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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 

OFFICE OF THE REGIONAL INSPECTOR GENERAL 
BANK CENTER GRAN IT TOWER 5"TH FLOOR 

SZABADSAG TER 79 1944 BUDAPEST HUNGARY 

TELEPHONE 36 I 475 4603 

FACSIMILE 36-1 4754633 

December 10, 1999 

MEMORANDUM 

FROM 

USAIDI Arrnema DIrector, DI~e Ts t S 

,40"wJ.vV< 
RlGlBudapest, J~s R Bonne I 

TO 

SUBJECT AudIt Report No B-I11-00-002-P, AudIt of the 1996 Emergency Wheat 
AssIstance Program m Arrnema 

ThIS IS our final report on the subject audIt The report concludes that USAID/Armema was 
unsuccessful m ItS efforts to Implement, manage, and momtor the 1996 Emergency Wheat 
ASsIstance Program The Government of Armema complIed wIth vIrtually none of the 
condItIOns and terms set forth m the program's Memorandum of Agreement or the 
Memorandum of Understandmg The report makes three recommendatIOns, mcludmg 
recommendmg the recovery of a portIOn ofthe funds allocated for the wheat program 

The findmgs and recommendatIOns contamed m thIs report are very SImIlar to those resultmg 
from our audIt of the 1996 Natural Gas Import Program m Arrnema and reported m AIR No 
B-1 11-99-005-P, dated September 7, 1999 

In finahzmg thIS report, we conSIdered your comments on the draft report and mcluded them 
m theIr entIrety m AppendIX II You concurred WIth our recommended recovery amount of 
the local currency eqruvalent of$16,022,830 contamed ill RecommendatIOn No 1 You also 
adVIsed that despIte the MISSIOn's best efforts It IS pOSSIble the Government of Armerua's 
budget WIll not proVIde suffiCIent development actIVItIes to hqrudate the amounts owed 
withm a reasonable penod of tIme In that case, USAID/Arrnerua WIll consult WIth the OIG 
and the Europe and EuraSIa Bureau on alternatIve recovery methods 

Based on your response, we conSIder that management declSlons have been reached on all 
three audIt recommendatIOns WIth sustamed saVIngs of$16,022, 830 Please contact 
MlMPIIMIC when final actIOn IS taken on these recommendatIOns 

Thank you for the aSSIstance and courteSIes extended to my staff dunng the audIt 

U S POSTAL ADDRESS REGIONAL INSPECTOR GENERAL - USAID AMERICAN EMBASSY BUDAPEST WASHINGTON DC 2052 I 5270 
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EXECUTIVE SUMMARY 

On June 14, 1996, USAID and the Government of Annema sIgned a Memorandum of 
Agreement to delIver $20 IDlllIon m wheat to Armerna The Government of Annerna 
was to use the monetized proceeds from the sale of the USAID-procured wheat to 
purchase addItlOnal wheat or natural gas The funds generated from the sale of the 
additlOnal wheat or natural gas were to be used to support the Government of Annerna's 
budget 

The audit found that the Government of Armerna did not comply wIth most of the terms 
of the Memorandum of Agreement and the subsequent Memorandum of Understandmg 
that estabhshed speCIfic procedures for the FY 1996 USAID Emergency Wheat 
AssIstance Pro gram 

• USAID was not prOVided with financIal records 

• Mirnmum depOSIt reqmrements to the Program's specIal accounts were not met 

• Wheat was sold at exceSSIve pnce and all sales proceeds were not depOSIted to a 
speCIal account 

• Use of the funds m the specIal accounts was not adequately accounted for 
(See Appendix III) 

The Government of Armema's financIal difficulties and large debt servIce reqmrements 
were both factors contnbutmg to ItS noncomplIance However, the choIce of usmg a 
monetizatIon program m an envIronment where prevlOUS slIDllar efforts had faIled 
appeared to be the biggest factor (See pages 5 through 6 ) 

Both the MisslOn and the U S Embassy m Armema attempted to momtor and manage the 
Program, however, both were unsuccessful m obtaImng the Government of Annerna's 
comphance with the terms of the Memoranda The MISSIon and the Embassy used 
vanous methods to achIeve complIance, mc1udmg dIrect wntten requests, a newly
created MonetIZatIOn ImplementatIOn Urnt, modificatIOn to the Memorandum of 
Understandmg, and attempts to arrange a fmanclal audIt of the Program However, at 
least partly as a result of the Program, several state-owned .flOurmIllS and bakenes were 
pnvatIzed (See pages 6 through 9 ) 

The Government of Armerna's fmlure to comply wIth the terms of the Memoranda 
mcluded msufficlent depOSIts to the Program's specIal accounts and an mablhty to 
adequately account for the use of the funds that were depOSIted Therefore we are 
recommendmg the recovery of the local currency eqmvalent of $16,022,830 from the 
Government of Armema Tills amount mc1udes 



• $68,493 m unaccounted for mterest earned m one ofthe specIal accounts 

• $1,611 394 for local currency never deposIted to the specIal account for the Imtial 
USAID-procured wheat shIpment 

• $2,060,274 for local currency earned from wheat sold at pnces above the 
Program's mimmum pnce 

• $871,991 m unsubstantiated wheat purchases 

• $2,565,718 m unsubstantIated natural gas purchases 

• $286,158 for unsubstantIated costs of shIppmg addItIOnal wheat purchased under 
the Program 

• $4,977,000 for unaccounted for sales proceeds of the addItIonal wheat purchased 

• $3,581,802 for costs assocIated wIth a second US AID-procured wheat shIpment 
for whIch sales proceeds were eIther never deposIted to a specIal account as 
reqUIred, or the use of the funds cannot be accounted for 
(See page 10) 

We are further recommendmg that a specIal account be establIshed to deposIt any local 
currency amounts repaId by the Government of Armema and that such funds only be used 
for purposes agreed to by USAIDI Arm em a and the Government of ArmenIa (See page 
10 ) 

The MISSIOn adVIsed they do not mtend to monetIze future programs However, should 
the Issue of monetIzatIOn resurface, we are recommendmg that USAIDI ArmenIa, pnOl to 
undeIiakmg any future monetIzatIOn program, establish certalll condItIOns that the 
Government of ArmenIa should meet One such condItIOn would be that the Govemment 
of ArmenIa makes satIsfactory progress towards repaymg 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, 
It IS not clear from MISSIOn files that the Embassy and USAIDI Arm em a were workmg 
cooperatIvely toward momtorlllg the Government of Armema's complIance MISSIOn 
offiCIals llldlCated thele was no aSSIgnment of dutIes and responsIbIlItIes between the 
orgamzatIOns If a monetIzed progiam IS Implemented m the future, we would encourage 
USAIDI Armema to reach agreement WIth the Embassy on specIfic responsIbIlItIes (See 
page 11 ) 
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USAIDI Annema agreed wIth our fmdmgs and recommendatIOns and It concurred wIth 
our calculatIOn of the local currency eqUIvalent of $16,022,830 owed by the Government 
of Annema However, the MIssIon advIsed that Government of Annema 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 m wntmg and provIde It WIth the mIssmg documentatIon 

The MIssIOn further adVIsed that It would fIrst present appropnate Government of 
Armema offIcIals our audIt fIndmgs and request them to develop a repayment schedule to 
collect the local currency eqwvalent of approxImately $16 mIllIon However, the 
MISSIOn noted that despIte ItS best efforts It IS posslble the Government's budget wIll not 
provIde suffICIent development actIVItIes to lIqUIdate the amounts owed withm a 
reasonable penod of tIme In that case, USAIDI Armema 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, RlGlBudapest consIders that management 
deCISIOns have been reached on all three audIt report recommendatIOns 

O{fce 1 1M(ltdoi ~cra1 
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 mllhon m wheat to meet cntical food 
needs and support the economIC restructunng of the food sector of Armema ThIS 
ImtIatIve responded to the GoA's request that a portIOn of the $85 mIlhon earmark m 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 dellvenes under the FY 1996 USAID Emergency Wheat ASSIstance 
Program (hereafter referred to as the Emergency Wheat Program) The MOA also 
mcluded reqUIrements for the pnvatIzatIOn of certam state-owned entItIes m the country's 
food sector A Memorandum of Understandmg (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 understandmgs m support of the 
second tranche of wheat delIvenes, however, these proVISIOns generally corresponded to 
the prOVISIOns for the first tranche detailed m the MOA 

Under the Emergency Wheat Program, USAID procured and shIpped two tranches of 
wheat to Armema VIa GeorgIa In Armema, the wheat was sold to state-owned flounmlls 
by Armgram, then the state-owned gram dIStnbutIOll enterpnse 

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 
mto a speCIal local currency account After depOSIt, these funds were to be converted mto 
U S dollars and deposIted mto a speCIal U S dollar account to 

• Purchase addItIonal wheat 

• Procure natural gas 

• Uses as USAID and the GoA agreed to m wntmg 

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 mcludmg shlppmg costs-amved m port m GeorgIa on May 
24, 1996 By June 5, 1996-before the MOA had been SIgned-the wheat had been 
dIstnbuted and sold to five state-owned flOurmIl1S located throughout Armema The 
second tranche of wheat-approxImately 16 000 metnc tons valued at $4,082,264 

1 



mcludmg sluppmg costs-had been unloaded m GeorgIa by October 11, 1996, and 
subsequently transported to Armema and sImIlarly dIstnbuted 

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 mmimum restnctlOns 
on the sale pnce of additlOnal wheat and natural gas purchased wIth proceeds from the 
Imtial two tranches of wheat 

AudIt Objective 

ThIS audIt was conducted by RIG/Budapest to answer the followmg audIt obJectlve 

DId USAID/Armema Implement, manage, and momtor the 1996 
Emergency Wheat AssIstance Program to ensure the Government of 
Armema's complIance wIth the condItIOns and terms set forth III the 
Program Memorandum of Agreement? 

The audIt was requested by USAIDI Armema! offiCIals after theIr attempts to have the 
GoA arrange an audIt of a sImIlar program by a publIc accountmg firm were 
unsuccessful It should be noted that the U S Embassy and the Office of the Coordmator 
of U S ASSIstance to the New Independent States also had substantlal participatlOn m 
Implementmg, managmg, and momtonng the program The Bureau for Europe and the 
New Independent States (now called the Bureau for Europe and EurasIa) partIcIpated m 
the deSIgn of the Program (preparatlOn of the MOA) but was not mvolved m managmg 
and momtonng the Program The audIt focused on the finanCIal aspect of the Program 
and USAID/Armema's efforts to ensure that the Government of Annema deposIted 
proceeds from the sale of wheat mto specIal accounts to be used for agreed upon 
purposes 

AppendIX I contams a complete discusslOn of the scope and methodology used to conduct 
tlus audIt 

1 Durillg the program's lll1plementatIOn, USAID had a small mISSIOn ill Yerevan that was not only 
responsIble for USAID actIvItIes ill Armema, but also ill GeorgIa and AzerbaIjan 
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REPORT OF AUDIT FINDINGS 

Audit Findings 

DId USAID/Armema Implement, manage, and momtor the 1996 Emergency Wheat 
AssIstance Program to ensure the Government of Armema's complIance with the 
condItIOns and terms set forth III the Program Memorandum of Agreement? 

USAIDI Annema was unsuccessful m Its efforts to Implement, manage, and mom tor the 
1996 Emergency Wheat ASSIstance Program As dIscussed m detail m AppendIx III, the 
Government of Armema (GoA) complIed WIth VIrtually none of the condItIOns and terms 
set forth m the Program's Memorandum of Agreement (MOA) In partIcular, 
documentatIOn shows that msufficlent 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 contnbutmg to noncomplIance mcluded the GoA's finanCIal 
dIfficultIes but of even greater Importance appeared to be the chOIce of usmg a 
monetIzatIOn program m an enVIronment where prevIOUS efforts had faIled Although 
efforts by USAID/Armema to produce change m the GoA's performance were 
unsuccessful m thIs enVIronment, some momtonng and management measures could 
have been more aggressIvely pursued 

GoA NoncomplIance WIth Program Memorandum of Agreement 

AppendIx III summanzes our audIt results concermng the degree of GoA complIance 
WIth 11 key elements of the Program MOA and Memorandum ofUnderstandmg (MOU) 
The results show GoA complIance WIth only one facet of the Program-an effort toward 
pnvatIzatIOn of Annema's food sector-and eIther total noncomplIance or only partIal 
complIance With other prOVlSlons ofthe 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 

• Interest was not paid on any of the speCIal accounts 

• InsuffiCIent depOSIts were made to the specIal local currency account for proceeds 
from the sale of the first tranche of US AID-procured wheat 

• Wheat was sold at pnces above the m1ll1mum reqUIred and the "surcharges" were 
not depOSIted to the specmllocal currency account 

3 



• InsufficIent deposIts were made to the specIal local currency account for the 
proceeds from sale of the second tranche of US AID-procured wheat 

• The special U S dollar account was never estabhshed 

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

• The tmrd specIal local currency account was not establIshed 

• An mdependent audIt was not performed nor were funds reserved to pay for an 
audIt 

For example, avaIlable documentatIOn shows that, only $88 mIllIon of the $104 mIllion 
reqmred by the Program MOA was actually deposIted m the Program speclal account for 
the first tranche of wheat In addltIOn, there IS clear eVIdence that the GoA actually sold 
the wheat for more than the establIshed program pnce, and dlverted these funds to non
program accounts For the second tranche of wheat, It IS ImpoSSIble to determme how 
much of the reqmred $3 6 mIllIon was ever actually deposlted mto the Program specIal 
account because mills and bakenes depOSited wheat sales proceeds mto multlple bank 
accounts mstead of the speclal account called for m the Program MOA In some 
mstances deposlts were made to Armgram accounts mstead of to the 
Mmlstry 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 m Program funds IS stIll 
unaccounted for 

Dunng the audIt, RlGlBudapest audItors encountered the same problem USAIDI Annema 
had faced earlIer-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 It IS understandable that two- to three-year old documents mIght be dIfficult to 
locate, many of these records were supposed to have been proVIded to USAIDI Annema 
dunng 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-mcludmg the Central Bank of Armema 

Factors ContrIbutmg To GoA NoncomplIance 

Before summanzmg the management and momtonng efforts of USAIDI Ann em a and the 
U S Embassy m Annema, It should be noted that USAIDI Annema officlals suggested 
two major factors m the unsuccessful monetIzatIOn of the Program's sales proceeds (1) 
major GoA cash shortfalls and finanCial dIfficulties, mcludmg sIgmficant debt servIce 
oblIgatIOns, and (2) the chOIce of usmg a monetIzatIOn program when there was a 
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demonstrated lllabIhty or unwIllmgness by the GoA III pnor years to Implement a USAID 
monetizatIOn program 

1 GoA Debt ServIce ReqUIrements 

Some USAIDI Armema and Embassy officIals emphasIzed the Government of Annema'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, 
accordmg to the Embassy's SpecIal ASSIstant for Humamtanan ASSIstance, m the spnng 
of 1997 the Amencan Ambassador mfonnally gave the Mlillstry of Fmance penniSSIOn to 
borrow approxImately $3 mIllIon from the specIal accounts to meet IMF or World Bank 
commitments2 

Although such finanCIal dIfficultIes certamly affect the abIlIty to successfully Implement 
a monetizatIon program, USAID has SImIlar programs III many countnes WIth IMF and 
World Bank commItments and WIth SImIlar finanCIal problems Although perhaps a 
contnbutmg factor to the unsuccessful ImplementatIOn of the monetIzlllg effort, we 
belIeve It should also have been VIewed as a condItIOn that should have reqUIred 
USAIDI Armema and the U S Embassy to llltensify momtonng efforts and take 
precautIOnary steps before proceedmg WIth a monetIzatIOn program 

2 InabIlIty by GoA III PrIor Years to Implement a MonetIZatIOn Program 

There IS no documentatIOn at eIther USAIDI Armema or the U S Embassy to fully 
explalll why a monetIzatIOn program was used to delIver wheat aSSIstance to Armema 
However, USAIDI Armema offiCIalS and the Department of State's SpecIal ASSIstant for 
HumanItarIan 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 m two pnor USAID wheat monetIzatIOn programs and an mtemal USAID 
assessment dId not support the selectIOn of a monetIzatIOn program for wheat Imports m 
1996 

For example, a SImIlar monetIzatIOn program m Armema less than two years before 
encountered many of the same problems expenenced III the 1996 program A 
memorandum to the Deputy AsSIstant Admimstrator, ENI Bureau from ENIIHR, dated 
August 10, 1995, pornted out that the MISSIOn "had pnor expenence m monetIzmg and 
trackIng local currency rn Armema, III connectIOn WIth the donatIOn of 100 000 metnc 
tons of wheat from the Food Secunty Wheat Reserve rn the fall of 1994 ThIs expenence 
was not totally POSItIve, due to the dIfficulty m detennmmg the total amount of local 
currency generated and rn trackrng 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 partIclpatIon m tlus deClSIOn and 
USAID/Armema officlals do not recall bemg advlsed oftlus declSlon 
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wheat monetIzatIOn program that clearly lmked currency generatIOn and currency 
dIsbursement 

However, the 1995 wheat monetIzatIOn program demonstrated httle progress m 
accountabIlIty USAIDI Arrnema staff descnbed a program that was never audIted, where 
the amount of specIal account deposIts could not determmed, and the use of the funds 
could not be tracked mto the GoA budget An mternal USAIDI Arrnema assessment, 
dated October 13, 1995, evaluated the accountmg systems and mternal control 
enVIronments of GoA wheat flour facIlItIes shortly after the 1995 program began The 
assessment contams five findmgs descnbmg vanous mternal control weaknesses that 
would Impact on successful ImplementatIOn of a future USAID monetIzatIOn program, 
mcludmg the mabIlIty to tIe remIttances from bakenes to flour mIlls WIth specIfic 
dehvenes of flour The assessment also notes that nearly two months after the program 
began, the GoA had not opened an mterest-beanng bank account for depOSIt of wheat 
sales proceeds We found no documentatIOn mdicatmg that these problems were 
corrected before the 1996 wheat monetIzatIOn program was ImtIated 

U S Government Management and MOnItormg Efforts 

US AID I Arrnema and U S Embassy documentatIOn concernmg the 1996 Emergency 
Wheat ASSIstance Program shows eVIdence that efforts were made to momtor the GoA's 
Emergency Wheat Program performance and to obtam complIance WIth the 
Memorandum of Agreement The offiCIal documents, however, do not summarIze 
telephone conversatIOns and meetmgs WIth GoA offiCIals, although MISSIon and Embassy 
offiCIals stress that there were many Although some momtonng 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 margmal success at best 

• Immediate Noncomplzance With MOA 

Almost ImmedIately the GoA was not m complIance WIth the MOA reqUIrements 
The ImtIal tranche of wheat had been sold and dIstnbuted throughout Armema by 
June 5, 1996, although mexplIcably the MOA outlmmg the GoA's responSIbIlItieS 
under the Program was not finalIzed and SIgned untIl mne days later on June 14, 
1996 Although USAID/Arrnema appeared to have closely momtored the 
dIstnbutIOn of the wheat, there IS 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 
wIthm the tIme frames of the MOA They CIted the length of tIme It takes sales 
proceeds to move from the publIc mto the bakenes and flourmIlls and finally mto 
the specIal accounts It IS not clear why the MOA mcluded a key proVISIon that 
could not be met and apparently would not be enforced 

6 

• 

• 

• 



• 
• 

• 

• 
• 

• 

• 
• 

• 

• 

• 

• 

• 

MOU Establlshes Tighter Requlrements 

The Program Memorandum of Understandmg (MOU) , executed on June 26, 
1996, tIghtened the reqUIrements under the program and called for the special 
local currency account to be opened withm 5 days-apparently acknowledgmg 
that the MOA reqUIrements already breached were unrealIstIc The specIal 
account was to be placed m a bank Jomtly 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 comphed WIth these MOU provlSlons USAID was not 
consulted on the chOIce of a bank, dId not receIve reports at ten-day mtervals, and 
an audIt was never performed 

Attempt to Modify Program's MOU 

Although the GoA had stIll not provIded any mformatIOn on the speCIal account 
as reqUIred by the MOA and MOU, USAID/Armerua offiCIals, on August 23, 
1996, drafted an MOU modIficatIOn to strengthen the eXIstmg prOVISIOns 
Proposed changes mcluded USAID' s dIrect partICIpatIOn m approvmg speCIal 
account dIsbursements and IdentIfymg specIfic documents to support addItIOnal 
wheat purchases made With program funds However, all of the reqUIred GoA 
approvals for the modIficatIOn were never obtamed 

Poor DocumentatIOn of Momtorlng 

There IS no wntten eVIdence of mqumes or contacts between USAIDI Armema 
and the GoA on the speCIal account's status between June 26 and December 2, 
1996, when an mternal e-maIl refers to a meetmg WIth the Mimster of Fmance 
planned for the next day We were told there were numerous meetmgs and 
dISCUSSIOns WIth GoA offiCIals BeSides the MOU modIficatIOn, wmch supports 
that some actIve momtonng was takmg place, there are e-mrul references 
Implymg contacts WIth GoA offiCIals and an awareness that the GoA was not 
complymg With Program requIrements USAIDI Armema offiCIals who were 
momtonng the rmllmg of the wheat mto flour dId submIt mternal reports, and 
noted that speCial account depOSIts made as of November 1, December 1, and 
December 16 had been msufficient 

Another example of mad equate documentatIOn of Emergency Wheat Program 
morutonng IS the reported agreement between the Amencan Ambassador and the 
GoA allowmg the GoA to "borrow" funds from the Program speCIal account for 
short term GoA budget support Accordmg to the Department of State's SpeCIal 
ASSIstant for Humarutanan ASSIstance, thIS agreement was made eIther durmg a 
telephone call or a meetmg However, no documentatIOn of such a request or 
agreement was ever located and USAIDI Armerua offiCIals stated they were 
unaware of the request or the agreement 

7 



• CreatLOn of A MonetlzatLOn ImplementatLOn Untt 

With the GoA clearly not complymg with the MOA and MOU reportmg 
reqUlrements, USAIDI Armema establIshed a MonetIzatIOn ImplementatIOn Umt 
m December 1996 to aSSIst the Mmistry of Fmance m collectmg mformatlon on 
the Emergency Wheat Program that US AID! Armema needed USAIDI Arm em a 
hlred a contractor to prepare a report based on the documentatIOn obtamed by the 
Umt ThIS report, dated March 25, 1997, presented mformatIOn 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 rmsed more questIons than It answered 

No mformatIon was reported on other purchases of wheat and natural gas usmg 
first tranche sales proceeds or on depOSIts from sales of the second tranche of 
wheat More Importantly, available mformatIOn c1eally showed GoA 
noncomplIance With much more than Just the reportmg reqUlrements of the MOA 
and MOU First, speCial local currency account funds were supposedly 
transferred for purchases of wheat and gas Without converSIOn to U S dollars and 
depOSited mto a speCial U S dollar account Second, mterest earned on the first 
tranche account could not be accounted for Thlrd, actual source documentation 
on the speCial account was not made aVailable But the most sIgmficant act of 
noncomplIance confirmed m the report was the direct transfer of 790 2 mlllIon 
drams (approXimately $1,885,441) to the GoA budget mstead of the speCIal 
account 

• COl respondence from the Ambassador 

On March 25, 1997, m response to the transfer of funds, the Amencan 
Ambassador sent a letter to the Mlmster and Chief of Staff of the GoA pomtmg 
out that the transfer was a breach of the MOA and requested c1anficatIOn 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, It stated "USAID's abIlIty to SIgn future agreements for the 
purchase and transport of wheat to Armema WIll depend on the Government of 
Armema's fulfillment of Its prevIOUS commItments "In addltIon to the 
Ambassador's letter, USAID/Armema followed up WIth GoA offiCIals to obtam 
addItIOnal Program documentatIOn 

The Mmister of Fmance responded to the Ambassador m a letter faxed on Apnl 
14, 1997, but only partlally answered the Ambassador's mqumes Here agam, the 
mformatIOn provlded raised even more questIOns The Mimster reported that 
some proceeds from the second tranche sales also had not been deposlted to the 
speCIal account, but rather transferred dIrectly to Armgram for another purchase 
of 15 600 metnc tons of wheat No mformatIOn was proVIded on (1) the 
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purchase pnce or vendor of that wheat, (2) the dIstnbutIOn ofthe wheat, or (3) the 
amount collected from the sale of the wheat Also, no further mformatIon was 
provIded on the first tranche sales proceeds 

Fznal Monztorzng Attempts 

Although we were told that addItIOnal correspondence followed up on thIS GoA 
response, no documents were located NeIther the MIssIOn nor the Embassy had 
on file any addItIOnal mformatIOn on the reported 15 600 metnc ton wheat 
shIpment We dId locate a letter dated June 2, 1997, from the Mimstry of Fmance 
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 contmued 
commumcatIOn on at least thIs Issue 

UntIl the MIssIOn began pressunng the GoA to have the Emergency Wheat 
Program audIted as reqillred, m mId-1998-approxlIDately one year later-there 
was no further mformatlOn on file concernmg any attempts to obtam mforrnatIOn 
about deposIts and transfers from the special accounts It should be noted that 
despIte earlIer U S Government suggestIOns that future wheat programs were m 
Jeopardy, the 1997 USAID Wheat Import Program dId go forward, although It dId 
not mc1ude monetIzatIOn 

ConclusIOn 

Pnor to the 1996 Emergency Wheat Program, the Government of Armema had 
demonstrated an mabIbty or unwIllmgness to Implement a USAID monetIzatIOn program 
DespIte thIs, the U S Government moved forward, and the emphaSIS on expedIency 
rather than cautIOn m settIng up the 1996 Emergency Wheat AssIstance Program IS 
clearly Illustrated m the lack of a SIgned Memorandum of Agreement establIshmg 
program reqillrements before the wheat was dIstnbuted throughout the country WIth the 
Government of Arrnema's track record m Implementmg a monetIzatlOn program, firm 
program reqillrements and an actIve and mandatory management role for USAID should 
have been m place before the Program began If the MOA was to have any chance of 
bemg followed USAIDI Arrnema and the U S Embassy dId attempt to mom tor and 
manage the Program once It began, but documentatIOn of theIr efforts IS msuffiCIent to 
:fully understand exactly what was done 

Regardless, aVaIlable documentatIOn mdIcates the Government of Armema dId not 
comply wIth the terms of the Memorandum of Agreement or Memorandum of 
Understandmg, and It IS unlIkely that any level of effort would have resulted m greater 
complIance Accordmgly we are recommendmg that USAIDI Arrnema recover a portlOn 
of the funds allocated for the Program 
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RecommendatIOn No 1 We recommend that USAID/Armema, m 
coOrdInatIOn wIth the Government of Armema, develop a repayment 
schedule to collect the local currency eqUIvalent of $16,022,830 from the 
Government of ArmenIa consIstIng of 

1 1 $68,493 In Interest 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, 

1 3 $2,060,274 for local currency assocIated wIth sales of the first tranche 
of wheat at prIces In excess of $217 per metrIC ton, 

1 4 $871,991 for local currency transferred from the first tranche specIal 
account to ArmgraIn In December 1996 for an unsubstantIated wheat 
purchase, 

1 5 $2,565,718 for local currency transferred from the first tranche 
speCIal account to DVIn Concern and Armgazard for unsubstantIated 
natural gas purchases, 

1 6 $286,158 for local currency WIthdrawn from the first tranche speCial 
account In excess of the costs of purchaSIng and shIppmg an 
addItIonal shIpment of wheat, 

1 7 $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 

1 8 $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 Armema 
In response to the above recommendatIOn and that such funds only be used 
for purposes agreed to by USAIDI Armema and the Government of Armema 

The MISSIon has mdicated that It does not mtend to monetlze any programs m Annema at 
thIS tlme However, should the Issue of monetIzatIOn resurface m the future, we suggest 
mcorporatmg measures that would prOVIde USAlDI Arrnema WIth addItIOnal controls 
over the funds generated and theIr subsequent use Such measures should mclude, but 
not be lImIted to (1) assIgmng responSIbIlIty to select the banks to USAlDI Arrnema, (2) 
establIshmg speCial accounts WIth USAlDI Armema offiCIals deSIgnated as signatones 
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pnor to the program's start, (3) mcludmg the bank as a party to the agreement and 
requmng It to submIt reports, monthly account statements, and debIt/credIt memos 
dIrectly to USAID/Armema, and (4) settmg realIstIc deadlmes for deposItmg the 
proceeds mto the specIal accounts In addItIOn, before undertakmg any monetIzatIOn 
program we belIeve that there must be eVIdence that the Government of Armerua has 
made a concerted effort to repay funds IdentIfied m RecommendatIOn No 1 
Accordmgly we are makmg the followmg recommendatIOn 

RecommendatIOn No 3 We recommend that USAID/Armema, prIor to 
undertakIng any future monetIZatIOn programs 

3 1 reqUIre that the Government of Armema make satIsfactory progress 
towards meetmg the repayment schedule developed m response to 
RecommendatIOn No 1, and 

32 establIsh other condItIOnalIty terms such as (a) assIgnmg 
USAID/Armema responSIbIlIty to select partIclpatmg banks, (b) 
deslgnatmg USAID/Armema offiCIals as sIgnatones pnor to the 
program's start, (c) ensurmg that any Armema bank selected to 
partIcIpate m 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/Armema, and (d) establIshmg 
realIstIc deadlInes for deposItmg proceeds mto the specIal accounts 

Both Embassy and USAID/Armema offiCIals stress the Department of State's actIve 
mvolvement m thIS Program However, It IS not clear m MISSIOn files that the Embassy 
and USAID/ Armema were workmg cooperatIvely toward momtonng the GoA's 
complIance WIth the Program's condItIOns and there was no offiCIal aSSIgnment of dutIes 
and responSIbIlItIes between the orgamzatIOns The lack of a clear dIVISIon of 
responSIbIlItIes may have led to each party pursumg separate avenues of momtonng 
WIthout consultmg or commumcatmg WIth the other Although a Jomt, coordmated 
approach toward momtonng the Program may have Impacted the GoA's level of 
complIance, It IS unlIkely that It would have ensured total complIance If a monetIzed 
program IS Implemented m the future, we would encourage USAID/ Armema to reach 
agreement WIth the Embassy on speCIfic responSIbIlItIes 
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Management Comments and Our EvaluatIon 

USAIDI Armema agreed wIth the findmgs and recommendatIOns and It concurred with our 
calculatIOns of the local currency eqUIvalent of $16,022,830 owed by the Government of 
Armema However, the MISSIOn adVised that offiCIals of the Government of Armema, m 
conversatIOns dealmg WIth our audIt report claImmg refunds m connectIOn With the audit 
of the gas program3

, stated that the Government can produce addItIOnal documentatIOn for 
both audIts Accordmg to USAIDI Armema, Government of Armema offiCIals contend 
that the audItors dId not receIve complete mformatIOn and that the unaccounted for funds 
can be documented USAIDI Armema has requested that the Government put thIS 
contenl1on m wntmg and prOVide It WIth the mlssmg documentatIOn 

WIth respect to RecommendatIOn No 1, USAID/Armema adVIsed that It would first 
present appropnate Government of Armema offiCIals our audIt findmgs and request them 
to develop a repayment schedule to collect the local currency eqUIvalent of $16,022,830 
and/or explanatIOns/correctIVe actIOns regardmg the local currency for WhiCh It has been 
unable to account Assummg that the Government of Armema WIll be unable to make an 
ImmedIate dollar or local currency refund of the amounts owed, USAIDI Armema WIll 
propose convertmg all or part of the claIm mto development actIVItIes usmg local currency 
eqUIvalent prOVIded by the Government 

Concernmg RecommendatIOn No 2, USAIDI Armema adVIsed that m the event ItS comes 
to agreement WIth the Government of Armema on a method of repayment, the MISSIOn 
and the Government WIll determme the development actIVItIes elIgIble for fundmg from 
the speCIal account and agree upon amounts to be budgeted for them USAIDI Annema 
WIll take the necessary actIOns to ensure that the Government establIshes the speCial 
account and WIll deVIse a momtonng system, mcludmg the hmng aIld trammg of 
appropnate USAID personnel, to Implement the program However, USAIDI Armema 
adVIsed that despIte ItS best efforts It IS pOSSIble the Government's budget Will not prOVide 
suffiCIent development actIVitIes to lIqUIdate the amounts owed wlthm a reasonable penod 
of tIme In that case, USAIDI Armema WIll consult WIth the Office of Inspector General 
and the Europe and EuraSIa Bureau on alternatIve recovery methods 

Concermng RecommendatIOn No 3, USAID/Armema stated It has already mformed the 
Government of Annema that It WIll not undertake any further monetIzatIOn programs and 
that thIS deCISIOn was fully supported by the U S Embassy USAIDI Ann em a further 
adVIsed that If the Government of Armema makes addItIonal requests for monetizatIOn 
programs m the future It WIll refuse unless and untIl suffiCIent progress has been made on 
repayments and the Government has demonstrated ItS abIlIty and wIllmgness to track 
monetIzatIOn proceeds and to adhere to all condItIOns m program agreements 

3See AJR No B-111-99-005-P, dated September 7, 1999 "AudIt of the 1996 Natural Gas Import Program 
mArmema" 
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Based on USAIDI Annema's response we consIder that management decIsIOns have been 
reached on all three aurut report recommendatIOns wIth sustamed cost savmgs of 
$16,022,830 USAID/Arrnema wIll need to contact MlMPIfMIC for a determmatlon that 
final aCTIon has been taken on these recommendatIOns 
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SCOPE AND METHODOLOGY 

Scope 

APPENDIX I 
Page 1 of2 

We audited USAID/Annerua's management of the 1996 Emergency Wheat ASsistance 
Program rn accordance with generally accepted government audltrng standards Audit 
fieldwork was conducted rn Yerevan, Annerua from January 26 through March 29, 1999 

USAID/Armerua's Memorandum of Agreement, signed on June 14, 1996, and a 
subsequent amendment resulted rn the ImportatIOn of approxlillately 64 000 metnc tons 
of wheat valued at $19,779,224 mc1udmg sruppmg costs mto Armerua A Memorandum 
of Understandmg dated June 26, 1996 provided additIOnal reqUirements Our audit 
focused on the finanCIal aspect of the Program and USAID/Annerua's efforts to ensure 
that proceeds from the sale of thIs wheat and the sale of commodIties purchased With 
these proceeds were deposIted rnto special accounts by the Government of Armerua and 
used for agreed upon purposes The Memorandum of Agreement also proVided for the 
pnvatIzatIOn of several state-owned entItIes rn the food sector of Armema and we 
rncluded these reqUirements rn our audIt coverage 

Methodology 

The audit Objective was to determme whether USAID/Armerua Implemented, managed, 
and morutored the 1996 Emergency Wheat ASSistance Program to ensure the 
Government of Armerua's complIance With the conditIOns and terms set forth m the 
Program Memorandum of Agreement (MOA) To accompbsh thIS objective we obtamed 
and reViewed the MOA, subsequent amendment, and the Memorandum ofUnderstandmg 
(MOU) between USAID and the Government of Armerua We mterviewed MISSIOn 
offiCIals and reViewed aVailable records, reports, and other USAID documents to 
determme how the MISSIOn momtored the cash flows generated from the sale of Program 
wheat, rncludmg how these funds were used and their eventual dISposItIOn Similarly, we 
mtervlewed the Department of State's SpecIal ASSistant for Humamtanan ASSIstance 
based at the U S Embassy m Armema concerrung the Embassy's substantial mvolvement 
m the ImplementatIOn of the Program, and reViewed ItS Program documents We also 
reViewed documentatIOn at USAID/Armema and InternatIOnal Busmess and Techmcal 
Consultants, Inc rn Yerevan, an mdependent entity mamtammg a database of pnvatIzed 
Armeman entItIes, to determme complIance With pnvatizatIOn reqUIrements m the MOA 

Officials at the MiruStry of Fmance, MiruStry of Agnculture, Armgram, Baghramlan 
Flour Mill, and the Yerevan Flour Mill, were mtervlewed, and copIes of Program records, 
mcludmg hstmgs of how the wheat was dIstnbuted to mdlvldual flourmIlls 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 venfy depOSIts to or 
wIthdrawals from any other speCIal accounts-or whether they were ever estabhshed
because we were unable to obtam adequate explanatIOns of finanCIal transactIOns or 
account statements from the banks, the Mlrustry of Fmance, Armgram, USAIDI Annerua, 
or the U S Embassy m Armema 
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USAID 

~~ 
******* ,. •• ,1.' 

TO 

FROM 

DATE 

SUBJECT 

USAIDI ARMENIA MEMORANI)UIM 
Office of Financial Management 

Jame::. Bonnell, RIGIAIBudapest 

Dl1lDD.e TsIisos, MIsSIon Dltect~ 
November 29, 1999 

MtsslOn Comments on Draft Report of Aucht of 
USAIDI Annema Wheat Monenzallon Progra:tn 

Thank you for the opportumty to re'Vlew subject draft report Based on mfonn~LllOn 
avaIlable and :I n the absence of eVidence 10 the contrary, the Mtss10n accepts 
RIG/Budapest c..alculatlons of the local currency equlvalent of$16,022)830 o""od by 
the Government of Armenta (GoA) to bc accurate However, we note for your 
attentlOn that officials of the Government of Armema, m conversatlons followl.Og 
ilielt recelpt 01 our letter and aucht report clannmg refunds m connectlOn WIth !he 
aucht of the gas program, have stated that they can produce adchllonal 
documeutatlOJ1(~) for both audIts The officIals (M:uuster of Economy DarblDJ.ll1 and 
Mmtster of Fmance Barkhudanan) contend iliat the audltors dId not receIve cc Inplete 
l11formallon and that the unaccounted-for funds can be documented I have lee Il:sted 
that they put tillS contennon m wntmg and proVlde us WIth the lIllSsmg 
documentanon(s) We will forward the addluonal document(s) to RIG/B wherJ 
recelved from GoA for reVlew and adjustment of refund amoUD4 1.ffound app opnate 

Nevertr,eless, In the absence of the letter or documentatIon, we are proceedm€ Wlth 
actIons based on both reports of audIt findmgs wInch we now have In hand W.! will 
mfonn the Rl GIB If and when addIllonal mfonnatIon IS recelved 

Comments on each recommendat.1on follow 

ReeommendatlOn No 1 We recommend that USAIDI Almema, In coordmailoll WIth 

the GovemmL.'l1t of Armerua, develop a repayment schedule to collect the lClc,d 
currency eqlllvalent of $16,022,830 from the government of Armeroa. 

The MIssIOn 19rees wIth the findmgs and the recommendat.1on and WIll unc1erj':lke the 
follOWIng step., 

The MtsslOn will first present appropnate Government of Armenm (GoA) off] elals 
Wlth the Report findmgs and request to develop a repayment schedule to cellI( ct ilie 
local currency eqUlvalent of $16,022,830 and/or explanat.1ons!cortect1ve actlc 113 



regarding the loc..dl cllITency for wluch 1t has been unable to account A meetm~. w1th 
the Munster of fmance will be requested m the month of December 1999 Base J on 
the findlngs of the Report and any addruona! matenals presenied by the GoA th~ 
MISSIon DIrector will determme whether the government IS m a pOSInon to reps (' the 
$16;022,830 or the local currency eqUlvalent 

Assummg that the GoA WJll be unable to make an nnmedlate dollar or local c u] '('D.cy 
refund of the amounts owed, the MtssJon Will propose converting aU or part of he 
claun mto development actlVloes usmg local cUlTency eqUlvalent provlded bv ( ICIA 

(see Recommendanon No 2 and comments) 

RecommendatJ on No 2 We recommend that a specIal account be estabhsht: d I a 
deposlt local currency amounts repatd by the government of Armenta In respor t to 
the above recommendatlOns and that such funds only be used for purposes agrE l.d to 
by USAID/Ar.rnema and the Government of Armema. 

In the event th It USA1.D and the GoA come to agreement on thls method of 
repayment, the M,sslon and GoA Wlll determme the development actIVl'Ues ~'h 'lble 
for ftmdmg from the speclal aCCOl.mt and agree upon amounts io be budgeted fi IL 

them USAID WIll take the necessary actions to ensure that the GoA establbhr''S the 
specIal account and Will deVlse a momtonng system. lncludlng the luring and 11 wrung 
of appropnate USAID personnel~ to unpiement the rnorutonng program 

DespIte the Mlsslon's best effo:rts~ however, It IS pOSSIble that thc Governmm1 cf 
Armema~s budget will not prov1de sufficient development actiVitIes to hqrudat'" the 
amounts owed wltlun a reasonable penod of tune In that case. the MIssIOn WIll 
consult WJth the ruG and the Europe and EurasIa Bureau on altemauve rece,ve I v 
methods 

RecommendatlOn No 3 We recommend that USAlD/Armerua. pnor to uncle) ~Jla.ng 
any iuture monetlzatIOn pro grams) requU'e that 'lhe Government of Armerua rr llce 
saLlSfactory pi ogress towards meetmg the repayment schedule developed In rE '.ponse 
to Recommendatlon No 1, and estabhsh other conmnollahty terms (as descnl led m 
the draft report) 

The Mlsslon has already lllformed the GoA that It will not undertake any f!.lrt f( r 
monetlzatlon programs That dcclSlon was fully supported by the U S Ernba sy If 
the GoA makes additIOnal requests for such programs m the future, the Mt'.SI(Ill Will 
refuse unless 4nd untd sufilclent progress has been made on repayments and tbe GoA 
has demonstrclled Its ability and willIngness to track monettzatlon proceeds a ,d to 
adhere to all condltIons ill progrdDl agreements 

Cc Bob Wallm, Annema Desk Officer 
Glona Steele, Dttector, E&E Office of Operations and Management 

Clearance KDelaney ~ 
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SUMMARY OF AUDIT RESULTS CONCERNING 
COMPLIANCE WITH THE 

PROGRAM MEMORANDUM OF AGREEMENT 

Summanzed below are our audIt results concermng the degree of complIance or non
comphance by the Government of Annerna (GoA) WIth eleven key elements of the 
Program Memorandum of Agreement and Memorandum ofUnderstandmg These results 
are key to answenng the audIt objectIve whIch concerned USAID/Annerna's (WIth the 
US Embassy) ImplementatIOn, management, and morntonng of the 1996 Emergency 
Wheat ASSIstance Program Although some morntonng and management measures could 
possIbly have been more aggresslVely pursued, the total lack of complIance by the GoA 
wIth the Program's requIrements, as detaIled below, suggests addItIOnal efforts would 
have had only margmal success at best 

Result No.1 

USAID or the U S Embassy was not prOVIded wIth Program fmanclal records 

ReqUIrement Under the Memorandum of Agreement (MOA) , the Government of 
Armerna (GoA) agreed to gIve USAID "access to all records pertmrnng to the local 
currency generated and used " Both the Program MOA and the Memorandum of 
UnderstandIng contam several speCIfic reqUIrements of reports and mformatIOn to be 
prOVIded by the GoA (pnmanly the MIrnstry of Fmance) to USAIDI Armerna The 
Program memoranda reqUIre the GoA to proVIde 

• Bank account numbers 

• Monthly bank statements 

• Reports showmg dates and sources of depOSIts 

• Interest rates and amounts of mterest earned 

GoA's Noncomplzance The Government of Annerna (GoA) has not glVen USAID 
adequate access to records-partIcularly fmancIal records-pertammg to the FY 1996 
USAID Emergency Wheat ASSIstance Program As dIscussed throughout tills report, our 
reVIew of USAIDI Annema and U S Embassy records showed that the GoA (and 
Armgram) proVIded only lImIted finanCIal mformatIOn that was never tImely and often 
mcomplete Documents were usually not source documents but merely summanes 
prepared by a GoA mlrnstry Our own attempts to obtam rehable 
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documentatIOn-specIfically bank statements for the vanous special accounts-were not 
much more successful As of thIS report date, we have receIved what IS reported to be a 
bank statement for only one specIal account Verbal explanatIOns of vanous finanCIal 
transactIOns, when provIded at all, have often been mcomplete, IllogIcal or contradIctory 

Result No 2 

DeposIts to the specIal local currency accounts were not tImely 

Requzrement The Memorandum of Agreement (MOA) reqUIred that (1) $7 mIllIon of 
the $10,416,000 m local currency eqUIvalent to be generated by sales of the first tranche 
of wheat be deposIted mto a specIal local currency account wIthm 30 calendar days of the 
ImtIal delIvery of wheat to Armema and (2) the remaImng $3,416,000 was to be 
depOSIted wIthm 21 calendar days followmg the final delIvery of wheat Accordmgly, 
SInce the wheat was dIstnbuted wIthm Armema 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 concerned sales proceeds from the second tranche of 
wheat, and reqUIred depOSIt wIthm 60 days after the final delIvery of wheat Records 
prOVIded by the Department of State's SpeCIal ASSIstant for HumanItanan ASSIstance at 
the U S Embassy only show that the second tranche of wheat had been unloaded m 
GeorgIa by October 11, 1996 It was dIstnbuted dunng unspeCIfied days m October 
1996 A conservatIve estImate would be that the depOSIts should have been completed by 
December 31, 1996 

GoA's Noncomplzance As of June 26, 1996, no depOSIts had been made to the speCIal 
local currency account (Ardshmbank 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 Armgram, dated Apnll, 1997, mdIcated that only 
8304 mIllIon of the 1,540 mIllIon drams (54 percent) had actually been depOSIted to the 
speCIal account by March 1, 1997 We were unable to obtam addItIOnal mforrnatlOn to 
deterrnme when or If the remammg depOSIts were eventually made 

Result No 3 

Interest was not paId on any of the speCIal accounts 

Requzrement The Memorandum of Agreement (MOA) and Amendment 1 to the MOA 
reqUIred that the specIal local currency accounts be mterest-beanng accounts 
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GoA's Noncomplzance Dunng the audIt, Mirnstry of Fmance officIals stated the specIal 
accounts were all mterest-beanng, and we found that the special local currency account 
for sale proceeds from the first tranche of wheat had, m fact, been m a commerCIal bank 
However, a summary of account actIvity prepared by the MlllStry of Fmance, along wIth 
a summary reported to be a bank statement, shows no mterest earned or pmd Mmistry 
staff could not explam why the summary/statement contmned no entnes for mterest The 
MonetlzatIOn ImplementatIOn Urnt created m December 1996 at USAID/Armerna's 
suggestIOn to work WIth the Government of Armerna (GoA) m collectmg mformatIOn on 
the program's ImplementatIOn receIved verbal mformatIOn that the first tranche specIal 
account had a seven percent mterest rate and earned 30 milhon drams m mterest 
(approxImately $68,493 at the 1996 yearend exchange rate) But no documents were 
ever produced to confirm tills or the dISposItIOn of the mterest Usmg an estimated 
annual mterest rate of seven percent, we calculated that the account eIther earned or could 
have earned the local currency eqUIvalent of approXImately $70,522 dunng ItS five 
months of eXIstence-basIcally the same amount of mterest verbally reported to the 
MonetlzatIOn ImplementatIOn Urnt, willch confirmed the reasonableness of tills estImate 

Accordmg to the Armgrmn Apnl1, 1997, report, funds from sales of the second tranche 
of wheat were depOSIted as of March 1, 1997 m Account 103001012766 Dunng 
dIscussIOns wIth offiCials of one of the state flOurmills we learned that thIS account IS 
actually a Mlrnstry of Fmance account at the Central Bank of Armerna and, accordmgly, 
IS probably not an mterest-bearmg account In addItIOn, offiCIals at the same flourmill 
proVIded eVIdence that, at the dIrectIOn of the Mirnstry of Fmance, some of the 
flourmIlls' depOSIts for the second tranche were actually depOSIted mto two commercIal 
bank accounts-Ardsillnbank Account 606302 and Armeconombank Account 8609022 
We have been unable to obtam bank statements for these accounts to determme 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 

Requzrement The Memorandum of Agreement (MOA) stated that for the first tranche of 
wheat dehvenes, "The Government of Arm ern a (GoA) shall cause to be depOSIted mto a 
specIal, non-commmgled, mterest-beanng local currency account the larger of (1) all of 
the funds collected from the sale ofthe 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 Noncomplzance Armgram prOVIded a lIst detaIlmg how It dlstnbuted the wheat 
among five state flourmIlls, each of willch was supposed to pay the eqUIvalent of 
$217/metnc ton m Armernan drams to a Mlrnstry of Fmance specIal account In March 
1997, the Mlrnstry of Fmance finally prOVided a lIst It created of depOSIts and 
Withdrawals from an account (Ardsillnbank Account 12100000517) that purported to 
show detmls of the transactIOns m the reqUIred local currency speCial account Dunng 
the audIt, the Mlrnstry also prOVIded a pnntout descnbed as a bank statement 
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The mIlls' deposIts to the account (and also one deposIt of 65 5 milhon drams advanced 
to the account by the Mimstry of Fmance) only total 3,691 milhon drams WIth a US 
dollar value (when deposIted) of $8,804,606 ThIS IS $1,611,394 less than the mInImUm 
reqUIred by the MOA The lIst mcluded a Mimstry explanatIOn that an addItIonal 790 
mIllIon drams (approxImately $1,885,441 usmg the same average exchange rate) had 
been receIved from the mIlls but had been transferred dIrectly to the GoA's general 
budget rather than to the special account-contrary to MOA reqmrements A letter dated 
June 2, 1997, from the Millstry of Fmance to the USAIDI Arrnema MISSIon DIrector 
explams 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 ongm of the funds was not IdentIfied It IS not clear why a second 
account may have eXIsted for the first tranche sales proceeds, and why no mformatIOn on 
finanCIal transactIOns made through thIs account was prOVIded 

Result No 5 

Wheat was sold at prIces above the mInImUm reqUIred and the "surcharges" were 
not deposIted to the specmllocal currency account 

Reqlllrement 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 metnc ton) be deposIted to the 
special local currency account 

GoA's Noncomplwnce Mmistry of Fmance, MInIStry of AgrIculture, and Arrngram 
offiCIals reported dunng the audIt that the program wheat was sold to the DOurmills for 
89,500 drams per metnc ton, an amount eqUIvalent to $217/ton, whIch was the mimmum 
pnce reqUIred under the MOA However, offiCIals of one flOurmill we VISIted proVIded 
documentatIOn that Armgram assessed an addItIOnal 15,500 drams per ton 
(approxImately $38) to be deposIted dIrectly to an Armgram 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 complamed to the MInIstry of Fmance The MInIstry'S 
response, m a letter dated August 17, 1998, mfonned the mIll that the surcharges were m 
accordance WIth Armeman law and were mtended to raise 902 4 mIllIon drams for the 
Government of Annema's general budget The Mmistry also reported that It had already 
collected the 9024 mIllIon drams ($2,060,274 at 1996 yearend exchange rate) from 
Armgram However, accordmg to the MOA proVISIons, these funds should have been 
deposIted to the program speCIal account to purchase addItIonal wheat or natural gas 
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InsufficIent deposIts were made to the special local currency account for the 
proceeds from the sale of the second tranche of USAID-procured wheat 

Requlrement Amendment No 1 to the MOA stated that for the second tranche of wheat 
delIvenes "The Government of Armema (GoA) shall cause to be deposIted mto a speCIal, 
non-commmgled, mterest-beanng 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 ITlllls, or (2) the local currency eqUIvalent of not less than $3,581,802 " 

GoA's Noncomplzance Armgram provIded a llst of how the second tranche of wheat 
was dlstnbuted among the mIlls and how much each mIll was to depOSIt mto the speCIal 
account As dIscussed m Result No 2 above, Armgram reported that 830 4 mIllIon of 
1,540 mIllIon drams had been deposIted by the ITlllls mto the speCIal account (a MImstry 
of Fmance account m the Central Bank of Armema) as of March 1, 1997 However, the 
MlillStry of Fmance has not prOVIded any mformatIOn regardmg the account or how much 
local currency m total ITllght have eventually been depOSIted mto the account 

In another mdlcatIOn the sales proceeds were not fully deposIted to the account, offiCials 
of the Yerevan Flour MIll prOVIded mformatIOn mdIcatmg that the ITllll deposIted only 
543 ITllllIon drams out of the 733 4 ITlllhon drams It 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 mcluded two commercIal accounts at Ardshmbank and Armeconombank and 
one account at the Central Bank of Armema The depOSIts were all made m December 
1996 and the mIll 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 MlillStry of Fmance responded to our request for mformatIOn about these accounts 
They prOVIded documentatIOn that a total of 355 ITllllIon drams had been deposIted by 
vanous mIlls to the Armeconombank dunng December 1996 

AddItIonal eVIdence that the reqUIred level of depOSIts were never made to a speCIal 
account IS contamed m a MlillStry of Fmance letter (faxed on Apnl 14, 1997), whIch 
states that a portIOn of the sales proceeds from thIs tranche were transferred or depOSIted 
dIrectly to an Armgram account m HaIagrobank Account 142010012359, reportedly to 
purchase an addItIonal 15 600 metnc tons of wheat No other mformatlOn on thIs account 
(or the wheat purchase) was aVailable 

J?; 
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RequIrement The Memorandum of Agreement (MOA) and Amendment 1 to the MOA 
dIrected that proceeds from the specIal local currency account(s) should, withm 30 days 
of depOSIt, be converted to U S dollars and depOSited mto a specIal, non-commmgled, 
mterest-beanng U S dollar account It should be noted that the local currency m the 
special account(s) has to be converted mto U S dollars (or another hard currency) so that 
these sales proceeds can be used to purchase additIonal commodItIes m mtematIOnal 
markets 

GoA Noncomplzance Dunng the audIt, Mmistry of Fmance offiCials stated that a specIal 
U S dollar account had been estabhshed 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 entltles 
responsIble for purchasmg addItIOnal wheat and gas m mtematIOnal markets 
InformatIOn on those entItles and subsequent converSIOn of dram transfers to U S dollars 
was not aVaIlable The remammg funds m 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 m wntmg 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 m wntmg The MOA and Amendment 1 to the MOA stated that the use 
of the sales proceeds were to be Jomtly programmed by USAID and the Government of 
Armema (GoA), and that the GoA was to prOVIde to USAID "full and tImely mformatIOn 
concermng the GoA's utlhzatIOn of the proceeds from the sale of the commodItIes 
donated under thIS Agreement " 

GoA's Noncomplzance The Mmistry of Fmance lIqmdated the speCIal local currency 
account for the sale of the first tranche of wheat by transferrmg 

• 22 bIllIon drams (approxImately $5,263,158) on October 30, 1996, for the 
purchase of addItIOnal wheat 

• 382 mIllIon drams (approxImately $871,991) m December 1996 and January 1997 
to AnngraIn for the purchase of wheat 

• 

• 

• 

• 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

APPENDIX III 
Page 7 of9 

• 309 mllhon drams (approxunately $739,234) to a "bartenng company" called 
Dvm Concern, reportedly to buy natural gas 

• 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 22 bIllIon drams transfer CIted above 
may have been used to buy addIhonal program commodItIes No mformatlOn was made 
avaIlable concermng the other transfers, mcludmg how much wheat or gas may have 
been purchased, when It was purchased, the purchase pnce, or the pnce used when It was 
resold m Armerua 

For example, the transfer of 382 mIllIon drams to Armgram took place m three separate 
wIthdrawals m late December 1996 and early January 1997 but no one m Armgram could 
proVIde any mformatIOn on how the funds were used MiruStry ofFmance offiCIals could 
not explam why a bartenng 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 dIstnbutIOn enterpnse, as the entIty to handle Program 
gas purchases In the case of the 800 mIllIon drams transferred to Armgazard (also 
known as Armgazprom) to buy natural gas, the MiruStry of Fmance eventually reported 
dunng the audIt that Armgazard SImply applIed these funds to eXIstmg debt 

The 22 bIllIon drams ($5,263,158) WIthdrawn from the account was reportedly dIrectly 
transferred to the Pans account of an ItalIan firm (rather than transferred to Arrngram 
first) on October 30, 1996, ostensIbly for the purchase of 21 000 metnc tons of wheat 
from that company The pnce of thIs wheat (mcludmg shIpment to GeorgIa) was 
$4,347,000 and documentatlOn shows It was delIvered and dIstnbuted among the mIlls m 
Armerua There IS no explanatIOn for the excess payment of$916,158 to the Itahan firm 
If It dId actually receIve the entIre $526 mIllIon (assummg the funds from thIS account 
were actually used to pay for thIs wheat) The Department of State's SpeCIal ASSIstant 
noted that the handlmg and transport costs to get the wheat to Armema would be 
approxImately $30 per metnc ton but that It was very unlIkely thIs firm was responsIble 
for handlmg and transportmg the wheat to Armerua Regardless, these addItIonal 
costs-paid to another unknown entlty-could only account for $630,000 of the $916,158 
overpayment 

Second tranche sales proceeds are SImIlarly unaccounted for WIth the MiruStry of Fmance 
unable to prOVIde detailed mfonnatIOn on how any of the funds generated by the sale of 
tms wheat were used On Apnl 14, 1997, the MiruStry of Fmance dId report m a letter 
that 15 600 metnc tons of wheat were purchased and delIvered m December 1996 WIth 
some of these proceeds WIthout supportmg documentatIOn, the purchase pnce and 
handlmg costs of thIS pOSSIble shIpment remam unknown and no mfonnatIOn was 
proVIded on what kmd of sales proceeds thIs shIpment may have generated 
Interestmgly, thIs shIpment was supposed to have been procured by Armgram but 
Armgram offiCials told us that the only procurement of addItIOnal wheat under the 
program was the purchase of 21 000 metnc tons from the ItalIan finn (dIscussed above) 
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The Mirnstry of Fmance dId proVIde us wIth mformatIOn that an account m 
Anneconombank (Account 163008609022), one of multIple accounts used to receIve 
proceeds from the sale of second tranche wheat, was closed out m a senes 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 

Requzrement The Memorandum of Agreement (MOA) reqUIred the Government of 
Armerna (GoA) to deposIt all local currency sales proceeds from the sale of addItIOnal 
wheat (and other commodItIes purchased from the specIal accounts) mto 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 Noncompllance The only eVIdence we found that sales proceeds from addItIonal 
purchases of wheat (or other commodItles) were ever collected or deposIted to any 
account came from one state-owned flourmIll, Yerevan Flour MIll OffiCIals there 
reported that durmg 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 
metnc tons procured from an Itahan firm (dIscussed under Result No 8) However, a 
concern IS that the mIll's deposIts were made to the same Central Banle account (No 
103001012766) used for depOSIts from the second tranche of wheat Commmglmg the 
sales proceeds of the two shIpments would make It dIfficult to ever determme how much 
the mIlls had depOSIted separately for eIther shIpment The Mmistry of Fmance 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 III the food sector 

Requzrement In the Memorandum of Agreement (MOA), the Government of Armema 
(GoA) agreed to take the necessary steps to create a VIable pnvate mIllmg and bakery 
sector by mcludmg the pnvatIzatIOn of four speCIfic flourmills and at least 25 bakenes m 
ItS PnvatlzatIOn Program of 1996-1997 

GoA Compllance The Government of Armema (GoA) dId mclude the pnvatlzatIOn of 
the four flOurmills and 25 bakenes m ItS 1996-1997 PnvatizatIOn Program As of 
February 1999, all four mIlls and 23 bakenes had, m fact, been pnvatlzed accordmg to 
the database mamtamed by InternatIOnal Busmess and Techmcal Consultants, Inc 
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(IBTCI) m Yerevan (4 of the 23 bakenes actually pnvatized as part of the 1998-2000 
PnvatIzatlOn Program) Although the number of pnvatIzed bakenes fell slIghtly short of 
the goal and the length of tIme to achIeve thIs pnvatizatlOn was longer than expected, the 
results do demonstrate a good faIth effort by the GoA to pnvatIze Its food sector 
USAIDI Armema and MImstry of Agnculture officIals also pomted out the 
unpredIctabIlIty of the rate of pnvatIzatlOn of these entitIes Some entItIes had been 
offered for sale, but had no potentIal buyers 

Result No 11 

An mdependent fmancIaI audIt was not performed nor was $350,000 reserved for 
the audIt 

RequIrement The Memorandum of Understandmg (MOD) states that $350,000 WIll be 
reserved m the special dollar account for an mdependent finanCIal audIt of the Program's 
actIVItIes 

GoA's Noncomplzance There IS no eVIdence that $350,000 was reserved m any account 
for an mdependent finanCIal audIt, and an audIt was never performed 


