected from the sale of the assistance wheat (and at least

the equivalent of $10,416,000 or approximately $217 per metric ton) be deposited to the
special local currency account

GoA’s Noncompliance Ministry of Finance, Ministry of Agriculture, and Armgrain
officials reported during the audit that the program wheat was sold to the flourmills for
89,500 drams per metric ton, an amount equivalent to $217/ton, which was the mimimum
price required under the MOA However, officials of one flourmill we visited provided
documentation that Armgrain assessed an additional 15,500 drams per ton
(approximately $38) to be deposited directly to an Armgrain bank account Mill officials
also reported that they were similarly directed to pay an extra 20,000 drams per ton for
wheat received under USAID’s 1995 wheat import program Mill officials refused to pay
this surcharge and eventually complamned to the Ministry of Finance The Ministry’s
response, m a letter dated August 17, 1998, informed the mull that the surcharges were in
accordance with Armenian law and were mtended to raise 902 4 million drams for the
Government of Armenia’s general budget The Ministry also reported that 1t had already
collected the 902 4 million drams ($2,060,274 at 1996 yearend exchange rate) from
Armgrain However, according to the MOA provisions, these funds should have been
deposited to the program special account to purchase additional wheat or natural gas

i
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Result No 6

Insufficient deposits were made to the special local currency account for the
proceeds from the sale of the second tranche of USAID-procured wheat

Requirement Amendment No 1 to the MOA stated that for the second tranche of wheat
deliveries "The Government of Armema (GoA) shall cause to be deposited mnto a special,
non-commingled, interest-bearing local currency account the larger of (1) all of the
funds collected from the sale of the assistance wheat delivered under this program to the
state mulls, or (2) the local currency equivalent of not less than $3,581,802 "

GoA’s Noncomplhiance Armgramn provided a hist of how the second tranche of wheat
was distributed among the mills and how much each mill was to deposit mnto the special
account As discussed m Result No 2 above, Armgrain reported that 830 4 million of
1,540 mullion drams had been deposited by the mulls mto the special account (a Ministry
of Finance account m the Central Bank of Armemnia) as of March 1, 1997 However, the
Mimstry of Finance has not provided any information regarding the account or how much
local currency 1n total might have eventually been deposited into the account

In another indication the sales proceeds were not fully deposited to the account, officials
of the Yerevan Flour Mill provided information mdicating that the mill deposited only
543 mullion drams out of the 733 4 million drams 1t was supposed to have deposited for
the wheat received from the second tranche In addition, mill officials told us that the
mill's deposit of 543 million drams was made to three different bank accounts These
accounts mmcluded two commercial accounts at Ardshinbank and Armeconombank and
one account at the Central Bank of Armemia The deposits were all made in December
1996 and the mull had been directed to use these bank accounts Bank statements on these
commercial bank accounts were not made available After completion of audit fieldwork,
the Ministry of Finance responded to our request for information about these accounts
They provided documentation that a total of 355 million drams had been deposited by
vartous mills to the Armeconombank during December 1996

Additional evidence that the required level of deposits were never made to a special
account 1s contained m a Mimstry of Fimance letter (faxed on Aprl 14, 1997), which
states that a portion of the sales proceeds from this tranche were transferred or deposited
directly to an Armgrain account in Haiagrobank Account 142010012359, reportedly to
purchase an additional 15 600 metric tons of wheat No other information on this account
(or the wheat purchase) was available

%
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Result No 7
The special U S dollar account was never established

Requirement The Memorandum of Agreement (MOA) and Amendment 1 to the MOA
directed that proceeds from the special local currency account(s) should, within 30 days
of deposit, be converted to U S dollars and deposited mnto a special, non-commingled,
interest-bearing U S dollar account It should be noted that the local currency 1n the
special account(s) has to be converted into U S dollars (or another hard currency) so that

these sales proceeds can be used to purchase additional comumodities 1 international
markets

GoA Noncompliance During the audit, Ministry of Finance officials stated that a special
U S dollar account had been established but never provided any evidence that such an
account existed Information that was made available shows that most of the funds from
the special local currency accounts were apparently transferred directly to entities
responsible for purchasing additional wheat and gas 1n international markets
Information on those entities and subsequent conversion of dram transfers to U S dollars
was not available The remaming funds in the special local currency accounts were
reportedly transferred directly to the Government of Armema’s general budget account

Result No 8

The GoA cannot adequately account for the use of funds generated by the sale of
USAID-procured wheat

Requirement The Memorandum of Agreement (MOA) calls for the sales proceeds from
the first tranche to be used for the purchase of additional wheat at a cost not to exceed $7
million, with the balance of the funds to be used for the procurement of natural gas or
other uses as the parties may agree to in writing For the second tranche of wheat, all of
the sales proceeds were to be used for either the purchase of additional wheat or other
uses as agreed to 1 wrniting  The MOA and Amendment 1 to the MOA stated that the use
of the sales proceeds were to be jointly programmed by USAID and the Government of
Armenia (GoA), and that the GoA was to provide to USAID "full and timely information

concerning the GoA's utilization of the proceeds from the sale of the commodities
donated under this Agreement "

GoA’s Noncompliance The Mmustry of Finance liquidated the special local currency
account for the sale of the first tranche of wheat by transferring

. 22 bilhon drams (approximately $5,263,158) on October 30, 1996, for the
purchase of additional wheat

L 382 mullion drams (approximately $871,991) in December 1996 and January 1997
to Armgram for the purchase of wheat
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. 309 mullion drams (approximately $739,234) to a "bartering company" called
Dvin Concern, reportedly to buy natural gas

L 800 million drams (approximately $1,826,484) to Armgazard, the state-owned gas
company at that time, to buy natural gas

Evidence was only provided to support that the 2 2 billion drams transfer cited above
may have been used to buy additional program commodities No mnformation was made
available concerning the other transfers, including how much wheat or gas may have
been purchased, when 1t was purchased, the purchase price, or the price used when 1t was
resold in Armemia

For example, the transfer of 382 million drams to Armgrain took place in three separate
withdrawals in late December 1996 and early January 1997 but no one m Armgrain could
provide any mformation on how the funds were used Ministry of Fmance officials could
not explain why a bartering company was reportedly used to purchase natural gas for
resale under this program when a GoA decision of December 10, 1996, selected
Armgazard, the state-owned gas distribution enterprise, as the entity to handle Program
gas purchases In the case of the 800 mullion drams transferred to Armgazard (also
known as Armgazprom) to buy natural gas, the Ministry of Finance eventually reported
during the audit that Armgazard simply applied these funds to existing debt

The 2 2 billion drams ($5,263,158) withdrawn from the account was reportedly directly
transferred to the Paris account of an Itahian firm (rather than transferred to Armgramn
first) on October 30, 1996, ostensibly for the purchase of 21 000 metric tons of wheat
from that company The price of this wheat (including shipment to Georgia) was
$4,347,000 and documentation shows 1t was delivered and distnbuted among the mills in
Armemia There 1s no explanation for the excess payment of $916,158 to the Italian firm
1f 1t did actually recetve the entire $5 26 million (assuming the funds from this account
were actually used to pay for this wheat) The Department of State’s Special Assistant
noted that the handling and transport costs to get the wheat to Armenia would be
approximately $30 per metric ton but that it was very unlikely this firm was responsible
for handling and transporting the wheat to Armemia Regardless, these additional
costs—paid to another unknown entity—could only account for $630,000 of the $916,158
overpayment

Second tranche sales proceeds are similarly unaccounted for with the Mimistry of Finance
unable to provide detailed mnformation on how any of the funds generated by the sale of
this wheat were used On Aprl 14, 1997, the Mmistry of Finance did report 1n a letter
that 15 600 metric tons of wheat were purchased and delivered mn December 1996 with
some of these proceeds Without supporting documentation, the purchase price and
handling costs of this possible shipment remain unknown and no mformation was
provided on what kind of sales proceeds this shipment may have generated
Interestingly, this shipment was supposed to have been procured by Armgrain but
Armgrain officials told us that the only procurement of additional wheat under the
program was the purchase of 21 000 metric tons from the Italian firm (discussed above)

%
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The Mimstry of Fimance did provide us with mformation that an account mn
Armeconombank (Account 163008609022), one of multiple accounts used to receive
proceeds from the sale of second tranche wheat, was closed out mn a series of three
withdrawals February 20, February 27, and March 4, 1997 No mformation was provided
on the disposition of the 355 million drams from the account

Result No 9
The third special local currency account was not established

Requirement The Memorandum of Agreement (MOA) required the Government of
Armenia (GoA) to deposit all local currency sales proceeds from the sale of additional
wheat (and other commodities purchased from the special accounts) into a third special
local currency account After all sales proceeds had been deposited, the entire balance of
the account was to be transferred to the general funds of the GoA

GoA’s Noncompliance The only evidence we found that sales proceeds from additional
purchases of wheat (or other commodities) were ever collected or deposited to any
account came from one state-owned flournmull, Yerevan Flour Mill Officials there
reported that during January 1997 they had deposited 419 million drams (approximately
$920,801) for the wheat they had received from the "third" wheat shipment of 21 000
metric tons procured from an Italian firm (discussed under Result No 8) However, a
concern 1s that the mll's deposits were made to the same Central Bank account (No
103001012766) used for deposits from the second tranche of wheat Commingling the
sales proceeds of the two shipments would make 1t difficult to ever determine how much
the mills had deposited separately for either shipment The Minmistry of Finance did not

provide a bank statement or any mformation for that account or any other account used
for deposit of these sales proceeds

No mformation was available to support whether any local currency from this

account—or generated from the sale of the additional wheat—was ever remitted to the
general funds of the GoA

Result No 10

Steps were taken toward privatization of state-owned entities 1n the food sector

Requirement In the Memorandum of Agreement (MOA), the Government of Armenia
(GoA) agreed to take the necessary steps to create a viable private milling and bakery

sector by including the privatization of four specific flourmills and at least 25 bakernes in
1ts Privatization Program of 1996-1997

GoA Compliance The Government of Armema (GoA) did include the privatization of
the four flourmills and 25 bakeries mn 1ts 1996-1997 Privatization Program As of
February 1999, all four mulls and 23 bakeries had, in fact, been privatized according to
the database maintained by International Business and Technical Consultants, Inc
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(IBTCI) n Yerevan (4 of the 23 bakeries actually privatized as part of the 1998-2000
Privatization Program) Although the number of privatized bakeries fell shightly short of
the goal and the length of time to achieve this privatization was longer than expected, the
results do demonstrate a good faith effort by the GoA to privatize its food sector
USAID/Armenmia and Miustry of Agnculture officials also pomnted out the
unpredictability of the rate of privatization of these entities Some entities had been
offered for sale, but had no potential buyers

Result No 11

An mdependent financial audit was not performed nor was $350,000 reserved for
the audit

Requirement The Memorandum of Understanding (MOU) states that $350,000 will be
reserved 1n the special dollar account for an independent financial audit of the Program's
activities

GoA’s Noncompliance There 1s no evidence that $350,000 was reserved 1n any account
for an independent financial audit, and an audit was never performed



