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TO: D/USAT/E Salvador, Henry II. ABassFord 

FROM: RIG/A/T, CoinagN. Gotl r ,Jr. 

SUBJECT: Atulit of SalvaIoran Foundation for Economic awd Social
DevelIopment 

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

The draft audit report was submitted to you for comment awl your comments 
are attached to the report. The report contains tour recommendations. 
Recommendation Nos. 2, 3 andt 4 are considered resolved and may be closed 
upon completion of planned or promised actions. Recommendation No. I is
unresolved. Please advise me within 30 days of any additional actions 
taken to implement Recommenvlations 2, 3 and 4, an] further information 
yoU miqlht want uis to conside, on Recommendlation No. 1. 

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



EXECUTIVE SIJARY
 

The Salvadoran Founlation for FConomic Socialawl Development was createdin 1983 by a group of about 100 Salvadoran business leaders as a privateSalvadoran "think tank". The organization was established to developalternative solutions to governmental intervention in response to lSalvador's economic, political aryl social problems. It was legal lyestablished in August 1983 as a private non-profit organization andI hasreceiveI A.i1.D. assistance since late 1983. As of September 30, 1987,IUSAID -1 hadalvador authorized approximately $75 million for theFoundati,,'s establishment anl] for the A.1.1).-approved activities that itadministers. Of this amount $61.5 million had been obligated; accnland actual expen titures amounted to $10.5 million. Nearly all of thesefurnls have been authorized un,der seven cooperative agreements, asamenled, .1uriln perio1the September 1084 to October 1987. BesidesFinancing the Founlation's direct operations, funds authorized by theseagreemients firvinced tho act ivities uinder the Foundtation's eight programs. 
At the request of UISAID/El Sal vador, the Inspector GeneralAul i t/Tep, ic igal pa , Hond iras c(yltucttel a 

for 
program results audit of theSalvadoran Foumnlation for Economic andi Social Development during thepcr-i od Jlly 13, 1987 to October 15, 1987. Spec i fi call v, the aud itob.ecti yes were to deteni ne if: (1) A.I. I. fliTOMl acti vi ties were ..hieving their planned objectives, (2) A. 1.1). funs were adegilatelyaccounted for, anl (3) project activities were being impleinented. incompl. iance withi A. I.D. regqilations an ] project agreements. 

The aotit showel that (1) four of the eight A.1. B.-furfled Founlationpro:.;rams were lhehi ii scheule because of implementation delays an! theirimpact on achieving overall program objectives was uncertain; (2)Fourdation had adequate financial controls arv] accounting systems 
the 

overA.1.1). fun s ; ard (3) some A.1.1). -ftnlol activities were not incompliance with regiiA. f.). at ions or project agreements. 
Nevertheless, the molit found that the Foundation, during its briefthree-year e:istence, had developed into a responsive organization withand (lticatedhighly capal,1e t management staff; contributed tostrenp thening pri vate sector business associations; increased tiGovernment of El Salvador's awareness of alternatives to its economicpolicies; stinilatd interest and] investment in non-traditional prxlucts;an] provide- financial anl technical assistance to businesses andentrepreneturs which t ol-lherwisenotri have been provided. 
Specific problemls observe. incltl(-: reqtiire, cont.rihi tions from prog rambeneficiaries not always be in' ised for project purposes or in accordancewith A. I. ). :111-Mahle cost provisiOtiS; the Foundation not activelyseeking increases in cont ribitt ios from project herieficiaries; the actualimpact of project accomplishments being uncertailn; an! program activities 
not beii ir]epen lent Iv eval i-et I to assess their cost effectiveness. 
Pie alit find inf's were not totally unexpected given the Foundation'srapid orpanizational growthf, its initial unfamiiliarity with A.I.D. 
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rpqui rements ani l)rocedures, th1e count ry's civil conflict, tiedestructive 1986 earthquake, anl other obstacles impeding private sector
level opment. 

There was no assurance thatt required contributions from projectheefFiciaries were beiny uso, for project purposes or in accordance withtih Illowable 
costs which wyere stated by the standard provisions of thecooperative jreelents between A.I.D. theakll Foutndation. Certain of theA. I. .-funl prognrams re(lqui roI that recipients of A. 1.1). financialassistancte crh''t rite a ,irimtini of 25 percent of the total costs of theproposed activity theto Salvadoran Foundation for Economic and SocialDevelopment. 
 These prog rams, however, do not specify how these funds areto be uised. The Foulndation considered these contributions to be theirow'n" Funts an had commingled them with the other non-A.I.D. ,donationsthat ir had recei ved. Hlowever, since these "donations" were directlylinked and prerequ isite to receiving A.I. ). Fundin, their use, in ouropinion, should he restricted for project purposes and subject toA..I.D.'s st atari,rules on allowable expenditures as stated in thecooDerative agreements. Rest rict i ng the use of these mandatorycontributions il this manp,,r would resni]t in less direct A. 1.1. fundsbein ioeqi red for project pirposes. T'his cou l, be substantial . TheFo,ntat ion has est imatedt it wou.'ldIdgenerate nearly $7 million hy 1992maat orv cont ri h t i ons. The report 
from 

recommend s that IISAI1)/IFl Sal vadoreither obtain a plation agreement to restrict the use of t hesecont rihutins for proiec purmoses or obtain a formal legal opinion whythe tse f these monies shon , not be restricted. 

The fission stated it bedi wve, that mandatory contributions should beused.1 in mannera consistent with the overall goals and objectives of the 
Folnlation. However, it not itdid believe A.I.D.'srestrict the contributions was in interest toto specific projects or programs. TheInspector General's Office maintained that marlatorv contributions fromA.I.D.-financed projects sholld be us(ed for activities consistentA.I.D.-riled project purposes and A.I.I).'s 

with 
stalard rules o allowableexpen, i tulres. The fill text of the Mission's comments is attached as 

Appendix 1.
 

The Salvaloran Founlation for Fconomic an] Social Development hadalways encouraged program beneficiaries to 
not 

share in activity costs beyond
the minimum 25 percent reo(I i red urder certain of the A. T. P. -ftundeprograms. Implicit in the cooperative agreements, just as in the ForeignAssistance Act requirement on counterpart contribut:ions, is the intentthat project beneficiaries 
be encouraged to contribute 
as much as
possible toward the cost of activitiesFoundatinn hal not established a policy 
from which they benefit. Theor any criteria designed tomaximize t:he amount of cont ri but ions from project beneficiaries. As aresult, the IpK enl ia! income 
 from this soilrce was greatly reduced,cauIi ng groatr -reliance r A. I.1). resources. This report recommendsthat tlie Foup.,tht ion establish a more aggressive policy on obtaining

cnt ri h t ions. 

-ii­



The Mission apreel an] had encouraged the Foundation to pursue a more 
aggressive contri btion policy. The recommendation can be closed upon
receipt of written evidence that the Foundation has established such a 
policy. 

The actual effect of project activities on generating jobs, foreign

exchange an other accomplishments was uncertain. The auylit found that
reportel jobs, foreign exchange and other accomplishments generated by
two of the eight programs were not properly classified or accurately
reported . In a ition, the aud it found that important program
accomplishinent dat a nay hav been improperly erased from computer memory
by the program cent ract manatger. A.I.l). landbook glidance requires that
Missions establish monitoring and evaluation i nformat ion systems to

accurately measulr, the effect of project activities. Neither IJSAID/E1I
Sal vaIor nor the Sai vaIoran FourKlat ion for Economic anrd Social
Devel opuent had estahl i shed a Iequate cri teria or a system For measu ri ng
project accompl ishments. As a result, one could not accurately assessthe cost benefit (1r impact o project activities. The report recommends 
that the Mission arol the loundation establish uniform criteria and a
system for measu ring ant report ing project accomplishments. The Mission 
agreed there was a neo to establish uniform criteria aid a system for
meastring and reporting project accomplishments. The recommendations can
be closedt upon evidence that such cri teria a . system have been 
establi shed.
 

None of the A.I.1.-funded activities admini stered by the Salvadoran 
Foundation for Economic and Social Bevelopment had been inlependently
evaulatel to letet-ine its impact on achieving planned objectives or its 
cost-effect iveness. AY providl by A.I.1). OLalnlbook 3, Chapter 12,
in.:lepeni ent evallat ions are necessary to make obj octive and rat ionaldecisinls about projectc-s. Sevral cooperative agreements also required
t hat evaI a,i ol s b, pe rFo me,l pri or to t he t i me of our aw-t i t. 
Evaluat ions I1;l not been p re v i ousv schedl I il becatlse , accord i I, to the 
M1ission, it did not want t.o also burden the Foundation by having anevaluation perfor-me.l simultaneously with the Inspector General's audit,
which was expct (> earlier, an! :ilso because of the major earthuake in
October 19R6, which interrupted ioth the Foundation's arl the Mission's 
operaI-ions for an extende pe riol. As a res Ilt of not perfo, mi ng
independent evnuations, Mission lessthe hal reliable inforation to
Jildiqe the performarce of project activities an1 to determine if werethey
cost-effective. 'itV report recommends that the MIission establish a plan
and t i netable to evaluate prog ram act i vi ties. The Mission agreed that
evaluations wer, neede.l ant had started the process to evaluate some of 
the Found at i on' s programs. The recommendat ion can be closed upon
evidence that ;n evaluation plan and t itnetable to evaluate the 
FouRitation's prog rams has been established. 
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PART I - INTRODUCTION 

A. Background 

El Salvalor's economy has declined dluring the past decade a result ofas
civil unrest and depressed international prices for agriculturalcomm1 it. ies. )urring the perind 1960 to 1978, El Salvador's Gross
Domestic Product exparil by an average of 5.1 percent per year,
p r iiar i v as ; result of new investm,ent anA exports of major trarditional
agri cu ii ITra I Pr0 Intts: - coFfee, cotton ai s Iga r. After 1978, however,
the wor!ldwidie recession re.luce, inte rnational prices for agricultiral
commodities antI the growing civi1 conflict resultdt in the lestrviction of crops an infrastl.-ot re. l:roMn 1978 to 1983, El Salvad or's per capitaGross Domestic 'rc>lhict arl ,exports both decreased by approximately 35percent, whi 1, I nemplvme-n t in t ri leremplovment ro sC to nearly ,40 percent. 

ISAID/ElI Salvalr hins initiat el a number of project s aimel at improvinog
the country's economic situati on. Besides inp1ementing projects through
the Government of Salvalo, ,Mission alsoEl the has relied recently onthe private sector to implement its projects. One private organization
that the NMission has usel to implement several projects is the SalvadoranFouniation For Fconomic antI Social )evelopment (commonly known by its
Spani sh acronm, 11IISAI)ES). 

The Salvalora.t Foundation for Economic and Social Development was created
in 198.3 1v a group of about 100 Salvadoran business leaders a privateas
Salvadoran "think tank." The organization was established to develop
alternative solutions to governmental intervention in response to IlSalvador's economic, political and social problems. It was legally
established in August 1983 as a private non-profit organization and has 
received A.1.D). assistance since late 1983. 

As of September W0, 1987 1ISA[I) El Salvador had authorized approximately
$75 mill ion for the Foundtation's establ ishment an] for the A.I. ).
approved activities that it alministers. OF this amount, $61.5 millionhad Wen ohligatel; accr dl and actual expenditures aioim ntel to $10.5 
million. Nea rly all of these funds were authorized utder seven coopera tive agreements, as ameided, Wring the periol Septenhe r 1984
Octoher 1987. (See Exhibit I For a listing of the agreement::.) 

to 

Besides Financinqg the Foinlation's ,i rect operations, Furils anthorized by
these agreement s Financed activities under the Fourdat ion's eightprograms as shown in the followlnq general organizational diagram with
their Spinish acronvins. (See Exhibit 2 for more infonation on the eight 
program activities.) 



Organization Chart of FUSADES' Major Activities 1/
 

Board of 
Directors 

Executive 
Director 

I Planning 
Department 

arketing 
Department 

Administration and 
Financial Department 

Economic aal 
Scial ResearchDepartment 

Trale aal 
Investment!Program 

Development! 
IlnvestmentFund 

ssociation 
!StrentheninglProgram 

Small and 
icro-Enterpri se

Promot ion Program 

Agricultural 
Diversification

Program 

Irrigation 
Program
(RIEGO) 

Agribusines: 
Program 

(DEES) (PRIDEX) (FIDEX) , (FORTAS) (PROPEXII) I 

I/ The Fun,ation was in the process of reorganizing its organizational structure to more efficiently manage its programs b 

consoliiatirn similar functional activities.
 



The Founrlation li-i a total ;JJI professional an! support staff of 107 to
manapf, its activities, representing an Pnmrml salary cost. of about 
 $1.1million. esides its paid staff, Foundation polici es atYl guidance was
 
provi:ttI y its 
 23-memhe r Board of )irectors, a 9-Member ExccutiveCommit tee', ant bv t he members maki rig up the 11 comumi ssions at"I conmittees
establishe, I to oversee anl approve specific pro. ram activities. For the
most part, those ind ividtuials received no ccmponsation for I hir tme and
servi-es on these vanriotis holis. A of l)ecmher 31 , 1986 oiundat ion

membership tM;Nld 22,
'. i a!tdi s. 

The FoImnat ion hau rl i vl t ir.ls fromx otlr s(onl -rs such a, volunt-.a ryNOl15] ness and int i vit cot ri ht ions, ta r;orv col ci htit ions flinl
 
pro, rani heneficiii rs, 1Inan ref 1ows, an! from 
 fees chargeld fir seiminars,trairti .W!ant pulilications. owe yer, the total1 amount oaL aine Il ryru these
solrces was neg ligible when compared w itht ,irct A.I.I). funding which, 
as
OF iWece)rtlmr 31, IQ86, ;ccounNIl fir 06 pe ni nf the ltnlrt inton s
 
ope cat i"nis.
 

A. 1I. nOroi toi n.i. raspons i il ties for iiISAD)IES were gene ally' splitbetween the tiff ics of Pri vat E nterpri se, Rtira I l)evelopment ar-i the 
Cnnt roller. 

B. Aii!Jt Ohect- i,'s an I •cc 

At Ile rqt(,s I i ISA ) /F I Sal vat or, the Inspector Gene ra. forAudit/lY/1 tigci np .n,ilucted, a rog ram resilts atW,,lit of the Sal vf( oran
FoIcI sait ton
fioi rli(ttnc art i -oc i a] Development (FlISAI)NS) ,tirinq the
 
pe ri0i Jt ly

Oh eC t i ve 

1 , 1087 to October 14, 1087. Specificallv, the andtitwer Ie o lnin if (1) A. .I). fttnllI act iviti es wer,
achi einii, t-eit p1ainlt ohi c i v s, 
 (2) A. 1.1). Ftlis wier a leqtiatelvaccointed fir, Ir ( 3) projict act t vitties wre heint ierqi 1;utlntfP in
conmpliilce witt A. otis larn!DI.I.ret 1ati a11l pr tv-t ceet,!' ittS"
 
lo aconmplish th,,s, oh jti I i ves, pro ject fi r-(, or i; ,"t1 I otherpert inent infoii:ctit i ti w(,( r,vieweu, "oil a total of is of t cia s atIISAlp/JI Salvador ald ;at i' Fbon at in were inte rviewed . In adl i t ion,

field visits were iurtle to a total of 22 
 ben,!f;ficiaries of A. I).- fundedassi stance tnilr the III, lIN, ROX'MAS, Ppio4T. , DTVAGRP , ait IRIEGO
 
proprals. Tllese in'Tre t No oIv 
 P rop -ams wi ih measurlrhe act i i ty as ofJune 30, 1(87, which was t h( itli t 's cuta -offacco ropIi s]lt!+ent *5 dateo for assssi pprogram

'
 

As Of "op Iembi " 30, 1 )8', . I mil I ioit; ] had h,r ,Ii I.ir'-,,i InIer theSeven coo t i ve ap re emen t s t wec'n A. I . ). anl ADFN. s L s-ee;tql, t'till- 5, 
I.I ntd enrtt Il v reqi ic, co nrte rcpa rct Coot ri biuz i ons FrOm .IJISAIES,

al thouih pro j('c i eneFic i ane r t sn pizroris wer l, toi(tili rItlcont ri bit it li ii tm of 2 ; p ret t of projiert cost s. Thase "co tntterpart''filn , we -,r not all Ii tel , a I tou1p)!how i 1+'\";IIV u ie i! ;I op ic ofIiscsI ot t,it t It i" p i . (It hit'("t hit it)ltij lI atiTtilaIl FiHl Itn i:l1 "In t it;,none ()t [I AI)L;<- ct ivit i,,; thio bentbe ni& p tWlNiti iv '. ilau (I ni anv itel 
before. 

0I Ir revieow of Itt ln I olltt I ;I a I coolipl inlc wa 1 ]imi tel to tIteFi ilvIls reportedI. The atlit was ia Ic in acco rianLce . lh Rone rallyaccepted povernment audit ing htanlar s. 
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PART [ f - R ,IIl'FLS 01: AIJ I' 

The atilit showed that (I) four of the eight planned programs were behindSChelle NIcatus, of impl ement:i t i , del 5aysan! their impact on achieving
overall prograii objectiwes w;s incertain; (2) the Foun!ation had adequatefinanciail cont rol s ani accorin svstems over A. I. . funds; and (3) someA.. . -finled act ivit i s we.re' not in coup!iance with A.1.!). regulations 
or pr)o iJ'c.av }iein;., gr(eIe t 

Oert!hi,;, li0 Ft1irldation, urinq~ its brief three-year existence, hadJlevel ope, into A rsponsive organization with capable arl dedicated
 
mann',"evieIt t ;if ot ri but! to strentheninp pri vate sc tor busi ness
associ t ion. ; ii: yneal I the Gove rnmTenit of Fl S vai or' s aw:ireness of
 
a It riiia I ivy's I A i is t ,'( inmic po 1cies ; 
 st i linIat vl in: rest aidl inrvestmenti1 nonll-( :;.i it i cil I pro li,. I a Itl, 1 i)Ov i i rin'r ial al technical 
assinrt inlc 1o liil"-iossos ii , (1 r ll\,wh)licliih Qi i othlqiseA anlt v nrit have
 
beei aVa i lbla .
 

Specific ridr Imrs o,spirvl in cln l : r t jir t ca"n:m Fromt !i but i nnm prog rail)
beinef iciaries were niot aItwas'v hei ri,, ,-.I" project purposes or III
accordant, . witi A.1.I). all , ,' (Ts provision.s; the FOul I:I~tion was notactivolv sking ii, rases in cnt ributtions from project beneficiaries;
the act Illimtpat of po iec t ;ccompl i s ,wents was viewed as rilce rtainr; and 
program act ivitieo wore not Inig itndependentlv evaluatel to assess their 
cost -efF-eci j,'l,5 . 

'I'he :ul it Ii tl V s .4e e not. totally unexpected riven the Founlation's 
rapid otraniz-at inal g rowt h, its initial unfamiliarity with A.I.D. 
requi tur ,ltc, :till proc, -,s, lthe corlntr,'-' s civi conf lict, thetiest ruct i ye 1)f(W ,' tt hquake, ainl other obstacles i ,iped i rig pri vate sector 
dlevel opmient. 

The rtopo rt recormends th itt NA1ID)/1I Savad Or ohtain an opinion fromA.1. . G,eneral Carnusel on the ippropriate uses of project beneficiarycontrihbitions; have the Fornrttation establish iore aggressive policy in)obtaining cnntributions; establ ish unifonn criteria and a system for
measiiri rip ani report i ng pro ject accomplishments ; anl establ ish a plan and
timetable to evaluate pt rowu activities. The report also contains anuiber of other observationis which requi re management's attention. 
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A. Fin,linqs anmt Reluomenlati ons
 

I Ilse of ProIeel: 
 t!ief i ci arv Contributions Should Be Restricted to 
Project Purposes 

There qi s I,,,,l cVi, IIi(, e tiIqit.( COll t I- 1 , - -oIt i o0r roil] )rojectbenef icaries wo r' he i nr, IseI for project pirposes 0r il accordance withthe al.h costs whjich were statel bv the cii sst a.t r provi si of thecoopelcit i e ;a!reetnen ts bet:welil A. [. . an I ISA. CC r ia in of ti IeA. I.). -tiofo, poi'cuns roqni reIf that: recipients of A. I .1. financialassis-lacice cont ri blt e a iilininllm of 25 percent of the total costs of thepropose, act.i vi1,1v the al vaIorIaI Foun tat ion for Economic at] Soc ialDevel opnent . flies prog rams , howeve r, do not spcciffy how these fun is areto he isf . 'ho Fouindfation cOisidevTm, t hse contrihltions to he theiir"own" f-tins ai hId cor11i1iig ll, t.ihemi wi t the othe!- non-A. . dfonat- iOnsthat, 1).it liii Irec, i ve I. Iloee-, s ice these ",Io ions' were irect IvIi Tkim an I r-rc,91 i, te to re , vi no A. 1.1). fm laIn ., t be ir use, in ourop i i on, shlll,1 h rst it..ic Ird for proect pip)ses ani ';Iject,su toA. I. D. 's ,I 1:Il r,I Osl ol I11fwabl e expi fit 11v ';s ,,t (td in thecooper;it i ve AP 1011,i0111 s. [Resl rict i m, tue ueI of tfhese iahl)1atorycontritit ion,; in tli, vrnan!i, Wo0lf1 reslIt in less ficec t A. 1.1). fundsheinti, q.i re, folr -jo, purposes. This coilli he s)st ant ial.loundat ion has (.ia.f ;t vo ,d generate nearly $7 million 
The 

v 1N92 from
manlato.o v ((nt I i hi iti( ,. 

Recotic'nl at- ion 4o. I 

We recolmiflen I 11:1 t IISNA S or11),I 1I vai ohbtain IISA ES a reetrent to usehenef i:a *ir-v c itoni ilt inns for project purposes o1lyv or obtain a foniralAgenc\, ;erio i1 Comise! leal opinion showing why thCe use of these monies 
s'lioilld 1101 "(1)0 - 1etic teif 

!)i scss i on 

The,r, was 1H 3 SYI r -0, I.ha!- rI (i r I cont ri hbt ions from projectherief c i ia , wr, beinw s,'-I for peneral projec t l)pose. anI/or inacCo c*fa ce wqi nh, g iir A. 1.1). poIlicies. Certain of theA.L..-finfef 
F,'I, i.pro -r ro".111i re, t hat rec ipi ents o,f A. I .). Financial assi stancecont aI Iin.i i, of Irt o h total cots of the propose<I

act i vi lv to t i Sal, vI:, o)i ii lurfat ion Foc Fconomic a l SocialDove 1opuleIt. '111,{; I, lo( .rVOl,flo rl()it Sp('Ci FY how ti pso Fti,,sto he S,',l. 'Ii'h , ;,, I 'it, c nt1rihutions were 
aIT 

bl(,l es fI int,) a sinrgleacc o)uit I i t Ih ot lwr non -A. I !). donat ions re can' fr, - , y theFoln lt ioiil to be it s fi in i'"own" withoitt rectri(:t ion on their use, even
thoughl t h os ot rii it al
rece+ vi' A,,..I. 

i otis we(re Ii 1-(c-t, Iv Iinkef in rceefuIIi s it e t o; ;: 51stil ,,. 

r'ase on, Fi inftl li ot Iciolt s, Ilotltl $200,000 hat fyal : ,1 e (.o itriilutclin t hi , InIm'r :i (f ; not i 122, 000 was iIout. i, i ed as owe;I to ti:heFourifat it ll as oft lle 1rI 'W7. !) l.ig the cext F iw, anel one-half years t-heFoundation estii t,,f that Iniallitional cillion$6. m wounld be donate] 1recipient s A..of 1.lIt. -fnino., act i vi t ies. T0h. F: Ifat ioil Ias useI itsflown" fuIInds, ilIc- i cT I liese miandatory cont ri hut ions, t, 1)ay for 
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ope rati n costs I'lhi were not at hori zeI inyler the cooperat iveagreements or consistent 
 with A.1.1). policies. For example, the
Founlation had used these 
funds for entertainment expenses, inci ting
business tnches, aft for the ptlrchase of land. 

Reimbursement 
of these type s of expenses wouldii not be allowable undergrants alI cot tracts fi oanctu I by the UI.S. Government. The stanLardprovisions to the (ooperative Agreements provide that tN grantee shallbe rei mbuirsed for cost ' incurred il, carrvi olp the or0llt purposes thegralit whil'.h ar hI('th,' einl to ! I reasonable, aI locatle, ainl eligihlf inaccoranticv with, among other criteria, the cost principles contained inOMB c i 'ctilr A- 122 ent it Iot "Cost Pri nc i pIes for Nonprof i tOrgani zat ions." These prin iples state that erAtort i imllt expenses,inc ultin, ,n1hes, ar not an allomoale cost. It is ni so not A.I.l).
policv to ac(~i-,0 land wiIt appropriat W fundIs. in our opinion,
contri hut i ons to the Folnat i on from project beneic iari es as a conI ition
 
to receivinti 
 A. 1.D. -fund lI assistance sholdl, Qe subject to the same
al lIable cost provi sions 
a.!d A. 1..I) pl ic es that govern the use of

appropri atel t 1 hcasei ,este fundsFunk 
 a di ,ctly1 linke II to the 
provi sion of *\. 1.). asi sI n c,. 

Furthermore, 
 nlvss a toat.ion 
 is requ red to he used for specific

purposes, it woald constitlte general support for the Fourdation, ineffect an en.lowtieot . iherefore, al Iow i ng unrest ricted use of these
cont ri but ions coul be const ruied as tacit agreement by A.I.). to n,irec t lv auynenL the lounlitt ion' s endowment without obtainin1 the necessary Gongressi onal 
conseiti:. According to A.I.I).'s Reg ional Legal
Advisor 
 (RIA), A.1.1. is prolihi ted from maki ng cont ri itt ions to

endlowme nts 
 nless spec i Fical1' authori zed by the Ongress. Ile RIAstatel that , in her 
 opi ni on, ISAID/ Hl Sal vaI
lor was in irectlv

contributiny 
 I n t li Fotn hat iOn's endowment by not obojecting to thereqli rement 
 IL: t pro jocst boilof ic iari es loa p fudl s to auguittent
Foltn]at inn' 5 owli t ;iS ,i (as itIioiFax to r -e vi ng A.I.). assistance.The RI.:\ st atf'l that, to ,r knowllge, A. I.D. s Ce r al Coijse.I had not
 
specificailv aWllissol 
whether or liot this inlir .t financing, nchowe wasconsisotnt with (onqressionail intent or whether those funds were ,uhoject
to allmOiIhl-cost limitations as definod i: the stadaril provisions tothe cooperaliv, aVqrepetlts. Ii her opinion, it might be appropriate torestrict the tse of these funls For spec ific project purposes.
 

Mission officia ls statal that the cooperatiye agreement which firstidentirie l tle Fi rinr! chrme was autluorizl by AlD/Washington. As aresil! , the iu i,,ve! te ofOrfice General olsel IwolW] have Ccvieowed

inl cl eai-el tk iimir s'heme. In adlitionl, Mission officials sailother l ins:-= W projct% with similar Finaricin g schemes. IJSAII)
off icid sStalp itHu tit,\, c,iis >ler,,l hose fill.]s to he tIo otin lit ion's,
witihoiJ roestrict iots, aiI In I never consitlroI rcqi tinrig a specific.es 
(en(ural (otnso! iini1rl ott iis matt or. 

As a e"si I i: o I' not st.ri -tinigpre t he uIse of )roj ect benef ic iary
cont ribttions, ItOre, was no issulra',nc that tlose cnnLtributJolts 
woull.1 he
 use pro ject
Fo-4-1r purpos0es ait-I/or in arcrolance with IUni ted ,States

allowable-,ost provisions 
fFr tnonprofit organi zatiots. Restricting t:he 
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use of these mandatory contribu t ions in this manuer would better ensuretheir proper use awl would result in less direct A.I.D. furkis beingrequi red for project puri)oses. This could IV substant ial . TheFoundation his estimated it would generate nearly $7 million by 1992 from 
maratory contributions. 

Managemept Comment s
 

In its wi tten coments, the Mission state! it did not have the same 
conce rns as Ihhe :iti tors with respect to usage of beneficiarycont ri h:it ions o- the potential "appearance of kickbacks" suchunrestricted usa e creates. 'lihe Mission stated that it believes suchfunds should be used in a mariner consistent with the overall goals ansIobjective of lJAliVS lt 
tlat the 'oulation's bylaws prohibit use of'JSADFI)-5 funis For such thin,,s as political campaigIn contributions, wlicl
 
was an initial cocernl of the Mission. In ad iti oi, the !.Ii ssion 
 statedthat 
 it. ,o lid not he it, . I.I). 's interest to restrict the benefic iary
cont ri bnit iions t Gific projcc t prog raims,c l5 or' bec atIse this would
 
inc rease 
fund imip r p ro r as that t O Ision is try i ng to de-Cmphasi ze. 

Office o0 Inspyfctor (enoa ('mnients 

The OfCtice of Inspector (enpl disagrees with the Mission on the need to
 
rest ric 
 t tile ise of man Lit rv henef iciary contributions. We also
cont iIie to have ai coicern with the potential image problem unrestricted 
tise of these monies c en te-; but, having alerted A.I.D. officials of thisissue i the 
(lraft report., have eliminated it fro, 
the final report at
their requlest . Inciour opinion, mndattory contributions frombeneficiaries of A.I.). -iianced 
projects should be used For activities
consi stent with A.L.l).-funld project purpyses ail the cost principles
contaiiwI in ()11? Ciu-ci ular A-122 entit1(ed 'ost Principles for Nonprofit
O)rgani z:i ions." Repstricting, the tse of these frnIs will bett er ensure
they ai', 11ot iised For inappropri ate act ivi ties and could resu lt insubstant ial liv e-s d i reCr A.S. fmds being reliredl to impleme ntproject ;ativities. 1This latter point 
is sigynificant, given the llnited
States Governmelnt desire to rduce Foteral spend ing. Ile significance ofthis finJing ai recommuendation is also linked to te fol lo ing
discussion on encouraging the Foundation to increase beneficiaries'
 
contributions to FUISAD S-sporlsored activities. 
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2t. The Foundat i on ShoulI At tempt to Obtain Greater Part icipation by
Project Benef ici aries 

The Salvadoran Foundation for Fcon(,ic and Social )evelopmiient had
always enlcouraiYe,. program beneficiat ie. 

not 
to share in activity cost [x'yotitthe minimim 2q percent reqItlirel inler certair of its A.I.!).-Ttl nnlo 

programs. Implicit in the cooperative ag reements, just as in the lIore ignAssistance fct. r eli rement oni counterpart cont. ribut ion.s, is the intent
that project h( ,iairn iies eicolirael to co01 rihtt,1 he as muich is 
possible towtrl thu cost. of aictivities 

est 
from which they honel'it. "lheFoumndat in Ifi iv ,,, shil pnl icyri a or any criteria ,esignel tomaximize the ;ariocti of conLribtLtuis From prolec heneficia ties. As a

resui It, t he pet i ncoiepotei ial f rom ( is sot Irc was u rea.t v reluced, 
caisin, Iri.'v r'li ntce on A.I. ). reSources. 

Recommeniat ioO No. 2 

We recommeaI t hat ISAIT/t-l Salvador, in constultat ion with the Foon.at ion,
estahlish a mrl aggresive participatory fundin, policy which betterrecognizes he exten t of assistance providedt, the project heneficiaries' 
financial ability to pay, an! the purpose. of the project. 

Iii sciss i on 

The -;avatoranf ii1ation for o('moi-c and Soc ial Developmient hatli not

always encmurala-I tbenefici<aries to share in 
 act ivity costs bevotnl theinirium 25 peo'ce ot rti ret uIjler certain of its A. .I). -iuinll proprains. 

As of ne 30, 1t987 tho Fnioi at i on hal rece i vle about: $200,000 inicnnt ri hut i ons f ro)Ict prIm beneficiaries. These cont ri hut ions were
peneratol 1un1er Four( ) ropramnq- PRII)IX, FOR)I'TA, )IVA(-RO andI RIMJQ). Thes eprogramts geilt'+aI Ic .qllv ,t Ir tia tble ef iciaries coHI. ri)1il!e a liii uimiitof K+ 
percent of the total act ivit coi tn the FVouinlat ion. (;enera lIy, t.hos,act i vit I es wit h eas i lv i oitf iable costs stich as conti-act hi technical
assistance ani t ravel wen- sihject to tLie 25 percPnt leqilireIent. it fee was often clia , t (:t)V, xpenses of other act i vi ties, such asSeilInars, cono'ences, an! pitli ication. Iowever, ther, was l ittle

thI t reV i ec pro all milln1l:1, fs hal Pncoulrahyed bvnefIC1 aries to 
V. In some cases, espec ial lv in tLh I arger 

lartiCi oat ( iqlof.' fMDi
enterIpri ses, , 'ator con! rihiti ots la lhwv been fea:isihl. 'ProgIrami
f;al!aors iii i cat,', t hlt s()mo enterprises nassist , uIllr iL. fnilrae aiinvest-mvn lpi+, -o i il,p hiO a f I ii titrail diverisi icat ion, a=1 ;, oc i;t ion 
str('t th'nin1 ait iviti, worp,' ,pal Iprl of .iot;.;r firifancial IL:, ti ipatkIona 

in their p o'jects.
 

lo l ic ic i t li! Coqt)I 1' i i l ,(,'el(ent '-., itus t in; ll tit Lk ign Assis>i:aiice
Act Se i'en I T) ,,( i I'( Iii )1 t liot ' part. cont ri htt i,>ns, is ih: in itoithat pioj ect iIIa ri,,,.;ht,I ci t encourapge. t.o c ionfiut, Na; il apnsi it t ait tdlt cot o ttari i ts Ihat a re- ,TPsiInnl t n t t OiY. 

Pro.gra li i it'at'risr ' el t fhi tIt [i il recent v , v( v I it lIo elriha:a i '; hadbeen p1 ace On obt-a i II i ! f ater cont Ii but i ois f10 p roj cthenef ic i aries. They ailso s.le l tCat' tler(e' had nlot heen aniv atLtellpt to 
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differentiate h tvpe or size of enterprise or financial capabilities inregard1 to ohtaining ,:ontribut ions. A Founlation official stated thatgreater participation had not been actively sought during the programs'initial years because thi s action might have adversely impacted thepro.grams' appeal arl their developmental effect. 
on 

k, stated that therewere at. least Pi cases whet,. proleJ:ct beneficiaries under the FORTAS andPRIIPEX prog.ram had contributed ow r the 25 percent miui nine. In onecase, the ront ri hut ion representel two-thins 
of the total activitycost. 'T'he official also 
g iven 

statel that serious consideration was beingto increasing the contribution requirement for travel underPRI )EX pr'r -am In 7q percent of the total 
the 

cost.
 

As a 
 result of not trv i to maximize the amount of contributions
project beneficiari es, the prograims ha, to continue to 

from 
rely heavily on
A. I. ). support.
 

Ilowvoi, Foin 
 lation lanage nerit al lJAII)/F1 alvalor officials statedthat tifrfioet s;trai r es; ha heei dtisciussed recentlv for the purposelentikfinq oftavs tvo increase Forluation revenues. One strategy tiscussel
 was to Kti Ii ,nr co)nt ri bit ions fWon project benefi ci aries.P:oi n it ioni hr.I it so ium(O!n i 70 lhat long -term 
The 

IJAI) assi st ance notwasa ss"uIre a 11 t ha It plr ouirc(es o)f rovellue shol hbe develc,
o. Oneiotu.at i )n official also mtelsto that, in his opinion, the higherh'npef i i thec nit ril)1 in to a pi)oject the greater its chance for success. 

'Ianlt'e lil,'it 'n(.Or iri c, 

In its written comirents, the Mission stated that as of l)ecember 14, 1987,contrihrt ions From other than A.I.I). futing sourcesmillion amounted to $1.1.or about 12 percent of total A.I.1). disbursements toFo nlat ion. 'Wp 'lissinn state, that this amotnt could be 
the 

not considered"ne.ligi le." 1The lissi Oi , thatsated initially it had discorragned theFo,in lation freim pursuing a more. agg ressive policy becauseinconsitencies with the project's development objectives an 
of potential
 
the risk of
havinig the 
Fn fat ion vieW?,t as o t,of reach of
The the average businessman.
Mission altled, however, lhat 
 it had cncouraged the Foundation 

purs t more aggVessi ye 
to 

( out rih it ion po Iicy. Therefore, the Mission
 
raqIsta 
 fiett the recormneu art. ion be dteleted. 

Office nf InspectorGyetoral ('ounnents 

The af!it show o It (hrat the Fonrdation had not yet adopted an officialpolicv to obtain greater contributions from project beneficiariesbetter r,'coeuni :s t he extent whichof assi stance provided, financial ability toprly, anl the pi mose of t he project. The report recommendation can beclosel upon receipt of wri t ten evidence tinhat the Fo in at ion has
established 
such a policy.
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3. IJSATI/E1 Salvador Needs to Establish a More Reliable System for
Measuring And Report inaProject Accompl ishnents 

The actual effect of project activities on generating jobs, foreign
exchange and other accomplishments was uncertain. audtitThe fount thatreported jobs, exchange otherforeign and accomplishments generated bytwo of the Pight: programs were not properly classified or accuratelyreportedI. In ad I i t ion, the atil it founld that important prog ra:1accomplishment data may have been improperly erased from computer memoryby the program cont ract manager. A. 1.1). llanlbook guidance requires thatMissions establish monitorinR and evaluation infonnation systems toaccurately measi re the effect of project activities. Neither IISAII)/EISal va, or nor the Sal val oran Foundat ion for Economic andt Soci a Ilevelopment had estahl i she adequate criteria ant a system for measuringproject accomplismerii.s. As a result, we could not accurately assess the
cost-benefits or impact of project activities. 

Recommen ation No. 3 

We recommend that UlSAfl/E,1 Salvador, in consultation with the Foundation: 

a) establish ini fonn criteria ant a system for measuring and reporting
project accomplishments; aWd 

b) detennine whether or not infornation eliminated fron Tradethe andInvestment Promotion computer record needs to he replaced if so,and,ensure that replace;nent costs are recovered from the management 
cot rac t. 

Discussion 

Reported project accomplishments under leastat two A.I. D. -fundol 
programs administered by the Foundation were unreliable. auditThe foundthat the effect of the tcade ant investment promotion activities ongenerating jobs and foreign exchange (two major program goals) wasumcertain. In addition, the effect of agricultural diversification 
activities appeared overstate I. 

As of Jiune 30, 1987 the Trade an1 Investlient Promotion Program (PRIIDEX)
claimedt its act ivities had generatedl 4,738 jobs and $12.4 million inforeign exchange earnings. Hlowever, program staff admitted that these 
amounts cou!ld not be substantiatel For example, they stated that 
prog ran promot, ion execumtivyes often estimated jobs and foreign exchangegeneratel insteal of gathering actual data fron clients. Also, reportedjobs were overstatel as seasonal jobs counted the same as full-time 
positions. A program manager stated, for example, that if a client hired100 emplovees for a temporary pe ri od, laidt them off an! then rehired themduring a subsequent temporary peri01, program claimthe would the total200 i.Jhbs as Ibeing gene ratel by the program. Site visits to several ofthe prqogram's clients confitnmnl that jobs reported were inaccurate.
Besiles inclali ing seasonal iworkers with full-time workers, it was noted 
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that at one company 86 employees were counto1 as new jobs when in Fact 
they were pre-existing jobs which were being maintai ned with program
funds used 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 latest report did not reconcile with the 
report's detailed infonnation. A comparison of the summary information 
with the detailed data showed a difference of 503 jobs ani $1.8 million 
in foreign exchange earnings as shown below.
 

Summary of Differences in PI4IDEX Program Results 

Program 
Sectors 

Jobs GeneratedI 
Claimed SupportLed Difference 

Dol lars Generated ($000)
Claimed Supportedt l)ifference 

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

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

Indust rial 
Iarlicrafts 780 774 ( 6) 2,610 2,638 28 

Light
Manufacturing 590 756 166 ..5274 242 ( 32) 

Total 4,738 4,235 (503) $12,320 $10,c00 $(1,820)
 

Program officials could not adequately explain the reasons for the 
differences in the information. The Foundation wante, to make it clear,
however, that the subject data had been compiledl while the program was 
manaogd by a contractor. Program officials were unable to reproduce the 
back-up information from conmput er storage, as this information had benen 
erased. by the contractor in Atgust 1.987 upon completion of the contract. 
RiSAI f/H1 Sal vavl or an FoIndlation officials were unaware of tlhis 
si tuat ion, w.uille liately took action to investigate the matter ant to 
leternine if the ,rasod ,lata was necessary for prog ram analysis purposes, 

It also appea red that accompl ishmicnt - Unileor the Agricultural
Di vrsi Fi cat i on (I) IVAGRO) p)ro.i ram] hal heen overstated. For example, in 
the ,Jum n 1.987 s.mianntin l rpeort on pro' rain act Vi t ies it was i mpl iel that 
the i)rl}ram had estaIbl i sh..I two new packi ng plants for cucumbers aril 
imelons di'mjiug the First half of' 1987. In reality, the program provided
technical assi stance to exist ing concerns to ,tivers ify thei r operations.
IISAT!)'s Rural De velo)pment staff agreed that I)IVAGRO had overstated its 
accomplishments ani state.I that the Mission an] the Foundation needel to 
establish a system to measure! the project's impact ar-I to establish more 
realistic reporting cri teri a. 
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A Founlation official state, that DIVAGRO program accomplishments halrecently been reviewed. lie 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, le also
stated that some jobs claimed under I)IVAQZO could also have been claimed
under the PRIDEX program because these programs often work with the same 
clients. 

A. 1.1). lan hook 3 and AII)/Washington guidance require that Missions
establish monitoring and evalmat ion information systems to accurately 
measure anl report the effect of project activities. Implicit in this
guidance is the neel to establish uniforn criteria to ensure accurate 
classification anl reporting of project accomplishments. 

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

Neither IJSAII)/E1 Salvador nor the Foundation had established adequate
criteria or a system for measuring the impact of project
accompl i shment s. Program oiit:pts were being identified, but the impact
of these outpu:s was, for the most part, not being measured or not being
measured in a consistent manner. In all fairness the PRIDEX andto
DIVAGRO programs, measuring and report ing the impact of project
accomplishments appearo to be a problem with all Foundat ion-admini sterol 
prog rams. 

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

ianagement Comments 

Mission officials agreed there was a need to establish uniform criteria
ari a system for measuring arid reporting project accomplishments under 
some of its programs. At the exit conference, Mission officials stated
that A.I.). had generally beemn remiss in establishing adequate 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. "he Miosion also stated that the Foundation would
make a letenrination as to the fault and responsibility for the Trade and
Investment Promotion computer memory loss and procee, accordingly. 

Office of Inspector (Cenera! Comments 

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

- 12 ­



4. Program Activities Need To Be Evaluated 

None of the A.l..-fride activities administered by the Salvadoran
Foundation for Economic ant Social Development had been independently
evaulated to determine its impact on achieving planned objectives or itscost-effectiveness. 
 As provido by A.I.D. Handbook 3, Chapter 12,

independent evalunations are necessary to make objective ant rational
decisions about projects. Several cooperative agreements also required
that evaluations be performed prior to the time of our audit.
Evalltit ions had not been previously schedul ed because, accord inp to the
Mission, it ,did not want to burden the Foundation by having an evaluation 
perfoned simultaneouisly with the Inspector General audit,'s which was

expected earlier, and also because of the major earthcuake in October 
1986, which i nt erript t hot h the Foun, at ion' s and the Hi ssi on' s 
operations for" an 
 extended period. As a result of not performing

inlepon.lent evaluations, the 'lission had less infonuiationreliable by
which to judge the performance of project activities and to determine if 
they were cost-effective. 

Recommendation No. I 

We recommend that IRSAID/El Salvador establish a plan andI timetable to
evaluate Foundation activities before any new A.I.D.-funded activities 
are approved.
 

Discussion
 

None of the A.l.D.-fundet activities administered by the Salvadoran 
Foundation for Economic ant Social Development had been indeperlently
evaluated to detennine their impact on achieving plannel objectives or 
their cost-effe~tiveness. Since September 198, seven cooperative
agreements cover i nv eight prog rams had been executed wi th the
Foundation. 'hese seven agreements authorized nearly $74 million for 
program activities, so ie of which ha been approved for more than two 
years at the time of our review. As of September 30, 1987, $10.5 million 
had been disbursed umder the seven agreements. 

Some program activities had been amended to increase their funding and to
extend their project a-;istance completion dates without the benefit of 
inlependent eva 1l nt ions. lPar example, fund i n , for the Trade and
lnvestmpent Promotion, Uconomic Stnyli s, Ag ricultural Diversification and 
Associat ion trnqthening activities was increasel an their programs
extendl withoit fulll know] olq of the activities' success in achieving 
planne,I obrjctiyes. 

Mission officials sttanlt that it was entirelv
not true that these 
activil is had not been assessed. Thev stated, for example, that theTrade and Invstment Promolion activities had b assessed byten partially
outside consultants in cinjction wi,:h preparing a project paper
ameiment; tLie lepa rtme nt of Economic Stdlies act i vi ties were part ial ly
reviewed by two outstide consuil tants i n conjumct ion with stud ies on the 
stratev ant organization of the Economic Stud ies Department and the
feasibilitv an design of a proposed statistical system; the Association 
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Strengtening activities hal undergone a Mission in-house review; and an
analysis of the Founlation had been conducted by an AI)/Washing ton team
in the prep)aration of a new agribusiness project paper. In addition, the
Mission stated that a two-person team from AI!)/Washington had just
completedA a two week review of RJSADF.S' organizational structure anl
activities for the purpose of determining its ability to administer 
alitional programs. The Miission stated that although these studies and 
assessments were not referred to as evaluations, they did provide useful. 
program information wh.ch the lission had cons ilered in making prograw
decisions. 

A.I.1). Ilandbook 3, Chapter 12 provides general guidance on evaluations. 
As stated in section 12B7, the purpose of evaluation is to provide an
objective and rati ona. basis for making decisions about current arki 
future projects, programs, pol icies andl procedures. In addition, the
cooperative agreements covering all the program activities, with the 
exception of the FORTAS and D)IVAGRO programs, required that invependent
evaluations bt perfo rme, within two yea rs of theI 

signing 4f the 
cooperative agreements. Project agreement No. 51 9-0316, which covers 
association stren,;theni ng activities, lid not require an inlepenlent
evaluation, but insteal reqi red a final program staff report after the
first year awl was to incl ile an analysis of the impact of activities 
under the program. Similarly, Cooperative Agreement No. 519-0265, which 
covers the DIVAGRO program, did not require an independent evaluation,
but instead required semiannual in-house reviews of programn activities. 
Neither of these two internal assessments proviled the benefits of an 
object i ve evalulat ion. 

UISAI 1)/El Sal vado r st at-l that specific program evaluations had been 
consilercd, bt evaluation plans were postpono because of other events.
They statel that the Mission ,li not want to over-bur, en the Foundation 
by havinip an ev Illiltion pterfonimnl simul taneoisly with the Inspector
(knera l's ai, it, which was originally scheulel for late 1986, and
because of the maijor October 1986 earthq ake which interrupt ed both the 
Founation's an l the Iission's operations for in extenlol peri ol. The
Mission stated further that it was currently processing a bit for an
evaliuation of the RIEGO program in September t987 anit that it planned to 
arrange evaluations of the IZII)EX aiwt PROPIII prograns in the future. 

As a result of not obtaining independent evaluations of progra
activities, UISAID/EI Salvalor had less reliable information to fully
asses!; the impact of project activities on achieving project objectives
aml thi s large prog ram' s cost -effect i veness. 

lana genen t Comment s 

Mission officials st.atel that it was in the Mission's an] Foundation's 
be st i niterest o evalnate the programs to deternnine their impact on 
achieving plannol objectiv,.-s and their cost-effectiveness. The Mission 
stated that it hal startol the process to evaluate many of the
Foundation's programs. Evalmations of the l TOP.,Mand WIDIEX programs 
wo d start in the second quairter of 1988. 
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Office of Inspector General Comments 

The recommendation will be close.l upon evidence that an evaluation plan 
and timetable has been established to evaluate the Foundation's programs. 
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B. Compliance and Internal Control 

1. CompI iance 

The auliL tisclosel five compliance exceptions. First, ISAID/E1 Salvador
had not arranged for irnlepen ent program evaluations as required byA.I.I). guidance ad ceirtain of the cooperative ag re.rneiets (Finding No.
4). SeconI , U1SAII id\vanced more funds to the Fouiilation than authorized
by .. 1). regulations (see following section). Third, the Foundation had 
earnot interest on -,rant funts in violation of the cooperative agreement(see fol lowi ng, sec t i ori). Fourth, the Foundation practiced
discrimination in its employment policies which is 

age 
inconsistent with theAge Di.-,criiintion Acr. of 1)75 (s(-e foll ing sction). Fifth, SO he 

proj ect-fI Cle, ve'hi les ,ee pe rmari net i y assi gned t.o Fo id at ion
('Xcci i ves anl therefore mad available for project implementation 
p u) Sq se, olFol KTin, sct rion). 

Other 1nn1h, 
appl ca p laws 
would inliWat, 

c lit ies cit(ed , testel items wtere in compliance
:i;l reguilati e s arfl nothing came to our at tention m ini ton', nl item.s; were not in comnpliance. 

with 
that 

2. 1it ,.mn I (;,hit re 

The andi lisclnc )se, one intriial conLrol %,eakness in that neither the
Foum, tat.on no i SAII)/11 Sal valor had estall ishol aeqmte systems for
measuring ,iladrtport ing p rogran accomplishments (F in,! ig No. 3). 

With the above exception, no other corntrol weaknesses came to our 
at tent i1n. 
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C. Other Pertinent atters 

IDurin, the adltit several ot her issues warranting management' s attent11i1 
were ilent ifi ed Frst, the aldiit showed that the Controiler's Office 
has not it sC f pe rformt a detailed assessment of the Fouiation's 
financial capahi Ii ties or periodically spot -checked documentat i on 
support ing expeos, vouchers evern t hough A. 1.1D. funi ing of t lie Folnslat. i ol 
ha1 i ncrea';e I Ar.at ical I y. A. 1.). IlanLlok guioance and provisions of
the Fleral Manageor's Financial Integritv Act require that Missions 
assulre t hemsel veS Lhat hoWrrowe l'S/grantee s ha ve adcqua t ma nagement
capabi I ies an! financia1 con 1rolsto ensure the proper accountability 
an ulse nf A.I.)} projCct fWir Is. Because of staff limitations, aul other 
priori v matters, tlie (britroller's Office had reliedt on annual atilitedl 
financial Sateoments to mont or the Foundation's financial activities. 
The current a d tiL showed that the Foundation was ad iie ri ri to the 
ol)erat in g ani m ls stahl i shel for i t by Price Waterhouse anI found no 
evidence that A. I.D. full 1ls were not be ing alequa tely accotunte, for. 
Ikiwever, we do not believe that the Controller's office should rely
prinarilv on periodic finTncial stateents tn assure itself of the 
FoWinla t ion's m, nimi'eent catpabtil ities ;usl financi controls, especial ly
SinCC these Stat enits do not prvide adequate leta IIs on A. 1.. funds. 

s part of tHie citr;,ont TlIi r, a ,ldek r'eview of the Fo daI iOTT' lasts
financial Stat s of- 31, 1986)amn. (as Iecciiber 1)85 a"l was performed.
This review lisclosaI that altl iughi the aUdtitl finTncial rei)ort followe:t 
genroa ll ' acceptedh auditi in! stanla,ils, it not Follow thelid expanled 
scope ot work r',quir I by th General Accounting Office's "I:taridarls for 
Aud it of Govrnenital OrganizatioTs, Pr'og ramis, Activities, anI Functions" 
(1981 Revi si ol). The ,i lit, report also diSClose, I tLe followin;g! matters 
that, for IJSAII) tu avrpses, could he an indIication of unallowable costs 
anI/"or c'r,-lit s ot projee costs: (1) severance compensation haI been pail
anmally to ihe Fourmiation's employees, art! (2) at least part of USAID
flltT s were gener iairig iTT te r('s in coe! i shor't-tCTrln (eposits (see the 
final Other Pprt inrit Mat ter). Addi tional lv, there was no detai led 
informat ion aut th an! IJSAII s, norNie nee, uses of fun comparisonswith budlgeted amlounts. 

The Controller's office wolld have betLer inforiation to assess the 
FoundIat ion' s fi nancial management if it reqi i redI that the anniual 
financial statements Filow the ((ralta Accountinrig off ice stanlards arnd 
contain detailed inoifonation a'out the soirce anTl uses of HISAlI) funds. 
The Mission state. I t.hat lie ene ral Accounting Office sta[Ianls were only
requii rel if A.I.), ko.re to , i rect ly emnploTV o1' contract the external 
aud it in firm, but, sinc!e the Foundation Cootr'acrte the alliLing f ilT,
the standIards were not rv(Iiiirel. In our oinio , since A.I.1). fin, nces 
96 percent of the FoutI ation's Operations, inchIin'lqi., the last antial 
financial astr it, it can requliire that ati,lit rl)ort Generalthe follow 
Accountini Office strlaris amT! We expaniol to provile iwore (letaill
infornal ion ah)rt Ilie soiurce 'in] l:;es of IISAII) funds. Regarling the 
severanLe pay i ssiue, the Miss:ion ag ne-I it. was a valid questions an had 
taken a ppropriatLe stepslo v'T.Fure that it was legal Iudler"Salvadlorean law. 
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Second, 0I I r rev i OW of t hI RI LG() prog iram reVc el.I a pot 'it ial 
cnnfl ict -oF-i n! erst si t atl,ion. As the prog ramn current lv operates, 
commnercil irrigat ion (qiiTient siMpliers are responsihle for ilentitfving 
potent iil part icipants. However, the tril st also isimTI 2n percent of t he 
risk for loans miad e I beneficiaries, which had 1 l to higher prices for 
tlie oquipnilo,1 ii Ss io11 iiilfll ietl t cert.a i n. ,i ig rvc I that al jist mn-t. S were 
n ieleI in thisni~i~aq Io Ite irtrar aiii ;iI lidi begiiii tc, t ike st CJ)S to 
effect l hem at vle I imte our rvie, Wn,tei. 

]li I, it wa; not,1 I hat the Founlation was hryi ng lollars f rom 
IlJil i !Ilieri "od nilil(0, t o rep Ieii '-;l tihe U.S. lII1ra1 iccolitl. for a IVancesIh 
wh i cl w I. not fI Ilv 1 i qIi II I.. The aulit lid not .letennino t:le extent 
of this p rc i e or ;umoi t; involved ; lioweV, , i recent piurchase of 
$2, 3MA Wa- rilt, which cnst t IeW K 10at,inn1 $262. 1hi s pr;Ictico is riot 
consistent It iei her F I Oilvalor's or the lnitl t -tat (' econoiiic 
pol ici; fr ,,hica1 prat ic e;. P e Miissiont lthIi l ibtI tlth [ tion's' FrinI 
policies. wvr !lli :aUivef i n p this pra]ct ice. 

'FolI- tli, it wass in i ( l Iii h tounI It at i) n 1 it rli retu for ext' al 
,ist ri iut ion r r,.lv IisclI , thei mivrve of pr,,rni fiur.Is. Foiuvlat ion 
parlnphIl (ts :rl ailiI.II repo rtun s'i'rl 1, i Iv I ot cat e the II.'.in I1i t ha t 
gIOVt-1'1IlI It q; s:iI 0pl i rw I l,' loi nldrit i n li i it lIir,,raiis. 'o one that 
we -poke with at the '.fission or at the Foinlation co)uild explain why the 
niti St a w s wans notrv ipi) Is Fom i s,;,orOl nit the Ilat ion' s Sppo Vt. er iii 

F'or i lit ion lit 'ratltiro, alt hiu,h they fell the origini of the Foundlat ion's 
fun Ii o W3s, coon know I ee. The Mi ssi on statel it was si IIIpl y 
preferiht(' in maintain a low profile in certain elements of A.D. 
acl iviI ies. 

Fifth, it was not"I that the Ftiinlation discriminates on the hasis of age 
in its o'llrment practices. The arud it dil inot lot.,inie the ePxtent that 
this hali happneeI, Nit ile-nt ifi e 5 recent posi tion openings which 
r,,qoiro! that canli lates he etwteen t e ages of 25 to 35. In ac:corlance 
wth the Ag!e Discriilinat in ict. of 197q, 11.5. funds canol. he uo';e to 
sipport olgNgi ii atiorn'; lalt practice age discrimination. The Mission 
stat (,I that for,ign lriv ite \'tIlIultarv Or.gani zatinns were not sohi ject to 
tle Act ' l'o-in i rement s. IPowe.v,.r, hev a, reel age .i scriiimination tas 
1inCOrnsI ert with A.I.If. ;uul actionp0ili an Iook to correctt the situmation. 

Sixth, it caie I (our ittent ion that the Foniila. ion haI rro ostahlish Itea 
rese rve for hal ldebts in it s accoirlit-i ig svstIII for Inlans male tinder the 
PItPII pI As r'i , original ainolilt avai lanle uinler theproram. a I the 
progr;iii for loans (ol1d ho r,,licedl. There is no provision that i portion 
of t le I an r, Iews Ie rese rv I for bal I ehts . Th i ; shouildI he 
est a l ishi, toIi , t t er entsi ire !tit the prog ram' s ori ginal l oar alomlr iS 
,I it ai io i. 'rl,. Mission airel anl slatel that steps wouimd h- taken to 
estai., a r,;"erve fool. 

Sevlnt h, it wa;s iuol.,l tt i noive r;i I top mana oe; were incoi1orait ing as 
re luh, > husinenso;n to the iiiinti of ilncoine tiax i iiiv it. Ie propriety 

of this ippaliit ta, avoidanice scheme iee.I s to bh leteri ne,,. If such a 
practice is illeal indr l .Salyvaor tax laws, it shouild Ic iiicklv 
st oppo,I. A.I. 1. caiinot :iff Ioto, be acrC IlIse, l of fuIIl ing an orani zat ion 
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which is n,t abid ing hN the laws of the country. This is a particularly
sens it i ve issue, given the ha,1 publicity tlat certain A.I.D. supportedpublic ag,encies have recently received. The Mission agreed anl has taken 
appropriate corretyive act ions. 

Eig hith, sone of thIe eiglat A.I.D.-purchaseAl vehicle s were not heing used
for project purposes. The aud1it folTIrl that tiree oF tihe vehicles werepermanently assi~nol to Foundation executives and therefore not available
for project implemeltat ion purposes. IJSAID needs to ensure that A.I.D.ftirltdl resources are used for project purposes and in accordance with the
coop,.r;il iweVagreement provisions. The Mission stato it ha l taken stepsto enist re that the thr e progran vehicles assigned to Foundacion managers 
have been rea5 s ignol. 

Ninth, the adlit disclosed that !JSAID/El Salvador not
had promptly

liquid at ed project alvances. As of July 1987, $300,000 in advancesmade i) the Foimlation hal remained outstalding For six months. In
accorlaiiee with A. I. 1). repl at ions, a,vances should not remai no0t stanling for more than 30 days, or not to exce(d 90 days if the 
M1ission halI le a forma I dete1rmination to this effect. Missionofficials 
 couldl not fullV emplain why this situation occurred, but
indicate it may have been a IISAII) Cotroller error. As a result,unnecessary II.S. Government intorest costs 
 of $9,000 may have been

incurrex whi le ad vances rema1inel outstanding. 
 Tb is matter was brought to
the ,Mission's attention during the andit and1 the Mission took iminediate 
action to correct he situation. For this reason, there was no needi for 
further reocnllmeridat ions. 

Finally, the Foundatiou hal ( rnol interest on its dollar account in the 
Hni tedt States. 'he coupe rat i ye agreement ard subsequent proj ec timplementat ion let ters estahli shi ng this account prohi hi ted the earning
of interest. FolItation officials statol that interest was not earned onthe principal account, hut r:ithir on time certificate of deposits which 
were rqiJireQ to iii ran toe letters of crelit For certain procuirehents inthe Uni ted States. T1I i s interest had been ident if ied in the arual
Financial st at ments; howev er, no act ion hal been taken to ret urn theseFulds to IISAII)/II l vaIor. As of October 1987, tV1t Founlati on report oxl
thit $2,166 in uttrest hal been earnod o these time deposits. Afterthis :aatter was bougtht to the Mission's attention, immediate action was
taken to recovor the interest earned. As a resillt, no further action was 
rec ol 1
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FOIJNI)ATTON PROGRAI SIJIVIARTES 

ECONOMIC AND SOCIAL RESEARC PROGRAM (DEES) 

Backg rourni 

Economic arfl Social Research Pro9,rain (I)FES) activities have always been 
considtere! t he principal reat[onIfor 	 the Foudation'S existence. IISAID /E
Salvador has activelv support o1 these research act ivi ties b Fullyr 

firT1atcinp thlprn IITIler (Onpol;i iVye Ag reement Project No. '519-02H7 which was 
ipproV-', o1n H-pt tuiih',' 21, I081. 

'MThi S Fil itn iiiAI s -Wfei) ( l 1 l )tIiIT; too 1111p'ta ,p '-nt' is toeti,, i requi reI 
deve lop t ho' (oi'Htt il ail i a l\'t ical b.lvi s ipropusif rt'econmllneldations 
to thepie ' I i ' \;.':lvalJ. o1 pot Ctl i iolici, :t ; wliich are 
sioporti i \'r f lcn' C lpact ivi i l ,o ia 	 I init, i etinIVentmp anl (xI)OIi't
%ivelopmttit. 
 The st ,is ",'ire also int (hl" to .tYpqort the 
implent at io t 11I l)T11 ai lH)RI.; act iviI ies. 

Thf r'ro'rI-vqi 	 :,nit bvik () lrlriy /l :trla+To 13 profo,,sional und stippoat
sta ff (at the t imp of th a it Mlir morie ecoriOli,s positions were beingl
al v\,rt i )ell.l1hir :tirj es, of icec rtlipietli molaterials were coverel 
ninier pro , t MAW-()287, bt0 no spe:ific bilt et limp, i tem ilr, been 

st abli she 1. 1iin ml, pi', ram Hutri i n. wa;< crnhi ruel wit h two ot her 
Fonliat iou-i lW iist ,rel acti vi ic's, !T I )X :i .ollttolat: ioil
ali ii st rt ion. \A a os, It , lAIIS\/flh 'Uil l t''s on! el1ler's OFice 
loes not ,-p''atelv ;i(c'(mnt for the pl').'i'aiii, wh'Thic wIcIh :,it diffiuttlt to 
lterine tA , po 'iFic a unt s ithat'izn-l, obli ati 'l li s itr ,l. As 

oF Sep elho r 50, 1087, 1iho thItrt e cortbi,i, aci Livi t ies hatIl been aitorit.ze
arnil 	 ohli cite . tni which $, .2 tili$26.7 liotn of 11 ion hai, I ,1i sburstedi.d I/
 

Ie- init ial projec: ;%ssi staict, completion date tiler aAe tefnt No.Si0-0287 was Sept etmbe r 30, 1987, hilt had been (exten l t once t.o September 
30, 	1089. 

1/ 	 Or, ,thlv 211, 1087, another ckooperatiVe ag re>emenlt. project No. ;19-0316 
(FORTA.; Prop'ram') was arnni' -I to inclule $34, 061 For1' the iFEFS prog ratil 
vint il lI)e'e:uibr 31, 1987. Vi 1987, I . i 
'oop r;i ivo .,!e-, -tpt (Proj ,ct No. 10-07,36) \ tlh th," toIl: 

ftiltst 31, , ). i ,cn attother 
at ion ot 

provi it- c it i nli , stpporit to .RI'AS antt 1WI'1.. Ii',oiilgt December 3 ,
1990. The Areemo''It at honri zl $ 1. 7 t11 i ion f r FORT and $3 
ti ion PITEL;,otfor kit 	,toe it(, ta1ike ,ffect ltnt i .'in:tilrv l, 1088. 

http:aitorit.ze
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Program Accmp1ishment s 

DEES had published several major studies. One of the most importantstalies was "The Ned for a New Economic Model for El Salvador" publishedin October 1987). The main points oF the proposal were suggestions on howto increase employment ant exportable production. Six major studies wereptiblished hitriig 1986. nong .he most significant were: "The State ofOur Economy," "Critical Analys is of Fiscal Policy" and "Strategy in theFaco of Crisis Reconst-ru ct ion an- Reactivation." The Department alsoissues a perinlic bullletin which addresses c rrent economic a:ul social 
aspects of El Salvalor. 

. rot nil 2,50()0 copies of )lES' st.ii lins and bulletins are distzibutel. Theyare ,listrihut. to Iocal congressmen, government offficials, Found ationinembe rs andl other indliviimals an!.I organi zat ions that the Fomationconsilers woulnIt fin! the publications useful. The impact of these
publications had not been measurel 
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TRADE ANT) INVESThfENT PROMOTION PROGRAM (PRIDEX) 

Background 

Trade an Investment Promotion Program (PRIDEX) activities were
authorized tinier Cooperative Agreement. No. 516-0287 which was signed onSeptember 21, 1984. The objectives of the program were to generateemployment, foreign e:xchange angi new investment in the country throughthe Oxpansi on of n1-t rea i t i onal eport s. To accomp i sh theseo1j ect i ves, the prog ram sou,,ht to ideintify potential investors andexporters :inl provi le them with access to product and inrlustrv -specific
inform:ition au. technical assistance. Activities financel by the programnclmlt, short- term and-l ong -teni t(-chnical assistance, invitational andobservational trips to al frori li Salvador, stipent sipport for training
andl other" Ic t i vi ties. 

The Salvaloran Fomnlatircil for x: onomic 5( i a Bela11 Development (FIISADES)contractel with Arnhimr Yni kg ant Company to manage t-he programi for thefi rst two vca rs )f Co-erat io11. IerlIl1, thi s cont ract, Arthur Youngestabl i shc. I off i ces i n (,an )a Ivadon a nd New York. Two subcont ractorswere iisel Iir, fac liiI at,, promot ion .ctivities in !he 1liii ted States. As of,11lv 1)8-7, roj rmm act iities wr,i manageil by a professional an] supportstaff of P, inclin!iii 6 Arthur Yoini, contract sliaff. In Au,gust 1987,the lranagefent contirwt eni c I ani was not exteniled. At the tilme of the 
;fi it , p rim llaliageileo't Wis transfehe in1 ire, I to Ft ISA!I'. 

Pro!j mm fi infii u was r omin I II >r i reement No. 19--0287 with two other1 I5 ,9I' ;I:Ii oistorod act ivi t ies, economic st I ics arl FISADI-S a i ni st rati on. As ;a re stil-, IIAII!B/EI Salvador's Controller's Offi :eloes not sepa r telv ,ccount for tle program, which make s it liffici:i tocietctinine the speciic i alounts a itho ized, obligated ant disbursed. As
of Septmber 30, 1987, the throe combined acti vities hat been aithorizelirot Hliate, $26.7 million, of which $6.2 mi11ion had(tbn disbursed. 

The init ai pro ject a s i st a nce coimplet ion date 1i1i'1er Agreement No.7I 9-0227 was Soptnember 30, 10Q87, but had been exteifled once to September
30, 108). 

Prog ranm Accomp1 ] s l meit s 

Accord ing to PRl1)FBX records, as of June 30, 1987 the proqram hal provided
finacia! as i stanr to 68 companies aril i nlividuals. The program also•eporte ! that it. pro i t,t infora assistance to over 100 other companies 
a ,I io! i vilIal s. 

The )rog rawm is belii inI sc)Id i] e in achi evi ng it s revi sed pl anned 
objectives as shown below. 
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Targets Versus Actual Objectives Accomplishments 

Objectives 

Orig inal 
Targets for 
1986-1987 

Revised 
Targets For 
1986-1987 

Actual 
Outputs for 
1985-June 1987 

Percentage 
Actual/ 

Revised Targets 

Jobs 11,S00 6,100 4,738 78% 

Foreign 
Exchange 
($000) $34,100 $19,700 $12,370 63% 

Te only reason given by the Arthur Young contracting team for notachi eving tie planned objectives was that they were "totallyunrealistic." As discussed on page 17 of the report, the aldit found
that the program's accomplishment reports were unreliable. 
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INVES'DENT FUND) PROGRAM (FIDEX) 

Backg round 

The Investment Fund Program (FIDEX) was authorized on August 29, 1986, by 
amendment number three to Cooperative Agreement No. 519-0287. 
The project amiendment provided $1S mi1! j)n For an lnvestment Fund and$600,000 to cover the Investment Fundl's administration costs. Thisactivity was designod to make available investment credit and equitysupport to domestic arnl foreign investors for the purpose of stimulatingthe establishment of new and expandeot "maquila" (assembly work such ascontract sewing, electronics, data entry, etc.) operations ant lightmanuf act ri ng/assembly enterprises in El Salvador exporting to markets
nutside of the Central American Common Market. it is anticipated thatthe Cre lit Funif will finance projects identifimed aril developed under the 
tlITDEX pro:{rainl. 

The Invest lnt Iund , tIowe' e r, had not yet been estalhl ished. Itsestablishient had taken longer than expected because of the unique
problems in establishing an off-shore fund al because of delaysexperienced in obtaining the necessary A. I.I). approvals. At the end ofthe amlit, it appeared that the trust fund would be established withCitibank in the Bahamas, although changes were still being made to the 
trust lociment. 

\s of September 30, 1987, $15.6 million beenhad authorized and obligatedand $2,633 hal been ,tishur ,-d. Ilie project assistance completion date was September 30, 1980. The not-yet-fully established program was manage. hy one executiye aind one secretary. A credit analyst was in the 
process of being hirel. 

Pro( ram Accoomp I i shment s 

No credlit, had yet been provided under the Investment Fund. As a result, 
this program had not yet had any impact on stimulating investments in E 
Salvador. 
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ASSOCIATION STRENGHENING PROGRAI (FORTAS)
 

Backg round
 

Association Stren~thening Program (FORTAS) activities were authorized anmfinancal ualer two Cooperative Areements, Project Nos. 519-0287 arm]519-0316, which were app rovwl on Septenher 2,n 198,1 aiA Jily 198519,respect ivelv. The proqram's purpose was to strengthen the abiity ofpri vate eSCor buisi ness associat ions to better serw, thei r iembers
Specificall', the pioram wa to assist associatians to provide their
meriibo Is i mport a nt informat ion, technical 
 advice and general guidancenele.t to riaintain and increase the member's operations an! to establish
the h i is for export inog, lie i r ri ih', S irodlcts. 

"I'e prog-ran financei a varietv of act ivit ies ltesigned to strengthen theassociations incluing 
 seminnars, training, technical assistance an
observa tional trips outLsile the country. Project Agreement No. 519-0287 
aut horized assistance to associations alrealy involved with exportactivities, while Project Agreement No. 519-0316 authorizo assistance toassociations not relat.! directly to exports. Agreement No. 519-0287 didnot esta)lish any cmiiat ive limit on the amount of funds that could beused to assist the associations, but Agreement No. 519-0316 limits thetotal cunilative assistance to any one association to $20,000, unlesswaivel by HISA I1). As of Oily FORTAS1987, had six professional anyt
support 
staff to carry out its activities.
 

As of Sept ember 30, 1987 a total of $2.2 nillioun had been authorized an]oh i ga.e te!inlr the two agreenment s. of this amount $884,575 had been 
,ishursol. 1 / 

The initia project assistance completion dale tnder Ag roeement No.519-0287 was September 30, 1987, but had been extended once to September30, 1989. The initial 
project assistance completion date under AgreementNo. 519-0316 was July 31, 1986, but had been extended three times to 
December 31, 1987. 

1/ Incluled in the FORTAS authorization was $475,000 for a private
sector education foundation (Private for
Foundation TiucationalDevelopment - FEPADI):) and $300,000 for a special project to assist ElSal va,lor' s eastern reg ion through the Ea stern T)ev l opmentC;oori nat, ion Cnmitttee ( UY.COR D). On August 31, 1987 A.I.1). signed
another Cooperative A reement (Project No. 519-0336) with II ISADES) toprovide continuing suppo rt to FORTAS through Dec-mber 31, 1990. TheAgreement authori zeI $1;.7 mi I ion for FWORAS, hIt does not take 
effect mntil ,January 1, 1988. 
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Program AccompI islunents 

Accor,ling to FORTAS' records, as of June 30, 1987 the program hadprovi-led arI/or committoi Financial assistance totaling $781,135 to 30associations. These fui-Is financed a range of activities which the auditclassified into six categories. These categories anI general
lescriptions are: 

(1) 	 Personal Training Activities aimed at enhancing staff 
knowledge ati- skills such as computer 
CoUrses. 

(2) Strengthening Free Enterprise 	 anl-Forums couirses ailned at 
reinforc i , Freet terpri se 
objcct ives. 

(3) Institutional Development 	 Activities aimed at strengthening the 
general internal nanagement of the 
association. 

(4) Observational Travel Trips outside the country for 
association staff arni members. 
IPurpose of trips could encompass
elements of other categories. 

(S) Assistance to Associations 	 Activities aimed at resolving 
spec i f ic problems faced by the 
association ami its members. 

(6) Special Activities 	 Support F ",PA, 

A breakdown of assistance by these categories follows.
 

Proj 
No 

519- 1 2 3 4 5 6 Total 

0287 
0316 

$54,041 
15P886 

$ 1,319 
87171I 

$ 88,654 
1862 

$40,476 
31,861 

$19,758 $ - o -
7 _312Y400 

$204,248 
576,887 

Total $69,927 $8g,41O $200, 516 $72,337 $37,465 $312. 100 $781,135 

"lhe impact of these activities on strenghtenitg the assoc iations lid not 
been mneasi ir( . 
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SMALL AND MICRO-ENTERPRISES PROGRAM (PROPFD1I)
 

Backgroun]y
 

In July 198,1, the Salvaloran Foundat. ion 
 for Economic an] SocialDevelopmort proposed to IJSAf1)/El Salvador the establishment of a programto assit sial!-scale entreprenelIrs. This proposal culminated in theAuust 2 -), 1985 signing of Goopfrat: iv'e Ag reement No. 519-0301 whichestab] i shed t he Sl!lai I aMl '.licro-bute ,prises tlroeram (lPROPI"MI). Theohject i ves of the pro! rall wee. to "increase the prot itabilitv of, an]promote the, xpansio) of srnu-ll ;m l icro-enterp rises fa S,!Salvador, th , ril ovrllent 
in the S.,nre'bv i( (ol!]p an I rost:eriiv economic ,rowt h."
To accnmfi'i h thes, ohi ,t iv(,;, tiif, prok,rain proviees ( re it ari t ,cliica 

as i SLalc'.7 t I S itaII -scA' e 11hIif 11,I)II(rsi;. 

The prop rniic-oilI i t i oi; Hie app rova I of' cred i t,lpoll t he era Il'mopr(lelrsacceptance of five-w,,eka (ra irini prograli. 'hi s training prog rain is 
a i ml a t s t, i relop rs're"I if; IInl etnreneucapabi e s Loa;ns maleI 1iaIiageil1en1 ;1a ] accoiun)t i ngl er Ihe pro raw WeI ien r'll 1v inof $200 to $1,000 t 1ISper'cefu Interest for up to 2 

III, ranlge
aVrs. \ llix iirIrl 

grace po T'i0 f FlO)t 11 0 he pay1i e r o prfiic i pal was also voiii[loll.
 
As of Septeiuiher 
 30, 1987 $1,3 :'illiion had lheeln atlthorized ant obli.au:e>t af)]$902,052 dishurse. As of juilv 1087 PIROPI1 I ha Y. professional alsupport staff to ilplmert is activit,is. The project assi stancecoplet ion 'late i s 30,S;ept ember 1988. 

Pro iec tAr"cjLrou Iii h_2imti ts; 

Acco rd inq to PlO'Cll reords,r c as of June 30, 1987 the programprovi,led financial anl/or technical assistance to 
had 

807 small enterprisesin the San ;alvalor :area. H1owever, the prograin was inbehind achievingits planned t "Irgets as shown below. 

r iets VeArss Acco[np1ishnents 

Percentage

Targets for Actual Actual!/

Ob ject ives 198 -1987 Outputs I/ Ta rget 
Loans I'61 251 33% 
Trainees 
 1,133 
 807 
 71%
 
New Employment 
 761 
 325 
 43%
 

l/ As of June 30, 1987.
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Program manlyers claimed the Inwer-thali-planne, outpuits were partially
die to the O(tober 1986 eartl(pliako which afrfected econ(m1lic activity andres lI tod in t he avail hiilitV of qovernmnn, -spon;o-Y, tisast(r rp Ii of 
assi stance. 

As of Jlino 30, I.987, 22" of the 251 iprovl loans, totali ,nq$205,930,
had ]eenlisbluTS,. Of this- a,1olnt1, $231,765 waIs st ill outstating, and$3,47S (1.S%) of this was considered del inqimeiit over 30 days. 
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AGRICULTIIRAL DIVERSIFICATION PROGRAM (DIVACRO) 

Background 

Apricultural Diversification Program (l)IVAGRO) activities were authori zedhy Cooperative Agreement Project No. 5!9-0265, dated January 29, 1985,for tile pillpose of supporting the ;'ctivi ties started undIer the (;ov(rnment
of El Salvaltor's ag ra ri an 
 reforn program. Speifical ly, the l)IVAGR)
T)roram soughl to t-xpail' pri vaite sector investment in no-t it]iit ional
aurihusiness enterprises 1y Financi;ag techrii cal as. i stance, t raining,feaibi I itv ar l marketing ;t ies, ar, a ricu ltir. i. I(Ii ve i ficaiI ion ,latahank, ani research cti vit ies 01 b)ehal f of fa el's, f ril coop lati yes,
packing plants ar~l orher :wricril ltiral export Felat -d enOAVOIs. 
As of 98, and

'-T)t ember 11)7, $. ini iIion had !been aut horni ze,o1)l i :t t. Of tI Is oun[t $1 . iili on hal, been, iisbursed . As of .July1987, t ,heprwo:,ram was na iag,,(ive profess ionail a) slipp)art staff . Ina !lit i on , I he pro,,rmii ha! cont rac ted the lOng-t-ter11 aSSi stalce of four
(-ii loloF nlm tion (a,'rriclt(iurl i nt itiotion) 
 a visors.
 
[h, init i:tl pc) ec:I ss i stance (ompit ion dlate was December 31, 1986, but
C 

ha1 be n ,Y- ontl once to .ily 31, 1988. 

Pl'otgram Ac(-oip_ i s hnen1t s 

As of l,1ne 30, 1987, 20 companies had received technical assistance anlfreas hi i t v st i i es had been Fi nanc t for 12 other enterprises on)rolI ict i o, of shri imp, Ti lapia fi sh, da irv proucts, meI lois ardwato rlfllelorns, ve ertab les, flowers, ornamental plants, and other crops. Inali ition, th( mrogrm finance. observation trips for 68 entrepreneurs andproq ram staff to Ii ffe rent count ri es to participate in conferences,fai rs, promot e their pr),ljcit 5, ard observe first-haid otlie; production,process ini anr ma rket in lechni (qes. Furtherinore, 342 iratividuals hadvi siteI ; i laI rn) Fi rsnt- haF about the prog ran' , three re search
exp(-e iment;al Fmrli plot . 

Accor,Ii nf to protir,'ia replorts, these activities had resultet in 120,456
pr'rson-work-'lavs
the ltv of 

and $2.2 million in foreign exchange. As mentioned inthi s report, some of the program's claims ha4i been 
exaqe rat ,l 
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WATER MANAGP4FNT PROGRAM (RIEGO)
 
Background
 

Water Management Program (RIEGO)) activities were authorized up~erCooperative Agreement Project No. 519-0303 which was approved on August27, 1985. The prog rain's purpose was to promote through the privatesector IiveTrsified , irri yatot' fanning with the obje:t ive of increasingnon-tradiLional exports, aniljobs foreian exctnge 1the
 
pro,ram sought to establish 
 a pi vate sector irrigation association tomanage the prograin's technical assistance an.l $10 million credit fundactivities. Tiese activities were aimedl at fanners, packers, processors
ani exporters of labor-intensive, irrigate:l,non-traditional crops.
 

The cooperative agreement envi sionex that the 
 irrigation association
would be estabi i shcd wi thin three months. However, this act ivi ty tooknearly two years bocause of the ,liversifi edt membership rMp] i rementsestabl isl, I by the .ireemnent . Once the new Irrigation Association(iRnuix) was establ i she on Jiune 1, 1987, allitional ,delays wereexperienced ii interi'ret-i a lI putt i ng into practice the complex
ag reemeiit re qI ire,lent s N41,ie rol lIs )ro, ram design p1robems have leenitentifiol by pro, rim :ril 
 A.1.1). management which neeo I to becorrecteI. As of Septemllber 30, 1987, $13.5 million had been nithorizedand ohliiatr1 and $761, 493 expeln, Ic. The wasprograin maragjed by seven
professionl ar-t support staff. 

The initial project assistance comnoletion date was extendoi to
once 

Al\.m,ist 50, 1990.
 

Prograin Accompl i sment s
 

Prograin imnpilementat ilon was behind scheduled. As of June 30, 1987 onlyfour irrigation projects had been approved arI funds disbursed. However,eleven other projects were in the loan approval pipeline with threeexpectc l to be funled "Tesoon. total fulting for 15these projects
representl $$4. 7 mi iI ion. The, loans made to late rn'gel from about$10,000 to $7.3,500 at 15 percent interesot for I to 7 years. 

In ai tition to the loan activit ie,.,ther pro:jrain d ial so finance l travelfor -8 potet.ial irrigat,ion users programandl staff to Jlojluras aril theli teIn Sat ohse ryeeI to irri,tat ion practic(s al le'ari about ts
1Lene fi ts. 

The impact of these activities on increasing exports, jobs ar. foreign

exchange earn i n lial not beel let.enni ned. 

1/ The cooperativye agreement also authorized financial assistance to theGovenment of Salvador promoteEl to irrigation-re]ated activities
through the public sector. 
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Expansion of Rose Farm with
 
Drip Irrigation Technology
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AGRIBIJSINE.SS DEVELOPEnT PROGRAM 

Backg roturl 

This is the newest program that USAID/EI Salvador will implement through
the Salvadoran Fomndanion For Economic arn] Social Development (F[JSADES).gri bisi ness I)evelopment Program activities were authorized urdercooperative agreement No. 519-0327 which was signed on September 29,1987. The objective of the program is to increase the production arylexport of non.-ical itional ag riciltural products with the goal oF 
increagin ,np lov'nent 
 anI foreign xcthanq( earnings. The program willassist Salvooran al for:.i, investor's a st pr,olucer associations toestablish aini ox p);1 Salvadoran -tisi noss acti vi ties relate to the pr Tlct io I xprt r 
progralm wi l provile short in!l 1 rH1-tenn 11ni t A> States an] local currency
financirnqg, t chnical 

of non-t rid it lonl aq ric"lturIil protuct,,. The 

ass sis tncp an! I tilra1tq . 

As of Sept,,mher 30, 19M7, $;20 mil lion had been autiori ze, , of which $10.1qi lii on h;,! been oh iqated . The project assistance crnLetion date is 
%,'ptetber 3(), 19-2. 

Projec t Ac com, I i shment s 

There had not been any measurable activity under this new program. 

http:AGRIBIJSINE.SS
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i i 
)1ii- -)r, , --The 1i'; re? s ion feeln1~o5Vh r ''fru ii'< ,is was an 1rotn'ons ' fl)yI on 1I 'li'. hy Lb.'n .ttors.Iln injothlv ireierilj iu-i 
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In sane cases the auditor's determination of the effect of a finding wasmerely an exercise in speculation of possible future events. Q3uoting from the
Iffice of Inspector General, Pblicy and Procedures Handbook, chapter 5 page 3,"The effect describes what resulted from the condition." For example, theeffect presented in finding No. 1 (bottom of page 8 of the report), "Thiscould result in an additional cost of about 7 million in direct AID fu- toimplement project activities." The auditors offer no evidencefigure; they offer to support thisno objective proof to back up this assertin. How, then,
can this statement be set forth as one of the key attributes of this finling? 
The Executive Summary of the diaft report does not present the Mission'sconments. Statements that are fully developed in the body of the report t.y,when pulled out of context and placed in the Executive Summary, bemisleading. Since many readers will only read the Executive Suiruary, Missionfeels that the Summary should present a balanced view.Executive Summary (page iv) 

For example, thestates "In addition,accomplishment the audit found that programdata may have been improperly eraed from computer memory."ie auditors do not mention who was at fault. This leaves the reader with theimpression that either the Mission or FUSADES was negligent. The discussion
section under finding No 3 (page 19) clarifies who was
Foundation wanted at fault: "Theto make it clear, however, that the subject data had beencompiled while the program was managed by a contractor (Arthur Young andCompany). Program officials were unable to reproduce the back-up infornationfrom computer storage, as this information had been eraced by the contractorin August 1987 upon c'o nletion of the contract." 

Another point we would 
way 

like to bring to the auditor's attention concerns thein which the Mission's comments are portrayed inThrougliout the draft report.the body of the report, under the heading "Management Ca muents,"tl-h Mission's caments are sometimes oversimplified, misinterpreted ormisquoted. The Mission would prefer that its comments be presented verbatimand in their entirety, not taken out of context. 
Mission feels that the audit contains a sufficient number of valil finlin.3and recommendations to render it a good management tool with respect toshowing the Mission and FUSADES where we need to make some mid-course changesin the program, and indeed to correct the deficiencies
out. that the audit pointedWe would request that the auditors do some serious editing to the draftin order to eliminate all ambiguities from the final report. 

4 
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EXECUTIVE SJ2,iAARY, page i "The Salvadoran Foundation for Economic and 
and Background, page 2 Social Development was created in 1933 by a 

group of about 100 Salvadoran business 
leaders as a sort of think tank for public 
policy." 

FUSADES was not established with AID assistance, nor as a "sort of think
 
tank". The organization was funded privately and established in 1983 as a
private Salvadoran think tank, and was functioning as such when AID steppe-i in

in 1984. AID tapped into a good, ongoing organization. We suggest that the
 
words "sort of" be deleted. The phrase suggests that FUSADES was loosely

organized, which was not the case. Furthermore, it sets a negative tone that
 
could prejudice the reader from the onset.
 

EXECUTIVE SUMMARY, page ii 
 (1)"...planned activities were behind
 
and RESULTS OF AUDIT, page Z6 
 schedule because of implementation delays
 

and their impact on achieving overall
 
program objectives was uncertain."
 

How marry of the planned activities were behind? Was it all of them? A high
percentage of them? The wording of this statement implies that all of FUSADES 
programs were lagging behind. We request that the auditors be more specific

in their wording of this finding. If the statement is derived from a samnplin]

of USADES activities, then it would be helpful to specify how many activities
 
were examined, and, of the total, how many or what percentage of the
 
activities sampled were behind schedule. 
With regard to impact on achieving

program objectives, use of the word "uncertain" is unfair and not

substantiated. 
The FUSADES programs have achieved real, verifiable results, 
same of which are remarkable, given FUSADES' youth as an organization and the 
conditions in El Salvador. 

Finling No. 1 p. 9 T'here was no assurance that 
required contributions fromproject 
beneficiaries were being used for general
project purposes and/or in accordance with 
general AIDpolicie&. " (EXECUTIVE SUMI, 
p ii: "Specifically, the audit showed that 
required contributions from program 
beneficiaries ware not always used for 
project puroses or in accordance with AID 
allowable costprovisions....'") 



-4-


APPENDI X
 
Page,( /4 L) 0(
 

Mission notes that FtJSNDES was iiavor requirrNI t) Lis( contiriixit-ioru; froiprogram beneficiaries for projec~t pur,,X)ses. SwxcifHilly, inl th.o- or i0 iiCooperative AgJreement (0297) ix~tweeni A. I. D. artIJlAIS; Lh trt 141 no 1fioltD'iLWae of restrictions~- on tll'o Mountoro*f Irt! (onLrr Li1c 1Ws ),It' (1 0x IY 1 r,RUSADI S' %tas o) S-per IIi t.L "I L-1neV (xwntIterp irt fnii L; for - ; (-Ain, irpvn.The (Irift -iit ro;'nrL forkivor Antos~, on! p. 10, irty-Ih Litpc 1, icontribuItionls fron hnnii i~ rioeJ 'ni' P I 1)5 tm W nmWip Wo umrv Ai av,.iolcaprovisions3 artl A. L. A ValJ IiOSins 1-h J )Voni tLi !~ )of 11mn qprLit o I furIls.Icoqovcr, the~ ,omIi L,)rs : nori h is Wr Ad si iiamnw, Aik;s it 'ho Pk~iStarilJitr Prov is ins for ,lir-U .;. 'Io-'vru~ If dribom7 An ) It lrssthis ismie. ''1 Mission' po~i nt is Hin t there no~; mi) iqlhpm nn oririappropr ia,KIO XJiniViOr (-In th Isart A iJB;DE or tin i wiKis: Ok ren>.ycL tothis ismie; ti maiku~os;inly Immv i diffnniTpori t: of vhm. 

Rie RrA vwin ntlI by iXlim WIhn it iii pi. wijki 2, 0", t~o mLiLOI tviLthe i-vrijr iri i~ i i ii io rtril Q hior nmimnit i Anh LA,
auiosi ti ici~~.ri]ii 
 'i :ni vir! iWilirm-n rnnirn i itr- t' issues wiq'h, ti rIig1 V. L11 Y 1i 
i
 

iifli AP UT Wrt-sno . 40ti
regairol Lo ro Jic in an AI1 K~oailn, the PLA AR W&' IIyl'. -ir ir, pr) P; oilon's, aki Lhit )1 iiia MiH"I)A, ini11i t itIS LAIii ' by A' Pri Y>21 Kr A;-I Ii Iobjectmive. Mo roo/01e1'th, Rf\ stabs~ 1 VhA th oI mr , Ivlv vi iIidi Salvo rltrae to ron t ICicin j tipum ro .f tHow, ls
to For ire p t or )Coi-.i
purpn.-3 s . We i nusy; I Lthe posd;hi 1i Vyof amn-j I Ii ( i iLiv ' ;r>±i twith FISADT3~ to clarify thm us, of t1s'e frds~, 'Ittr kC) AitOIFi 5)projost purpmiss, por-u i(2!or Waym I.) !i tip! frQ Virr1 ~za 'n'iiL -mt o iF JSADES' jiit ni1 (hij,,-civm (porlym Is qviol utI(f in At .1111.Finally, Lii! 1'[A SAWI lL, lNor AisiL' in :vrniom, ''leir Wi ''t lmrj]rcXnt r iIkit orT i,-i" -- riDL II) tibj Lip s~; i ros[ ri m not UK; Wii5Is T~~ p-2Mission hisr nsto iit timI''I 1W eoiiioi'v' Lhi' iii VirittInj. 

N\ final (Ngman 't Won I inpn j' in fn. m ill' * f oil it. It ia i n fl rImm iV,ufsl',OtntIiata ml~ p izzil, in !hi orIi1r W mm 1"neiirins'
contribuirn(\ r v Al no, tin t nis' f Hit w1in1 "k[Cicks" An l io LestMPH~j h7 nlfi s di' lihyl tJ'7'nirit AI Wlin in in inrnueno. 'Ip-t i Ii jt r ; -jiv­nio exni~~,of F o m) pry-k* mw liot oA Woelr insi rn. th> il t Whom mm,is OLihjh vf uct-. 

The ~4 
ti~n~rt mn 1-o ( lWiiliuii]j4) I (o 2)irilrii 1 ) ir, ii' Vi 

accurni nr' I wSU45'1Yiit Lion of wi/L i AWC/w t LO~' witI')U it Hb mi'it­coriferwro. W!i~ Mi ssi on o ohse 
respect LI tS us1 of l~miefic~iry oonrirlmimsioi. 

is niot Vive ;i mmnmim in Ii wilki )r- Witi 
Wh Mision silit I thii it:1x-lj'wen nlii'i nh1ul iron]fNails W in Ir mirnnv cotisn't w SOit Um- mivrgoals nJ uhjiojc Li Ves of PUSAIT. TO fonrn0Ii OniS iYaSL ! Inrl ii t 1IS( o",PJS&A)1t'.1 [unis for such thin-; js is lital csimpifln contrii L io)n1 
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Also, it would not be in AID's interest to restrict the beneficiary
contributins to specific projects or programs, because this would increase
funding for programs that the Mission is trying to de-emphasize.
 

Finding No. 2, p. 13 
 "Implicit in the cooperative agreements,
 
just as in the Foreign Assistance Act
requirement on counterpart contributions, 
is the intent that project beneficiaries beencouraged to contribute as much as 
possible toward the cost of activities that 
are designed Lu benefit them". 

A cooperative agreement is a legal document, and as such, nothing that is notspelled out clearly can be upheld, or considered legally or morally binding.
Nevertheless, even though not all of the subagreements required the recipients
to contribute a mininum of 25 percent of the activity costs, WJSADES attemptel
at times to obtain the maximum possible. In numerous instances recipient
contributions have exceeded 25 percent, and in some cases they have exceeded
 
65 percent.
 

As of December 14, 1987, FUSADES contributions from other than the A.I.D.funding sources amounts to a total colon equivalent of US$ 1,122,800. 'nis
represents 12.2 percent of total AID disbursements to the Fourdaticn, which
amounted to $9,176,226 as of November 30, 1987. 
This amount cannot be

considered "negligible".
 

It should be noted here that the Mission initially discouraged DUSADES from
pursuing a more aggressive policy because of potential inconsistencies with
the projects' development objectives and the risk of having FUSADES viewed as
out of the reach of the average businessman. With our encouragement, FJSADF.Sis now pursuing a more aggressive policy. 
We request that the recoimseldation
 
be deleted.
 

Finding No. 3, p. 17 
 "We recommend that USAID/E1 Salvador, inExecutive Summary 
 consultationwiththe Foundation: a)
establish uniform criteria and ameasurin and rortinoroject system for 

accmlishmentst -adb)determina whether 
ornotinformationeliminatedfrom the
TradeaWd Investment Promotion mputer
recordneeds tobe replaced and, if it 
does, ensure that replacementcosts arerecovered from the Arthur Young management

contract." 
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While we are in complete agreement with this recofmnedation, the write-up,especially in the Executive Sunary, is somewhat misleadirg. A veri[F iI'etracking system and accurate repo:ting requirements will improv(-.However, many programs 
'e 

do have appropriate reportirej systeus in pLic ,although there .,1i,could be iwprovements iyy estiblishicverifiable results unifor ilth)]oLoyies,:ire being achieve-1. With respect to part b, the krthurYoung contract has not b2en fully licquiADtE. USI\D-1 will inake.determination as to fault arvi resix-)siiility Eor data lass and r<Y eaccordingly. 

FUSADES oints out that the Founiatirxi status re ix)rt thaLt wasArthur Youn] on()!l the'lata constituted only one report of a numlyr statussulnittecl INa tl] 
of reo)rtSFouriation on all of its programs. The wtrling of the reportsuggests the problem is bigger than it actually is.
 

Fj rling No. 4 "We recommerk-I that USIID/El SAlvador 
establish a plan an-d timetable to ealuateFounfdation prgram activitiesbefore iny 
new AID fu]]ed activities -ire approved."
 

We agree with this recommeryatirn a] have started theUrYcess 
 to ev:tilt­many of the programs urnier FUSADLS, starting with P[RODPI, an1 PRII)EX in th,second quarter of 1988. The RIE rogran hs en evalu t . Thf? Missio)lfeels that ineprnident program eva]huations are in AID'sthean' 

interests. 
 owever, the M-lission notEvaluation l{albok. 

that it Ls comnplie| with A!)'sThe Evaluation }haiIhxxk (page 20) iscusses the pros r.]cons of outside evaluations, but (Lxs not require them. 

Recoirurenli-tion io, 5. 

We request that this finJing lx rewritten or deleted. The text .as c1.irrentIwritten is misleading av-i inaccurate; i.e. "US~I)D/7ll Salvador had notestablished Full1V. .. the ainguacy of financial activities". '[X1jimplemnt whIt i;written fully ablish" ises to place an unrealistic hurden on a Mission; milmoreover, what i.s written is itnAccurate: "that iv-) evidence wi:3 in tly.Controller's O)ffice that the Gontroller had a lecJUately a:;. sse IFounlation' s mnnaenrt c(apabiIiit ies, intern]l 
th 

controls, or accounti n'procedures before obligaitingq funhs..." On the contrary, prior to theMission's grantin- the Fourdation PVO status, the Mission, as requiir]1 l,Hardbook 3, review-O for certificatio- the magement a] fifarcialcapabilities of t' ouniatio. Iihis determination was uponLva -e,accountiig stateitients prep-red 1/ ttrwick, 
>rt,, i e'PbyXat, Mitchell & Go. ([A4). ",4.­has issued an unqualifie] opinion every year since FUSAES was orq iz/ed in

1983.
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The audit report states that FUSADES' annual financial statements do 1EL
comply with CAD financial reporting standards. ;Jhile this is 
 an accuratestatement, we question if the GAD standards apply. Our readiing of tihe"Standards for Audit of Govermnental Organizations, Programs, Activities, an]Functions" (1981 Revision) of try- Conm)troller General of Unitedthe ,tatesinhicates that private institutions' external aulit:ors are not requirae
comply with GAD stanlards to
in tbeir nornnal course of makiryj determintiojns isto the degree or quality of an 
principles. 

entity's meeting general.ly accepted accountin,]If AID were to directly employ contractor the ext rrl. It-iditilljfirm, we do not Iisagree tht the stanardls U)ul, aply; bILt Sash is'ot the
 m-se - these are LU'SaN)DS' auditors.
 

We take strong exception to the inpiication that tha Controller, b1 r l1yinjIonUS AICPA affiliate unqualified audit statements, may be out of comtpliarr,
the Financial 
garger's Intejrity J ct. A very 
with 

stroryj emphisis is culrrentlyunderway ly 1tth IM ail the RIE i.,re lyinj imore an] mare on i in-Fc .I.iiauditors revic~iln our mork to satisfy the 1T-!1A re:luiiiemlents. '11iI - ''.
has a very jooxx] reputation in uslinj US ACPA 
atfili, tesprojects. In the present inst nce, t.) of 
in min;i of )'r

the very bost in ) SaLv or--PriceWaterh)yusc -nl IY it, irwick, 'litcol i--h-ve . ork. t with -'!iJd.U<;. 

Anothier , from is 1 ittCmot:eth,. drift re to il''i ] to t )r t- . llttiI-Alaulit work is still mess ry t) ,flc t the 1,?rcive] ne..jnt ivo fects o:1
operations. 'i itsiy "tr. sovara] ,lirnat 0- 1inni.ter, ,it ivi t i s were not 
l-iFn separately acount& for by the USAI)/(ont role.r bycse Lhey hi] not

been separate ly in the owocrtiv. n px-,.rs Lo iv,
inadequate. Whit is t miplici tion? 
 is the negativ effect? T01hMLJSADES sunhi ts their finncial -XYiO roorts, they do so ini conformity wittthe Agreement an i attach a vary Iotanl br klav.rn by each c< ,ty;)n.nt. 7m..are retainnli by th-e, USAID Control Ior. 'ffie isreport presental iK ,iiferontformat, hat one which is co]n.-istent with the oblijition a s pi,,nin bm/ iK
project ]esigrrs. 

In light Cf the ;bhve, '- .t iiiw .t, ",;As,a result of i. 'eakness s, t'eMission is reoxrte,. ai!;hivhl invik pato issr u i liot $755 ,, li .twouhld adev-:oyite, ac(Y)lrota for ,n.i is(o in accordainre wth pi,)J;'tagreem.ent pr)'vis io s", is tat. lit. Wtf fX rcent, e o >lissio:accepted coists wore foun tlvi ?lel itto '3 *,'lwV ipleri siz 7 st)pirts suz2h Istatent? tis a!] jiti(, a0 ho t75 V I Ii i s witLl)ut tm lition, Jivefithat less thin n10 i 11'3$ I1 ton 'r2 ii ;ii.st. 

Recournejation NoK). aj,5 is not mbliy.our 
1

itoq , ,rlh the ,it. Tw ibylstrate: 

Recimrer,laticxi No. 5, Rart i- "We retxmnwll! I lit USAI)/11 alvalor .A) 
schioule ,ea n-feder.l it.it of the 
P'0unation' . .n[inl ial lrkgenent 
capabi lities;" 

http:general.ly


APPENDIX 
 I
 
Page 8 of 10
 

Part a) would require the Mission to schedule a non-Federal audit of the
Fbundation's financial management capabilities. We have it. The Missiondirectly contracted Price Waherhouse in February 1986 to prepare fivemanagement q->erations manuals, with the assistance of USAID/E Salvador.These manuals were completed in June 1986. Significant work by theFourdation, the Private Sector Division and the Controller's Office 4entthese imanuals before acceptance. FUSADES requestLCe 1FM4vto 
into 

operatioral a]it perforn anof the Fourati(y's ifrpleimntaticti of their net, rw nu;ls.PM's fialings are currently being imple!5-nted. Attacl.d is P ni'snagement
letter, datk xjust 20, 1987. 

Recomendation No. 5, Part b require that th ainn-tl aulited 
firvincial reports provide more detailed
informnAtioni on each Founitici pr>3rin ari
comply with neral Accounti nj St 1-IIr,; 

Part b) is not consistent with the (31V) Stris. IXO stl'irls ,1ui)t ;followed by Feeral audlitors for auiits of Federal orgzniz-itions, projra-._:3,,activities, functions, ard funrs receive. y..

organizations, aryl other externial org Inzatio. 

c'ntractrr, rr-riprafii: 
in adlition, leislitjfurther states ),that Inspectors Gencral should insureby non-Federal auditors of Federal 

tlat any work rforWorganii-tions, progr-ns, activitieq andfunctions corrplies with tlhese stanlhr -is. 7hus, we wou].ld
requiring t, application of 
'nave no orobl,.n inGAO Sta ilarls if AID were to corntractnon-Federal atilit. r .:lbvA.ver, these stan-iards do not apply to a 1riv-t?
entity's exterr-l auliors. Refer 
 to C1-a-pter I the GIF)of StanLr], . 

Recomineariation No. 5, Part c 
 "... ensure that Projot Nk) 519-02 37 
activities related to Fotination 
adlministra tien, PRIDEX an Di i- ar ! 
se[prately budjetej an] account f r;" 

PRIDEX and withDEES, values of roughly *3 ant rk1 million respectiv-ly, ar,accounted for and reportedI separat-Lly 1y the i*banltion. Mission ]"jin11cf [srfound in Qiapter 13, Controller GuiAQ1XY-)k; it ill; con~e itt th:at "ocproject obligating docuinent genera].ly sets forth , firalci-i] plandetaileI to the illijor clerrents of a Oroje(t. 
or .hid.Q

" It i :gjaiast this sinl,1.budget that all proje-ct costs ;, e limited1 1
supporting detAL six)oliWa by Grantee 

to anvd chrged. 'i ae attIch'I 
tlh mront'hly providesneedied for any the mit i,ii. lhisLanalysis requirel for the sMission's proner letenninatio:lcosts. Examples of monthl.y detailed )f

expens reports are attache] . 

http:genera].ly
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Page
Recoawndat ion No. 9 of 105, Part d "... determine if severance payments to 

employees who continue their eploy;neat
with thre Fbunaiition are bteing ade in 
accordance with Salvadoran law arnd1 AID's
standard1 rules on alloable exp_ nrlitures 
atO, if not, recover tlose amiuts 
incorrectly p:iid. " 

Severance pay is conE.dered a valid question and lus lyen qLuestioned1] ,71 th?Mission previously. Mission has been provided with two lcvj. oinious thatconfimn that the payment p-ay, asof severarne foruilliy estalblish] by FIJSADXSAID approve,] policies, is in full accordance with Salvaloran la4. Inaddition, our review of OMB Circular A-122 inicates sev2rricpresent circURIstaryc.es, is an allroible cost. do 11)s-
vwy, urnler
 

Ale n )!: this issuIe
to he a problem. The le-al opinions tre attache. 

NJPE: The Mission request l this ,iolit from the RIG as t ;,najeLeut L -)l inaril of itself to ad to our previously estabiished.l assuraricls of ';'
firvncial managem-nt capability.

FUSADES' 

'The aLlit ipliWes we -vld,no Assa).uaes ofca[pability before obligatelwe funos. 'This was not ate.aurlit reco-t enis a 
,ccu TuleiY n-Fder-al au]lit of P)JSADE5' manaigemeint cai-mb Lit.havve a anivcgemenmt letter from a US AICPA 

4ie
affiliat d audfiting firmn a] iossirmgthe sp4cific issue. 4anaerially srx :tkin-j snethin] is lacking here. -V -4,attackirg the real ofcause the citdl deficiency properly? Woui, a fulsaccrountabiiity aulit by a non-Feder-:i auditor Ie the better course of act ion?If so, would it le cost-beneficial? Did the IG find aterial W-,RJSADES' accounting to warrant I-,

such an action at ti!te? Whaltthis i)riAtime should the aulit cover? Could the RIG assist 
of 

in assuring the n .,7|.r-lfunds accountability audit's quality, assuminin the MiissLon could fill thl,necessary financial resources? Could the task be acconplished] withinl tiiosix months? As answers to these questions require resolution, is this-,ctnmreally applicable? Does the auit seriously suffer by deletion of tlis 
section?
 

Onw additional item not heretofore ,mntic isl "-t3AID furfls vere generatinginterest on long-term deposits." Please change to short-term deposits.please note that FUSADES has paid the U.S. 
.isu,

Treasury all intere-t earied as ofSeptember 30, 1987. Copy of FUSADE S check attached. 

Other Pertinent t4atters: 

"S-condil" - The Founlation did not consider that it was in violation ofSalvadoran law when it bou~ght dollars on the on the "extra-bank" narke.There is no recog-Y nized black mrket r se in El Salvador. bwever, Missionan] FTSADES prefers not to have even the hint of imropriety attac'n] to theFouniation. Th-erefore, FUSADES policies are hing amienyi( to stop the 
practice.
 

http:circURIstaryc.es
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"Third" - The origin of funding for RJSADES printed material is camironknowledge. bwever, we ask t.be aulitors to consider the country'sspecifically as it relates to situlation,
"Yanqui" influence, it is Simply prefenrale tomaintain a low profile in certain elements of our activities. >breover,independence of FUSADES thejudgement could he called into question, as will asthe AID position on sensitive policy issues. 

"Fourth" - Thle audit corntekIls that the Founrlation practice,. aje i.scrinlrrtionin its emplonent practices which is inconsi,3tent with the Age Discrlii:itix-Act of 1975. Accordirng to the Standard Provisions for >bn-t.S.,Noo'vernmental Grantees, Page 9, Article 8, entitl d Tojnli1crimlnltiiFaderally Assisted Programs (%ov. 84) in
"No person in the United2taLzt,
consistent with the laws of the Unitel States, shill be exaluel fronparticipition in the benefits of, or Le otherwise subjecto1 
to Iiscri-niilltior­unler arry proqram or activity funrel I y this grwint on the basis :)f race,color, rnatioiml origin, age, hanlic-ip, or sex." 'I'here is nothir] aIbi iuou sthe above staternnt. It ce-irly d]oes not refer to 

i 
soveri jr foreijncountries. UcM;ev2r, breakdowna of FlJSADE.S em)l]oves will.lsWbeen thit t: r histno discrimin-ition on any basis. 'The total eijrploy- r )st--tr n'j:ber.i 113,of these 52 are -wnen, a them

eaoloyees over age 35 
number of hodi executiv,2 level )'3tio)ls;total 39 and 5 are unler age 25. WTJSAD also 1,os .notpractice a forco] retirement at age 65 policy. In any event, FUSAD.73 h-isagreed to stop references to age in its empl<arnt advertising.
 

"Fifth" ­ lie Bouniation his not establishc-d a reserve for hiad debts in itsPR'3PII program. We feel Haat this is a good finding. PIDPEMI will takesteps to establish a reserve fund. FJSADES points out tha-t this was not takeainto consideration before because PIOPEMI's ba] debt rate is 1%of the totalloan portfolio. 

"Sixth" - %,hther the scheme has propriety, or n:)t, the ission ,linjrees withthe practice, anl his adlvised FUSAD1S3 that, wi re iseomicryer-eplo-yee t1e an estul 3.,trelationship, incorporation to reduce one's Incoe tax isnot acceptable to AID, andl payments to such corporations will not v)considere-d as all.Anble project costs. We agree with the aIlitparticularly sensitive that this is aissuie, 7anl hAve beTin to take corrective actions,that FrUSADE]S has been formally notified 
1.. 

that s ,h costs will bethat financial analysts will 
ot llwed,

begin to examinc each corryeration to test I)r theemployee-employer relatjnship, that MJSADE TnUAu7ls will Oe amend]o t-)reflect this au-it obs-ervation ari] the Mission's Ycsition, all], thatir]ependent a nlogal opinion will be cv)ntracto]. 

"Seventh" - AID has taken steps to insure that the three program vehicles
assigned to FIhISADES inan-gers have been reassigned. 

http:FUSAD.73
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List of Report Recommendations
 

Recommendation No. 1
 

We recommend that USAID/El Salvador obtain FIISADES' agreemcit to use
beneficiary contributions fcv project purposes only or obtain a formalAgency General Counsel legal opinion showing why the use of these monies 
should not. be restricted. 

Recommendlition No. 2 

We recommend that IJSAID/FI Salvador, in consultation with the FoundIation,
establish a more agirc:;ive participatory funding policy which better
recognizes the extcnt of assistance provided, the project beneficiaries' 
firncial ability to pay, and the purposes of the project. 

Recommendation No. 3 

We recommend that USAID/Fil Salvador, in consultation with the Foundation:
 

a) establish iniform criteria aid a system for measuring aint reportin, 
project accomplishments; and 

b) determine whether or not information eliminated from Tradethe ari
Investment Promotion computer record needs to he replac(ed and, if so,ensure that replacement costs are recovered from the management 
cont ract. 

Recommendation No. 4
 

We recommend that 1JSAID,/F1 Salvador establish a plan arwl timetable toevaluate Foundation activities before newany A.I.D.-funded activities 
are approved. 
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