FINANCIAL AUDITS OF LOANS FROM MULTILATERAL CREDIT AGENCIES 
WITH PARTICULAR REFERENCE TO THE WORLD BANK AND THE INTER-AMERICAN DEVELOPMENT BANK
I- INTRODUCTION

The World Bank was established on July 1, 1944 at the Bretton Woods Conference, with the participation of 44 member countries. 

Currently, this international agency at the service of nations has 185 member countries and it consists of two development institutions: the IBRD (International Bank for Reconstruction and Development) and the IDA (International Development Association). 

According to its By-laws, its main functions are reducing poverty in the world and improving the standard of living in developing countries by providing low interest loans, credits at no interest and grants for education, health and infrastructure projects, among others. 
In turn, the Inter-American Development Bank is a regional institution, created in December 1959 with the purpose of contributing to promoting the economic and social progress of Latin America and the Caribbean. It currently has 46 members. 

It is comprised of the Inter-American Investment Corporation (IIC) and the Multilateral Investment Fund (MIF). Its objective is to contribute to development by means of financial support while promoting the viability of the regional market economies.
The Republic of Argentina has contracted loans with various multilateral credit agencies, mainly with the International Bank for Reconstruction and Development and with the Inter-American Development Bank, of which the AGN currently carries out financial audits for approximately forty ongoing projects corresponding to both institutions.
The transactions with these Banks follow the general policies that rule all their activities and sector policies that guide certain activities. They also have a procurement policy and a policy on information availability.
Of these, the IDB, in its loan program, applies strategies, including its institutional strategy and sector strategies.

         The institutional strategy contains the priorities and activities to be conducted. The strategy has two broad objectives:
1. Creating and supporting an investment framework and policy leading to solid economic growth; and 

2. Attaining the highest levels of human development in all population sectors, including those groups and individuals who have been traditionally excluded. 

        The sector strategies are intended to achieve its two fundamental objectives of sustainable economic growth and poverty reduction together with the promotion of social equity. It has likewise developed strategies, for each of its priority areas: social development, State modernization, 

 HYPERLINK "http://www.iadb.org/sds/publication/publication_3435_s.htm" competitiveness, regional integration and the environment.  
The Bank’s financial resources are provided by the member countries, loans obtained in the financial markets, the management of the institution’s funds and loan repayment. 
These resources should be used to fund loans, grants, guarantees and investments in support of development projects. 
Although there is no profit objective, these institutions are managed with financial principles similar to those of private sector Banks.
They charge interests on the loans they provide as part of their asset management and administration activities, and use cash management strategies (guaranteeing IDB bond issues in international financial markets) to invest those funds that are not required as immediate liquidity to make loan disbursements. 

II- PROGRAMS – Classification by Purpose
The Republic of Argentina maintains with the Multilateral credit agencies loans for investment projects and for development policies (previously structural adjustment) designed for various areas comprised in the state’s remit such as, education, health, tourism, social, infrastructure (roads, bridges, flood control, ports, energy, etc); to a lesser degree there are structural adjustment loans (focusing on macroeconomic adjustment measures).  

The following classification results from a breakdown per purpose of all the Projects financed by the Banks and audited by the GENERAL AUDIT OFFICE (AGN), for fiscal year 2003:

	Purpose
	Total
	Incidence over the total

	Social
	12
	20.00%

	Environment
	9
	15.00%

	Infrastructure
	9
	15.00%

	Trade Strengthening
	8
	13.33%

	State Reform / Institutional Strengthening
	7
	11.67%

	Financial Reform
	5
	8.33%

	Education
	5
	8.33%

	Health
	4
	6.67%

	Technology Modernization
	1
	1.67%

	Grand Total
	60
	100.00%


Based on the above information and thanks to a detailed study of the projects’ objectives, it was possible to detect the existence of potential total or partial overlapping, in the selection of objectives. 

III AUDIT GUIDELINES
For the project audits, the Banks require that they be conducted in accordance with the International Audit Standards (IAS) issued by the International Federation of Accountants and compatible with those of the International Organization of Superior Audit Institutions (INTOSAI).

Project audits should also be carried out considering the Guidelines and Terms of Reference (prepared by the World Bank’s Financial Management Team, which help the auditor to prepare reports in the format required by the lending institution) which have received the Bank’s no objection. Audits are conducted on an annual basis, or more frequently if required by the loan or credit agreement. Thus, periodically interim reports need to be prepared; such reports do not have to include an audit opinion, but they should highlight the issues and failures identified during the period under review.
A project audit exceeds what is required in a normal financial audit, because it also requires that the auditor: 

1-Conduct a more detailed review of the eligibility of the expenses reported to the Bank.

2-Issue an opinion on the agency’s compliance with the terms of the loan agreement and with the applicable laws and regulations.
3-Issue a report on the project’s internal controls, as may be the case, disclosing the current situation of the findings and recommendations made by prior audits. 
4-Include a summary of the audit procedures applied.
IV- Organization of the work
The work is planned as a result of requests received from the Ministry of Economy of the Republic of Argentina, through its National Directorate of Projects with International Credit Agencies (Dirección Nacional de Proyectos con Organismos Internacionales de Crédito, DNPOIC), usually in the second semester of the fiscal year being audited. 

From an institutional point of view, the work of the AGN regarding the financial audit of projects is contemplated in the LAW OF FINANCIAL ADMINISTRATION AND CONTROL SYSTEMS OF THE NATIONAL PUBLIC SECTOR, (LAW 24,156).
To that end, the Department of Foreign Debt of Argentina’s General Audit Office has Supervision teams that mostly have over 5 years’ experience in this field, comprising working groups of permanent staff and contract personnel. 
Although these are not management audits, concrete references are provided to allow for a comprehensive view of the evolution of the loan and its use. 
An audit report on projects under Multilateral Credit Agencies’ loans comprises:

Reports on financial statements. 

Report on disbursement requests.

Report on degrees of compliance with contract clauses.

Report on internal controls (Memorandum).

Statement of audit procedures.

     Certifications of disbursement applications (ex-post analysis).

V- Problems detected:

Related to the Delivery of Financial Statements: In order to conduct these audits, the AGN should receive the Financial Statements in a timely manner within 60 days of the end of the fiscal year.

In many cases, the Accounting Statements submitted in a timely manner by the Implementation Units contain irregularities or information gaps, which require that the auditors request their restatement. 
The Main Findings detected in connection with financial statements submitted within the legal term may be grouped as follows:  
Cross-cutting Recurrences: These are those that are repeated in the audit reports corresponding to the same period, i.e. they present a recurrence across projects.

It may be noted that the total findings related to cross-cutting recurrences under the analysis conducted by the General Audit Office of Argentina over international loans may be classified in the following categories: goods and equipment; consultancies; training; works; administrative-accounting procedures and cash management.
The highest percentage (63.3%) of cross-cutting recurrence findings was found in the category of “Procedures for the selection and contracting of Consultants”. 41.7 % of the projects had deficiencies in “Internal Control”, many of them derived from errors in “Records” and in “Failures of the Accounting System”; the latter was found in 28.3 % of the cases, and was mainly the result of the lack of an integrated, bimonetary system (an issue that became relevant precisely as from 2002).

Significant figures were also found for recurrences in the “Inadequate Use of Funds”, i.e. not in compliance with contractual provisions. 

From another perspective, the most relevant finding relates to the regularization in the execution of the programs due to causes exogenous and internal to the Implementation Units. There was Under-execution of projects in 55.0% of the cases.

Temporal Recurrence: These are findings that were reiterations from previous years. The findings with the highest temporal recurrence coincide with those with cross-cutting recurrence. The highest percentages correspond to “Procedures for the selection and contracting of Consultants”, “Internal Control” and “Accounting System”.
When analyzing the under-execution of projects, in general as a consequence of the inactivity of the Implementation Units or due to the lack of budget appropriations or as a result of changes in policy priorities, it becomes evident that there is a great number of cases (33, representing 55% of the total) and the magnitude of the amounts involved. Jointly, the relationship between the actual and the budgeted execution was 51.21% forcing several programs to apply for extensions from the financing agencies.

The consequence of the under-execution is the high cost it represents in terms of the resulting commitment fees.  
On the other hand, the resulting debts were acquired by the National Public Sector, thus affecting the country’s external debt.
The General Audit Office is not exclusive in this type of audits, since the Banks also hire private auditors, although because of the quality of the service that is provided by the AGN, it is awarded those that are most significant. 

VI- Commitment Fees: Commitment fees are payable on the undisbursed amounts of the loans, which execution is lagging behind the schedule established in the loan agreement. Therefore, any delay in the project execution that entails delays in the pace of disbursements will necessarily imply an increase in the amount payable for the concept of commitment fees, and therefore, an increase in the financial cost of the debt. 

With regard to the above, we can provide the example of the IBRD – PROJUM loan, where the commitment fees are calculated at a fixed rate of 0.25% per annum. 

We are talking of a Program in which there was an increase of almost 170% in the commitment fees paid because of a 10 month delay in the project execution. This is just an example of the amounts paid in fees because of the under-execution of the works, since in many projects the term for the total disbursement is doubled, with the granting of successive extensions.
It may be noted when comparing the average rate of the Argentine public debt instruments that the highest index corresponds to the Multilateral Credit Agencies.


In this respect, Joseph Stiglitz states that “supposedly the World Bank has specialists and, above all in the past, developing countries relied on their experience and knowledge; but when a project fails or does not meet the expectations it is not the World Bank that pays for the consequences, but the developing country, which continues to be liable for the payment of its debt.”
“IDB data show that for each of the twenty-three Latin American countries, the payments exceed the aid substantially. In 2004, payments to Latin America amounted in total to 41 million dollars, a figure almost identical to the 45 million that the continent received in net foreign direct investment.” (Stiglitz, J., Making Globalization Work -2006 *, p. 308-382) 

These concepts become especially relevant when considering that these are development institutions and in real emergency situations, there is no doubt that in this process of adjustment that they carry out, penalty contractual clauses should not be applied for delays with the same criteria as in private-sector banking, where the main driver is profit, as opposed to the social situation of the population of the various member countries.


A clear example of this is IDB Loan 1059/OC-AR “Matanza-Riachuelo Basin Environmental Management Program”. 

The IDB Board approved the Loan for Argentina on November 27, 1997 for 250 million dollars, later reduced to 100 millions. 

As at 12/31/2001 the Bank had disbursed USD 7,077,360 and on that amount, as at that date, financial charges for USD 8,964,712 (126.6% of the disbursed amount) had accrued.

VII- The Loans of the Multilateral Credit Agencies and their Incidence in the Public Debt
	1-Total Multilateral Loans
2-Public Debt as at 12/31/2006  Multilaterals

3- Percentage of incidence of the Loans on the total debt 
	U$S 15.154.949
U$S 136.725.405
11 %



	NATIONAL PUBLIC SECTOR DEBT

	Balance as at December 31, 2006, in US millions

	
	
	

	TOTAL
	136.725.405
	100%

	
	
	

	GOVERNMENT SECURITIES
	80.398.468
	59%

	    - Domestic currency
	31.564.726
	23%

	    - Foreign currency
	48.833.742
	36%

	
	
	

	LOANS
	56.326.937
	41%

	   INTERNATIONAL AGENCIES
	15.154.949
	11%

	   - IBRD
	6.283.099
	5%

	   - IDB
	8.703.828
	6%

	   - FONPLATA
	64.277
	0%

	   - IADF
	6.150
	0%

	   - CAF
	97.595
	0%

	    BALANCE
	41.171.988
	30%

	
	
	

	"HOLD OUTs"
	 
	 

	   - Total
	26.076.250
	

	   - W/o outstanding interests
	19.118.691
	 

	
	
	

	TOTAL with "HOLD OUTs" in debt swap
	155.844.096
	 




















































































































































































































































































* Translator´s Note: Published in Spanish as “Como hacer para que funcione la globalización”, 2006. Translated cite into English based on the Spanish Edition.
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