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SUBJECT: Audit of  Salvadoran TFoundation for FEconomic and Social
Development

The Office of the Regional Inspector General for Aulit/Tegucigalpa has
completed its audit of the Salvadoran Foundation for Economic and Social
Development.

The Araft awlit report was submitted to you for comment and your comments
are attached to the report. The report contains tour recommenlations.
Recommendation Nos. 2, 3 anl 4 are considered resolved and may be closed
upon completion of planned or promised actions. Recommerdlation No. 1 is
unresolved. Please advise me within 30 days of any additional actions
taken to implement Recommendations 2, 3 amd 4, anl further information
vou might want us to consides, on Recommendation No. 1.

I appreciate the cooperation and courtesy extended to my staff during the
andit,



EXECUTTVE SUMMARY

The Salvadoran Foundation for Fconomic amnd Social Development was created
in 1983 by a group of ahout 100 Salvadoran business leaders as a private
Salvadoran '"think tank". The organization was established to develop
alternative solutions to governmental intervention in response to [l
Salvador's economic, political and social problems. It was legally
established in Aupust 1983 as 1 private non-profit organization aml has
received A, 1.D. assistance since late 1983, As of September 30, 1987,
USAID El <alvador had authorized approximately $75 million for the
Foundatisn's establishment and for the A.T.D. -approved activities that it
administers.  Of this amount $61.5 million had heen obligated; accruel
and actual expenditures amounted to $10.5 million. Nearly all of these
funds  have been authorized unler seven  cooperative agreements, as
amended,  Jduring  the periol  September 1984 to October 1987. Besides
financing the TFoundation's direct operations, funds authorized by these
agreements financed the activities under the Foundation's cight programs.

At the  request  of  USAID/T Salvador, the Inspector General Ffor
Audit/Tecucigalpa, Honduras conducted  a program results audit of the
Salvadoran  Foundation for Feonomic and Social Development  during the
periol July 13, 1987 to October 15, 1087, Specificallv, the audit
objectives were to detemine if: (1) ALLD. Funded activities were
achieving their planned objectives, (2) A LI.D. funds were adequately
accounted  for, anl (3) project activities were being implemented in
compliance with A.T.D. regulations anl project agreements.

The awlit showed that (1) four of the eight A.L.D.-funded Foundation
programs werc behinl schedule because of implementation delays and their
impact on achieving overall program objectives was uncertain; (2) the
Foundation had alequate financial controls anl accounting systems over
ALLLDL fumds;  and (3) some A.T.D.-fundel  activities were not in
compliance with A.I.D. regulations or project agreements,

Nevertheless., the awlit found that the Foundation, during its brief
three-vear eristence, had developed into a responsive organization with
highly  capatle  and  delicated management  staff; contributed to
strengthening  private  sector husiness associations; increased the
Government of F1 Salvador's awareness of alternatives to its cconomic
policies; stimulated interest and investment in non-traditional nroducts;
anl  provided financial and technical assistance to husinesses  and
entreprenenrs which might not otherwise have been provided,

Specific problems observel inclivled: required contributions from program
beneficiaries not alwavs being used for project purposes or in accordance
with A T.D.  allowable  cost provisions; the Foundation not actively
seeking increases in contributions from project beneficiaries; the actual
impact of project accomplishments being uncertain; and program activities
not beinz independent Iv evaluated to assess their cost effectiveness.,

The aulit finlings were not totally unexpected given the FFoundation's
rapid organizational growth, its initial unfamiliarity with A.I.D.



requirements  anl  procedures,  the country's civil conflict, the
destructive 1986 carthquake, anl other obstacles impeding private sector
development,

There was no assurance that required  contributions from project
beneficiaries were heine usel for project purposes or in accordance with
the allowable costs which were stated by the stanlard provisions of the
cooperative agreements between A 1.D. and the Foundation. Certain of the
AT -Tundel  proorams requived  that recipients of A.L.D. financial
assistance contribute a minimm of 25 percent of the total costs of the
proposed activity to the Salvadoran Foundation for Economic and Social
Pevelopment.  These programs, however, do not specify how these funds are
to be used.  The Toundation considered these contributions to he their
"own" funls anl hal commingled them with the other non-A.1.0). donations
that it had received. However, since these "donations" were divectly
Tinked and prerequisite to receiving ALILD. funding, their use, in our
opinion, should be restricted for project purposes and subject to
A.I.D.'s standarl rules on allowable expenlitures as  stated in the
coonerative  agreements, Restricting  the  use  of  these manlatory
contribntions in this mamner would result in Tess direct A.T.D. funds
heing  reqguired for project pumposes.  This could bhe substantial.  The
Foundation has estimated it wounld generate nearly $7 million by 1992 from
mantatorv contribintions. The report. recommends  that USATID/T1 Salvador
cither obtain a Foundation agreement to restrict the use of these
contributions for project PUrposes or obtain a formal lepal opinion why
the use of these monies shonutd not he restricted,

The Mission stared it believed that maniatory contributions should he
used in a manner consistent with the overall goals and objectives of the
Founiation. However, it did not believe it was in ACTUD.'s interest to
restrict  the coutributions to specific projects or programs. The
Inspector General's Office maintalned that manlatorv contributions Ffrom
A LD -financed projects should be used for activities consistent with
A.T.D.-Funted project purposes anl AL T.D.'s standard rules on allowable
expentitures.  The full text of the Mission's comments is attached as
Apnendix 1,

The Salvadoran Foundation for Fconomic anl Social Development had not
alwavs encourage:d program heneficiaries to share in activity costs beyond
the minimum 25 percent required  under certain of  the A.T.D.-funied
programs. Implicit in the cooperative agreements, just as in the Foreign
Assistance Act requirement on counterpart contributions, is the intent
that project beneficiaries be encouraged  to contribute as much as
possibie toward the cost of activities Crom which they benefit.  The
Foundation hal not established a policy or anv criteria designed to
maximize the amount of contrikutions from project beneficiaries. As a
result, the porential income from this source was gareatly reduced,
causing  greater -reliance on ALT.D. resources.  This report recommends

that the Fourlation establish a more agpgressive policy on obtaining
contributions,
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The Migssion agreel anl had encouraged the Foundation to pursue a more
aggressive contribution policy. The recommendation can be closed upon
receipt of written cvidence that the Foundation has established such a
policy.

The actual effect of project activities on generating  jobs, foreign
exchange anl other accomplishments was uncertain. The audit found that
reportel jobhs, foreign exchange and other accomplishments generated by
two of the ecight programs werc not properly classified or accurately
reportad. In  allition, the auwlit found that important  program
accomplishment data may have been improperly erased from computer memory
by the program contract manaser. A.1.D. Hanlbook guidance requires that
Hissions establish monitoring an! evaluation information systems to
accurately measure the effect of project activities. Neither USAID/E]
Salvalor  nor the Salvadoran TFoundation for Economic and Social
Pevelopment had established alequate criteria or a system for measuring
project accomplishments. As a result, one could not accurately assess
the cost benefits or impact of “project activities. The repert recommends
that the Mission an! the Foundation establish uniform criteria and a
svstem for measuring anl reporting project accomplishments.  The Mission
agreal there was a neal to establish uniform criteria anl a system for
measuring anl reporting pioject accomplishments. The recommenlations can
be closed upon evidence that such criteria  and svstem have been
established,

None of the A.1.D.-funlel activities administered by the Salvadoran
Foundation for FEconomic anl Social Development  had been inlependently
cvaulated to determine its impact on achieving planned objectives or its
cost-ef fect iveness. A¢ provided by A.T.D. Handbook 3, Chapter 12,
intepenlent  evaluations are necessarv to make objective anl rational
decisions ahout projectc.  Several cooperative agreements also required
that  evaluations be  performed prior to  the time of our awlit.
Evaluations hal not been previouslv scheduled because, according to the
Mission, it il not want to also burlen the Foundation hy having an
evaluation performed simultancously with the Inspector General's audit,
which was expectel ecarlier, anl also because of the major ecarthquake in
October 1986, which interrupted voth the Foundation's an! the Mission's
operations for an extendel periol. As a result of not performing
independent  evaluations, the Mission hal less reliable infommation to
jidee the performance of project activities anl to determine if they were
cost-effective.  The report recommends that the Mission establish a plan
and timetable to evaluate program activities. The Mission agreed  that
evaluations were needed anl hal started the process to evaluate some of
the Founlation's programs. The recommendation can be closed upon
evidence  that  an  evaluation plan  and  timetable to evaluate the
Foundation's programs has been established.
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AUDIT OF
SALVADORAN FOUNDATION FOR ECONOMIC
AND SOCTAL DEVELOPMENT

PART T - INTRODUCTION

A, Backaeround

El Salvador's economy has Jdeclined during the past Jdecade as a result of
civil wnrest and  depressed  international prices for agricultural
commodities, During  the periol 1960 to 1978, FE1 Salvador's Gross
Domestic  Product  expariel by an average of 5.4 percent per vear,
primarily as a result of new investment and exports of major traditional
agricultural prolucts - coffee, cotton anl sugar.  After 1978, however,
the worliwide recession reduce! international prices for agricultural
commadities anl the arowing c¢ivil conflict resulted in the destruction of
crops anl infrastiucture.  From 1978 to 1983, F! Salvalor's per capita
Gross Nomestic Product anl exports hoth decreased by approximately 35
nercent, while unemplovment anld underemplovinent rose to nearly 40 percent.

USAID/EY Salvalor his initiatel a number of projects atmed at improving
the country's economic situation. Besides lmplementing projects through
the Government of El Salvador, the Mission has also relied recently on
the private sector to implement its projects.  One private organization
that the Mission has used to immlement several projects is the Salvadoran
Foundation for Fconomic and Social Development  (commonly known by its
Spanish acronym, FUSADES).

The Salvadoran Founlation for Economic and Social Development was createl
in 1983 bv a group of about 100 Salvadoran business leaders as a private
Salvadorin "think tank.'" The organization was established to develop
alternative solutions to govermmental intervention in response to El
Salvador's economic, political and social problems. It was legally
establishad in Aupust 1983 as a private non-profit organization anl has
received A T.D. assistance since late 1083,

As of September 30, 1987 USAID E1 Salvalor had authorized approximately
$75 million for the Toundation's establishment and  for the A.I1.D,
approvesl activities that it alministers. Of this amount, $61.5 million
had  bheen obligated; accrued and  actual expenditures amounted to $10.5
million, Nearly all  of these funds were authorized unler seven
cooperative apreements, as amended, during the periol September 1984 to
October 1087, (See Exhibit 1 for a listing of the asrcement:.)

Besides financing the Founlation's direct operations, funls authorized by
these  apreements  Cinanced  activities under the Fourndation's cight
programs as shown in the following general organizational diagram with
their Spanish acronvms.  (See fxhibit 2 for more information on the cight
program activities.)



Organization Chart of FUSADES' Major Activities 1/
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1/ The Founlation was in the process of reorganizing its organizational structure to more efficiently manage its programs b

consnlidating similar functional activities. .
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The Foindation hat a total paidl professional an' support staff of 107 to
mapage 1ts activities, representing an onnnal salary cost of about $1.1
miltion. Besides its paiid stalt, Foundation policies amd gsuidance was
providel by its 23-member Board  of Directers, a 9-member  Fxecutive
Committer, ant bv the members making up the 11 commissions and committees
established to oversee and approve specific provram activities. For the
most part, these inlividuals received no cempensation for their t.me and
servizes on these varions bodies.  As of December 3, 1986 Foundat ion
membership totaled 220 individuals.

The Fonndation hal received funls from other sonrees such as voluntary
business  and  inlividual contributions, maniatory  cortributions [rom
program beneficiaires, Toan reflows, anl from fees charged for seminars,
training anl publications. However, the total amount obtained Trom these
sources was nealiaible when compared with direct AL1.D. funding which, as
of December 31, 1986, acconntel far 90 percent of the Foundation's
operiations,

ALTLDL monitoring  responsibilities for  FISADES were  generally  split
between  the Offices of  Private Enterprise, Rural Development and  the

Controller.

B, i\_l_l.‘lif Ol)i(‘(‘_t iw'\‘_:m'l Scope

At the  request  of  USAID/E] Salvador, the Inspector Genera' for
Aulit/Tecucigalpa, conlucted g rogram resuits awdit of the Salvadoran
Foun'ation for lFeonamic anl  secial Development  (FUSADES)  Jduring  the
periol duly 13, 1987 to October 14, 1087, Specificallv,  the aulit
ohjectives were (o detemine if: (1) A.L.D. funled activities were
achieving  their planned objectives, (2) ALLLD. funds were alequately
accountel  for, and {2) project  activities were being  tmplemented  in
comliance with A T, resalations and project agsreements,

To accomplish  thege objectives,  project  files,  reconds  anl other
pertinent information were reviewed, aal a totai of 35 oftficiats at
USAID/EY Salvador and at the Founlat jon were interviewed.,  Inoaddition,
fField visits were made to a total of 22 beneficiaries of ALT.D. -funded
assistance mier  the PRIDEX,  FORTAS,  PROPIMI, DIVAGRO, and  RIFEGO
programs.  These were the onlv programs with measurable activity as of
June 300 1987 which was the anlit's -off date for assessing program
accorp i shment s,

As of  Seprember 30, 1O87, $10.5 million had been Jdistareod under the
seven cooperative agreements between ALLLD. and FUSADES.  The agreement s
dish mot generally require  counterpart  contributions  rom FUSADES |
Althoneh project heneficiavies under  some programs  were vequired  to
contribute a minimm of 25 percent of project costs,  These "countemart!
funds  were  not antited, althourh how thev are e is a topic of
Piscusaion in this report.  Other than nommal annaal financial anlits,
none  of  FUSADES' activitics had been intepentent v eviduare! o audited
hefore,

Our review  of internal  contrels and compliance  wias  limited to  the
finlings reported,  The anlit was male  in accordance  with aenerally
acceptal government avditing stanlards,



AUDIT OF
SALVADORAN FOUNDATTON FOR ECONOMIG
AND SOCTAL DEVELOPMENT

PART TI - RESULTS OF AUDIT

The audit showed that (1) four of the eight planned programs were behind
schedule because of implementation delays and their impact on achieving
overall program objectives was uncertaing (2) the Foundation had adequate
financial controls anl acconnting svstems over A, 1.0, fundss; and (3) some
ALD -fanded activities were not in compliance with A, T.D. regulations
OT project agreement s,

Neverthe less, rhe Foundation, durine its brief three-year existence, had
developed into o responsive organization with capable anl dedicated
maraoencnt  stafi s contributed o strenethening private sector business
assotiations:; increasel the Governwent of El Salvador's awiareness  of
alternatives (o iis cconomic policies:; stimilated interest anl investment
in non-trairttiontl  profucts:  and provided  financial  anl  technical
assistance to Fasinesses anl ont reprencurs which wioht not otherwise have
been avai lable,

Specific nroblems observed inelisled: required contribut ions from program
beneficiaries were not  alwiavs being used for project purposes  or 1n
accordance with AL 1.D. allowable cost provisions; the Foundation was not
activelv seeking increases in contributions from project beneficiaries;
the actnal impact of project accomplishiments was viewed as uncertaing and
program activitices were not being inlepenlently evaluated to assess their
cost-cflfectiveness

The antit Cindines were not totallv wnexpected given the Foundation's
rapid organizational growth, its initial unfamiliarity  with A.L.D,
requirvements  and o procedures,  the  countiv's  civil conflict, the
destructive 1286 carthquake, anl other obstacles impeding private sector
develonment,

The  report recommends  that  USAID/EL Salvador obtain an opinion from
A LD s General Counsel on the appropriate uses of project beneficiary
contributions; have the Foundation establish a more aggressive policy in
obtaining contributions; establish uniform criteria anl a system for
measuring ani reporting project accomplishments; and establish a plan and
timetable to evaluate program activities. The report also contains a
nunber of other observations which require management's attention.



A, Findings anl Recommendations

1. Use of Project Beneficiary  Contributions Should Be Restricted to
Project Purposes

There was  no  assurance  that required  contribations  from project
beneficiaries were bheing used for project purposes or in accordance with
the allowable costs which were stated by the stantard provisions of the
cooperative agrecments  hetween AL LD, and  FUSADES . Certain of  the
ACLD -fandel programs  requirel  that recipients of A.T.D. financial
assistance contribute a minimum of 25 percent of the total costs of the
proposed activity 1o the Salvaloran Founlation for Economic and Social
Development.,  These programs, however, do not specify how these funds are
to be usel.  The Foundation considerad these contributions to be their
"own" funls ant had comminglel them with the other non-A. 1.0, Jdonations
that i1 haidi receijved, However,  since these "lonations" were direct ly
Linkest anl prerequisite (o receiving AVLDD funning, their use, in our
opinion, shoul'l he  restricted  for project  purposes  ani  subject  to
AVLDL's  stantard miles on vl lowable experlitures  as stated  in the
cooperative  acreements, Restricting  the  use  of  these mantatory
contributions in this mwanner wontld result in less diveet ACLLD. Tunds
being required for project purposes,  This could be substantial.  The
Foundation has estimated ¢ wongld generate nearly $7 million by 1992 From
maniatory contributions,

Recommendation No. |

We  recomment  that USATD/ED Salvador ohtain FISADES' agreement to use
beneticiary contributinons for project purposes onlv or obtain a formal
Agency General Counsel leoal opinion showing why the use of these monies
shoulbd not be regtricted,

Discussion

There  was  no  assnrance  thar required  contributions  from project
beneficiaries were bheing used for peneral project purposes and/or in
accordance with eeneral AL1.D, policies.  Certain of the A.L.D.-funlel
proorams  required  that recipients  of  AT.D.  financial assistance
contribute a minimm of 25 percent of  the total costs of the proposecd
activity  to  the  Salvadoran  Founlation for Fconomic  and  Social
Devetopment.,  Thege programs, however, Jdo not specify how these funls are
to be used. These mandatory cont ributions were deposited into a single
account  with other non-A 1D, denations  and were  consideresd hy  the
Founfation to be its "own" funis without restriction on their use,  even
thongh  these  contributions  were directlv linked  and prerequisite to
receiving ALT D assistance,

Based on Founlat ion repvorts, about $200,000 hal already been contributed
N this mamer aol another FI22,000 was identified as owed to the
Foundation as of e 1987, Diring the next five anl one-half years the
Foundation estimated that an alditional $6.8 willion would be donated by
recipients of A LD, -funded activities, The  Feundation has used  its
"own" funds, which inclule (hese mandatory contributions, to pay for



operating costs which were not  authorizel unler the cooperative
agrecments  or - consistent  with A L.D. policies. For cxample, the
Founlation had used these funds for entertainment  expenses, incluling
business Tunches, and for the purchase of land.

Reimbursement of  these tvpes of expenses would not be allowable under
grants anl contracts f{inancad by the 1.9, Government.  The standard
provisions to the Cooperative Agreements provide that the arantee shall
be o reimbursed  for costs incurred i carvving out the purposes of the
srant which are determined to be reasonable, allocable, and cligible in
accordance with, among other criteria, the cost principles contained in
OMB circular A-1270 entitlel "Cost Principles for  Nonprofit
Orpanizations."  These principles state  that entertaiment  expenses,
incluline Tunches, are not an Allowable cost. It is also not A.LI.D.
nolicy  to  acquire  lanl with appropriatel  funds, in our opinion,
contributions to the Foundation from project beneficiaries as a condition
to receivine A TN -funded  assistance  should  he subject to the same
allowable cost provisions anl AL 1.0, policies that govern the use of
appropriatel  tfunls  because  these  funds  are directly  finked to  the
provision of A, 1.D. assistance.

Furthermore, ntess a donation is required  to be used for specific
purposes, it woiuld constitute general support  for the Fourdation, in
ef fect an  enlownment. Therelore, allowing unrestricted use of these
contributions could be construed as  tacit agreement  hy A I.D. to
inlirectly augment  the Founlation's endownent  without  ohtaining  the
necessarv Congressional consent., According to A 1.D.'s Regional Legal
Advisor (RLA), A.L.D. s prohibited  from making contributions to
enlowments  aniess  specifically  authorized bv  the Congress.  The RIA
statel  that, in her  opinion,  USAID/El  Salvador was inlireccly
contributine to  the Founlation's enlowment by not objecting to the
requirement  that  project  beneficiaries  Jdonate funds  to  augument
Founlation's enlowment as 4 conlition to receiving A T.D. assistance.
The RLA stated that, to her knowledge, AULD.'s General Counsel had not
specifically aldressed whether or not (his inlive t financing <chewe was
consistent with Conaressional intent or whether these funlds were subject
to allowable-cost limitations as defined i the standard provisions to
the cooperative aosreements.  In her opinion, it might be appropriate to
restrict the use of these funls Ffor specific project purposes.

Hission officials  stated that  rhe cooperative agreement which first
identitiod the Financing scheme was authorized by AID/MWashington. As a
result, they believe the Office of General Cotmsel would have reviewed
anl cleared the fimancitg scheme.  In aklition, Mission officials said
other Missions have projects with  similar financirng  schemes,  USAID
of ficials stated that they considerel {hoge funds to be the Foundation's,
without restrictions, and lil never considered  requesting g specific
General Counsel oninion on this matter,

As a result ol not restricting  the use  of  project beneficiary
contributions, there was no assurance  Lhat these contributions would be
nsed - For project  pmposes  anl/or  in accordance with United States
allowable-cost provisions {or nonprof it organizations. Restricting the



use of these mandatory contributions in this manner would better ensure
their proper use anl would result in less direct A.1.D. funds being
required  for project purposes. This could be substantial. The
Foundation has estimated it would generate nearly $7 million by 1992 from
mandatory contributions.

Management Coninent s

In its written comnents, the Mission stated it did not have the same
concerns as  the auslitors with respect to usage of beneficiary
contributions  or  the potential "appearance  of  kickbacks"  such
unrestricted usage creates.  The Mission statel that it believes stich
funds should be used in a wanner consistent with the overall poals anl
objectives of FISADES and that the Founlation's bylaws prohibit use of
ITSADES funis for such things as political campaian contributions, which
was an initial concern of the Mission. In aldition, the Mission stated
that it would not he in A.1.D.'s interest Lo restrict the beneficiary
contributions to  specific projects or programs, because  this  would
increase Munding (or programs that the Mission is trving to de-emphasize.

Office of Inspector General Comments

The Office of Tnsprctor General disagrees with the Mission on the need to
restrict  the nse of  mandatory heneficiary  contributions. We also
continue to have a concern with the potential ijmage problem unrestricted
use of these monies creates but, having alerted A.1.D. officials of this
issue in the draft report, have eliminated it from the final report at
theiv  request. In our  opinion, mandatory  contributions from
beneficiaries of ALLD. financed projects should be used for activities
consistent with A LD, -funted project purposes anl the cost principles
containet in OMB civenlar A-122 entitlel "Cost Principles for Nonprofit
Hroanizations, ' Restricting the use of these funds will better ensure
they are not used for appropriate activities and could result in
substantially less divect A.LD.  funds being  required  to  implement
project activities, This iatter point is significant, given the United
states Government desire to reluce {aleral spending.  The sipnificance of
this  finling  anl  recommendation is  also linked  to the following
discussion on encouraging  the Foundation to increase beneficiaries!
contributions to FUSADES-sponsored activities.
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2. The Foundation Should Attempt to Obtain Greater Participation by
Project Beneficiaries

The Salvadoran Foundation fovr Fconomic anl Social Development had not
always encouraged program beneficiaries to share in activity cost beyond
the minimm 25 percent requirel under certain  of its A.T.D. -tundel
programs. Implicit in the cooperative agreements, just as in the Forcign
Assistance Act requirement on counterpart contributions, is the intent
that  project  beneficiaries  be cncouraged  to contribute  as  much  as
possible towand the cost of activities from which they benefit.  The
Foundation hal not  establishel o poticy or any criteria Jdesigned to
maximize the amount of contributions from project beneficiaries.  As a
result, the potential income from (his  source  wis greatty  reduced,
cansing vreater veliance on AL 1D, resources,

Lecommeniation No. 2

We recommend that USAID/EL Salvador, in consultation with the Founlation,
establish a more aggresive participatory funding policy which better
recognizes the extent of assistance provided, the project beneficiaries'
Financial ability to pav, anl the purposes of the project.

Discussion
The salvadoran Founlation for Eeonomic and Social Development  had  not
always encourazel beneficiaries to share in activity costs bevond the

AN

minimum 25 percent reguirved under certain of its ACE D -tundal proprams.

As of  June 30, 1987 the  Eoundation hal  received  about $200,000 in
contributions from progran beneficiaries., These  contributions  were
generated unler Tour programs - PRIDEX, FORTAS, DIVAGRO ani RIEG). These
programs generally requirsd that beneficiaries contribute a minimum of 5
percent of the total activity cost to the Founldat ion. Generallyv, those
activities with ecasilv identitiable costs such as contracted technical
assistance anl travel were subject to the 25 percent reqiirement. A fee
was  often charved to cover expenses  of  other activities, such as
seminars,  conferences,  and publications, However,  there was  little
evidence  that  progranm mnagers  had  encouraged  heneficiaries to
participate nore  fullv. Insome  cases,  especially in the larper
enterprises,  oreater contribut ions may  have  been feasible. Program
managers  indicated that some enterprises assisted unter the trale and
Investment  promotion, agricultural  diversification, anl association
strengthening activiting were capahle of sreater financial patticipation
tn their projects.,

Implicit in the Cooperative apreements, st oas i the Foreinn Assistance
At Section 110 regrirement  on counterpart contributions, 1w the intent

that  project  beneficiaries  he encouragel  to o contribute  as auch  as
possibic toward the cost of activities that are Jdesignel to henefit them,

Program managers statel that antil  recent v, verv Little cmphasis had
been  placed on - obtaining  greater  contributions  (rom project
beneficiaries.  Thev also statel that there ol not been any attempt to



differentiate by tvpe or size of enterprise or financial capabilities in
regard to obtaining contributions. A Founlation official stated that
freater participation hald not been actively sought during the programs'
initial vears because this action might have adversely impacted on the
programs' appeal ard their developmental effect. 1l stated that there
were at least 13 cases where proisct beneficiaries under the FORTAS and
PRIDEX programs had contribiuted over the 25 percent minimum.  In one
case, the contribution representedl two-thirds of the total activity
cost.  The official also srtatal that serious consideration was being

fiven to increasing the contribution requirement for travel under the
PRTDEX proaoram to 75 poercent of the total cost.
pro; f

As a result of not trving to maximize the amount of contributions from

project beneficiaries, the programs hal to contimue to rely heavily on
ALTLDL support.,

However,  Foundat ion management  apd USATD/EL Salvador officials stated
that different strategios hal heeq discussed recentlv for the purpose of
Hlentifvine wavs Lo increase Foundation revemies.,  Ope strategy Jdiscussed
Was  to obtain ureater contributions  fron project beneficiaries. The
Fountation hal 1lso recosnized  that long-term USAID assistance was not
assured and that  other  <conirces  of revenue  shonld  be develeped. One
Foundation official also stated that, in his opinion, the higher the
beneficiary cont ribut ion to a project the preater its chance for SHCCeSS,

Manavement Comment s

In its written comients, the Mission stated that as of December 14, 1987,
contributions from other than A.1.D. funding sources amonnted to $1.1
million or abhout 12 percent of total A.T.D. dishursements to the
Foundation.  The “Mission stated that this amount could not be considered
"nealigible."  The Hission stated that initially it had discouraged the
Fonndation from pursuing a more agaressive policy because of notential
Inconsistencies with the project's development objectives and the risk of
having the Founlation viewnsl as out of reach of the average businessman.
The “ission alled, however, that it had cncouraged  the TFounlation to
pursue - omore  aggressive  cont ribuat jon policy.  Therefore, the Mission
requestel that the recommendation be deletad,

Office of Inspector General Comments

The anlit showed that  the Foundation had not yet adopted an official
policv to obtain greater contributions f{rom project beneficiaries which
better recopnizes the exient of assistance provided, financial ability to
pav, anl the vurpose of the project.  The report recommendation can be
closel upon  receipt  of  written evidence  that  the Foundation has
established such a policy.



3. USAID/El Salvador Needs to Establish a More Reliable System for
Measuring And Reporting Project Accomplishments

The actual effect of project activities on generating jobs, foreign
exchange anl other accomplishments was uncertain. The awdit found that
reportal  jobs, foreign exchange and other accomplishments generated by
two of the cight programs were not properly classified or accurately
reportad, In addition, the aulit found that important  progran
accomplishment data may have been improperly erasal from computer memory
hy the program contract manager. A.IL.D. Hanibook guidance requires that
Missions establish monitoring anl evaluation infornation systems to
accurately measure the effect of nroject activities. Neither USATD/E]
Salvalor  nor the Salvaloran Foundation for Economic  and  Social
Development had established alequate criteria anl a system for measuring
project accomplistmenis. As 2 result, we could not accurately assess the
cost-benefits or impact of project activities.

Recommendation No. 3

We recommend that USATD/EL Salvador, in consultation with the Foundation:

a) establish unifom criteria anl a system for measuring and reporting
project accomplishments; and

b) determine whether or not information climinated fron the Trade anl
Investment Promotion computer record needs to be replaced and, if so,
ensiure  that  replacement costs are recovered from the management
contract.

DiSCUS%iQﬂ

Reportel  project accomplislments under at least two A.L.D. -fundel
programs administered by the Foundation were unreliable. The audit found
that the effect of the trale anl investment promotion activities on
generating  jobs anl foreign exchange (two major program goals) was
uncertain, In aldition, <the coffect of agricultural diversification
activities appeared overstated,

As of June 30, 1987 the Trade and Investirent Promotion Program ( PRIDEX)
claimed its activities hal generated 4,735 jobs and $12.4 million in
foreipgn exchange earnings.  lowever, program staff admitted that these
amounts could not be substantiated. For example, they stated that
program promelion executives often estimated jobs anl foreign exchange
penerated insteal of gathering actual data from clients. Also, rteported
jobs were overstatel as  seasonal jobs countel the same as full-time
positions. A program manager stated, for example, that if a client hired
100 emplovees for a temporary period, laid them off anl then rehired them
during a subsequent temporary period, the program wonld claim the total
200 jobs as being generatedl by the program. Site visits to several of
the program's clients confitmal that jobs reportal were inaccurate.
Besides incluling seasonal workers with full-time workers, it was noted



that at one company 86 cmployces were countel as new jobs when in fact
they were pre-existing jobs which were being maintained with program
funds usel to alleviate the company's cash flow problems.

In connection with the questioned accomplishments claimed under the
PRIDEX program, the audit disclosed that the overall accomplishments
claimed in the program's 1latest report Jdid not reconcile with the
report's detailed information. A comparison of the summary information
with the detailed data showed a difference of 503 jobs and $1.8 million
in foreign exchange carnings as shown below.

sSummarv of Differences in PRIDEX Program Results

Program Jobs Generated Dollars Generated ($000)

Sectors Claimed Supported Difference Claimed Supported Difference

Apparel 1,376 1,159 (217) $ 2,531 $ 1,090 $(1,441)

Agriculture 1,992 1,546 (446) 1,905 1,530 ( 375)

Industrial

Hanlicrafts 780 774 ( 6) 2,610 2,638 28

Light

Manufacturing 590 756 166 5,274 5,242 (. 32)
Total 4,738 4,235 (503) $12,320 $10,500 $(1,820)

Program officials could not alequately explain the reasons for the
differences in the information. The Foundation wantel to make it clear,
however, that the subject data had been compiled while the program was
managesl by a contractor. Program officials were unable to reproduce the
back-up information from cemputer storage, as this information had been
erase:l by the contractor in August 1987 upon completion of the contract.
USAID/EL - Salvador and  Foundation officials were unaware of this
situation, but bmediately took action to investigate the matter and to
determine if the erased data was necessary for program analysis purposes.

Tt also  appeared  that  accomplishments under  the  Agricultural
NDiversification (DIVAGRO) prosram hal been overstated.,  For example, 1in
the June 1987 semiannual report on program activities it was implied that
the program had establishel two new packing plants for cucumbers and
melons during the first half of 1987. In reality, the program provided
technical assistance to existing concemns to diversify their operations.
USATD's Rural Development staff agreed that DIVAGRO had overstated its
accomplishments anl statel that the Mission anl the Foundation nceded to
establish a system to measure the project's impact and to establish more
realistic reporting criteria.

- 11 -



A TFounlation official stated that DIVAGRO progranm accomplishments had
recently been reviewed. He stated that its claimed quantitative results
In generating foreign exchange and investments had been understated while
claimed results in generating jobs had been slightly overstated. He also
stated that some jobs claimed unler DIVAGRO could also have been claimed
under the PRIDEX program because these programs often work with the same
clients.

A LD, Hanlbook 3 anl AID/Washington guidance require that Missions
establish monitoring amd evaluation information systems to accurately
measure anl report the effect of project activities. Implicit in this
guidance is the neal to establish uniform criteria to ensure accurate
classification anl reporting of project accomplishments.

Our uncertainty about project impacts stems from the fact that
accomplishrents were not properly classifield or accurately reported.

Neither IJSAID/EL Salvalor nor the Foundation had established alequate
criteria  or a  system for measuring  the impact  of  project
accomplishments.  Program outputs were being identified, but the impact
of these outpurs was, for the most part, not being measured or not heing
measured in a consistent manner.  In all fairness to the PRIDEX and
DIVAGRO ~ programs, measuring and reporting the impact of project

accomplishments appeare! to be a problem with all Foundation-administeredl
programs.

As a result of not establishing uniform criteria ard a system for
measuring project accomplishments, neither the Mission nor the Foundation
could accurately assess the cost-benefits or impact of project activities.

Management Comments

Mission officials agreal there was a need to establish uniform criteria
anl a system for measuring andi reporting project accomplishments under
some of its programs. At the exit confetrence, Mission officials stated
that A.T.D. hal gencrally been remiss in establishing alequate criteria
anl systems to measure anl report project accomplishments, especially in
regard to measuring the impact of project activities on overall project
goals and objectives.  The Mission also stated that the Foundation would
make a letemination as to the fault anld responsibility fovr the Trale and
Investment Promotion computer memory loss and proceal accordingly.

Office of Inspector Ceneral Comments

Minor wording changes were male to the text based on the Mission's
comments, The  recommendation can be closed upon evidence that
appropriate actions have been taken.

- 12 -



4. Program Activities Need To Be Evaluated

None of the A.TL.D.-fundel activities administered by the Salvadoran
Foundation for Fconomic and Social Development had been independent 1y
evaulated to determine its impact on achieving planned objectives or its
cost-effectiveness. As  provided by A.I.D. Handbook 3, Chapter 12,
inlependent evaluations are necessary <o make objective anl rational
decisions about projects. Several cooperative agreements also required
that  evaluations be performel prior to the time of our audit.
Evaluations hal not been previously scheduled because, according to the
Mission, it did not want to burden the Foundation by having an evaluation
performed simultancously with the TInspector General's audit, which was
expected earlier, and also because of the major earthquake in October
1986, which interruptel both the Founlation's anl the Mission's
operations for an extendel period. As a result of not performing
inlepenlent  evaluations, the Mission had less reliable information by
which to judge the performance of project activities and to determine if
thev were cost-ef fective. ‘

Recommendation Mo, 4

We  recommend that USAID/El Salvador establish a plan anl timetable to
evaluate Toundation activities before any new A.I.D.-funded activities
are approveid.

Niscussion

None of the A.T.D.-fundel activities administered by the Salvadoran
Foundation for FEconomic anl Social Development had been inlependently
cvaluated to determmine their impact on achieving planned objectives or
their cost-effectiveness. Since  September 1984,  seven cooperative
agrecments  covering  eight  programs  had  been  executed  with  the
Foundation.  These seven agreements authorized nearly $74 million for
program activities, some of which had been approved for more than two
years at the time of our review. As of September 30, 1987, $10.5 million
had been disbursed under the seven agreements.

Some program activities had been amended to increase their funding and to
extend their project assistance completion dates without the benefit of
iniependent  evaluations. For example, funding for the Trade and
Investwent Promotion, Economic Stulins, Apricultural Diversification and
Association Strenothening activities was increased anl their programs
extendel without full knowledue of the activities' success in achieving
planned nbjectives,

Mission officials stated that it was not entirelv  true that these
activities had not been assessed.,  Thev stated, for example, that the
Trade anl Investment Promotion activities had been partially assessed by
outside consultants in  conjuction wich preparing a  project paper
amendment s the Department of Economic Stulies activities were partially
reviewed by two outside consultants in conjuction with stulies on the
strategy anl organization of the Fconomic Stulies Department anl the
feasibilitv anl design of a proposed statistical system; the Association



Strengtening activities had undergone a Mission in-house review; and an
analysis of the Foundation had been conducted by an AID/Washington team
in the preparation of a new agribusiness project paper. In addition, the
Mission stated that a two-person team Ffrom AID/Washington had just
completed a two week review of FUSADES' organizational structure anl
activities for the purpose of determining its ability to administer
additional programs. The Mission statel that although these stulies and
assessments were not referred to as evaluations, they did provide useful
program information which the Mission had considered in making prograim
decisions.

A.LD. Hanlbook 3, Chapter 12 provides general guidance on evaluations.
As stated in section 12B, the purpose of evaluation is to provide an
objective anl rationa! basis for making decisicns about current and
future projects, programs, policies anl procalures. In addition, the
cooperative apreements covering all the program activities, with the
exception of the FORTAS and DIVAGRO programs, required that intependent
cvaluations be performed within two vyears of the signing  of  the
cooperative agreements.  Project agreement MNo. 519-0316, which covers
association strensthening activities, did not require an inlependent
evaluation, but insteal required a final program staff report after the
first year anl was to inclule an analysis of the impact of activities
unler the program. Similarly, Cooperative Agreement No. 519-0265, which
covers the DIVAGRO program, did not require an inlependent evaluation,
but instead required semiannual in-house reviews of program activities.

Neither of these two internal assessments providel the benefits of an
objective evaluation,

USAID/EL  Salvador statet that specific program evaluations hal been
consilered, but evaluation plans were postponel because of other events.
They statel that the Mission did not want to over-burden the Foundation
by having an evaluation performed simultancously with the Inspector
General's  andit, which was originally schedulel  for late 1986, and
because of the major October 1986 carthquake which interrupted both the
Foundation's anl the Mission's operations for an extendal perial.  The
Mission stated further that it was currently processing a bid for an
evaiuation of the RIEGO program in September 1987 anl that it planned to
arrange evaluations of the PRIDEX and PROPIMI programs in the future.

As a  result of not obtaining independent  evaluations of program
activities, USAID/El Salvalor had less reliable information to fully
assess the impact of project activities on achicving project objectives
anl this large program's cost-effect iveness.

Hanapgenent Comments

Mission officials statel that it was in the Mission's anl Foundation's
hest interest to evaluate the programs to detemmine their impact on
achieving planned ohjectives and their cost-effectiveness. The Mission
statedd that it hal startel the process to evaluate many of the
Foundation's programs. FEvaluations of the PROPIMI and PRIDEX programs
woitld start in the second quarter of 1988.

- 14 -



Office of Inspector General Comments

The recommendation will be closed upon evidence that an evaluation plan
anl timetable has heen established to evaluate the Foundation's programs,
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B. Compliance and Internal Control

1. Compliance

The aulit disclosel five compliance exceptions. First, USAID/E1 Salvador
had not arranged for inlependent program evaluations as required by
ALTLD. guidance and certain of the cooperative agreemeuts (Finding No.
4).  Second, USAID advanced more funds to the Foundation than authorized
by A.T.D. regulations (see following section). Third, the Foundation had
earnal interest on grant funls in violation of the cooperative agrecement
(see  following section). Fourth, the Foundation practiced age
discrimination in its employvment policies which is inconsisteni with the
Age Discrimination Act of 1975 (sce following scction). Fifth, some
project-funled  vehicles were permanentiy  assigned  to  Foundation
execatives  anl o therefore  not  available  for project  implementation
purposes (see following section).

Other than the conlitions cited, tested items were in compliance with
applicable Taws and regnlations and nothing came to our attention that

would inticate that imtestel items were not in compliance.

2. Intwrmx](}nleJA

The anlit disclosed one internal control weakness in that neither the
Founlation nor USAID/ED Salvador had establishel alequate systems for
measuring and reporting program accomplishments (Finling No. 3).

With the above exception, no other control weaknesses came to  our
attention,
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C. Other Pertinent Matters

During the aulit several other isstes warranting management's attention
were identifial.  First, the auwlit showed that the Controiler's Office
has not itselfl performal a Jdetailed assessment of the Toundation's
financial  capabilities or  periadically  spot-checked  documentation
supporting expense vouchers even though AL T.D. funling of the Foundation
had increasel dramatically. A LD, HardlLook guidance and provisions of
the Faleral Manager's Financial Integrity Act require that Missions
assure  themselves  that  borrowers/orantees  have adequate  management
capabilities anl financial controls to ensure the proper accountability
anl use of ALT.D. nroject funds.  Because of staff limitations, anl other
priorictv matters, the Controller's Office hal relied on annual awlited
financial statements to monitor the Foundation's financial activities.
The current  audit  showed  that  the Foundation was adhering to  the
operating manuals establishel for it by Price Waterhouse anl found no
evidence that A T.D. funds were not heing alequately accounted for.
However, we do not believe that the Zontroller's office should rely
primarily on periodic financial  statements to  assure itself of the
Foundation's mangement  capabilities and {inancial controls, especially
since these statements do not provide alequate details on AL LY. funds.

As part of the current anlic, a desk review of the Foundation's last
financial statements (as of December 31, 1985 anl 1986) was performed.
This review disclosel that altlough the audited financial report followed
generally accepted anditing standards, it did not follow the expanied
scope of work required by the General Accommting 0ffice's "Standards for
Aalit of Governmental Organizations, Programs, Activities, and Functions
(1981 Revision).  The audit report also disclosel the following matters
that, for USAID purposes, could be an indication of unallowable costs
anl/or credits to project costs: (1) severance compensation had been paid
anmuatly to the Foundation's emplovees, and (2) at least part of USAID
funds were generating interest  income on short-term deposits (sce the
final Other Pertinent Matter). Adlditionallv, there was no dotailed
information about the sonrce anl uses of USAID funls, nor comparisons
with budgeted amounts.

The  Controller's office would have better information to assess the
Foundation's  financial  management  if it requiral  that  the annual
financial statements follow the General Accounting office stanlards and
contain detailed information about the source anl uses of USAID funds.
The Mission statel that the General Accounting Office stanlards were only
reqiiral if AJLD. were to Jdirectly employ or contract the external
auditing firm, but, since the Foundation contracted the awliting fim,
the standards were not required.  In our opinion, since A,I.D. finances
96 percent of  the Founlation's Operations, including the last annual
Financial avlit, it can require that the aulit report follow General
Accommting Office stanlards anl be expaniel to provide more detailed
information about the source anl uses of USAID funds.  Regarding the
severance pay issie, the Mission asreed it was a valid questions anl had
taken appropriate steps to ensure that it was legal unler Salvadorean law.



Second, our  review of - the  RTEGO  program  revealedl  a  potential
conflict-of -interest  sitnation. As  the  program currently operates,
commercial irrigation cquipment suppliers arve responsible for identifying
potential participants. However, they must also assume 20 percent of the
risk for loans made to heneficiaries, which hal 1l to higher prices for
the equipment,  Mission manacement agveel that certain al justments were
necded in this aspect of the provram anl had bepun te take steps to
ef Fect them at the time our review endal,

Third, it was notel that  the Formdation was  buying dollars from
unanthocized sonrces to o replenish the 11,58, dollar account for alvances
vhich were not fullv Vignidated,  The audit did not Jdetermine the extent
of this practice or amomts involved: however, a  recent purchase  of
$2,383 was made which cost the Foundation $262. This practice is not
consistent  with either ¥ Salvador's or the tnitel States' economic
policies or ethical nractices.  The Mission stated that the Founlation's
policies were heine mmended to stap this practice.,

Fonrth, it was noted that the Fountation's literature for external
distribution rarelv disclosed the source of proora funls.  Foundation
pamphlets anl ammal renorts senerallv did not inticate that the .S,
government was  supporting  the Foundation anl its programs.  No one that
we spoke with at the Mission or at the Founlation could explain why the
Mited States was not recopnized as the Founlation's major supporter in
Foundation literature, although they felt the origin of the Founlation's
funling  was  common  knowledge, The Mission stated it was  simply
preferable to maintain 4 low profile in certain elements of ALILD,
activities,

Fifth, it was notel that the Foundation discriminates on the basis of age
in its emplovment practices.  The audit did not detemnine the extent that
this hal happened, but  identifiel 5 recent position openings which
requiret that candilates be between the ages of 25 to 35.  In accordance
with the Age Discrimination act of 1975, .S, funls cannot be usel to
Support  organizations  that  practice age discrimination, The Mission
statedl that foreipn Privite Voluntarvy Orsanizations were not subject to
the Act's requirements. However,  thev apreed ave Jdiscrimination was
inconsistent with ALLD. policy anl took action to correct the sitination.

Sixth, it came to our attention that the Foundation had net established a
reserve for hal debts in its accounting svstem for loans made under the
PROPEMT prooram.  As a result, the original amount availanle under the
program for Joans coultd be reduced.  There is no provision that a portion
of the Toan reflows  he  reserved  for bal debts, This  should  be
establishel to better ensure that the program's original loan amount is
maintainel,  The Mission asreed and statel that steps would he taken to
establish a reserve {und.

Seventh, it was notel that several top managers were Incorporating as
businesses to retues the amount of income tax liahility., The propriety
of this apparent tax avoidance scheme neelds to be determined.  If such a
practice s illesal under Bl Salvador tax laws, it should be qrickly
stopped. ALTDL cannot afford to be accused of funding an orvanization



which is not abiding by the laws of the country. This is a particularly
sensitive issue, given the bad publicity that certain A.1.D, supportad
public agencies have recently received. The Mission agreal and has taken
appropriate corrective actions.

Eighth, some of the cight A. LD, -purchased vehicles were not being used
for project purposes.  The aulit founl that three of the vehicles were
permanently assional to Foundation executives anl therefore not available
tor project implementation purposes.  USAID needs to ensure that A 1.D.
funlal resources are used for project purposes anl in accordance with the
cooperat ive agreement provisions.,  The Mission stated it had taken steps
to ensure that the three program vehicles assigneal to TFoundation managers
have been reassioned,

Ninth, the anlit lisclosed that USAID/El Salvador had not promptly
iquidated project alvances. As of July 1987, $300,000 in advances
made (o the Foundation had  remained outstanling for six months. In
accordance  with  AJL.D.  remulations, advances  should not  remain
outstanling for more than 30 days, or not to exceed 90 davs if the
Mission  hal male a formal detemination to  this cffect, Mission
officials could not fully explain why this situation occurral, but
indicatel it may have been a USAID Controller error.  As g result,
unnecessary  U.S. Government  interest  costs  of $9,000 may have been
incurred while alvances remainead outstanling. This matter was brought to
the Mission's attention during the audit anl the Mission took immediate
action to correct the situation. For this reason, there was no needi for
further recommendations.

Finally, the LFoundation hal carnel interest on its dollar account in the
United  States. The  cooperative  agreement  anl subsequent  project
tmplemeniation letters establishing this account prohibited the carning
of ‘interest. Foundation officials statel that interest was not earned on
the principal account, but rather on time certificate of deposits which
were required to guarantee letters of credit for certain procurerients in
the United States.  This interest had  been identifiel in the annual
financial statements; however, no action had been taken to return these
funds to USAID/EL Salvador.  As of October 1987, the Foundation reportal
that $2,166 in interest hal been earned on these time deposits. After
this matter was brought to the Mission's attention, immediate action was
taken to recover the interest earned. As a result, no further action was
recommended,
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EXHIBIT 2

Page 1 of 24

FOUNDATION PROGRAM SIMMARIES

ECONOMIC AND SOCTAL RESTARCH PROGRAM (DEES)

Background

Sconomic anl Social Research Propram (DEES) activities have alwavs been
considere! the principal reason for the Foundation's existence. USATD/EL
Salvador has  actively  supportel  these  research activities by fully
fFinancing them unler Coaperative Asreement Project No. 519-0287 which was
approved on September 240 108,

This Cinancial  supoort cnabled DEES to untertake  stulies required to
develop the concentual and analvtical hasis for proposing recommendations
to  the Government  of  El Salvador on policies anl actions which are
supportive  of  economic  reactivation,  trale, investment  anl exXPort
developrent, The  studies were also intendal 1o support  the
trplementation of PRIDEY and FORTAS activities.

The mrogran is coorlinatel anl panacel by 13 professional anl support
staft (at the time of the andit four more economist positions were being
advertised).  Their <alaries, office equipment ant materials were covered
unler project 51020287 bat no specific bulget  line item hial  been

established, Insteald,  program funding  wis  combined with two ot hor
Foundation-almini st oered activities, PRIDEX Akl Foundation
administrat ion, As o resutty DSATD/EL Salvalor's Contreller's Office

does not separately accomt for the proziaim, winch makes i difficult to
determine the specific amounts anthorized, oblisate!l and dishursed.  As
of September 30, 1987, the three combined activities had been authorized
and obligated $26.7 million of which $6.2 million hat beon dishursed., l/

The initial  project assistance completion date under agreement No.
519-0287 was September 30, 1987, but had been oxtende! once to September
30, 1989,

1/ 0n July 21, 1987, another cooperative agreement project No. 519-0316

— (FORTAS Propram) was amendel to inclule $345,001 for the DEES progranm
intil December 31, 1987, On August 31, 1987, ACTUD. sivned another
Cooperative Avrecenent (Project No, S10-0336) with the Foundation to
provile continuing support to FORTAS anl DEES throueh Decembor A,
1990, The  Apgreement authorized $1.7 million for FORTAS  and $3
million for DEES) but does not take of fect nntil Janamey I, T988K,
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Program Accomplishments

DEES had published several major studies. One of the most important
stulies was ""The Neel for a New Fconomic Model for El Salvador' published
in October 1985,  The main points of the proposal were suggestions on how
to increase employment anl exportable production. Six major stulies were
published during 1986, Among the most sipmificant were: "The State of
Our Economy,'" "Critical Analysis of Fiscal Policy'" and "Strategy in the
Face of Crisis: Reconstruction ani Reactivation." The Department also
issues a periodic bulletin which addresses ¢ irrent cconomic and social
aspects of El Salvador,

Around 2,500 copies of DEES' studies and bulletins are dist.ibuted. They
are Jdistributel to local congressmen, government officials, Founlation
menbers  andl  other individuals  and organizations that the Foundation
constlers would finl the publications useful. The impact of these
publications had not been measured,
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TRADE AND INVESTMENT PROMOTION PROGRAM (PRIDEX)

Rackaround

Trade anl Investment Promotion Program (PRIDEX) activities were
authorized wrer Cooperative Agrcement No. 516-0287 which was sipned on
September 24, 1984,  The objectives of the program were to generate
emplovment, foreign exchange and new investment in the country through
the  expansion  of  non-traditional exports, To  accomplish these
objectives, the program scught  to  identify  potential investors and
exporters anl provile them with access to product and inlustrv-specific
information and technical assistance. Actavities financed bv the program
inchied short-term and Tong-term technical assistance, invitational apd
ohservational trips to anl from EI satvador, stipend support for training
anl other activities.

The Salvadoran Foumlaticn for Economic anl Social Development  (FUSADES)
contracted with Avthur Young ani Company to manags the progran for the
first  two wvears of  operation. Unler this contract, Arthur Young
establishe! offices in San Salvador and New York. Two subcontractors
were usel to facilitate promotion activities in the Initel States. As of
Julv 1987 oroaram activities were managed by a professional anl support
staff of 19 dncluling 6 Arthur Young contract staft. In Avgust 1987,
the management contract ended anl was not extenled. At the time of the
arklit, nrogram management was being transferred to FUSADES.

Program funding was combinel unler agreement No, 519-0287 with two other
FISADES  alministered activicies, cconomic stuwlies  and FUSADIS
aministration.  As 4 resule, USAIN/E] Salvador's Controller's Offize
does not separatelv account for the program, which makes it 1ifficue'. to
detemmine the specific amounts anthorized, obligated ant dishbursed. As
of September 30, 1987 the three combined activities hal been authorized
anl oblicated $26.7 million, of which $6.2 million had heren disbursed.,

The initial preject  assistance completion date wunler Agreement No.

S19-0287 was September 30, 1987, but hald been extenled once to September
30, 1989,

Prooram Accomplishments

According to PRIDEX records, as of June 30, 1987 the program hal provided
financial assistance to 68 companies and individuals. The program also
veported that it providel informal assistance to over 100 other companies
and inlividuals,

The  program is  behinl  schedule  in achieving its revised planned
objectives as shown below.
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Targets Versus Actual Objectives Accomplishments

Original Revised Actual Percentage

Targcts for Targets for Outputs for Actual/
Objectives 1986-1987 1986-1987 1985-June 1987  Revised Targets
Jobs 11,500 6,100 4,738 78%
Foreign
Iixchange
($000) $34,100 $19, 700 $12,370 63%

The only reason given by the Arthur Young contracting team for not
achieving  the plannal  objectives was that they were '"totally
unrealistic." As discussed on page 17 of the report, the audit found
that the program's accomplishment reports were unreliable.
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[MTustrative examples of
Fnterprises Assisted Under the PRIDEX Progran

Fabriec Hanticralts
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INVESTMINT FUND PROGRAM (FIDEX)

Rackg round

The Tnvestment Fund Program (FIDEX) was authorized on August 29, 1986, by
amendment number three to Cooperative Agreement No. 519-0287.

The project amendiment provided $15 millinn far an Investment Fund and
$600,000 to cover the Investment Fund's administration costs. This
activity was designel to make available investment credit and equity
support to Jdomestic and foreign investors for the purpose of stimulating
the establishment of new andi expanlel "maquila' (assembly work such as
contract sewing, electronics, data entry, etc.) operations ani light
manufacturing/assembly enterprises in EI Salvador exporting to markets
ontside of the Central American Common Market. It is anticipated that
the Crelit Fund will finance projects identified and developed under the
PRIDEX program,

The  Tavestment  Fund, however, had  not yet  been  established. Its
establishment  had  taken longer than expected  because  of  the unique
problems in establishing an  off-shore fund and because  of  delays
experienced in obtaining the necessary ALT.D. approvals. At the end of
the auwlit, it appearel that the trust fund would be established with

Citibank in the Bahamas, although changes were still being made to the
trust Jdocunment.

As of September 30, 1987, $15.6 million had been authorized and obligated
and $2,633 hal been disburced.  The project assistance comnletion date
was  September 30, 1980, The not-yet-fully established program was
managed bv one executive and one secretary. A credit snalyst was in the
process of being hired,

Progran Accomplishments

No credit had yet been provided under the Investment Fund. As a result,

this program had not yet had any impact on stimulating investments in El
Salvador.
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ASSOCTATION STRENGTHENING PROGRAM (FORTAS)

Backg round

Association Strenathening Program (FORTAS) activities were authorized and
financed unier two Cooperative Agreements, Project Nos. 519-0287 and
519-0316, which were approved on September 24, 1984 and July 19, 1985
respectively.  The program's purpose was to strengthen the ability of
private sector business associations to hetler serve their members,
Specificaltly, the program wias to assist associatisns to provide their
members important  information, technical advice anl general guidance
needel to maintain and increase the member's operations anl to establish
the basis for exporting their member's profucts,

The progvam {inancel a variely of activities designed to strengthen the
associations including  seminars, training, technical assistance and
observatioml trips outside the country. Project Agrecment No. 519-0287
anthorizel assistance to  associationg already involved with export
activities, while Project Agreement No. 519-0316 authorized assistance to
associations not related directly to exports. Agreement No. 519-0287 did
not establish any cumulative limit on the amount of funds that could he
usel to assist the assoclations, but Agreement No. 519-0316 limits the
total cumulative assistance to any one association to $20,000, unless
waived by USAID.  As of July 1987, FORTAS had six professional and
support stafl to carry out its activities.

As of September 30, 1987 a rotal of $2.2 million had been authorized ani
obligated unler the two agreements.  OfF  this amount $884,575 had been
dishursal. 1/

The initial project assistance completion date under Agreement No.
519-0287 was Seprember 30, 1987, but had been extended once to Septcmber
30, 1989, The initial project assistance completion date under Agreement
No. 519-0316 was July 31, 1986, but had been extenled three times to
December 31, 1987.

1/ TInclude! in the FORTAS authorization was $475,000 for a private
sector education foundation (Private TFoundation for Fucational
Development - FEPADE) and $300,000 for a special project to assist L1
Salvalor's  eastern region through  the  Tastern  Devel opment
Coordination Committee (COMCORDE).  On August. 31, 1987 A.1.D. signed
another Cooperative Aprecment (Project No. 519-0336) with FUSADES  to
provide continuing support tn FORTAS through December 31, 1990, The
Agreement  authorized $1.7 million for FORTAS, but does not  take
effect until January 1, 1988,
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Program Accomplishments

Accorling to FORTAS' records, as of June 30, 1987 the program had
provided and/or committed financial assistance totaling $781,135 to 30
associations. These funds financed a range of activities which the audit

classifial  into  six categories. These  categories anl peneral
lescriptions are:

(1) Personal Training Activities aimed at enhancing staff
knowledge ant skills such as computer
courses,

(2) Strengthening Free Enterprise - Forums anl courses atmesd at
reinforcing free enterprise

objectives.

(3) Institutional Development Activities aimed at strengthening the

general internal management of the
association,

(4) Observational Travel Trips outside the  country for
association staff and members,

Purpose  of trips could CNCompass
elements of other categories.

(5) Assistance to Associations Activities aimed at resolving
specific  problems  faced by  the

association anl its members.

(6) Special Activities Support for FEPADL

A breakdown of assistance by these categories follows.

Proj

No

519- 1 2 3 4 5 6 Total
0287 $54,041 $ 1,319 § 88,654 $40,476 $19,758 $ - o - $204,248

0316 15,886 87,171 111,862 31,861 17,707 312,400 576,887

7 $37,465 $312,400  $781,135

Total $69,927 $88,490  $200,516 $72

o~
N

-

The impact of these activities on strenghtening the associations had not
been measured,
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SMALL, AND MICRO-ENTERPRISES PROGRAM (PROPRMI )

Background

In July 1984, the Salvaloran Foundation for Fconomic and Social
Development proposed to USAID/E] Salvador the establishment of a program
to assist small-scale entreprencurs.  This proposal culminated in the
August 29, 1945 stgning  of Cooperative  Agreement  No. 519-0304 which
established  the Smwail  and ‘icro-Enterprises  Program (PROPIMI ). The
objectives of the prooram were (o "increase the protfitability of , anl
promote the expansion of snall and micro-enterprises in the area of Son
Salvador, thereby fenerating cmplovment  and fostering economic prowth,"
To accomplish these obiectives, the program provides ¢redit ant technicad
assistance to small-scale husinesses.,

The program conditions the approval of credit upon  the entreprencurs
acceptance of a five-week training program.  This training program is
aimed  at strengthening  entreprencurs! maniagement and  accounting
capabilities.  Loans male under the program were generally in the range
of $200 to $4,000 at 15 percent anterest for up to 2 vears. A maximum
arace periol of four months on e payment of principal was also ~omnon.

As of September 30, 1087 F3 miltion had been authorized anl obligaied and
$902,052 disbursel. As of July 1987 PROPEMI had 20 professional and
support — staff to implement  its activities.  The project assistance
completion Jdate is September 30, 1988,

Proiect Accomplishments

According to  PROPRAT records, as of .June 30, 1987 the program had
provided financial anl/or technical assistance to 807 small enterprises
in the San Salvador area. However, the program was behind in achieving
its planned targets as shown beloy.

Taragets Versus Accomplishments

Percentage
Targets for Actual Actual/
Nhiectives 1986-1987 Outputs 1/ Target
Loans 761 251 33%
Trainees 1,133 807 71%
New Employment 761 325 43%

1/ As of June 30, 1987.
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Program mamigers claimed the tower-than-planned  outputs were partially
due to the October 1086 earthauake which affected economic activity and
resultel  in the availability  of fovernmaent -=sponsored  disaster relief
assistance,

As of June 30, 1987, 225 of the 25] approved  Joans, totaline $205, 930,
had been disbursed.  0OF this amount . $231.765 was still outstanling, and
$3,475 (1.5%) of this was considered delinquent over 30 Jays,
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AGRICULTURAL DIVFRSIFICATION PROGRAM (DIVAGRO)

Rackground

Aaricultural Diversification Program (DIVACRO) activities were authorized
bv  Cooperative Agreement Project No. 519-0265, dated January 29, 1085,
for the purpose of supporting the sctivities startol under the Government
of E1 Salvador's agrarian refomn program.  Speciflicallv, the DIVAGRD
program sought to expanl private sector investment in non-traditional
agribusiness  enterprises by lMinancing technical assistance, training,
feasibitity anl marketing stulies, an agricultural diversification .lata
hank, anl research activities on hehalf of fammers, fam cooperatives,
packing plants anl other aoricultural export relatal enleavors,

As of  September 30, 1987, $3.8 million hal been authorized and
oblisated.  Of this wount $1.7 million had been disbursed.  As of July
FO87, the prozram was managed by five professional anl support staff. In
altition, the prooram had contracted  the tong-temm assistance of four
Chile Fountation (acricultural institution) a'visors.

The initinl project assistance completion date was December 31, 1986, but
hatl been extental ance to lv 31, 1988,

Program Accomplishments

As of June 30, 1987, 20 companies had receivel technical assistance and
feasibilitv  studies had been financed for 12 other enterprises on
production  of  shrimp, Titapia  fish, dairy products, melons and
wvatermelons, V(%r_’('t:ahlvs‘, F]owe‘,‘,rs‘, ornamental plants, anl other crops. In
altition, the nrogram financed observation trips for 68 entreprencurs and
rrogram  staff  to Jdifferent countries to participate in conferences,
fairs, promote their products, ant observe first-hanl other production,
processine  and marketing techniques.  Furthermere, 342 inlividuals had
visited anl learned  first-hanl  about  the program's three rescarch
expesimental farm plots,

According to nrogram reports, these activities had resulted in 120,456
person-work-lavs and $2.2 million in forcign exchange. As mentioned in

the  body  of  this report, some of the program's claims had been
exagperacod,
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Tllustrative Txamples of
DIVAGRO Assisted Activities

Shriup Farming,
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WATER MANAGEMENT PROGRAM (RIEGO)

Background

Water Management Program (RIEGO) activities were authorized under
Cooperative Agreement Project No. 519-0303 which was approved on August
27, 1985.  The program's purpose was to preomote through the private
sector liversified, irrigatel farming with the objective of increasing
norni-traditional exports, jobs anl foreign exchange 1/. Specifically, the
program sought to establish a piivate sector irrigation association to
manage the program's technical assistance apl $10 million credit fund
activities. These activities were aimed at farmers, packers, processors
anl exporters of labor-intensive, irrigated, non-traditional crops.

The ceooperative agreement envisioned that the irrigation association
would be established within three months.  However, this activity took
nearly two vyears because of  the diversified membership  reqiirements
establishedl by the agrecment. Once  the new Irrigation Association
(OORMEX) was  established on June 1, 1987, adlditional Jdelays  were
experienced in  intermpreting  and putting into practice the complex
agreement  requirements.  Numerous  program design problems have been
identifiel by program  anl  ALT.D. management  which  neelel to  be
corrected.  As of September 30, 1987, $13.5 million hal been authorized
and obligated and $761,403 expendel.  The program was managed by seven
professional anl support staff.

The initial project assistance completion date was extendel once to
August 30, 1990,

Program Accomplishments

Program implementation was behind schedulel. As of June 30, 1987 only
four irrigation projects hal been approved anl funds disbursed. However,
eleven other projects were in the loan approval pipeline with three
expectel to be funiel soon.  The total funting for these 15 projects
representel $4.7 wmillion. The loans made to date ranged  from  about
$10,000 to $73,500 at 15 percent interest for I to 7 vears.

In addition to the 1oan activities, che program had also finance! travel
for 28 potential irrigation users anl program staff to Honduras anl the
Initel  States to observe irrization practices anl  learn about irs
benefits,

The impact of these activities on Increasing exports, jobs ani foreign
exchange carnings hal not heen deterined.

1/ The cooperative agreement also authorized financial assistance to the

Government  of El Salvador to promote irrigation-related activities
through the public sector.
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ITlustrative Examples of

RIEGO Program Assisted Activities

water Pamp and Related Equipment
at Tomato Farm
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Expansion of Rose Farm with
Drip Irrigation Technology
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AGRIBUSINESS DEVELGPMENT PROGRAM

Background

This is the newest program that USAIND/E! Salvador will implement through
the Salvadoran Foundation for Fconomic and Social Development (TFUSADES).
Apribusiness  Development  Program  activities were authorized under
cooperative agreement No. 5§519-0327 which was signed on September 29,
1987, The objective of the program is to increase the production and
export  of  non-iraditional agricultural products  with the goal of
increasing  emplovment  anl foreian exchange carnings.  The program will
assist Salvadoran anl forzien investors and producer associations to
establish anl  expan!  Salvadoran  business activities related to  the
profuction anl export  of  non-traditional acricultural  prolucts.  The
program will provide short and lona-tem United States anl local currency
Financing, technical assistance anl training.

As of September 30, 1987, %20 miltion had been anthorized, of which $10.1
miltion hal been obligated.  The project assistance completion date is
September 30, 1692,

Project Accomplishments

Thera hal not been anv measurable activity under this new program,
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Decembar 14, 1937

Henry 4. Bassford,

Mission Comuents on Draft Milit Report on Salvadoran Founiation for IBconomin
and Social Development (FUSADRS)

Coinage Gothard, RIG, Tegucigalpa

The following comments ani sugested revisions to the Draft Audir Report are
based on Mission and FUSADES review of the report ani its recommeniations,
Specific quotes from the draft report are underlined ani/or in cuotation mirks.,

Before missing on to specific finlings, we would like to comment Hn thye
overall tone of the report. We would 1ike to see som tonal charyes in the
Ianguage of the final report.  An aulit reoort should be objective and present
2 concis? and accurite description of vaiid finlings. We feel that for the
most part the auvlitors have done thak. At times, however, the draft report's
objective and subtantive nareat jve Arifts off course into a subjoective, almost
journalistic tonoe,

We ment im Ehis Hheose some of Fhe language in the reoort is unceentable for
a professionally written docunent with pProspects for as wide a distribution .as
tha document in question.  Words ani phrases such as: sort of, worse yat,
"kickbacks", woeraicn, had not alwiys, ete., are mislewding or tixo

subjective, Subjective, inacourite, ambiguous laprge, 1s well as elearly
undocunented allagations, have no pDlace in 1 sarioas rlit of ANy

institution. For instance, the Araft report states (oage i1 of cho Exocutive
Sumnary) “The aulit Findlivgs should be understood in te Context of ti

noliticn 1_‘217‘.3;;5;111‘»:

Jdevelopmont ASSLS

o USATD/EL 5 IvaTor L bl Lgats 5

V:‘,lll)st.mtj;xl.
tance funls...." dhat olitfical Dresaure? The
D L { N

eCongrie and
Aission faols
no such dressure, ™is wasg an Crron2ous conclusion rogehod by the aulditors,
In another paragrag. refering to the reel for an intependent evaluation,
(Page v of the Bxeocncive Sumiry) the aulitors state that, "the wijor
errthoiake of. .., Lcerupted toth Lhe Poundation's and the dig 100°5 operations
for scvoral weeks. ™ Soveral worlsy We hhve yet to rocover completaely from
the e.’,—x;:?zl:jl;s of Flre earthquake.  Miny of FUSAIE'S olients have similar
problems.  Thus, o migle vling impression of the obstolos faced by toth the
Mission ani FUSADES on 4 ity basis is given, and the earthquake is not oeve
mentioned as o opart of the contoxt,

sion's operations

OPTIONAL FORM NO. 10
(REV. 1-80)
GBAFPMR(41CFR)101-11 ¢
5010.114

2USGPO 19810421.520/178









APPENDIX !

Page 4 of 10

Mission notes that FUSADES was never requirad to use contributions from
program beneficiaries for project purposes.  Specifically, in the oriyinl
Cooperative Ajrecment (0287) botween A.1.D. Al FUSADES, thore wis no moatiog
made of restrictions on the countarpart contribaticns.  On the cont riry,
FUSADES was permittal to uss thosge osimnterpart funids for ita own DIrDDSTS,

The draft andit roport further st xtw ooon 10, paragranh 1, that
contributions from ionefictries shonl 1 be sabject b9 the s oue allowanlo oost
provisions ani A.L.D. policies L}nt, Jovern the ase of appropriat>1 funds, .. "
However, the aulitors oite NO sis for Chils stabomont. Tne thintbooks and
Standard Provisions {or Non=UlS., Non-Covoriment Gramtees o oot v liross
this issuc.  The Mission's - oIt s that thore was no h‘]ll Jenee o
in'lopropnf\te: behnivior on th- Pars ol PUSADES o the Mission witn resnect to
this issne; the auticors sinply huve o differont mim; of view,

The RIA was consulted try phone about 2reagrann 2, o0 10, a0l sae statedl that
the parajraph is an inacourite portrayal of her conversation wich ty
avditors.  Congressioni] intent and e indirect finmeing schome ars t only
issues wiich, t hor Enowledps, the Soo L oo had ot clresse 1, With
r@garrl Lo restricting vise of fands, Dhe fLA bk | that thers e pro' s ang
oon's, anl that bail, lirey MUSADES as an i stitaticn my be oy prooer fored gy g
objective. HMoreover, the RLA gtabed Chal there were vt epes and
disadvantarges to restricting the use of these funls for Droject or orog-
PUrposes.  We discusse 1 the possibili Ly o amenting the Coooorative Nyr mnmf
with FUSANES to o], arify the use of thego furgls, oither to conbritatos to
projoct purpHses, or DEOJrue income to o ouse ] for U5 consist s with
FUSADES' joals and objectivos (Periiaps s spelled out in s <'lx’1rt,-:r)

Finally, tiw RIA stated that, in her 1.”“”"" 1t if;‘( Loar Lt bone (o tlary
ocont ot ions i“fu'}i& ‘iuu_]n_m t‘)mt' yf;"> fm Ul f'y et 1: H S

Mission nas roequestod Ciob Gl QA L this OONTO 111 writ Ly,

f\mls. “The

A final comwaent o b | M ge dn B i e of oagpe T 10 g inf ] waaar ony,
unsubstantiatel anl pozzl Urge wliy e anrestrioctod bonoficiar o
contributions ooorcive?  Also, Lho uae of b word "kKickbacks" implies that
illicit bonafits are bedry genoratols MThis is g imaendo. Tho Aalitors give
no examples, of for no prood,.  The 1ack of aeceor 17 insiniabes il whoro oo
is establishe 1 iy fact,

The Managoenent. 2omoents Lo Pinding No.o 1 (oo 12, paragraph 1) are o0 0
accurate reflestion of whial was Jisonsse ]l wilth Uy Alibars qb the oxit
conference. ™ dission doos not v Lhe s aconceras s the aoalitors ~ith
respect to usage of beneficiary contritations,  The Hission stated that jr
believes such fundg should be usel in manneroconsistent with Bl ovoerall
goals and objectives of FUSADES.  The foundation' s bylaws brohibit use of
FUSADES funds for suen things as colitical campaiagn contritat iongs.






APPENDIX 1
Page 6 of 10

While we are in complete agreement with this recommerdation, the Wwrite-up,
especially in the Executive Sumnary, is somewhat misleading. A verifiible
tracking system and accurate reposting requirements will pe improve1.
However, many programs do have approoriate reoortirg systems in placo, and,
although there could be improvement s by establishing uniform netihoidoloyies,
verifiable results are being achieved. with respect to part b, the Arthar
Young contract has not baen fully liquidated. FUSADES wil) mnake 4
determination as to fault anl responsibility for data 1oss and ProNe |
accordingly.

FUSADES points out that the Foundation status report that wis mased on the
Arthur Young Adata constituted only one report of a number of status renorts
submitted by the Foundation on all of its programs. The wording of the recort
Suggests the problem is bigger than it actually is.

Finding No. 4 "We recommend that USAID/El Salvador
establish a plan and timetable to svaluate
Fourdation program activities Imfore ALy
new AiD funded activities are approved,

We agree with this recommendation ay] have started the process ko evilint.
many of the programs under FUSADES, starting with PROPFMI ani PRIDEX in th»
second quarter of 1988. The RIEGO program has Yven evaluatel. Tae Mission
feels that indepanient program evaluations are in FUSADES' and AID'g besk
interests. However, the Mission mtes that it has complicd with AID's
Evaluation Hardbook. The Evalnation Hindhook (page 20) discusses the Pros ayd
cons of outside evaluatiocns, but does not require them.

Recommnendation No, 5.

we request that this Finding be rewritten or deloted. The toxt as currently
written is misleading and inaccurate; i.e. "USAID/E1 Salvador had rot fully
egstablished ...the adequacy of fiuancial activities". ' Luplement what s
written "fully establish" is to pPlace an unrealistic burden on 4 Mission; 1al
moreover, what is written is inaccurate: "that o evidence wis in the
Gontroller's Office that the Controller had alequately assessel tho
Foundation's management capabilities, internal. controls, or acoounting
procedures before obligating funde..." On the contrary, prior to the
Mission's granting the Fourdation VO status, the Mission, as requirzl iy
Handbook 3, reviews® for certification the management and financial
capabilities of tbv Founiation. This determination was basel upon cortifiod
accounting statenents prepared by DPeat, Marwick, Mitchell & Co. (IM4) . v
has issued an unqualified opinion every year since FUSADES was organi zxl in
1983,
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The audit report states that FUSADES' annual financial statements do not
comply with GAO financial reporting standards. while this is an accuritn
statement, we question if the cAD standards apply. Our reading of the
"Standards for Audit of Governmental Organizations, Programs, Activitiss, and
Functions" (1981 Revision) of tae Comptrolier General of the United 3tates
indicates that private institutions' external aulitors ara not requirel to
comply with GAD standards in their norml course of making determinations as
to the degree or quality of an entity's meeting generally acceptel accounting
principles. If AID were to directly employ or contract the external auditing
firm, we do not lisgree that the staniards would apply; but sach is ot the
case - these are FUSADES' auditors.

We take strong exception to the implication that ths Control ler, by relyiang on
US AICPA affiliate unqualified aulit statements, may be out of cowpliance with
the Financial Marager's Integrity Act. A very strong emphisis is currently
underway by toth FM anl the RIG in relying more and mors on mon-Falaral
auditors reviewing our work to satisfy the PMIA requirements.  This Mis3ion
has a very good reputation in using US AICPA 4ffiliites in iy of oar
projects. In the present instance, tw of the vary best in FHloSalva lor-—Prioe
wWaterbouse ~nd Poat, Marwick, “itchs1l-—hive Jorkal with RIsADNS,

Another quote from the draft i relate | Lo i tlustrate that eons a1 toml
auvlit work is still neessary to reflect the perceived negative offects on
operitions,  Tu say “that soveral roundation-1iainisterel activitios were not
being separately accounted for by the USAID/Controller hoeonise they nal not
been separntely ilyeted in the oomerative groomont, " aApPNeArs Lo ag
inadequate. Whit is the implication? Wit is the negative offect?  Whoa
FUSADES sutmits thoir financial SROCNSe Yenorts, they do 50 in conformity witn
the Agrecment and attach a very detailed breaklosn by each o mxonent. Thoso
are retained by the USAID Controller.  The report is presentod ia o differont
format, but one which is ron=istont with the oblijation as planned by the
project designers,

In light of the above, the statement, "As o resull of thosoe woakness 2, R
Mission is rescrted ag hawving inadequate assamnces that $75 wil Lion .
would be adaquately acoounted for and use | in rccordan-e with PLOjixrt
agreement provisions”, is an overstatemont.  What percentage of Mission
accepted costs were found to be unillowblo? Wil sample size supports suth a
statement?  This allejation on the 475 million s without foundation, jiven
that less than $10 million has boon Jistursed,

Recomneniation No. 5 is not aledquatoly supported by the audit. To illustrate:

Recomnendation No. 5, Part 1 "We recoment that USAID/EL Salvador )
schalule o moa-federal aulit of the
Foundation's finncial minajement
capabilities;"
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Part a) would require the Mission to schedule a non-Federal audit of the
Founmdation's financial management capabilities. We have it. The Mission
directly contracted Price Waterhouse in February 1986 to prepare five
management operations manuals, with the assistance of USAID/L] salvador,
These manuals were completed in June 1986, Significant work by the
Fourdation, the Private Sector Division aml the Controller's Office went into
these manvals before Acceptance.  FUSADES requested PMY to p2rform an
operational aulit of the Fourat ilon's implementation of their new manuals.,
PMM's finlings are currently being implemanted. Attache is P1's manajement
letter, dated Auwgust 20, 1987.

Recommendation No. 5, Part b "... require that the amnal Aulitad
fimancial reports provide more detailai
information on each Founlaticn projran and
comply with General Accounting Stanlyrd;"

Part b) is not consisten; with the GAD Staniaris., S0 standards muct e
followed by Federal aulitors for aulits of Faderal organizations, progran,
activities, functions, amd funis received by contractors, onprofisy
organizations, amd other external organizations. In addition, legislatioe
further states that Inspectors General should insure that any work porforned
by non-Federal asuditors of Federal orqganizaitions, projrans, activities syl
functions complies with thege stanlards, Thus, we would have v nroplem in
requiring the application of GAD Stanlards if AID were to contract € ,r A
non-Federal audit. Howaver, these standards do not apply to a privat.
entity's external aulitors. Refor to Chapter 1 of the GAD Staniacis.

Recomnendation No. 5, Part ¢ "... ensure that Projort No 519-0737
activities related to Founlakion
administration, PRIDEX and DEES aro
separately budjeted and account for;"

PRIDEX ard DEES, with values of roughly $3 ant $1 million respactively, are
acoounted for and reported Separately by the Foundation. Mission Jurlinze is
founi in Chapter 13, Controller Guidebook; it ig contenplatal that "each
project obligating docunent generally sets forth a financisl plan or Yaad ot
detailed to the major elements of A projoct.” It is agaiast thig 3ingle
budget that all project costs are Limited to and charged.  The attachs |
supporting detail suppliad by the Grantee monthly provides the initial 1515
needed for any analysis required for the Mission's proper determination of
costs. Examples of monthly detailed expense reports are attached.
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Recommerdation No. 5, Part g "... determine if severance payments to
employees who continue their employnant
with the Founiation are being made in
accordance with Salvadoran law and AID's
standard rules on allowable exprnlituraes
and, if not, recover tipse amount.s
incorrectly nmaid."

Severance pay is considered a valid question and s been questioned Jy the
Mission previously. Mission has bzen providal with twos logal oninions that
confirm that the payment of Severance pay, as formally establishad by FPUSADES
AID approved policies, is in full accordance with Salvaloran law. In
addition, our review of oMB Circular A-122 inlicites severance oAy, unloer
present circumstarces, 1s an allowable cost.  We do not consider this issue
to be a problem. The lejal opinions are attached.

NOTE: The Mission requestad this qulit from the RIG as o minyjenent Lol in
aryl of itself to adl to our previously establishxd assurances of FUSADES !
financial management capabllity. The aulit iwplies we hai o assuriances of
FUSADES' capability before we obligated funis. This was not acourate. The
aulit recomnenis a mon-Federnl audit of FUSADES' management capability.  We
have a management letter from a US AICPA affiliatod awiiting firm allressing
the specific issue. Minagerially speaking, something is lacking heros.  Ars we
attacking the real cause of the citmd deficiency proverly? wWould A fanls
accountability audit by a mon-Federal auditor e the better course of action?
If so, would it be cost-beneficial? Did the RIG find material weaknosses 158!
FUSADES' accounting to warrant such an action at this time? What period of
time should the aulit cover? Could bhe RIG assist in assuring the noa-ioiseil
funds accountability aulit's quality, assuning the Mission could fini th.
necessary financial resources? (ould the task bo accomplished within Lhe ogk
six months? As answers to these questions require resolution, is this soct Lo
really applicable? Does the audit seriously suffer by deletion of this
section?

One additional item not heretofore mentiayd Ls "USAID funis were Jena2rating
interest on long-term Jdeposits.” Please chamge to short-torm deposits.,  Also,
pPlease note that FUSADES has paid the U.S. Treasury all intereat earned s of
September 30, 1987, Copy of FUSADES check attached.

Other Pertinent Matters:

"Second" - The Foundation did not consider that it was in violation of
Salvadoran law when it bought dolliars on the on the "extra-bank" market,
There is no recognized black market per se in EL Salvador. However, Mission
and FUSADES prefers not to have aven the hint of impropriety attachel to the
Founiation. Therefore, FUSADES policies are bxeing amenied to stop the
practice.
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"Third" - The origin of funding for FUSADES printed material is common
knowledge. However, we ask the aulitors to consider the country's situation,
specifically as it relates to "Yanqui" influence, It is simply prefevable ko
maintain a low profile in certain elements of our activities., Moreover, tnhe
indeperdence of FUSADES judgement could be called into question, as w2ll ag
the AID position on seasitive policy issues.

"Fourth" - The audit contenis that the Foundation practiced age discriminition
in its employment practices which is inconsistent with th2 Age Discrimination
Act of 1975, According to the Staniard Provisions for mon-U.s.,
Nongovernmental Grantees, Page 9, Article 8, entitled Noniizorimination in
Federally Assisted Programs (Nov. 84) “No p2rson in the United 3tat-s,
consistent with the laws of the Unitel States, shall be oxcluiel from
participation in the benefits of, or Le otherwise subjectad to Jdiscriminition
unier any program or activity funded by this grant on the basis »>f raco,
lor, natiomal origin, age, hanlicap, or sex." Thers is nothing aabijuous in
the above statement. It clearly does not refor to soverign  forei yn
countries. Howevar, a breakdown of FUSADES employees will show that Lhrre has
b2en no discriminition on any basis.  The total employee roster nuabers 113,
of these 52 arc women, a number of thom holding executive lova) ositions;
employees over age 35 total 39 and 5 are unler age 25, FUSADES also 1o0s not
practice a forcel retirement at aje 65 policy. In any event, FUSADES has
agreed to stop references to aje in its employment alvertising.

"Fifth" -~ The Foundation has not established a reserve for bad debts in its
PROPIMI program. We feel that this is 1 good finding. PROPEMI will take
steps to establish a reserve fund. FUSADES points out that this was not taken
into consideration before becaus? PROPEMI's bal debt rate ig 1% of the total
loan portfolio.

"Sixth" - Wnethar the scheme has propriety or not, the iission Jdis 1jrees with
the practice, anl has alvised FUSADES that, where there is an estanlishe ]
enployer—-employece relationship, incorporation to reduce one's income tax is
not acceptable to AID, and payments to such corporations will not iy»
considered as allowable project costs. We agroe with the aulit that this is a
particularly sensitive issie, and have bequn to take corrective actions, . .
that TUSADES has been formally motified that such couts will mot be allowed,
that financial analysts will begin to exawine each corvoration to test for the
employee-employer relatjonship, that FUSADES manuals will oe amendel >
reflect this aulit obssrvation anid the Mission's position, anil that an
independent 1agal opinion will be contracted.

"Seventh" - AID mas taken steps to insure that the three program vehicles
assigned to FUSADES mn~gers have been reassigned.
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List of Report Recommendations

Recommendation No. 1

We recommend that USAID/F1 Salvador obtain FUSADES' agreemeit  to use
beneficiary contributions fer project purposes only or ohtain a formal

Agency General Counsel legal opinion showing why the use of these monies
should not be restricted.

Recommendation No, 2

We recommend that USAID/FE] Salvador, in consultation with the Foundat ion,
establish a wmore agaresive participatory funding policy which better
recopnizes the extent of assistance provided, the project beneficiaries'
Financial ability to pay, and the purposes of the project.

Recommendation No. 3

We recommend that USAIN/F] Salvador, in consultation with the Foundation:

a) establish uniform criteria amd a svstem for measuring anl reporting
project accomplishments; and

b} determine whether or not information eliminated from the Trade and
Investment Promotion computer record needs to be replaced and, if sn,
ensure that replacement costs are recovered from the management
contract.

Recommendation No. 4

We recommend that USAIND/E1 Salvador establish a plan anl timetable to
evaluate Foundation activities before any new A.I1.D.-funded activities
are approved,



REPORT DISTRTBUTION

Director, USAID/El Salvador
AA/LAC/FN
LAC/CAP
LAC/TR
LAC/DP
ILAC/CONT
LAC/GC

LAC RLAs
GAO Panama Branch
AN/
S&T/AGR
SET/T0
PRE/PPR
PRE/T

GC

LEG
M/FM/ASD
PPC/CDIE
AA/XA

XA/

IG

ATG/A

IG/PP)
IG/PSA
IG/LC
IG/BMS/CER
1G/1
RIG/T/T
Other RIG/As

APPENDIX 3

No. 66 Copics

5
2
1
1
1
1
1
1
1
2
1
1
1
1
1
1
3
3
2
1
1
1
2
1
1

12
1
1
1



