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June 12, 1992 

MEMORANDUM 

TO: D/USAID/Dominican Republic, Raymond F. Rifenburg 

FROM: RIG/A/T Acting, Darryl T. Burris 9 1 - t ) 

SUBJECT: Audit of USAID/Dominican Republic's Human Resources Development
Project, Managed by the Foundation APEC of Educational Credit, Inc.,
July 1, 1988 to June 30, 1991 

This report presents the results of a financial audit of the Human Resources Development
Project (Project), USAID/Dominican Republic Project No. 517-0127, managed by the
Foundation APEC of Educational Credit, Inc. (Foundation) for the period July 1, 1988 
to June 30, 1991. The audit firm of Price Waterhouse prepared the report dated 
February 24, 1992. 

The purpose of the was to andProject expand vocational managerial training
opportunities for Dominicans studying in training programs for small and medium-size
enterprises. The Project was budgeted for $7.6 million, with USAID/Dominican
Republic providing grant and loan funds of $5.4 million and the Foundation $2.2 million
in counterpart contributions. The audit coverage included USAID/Dominican Republic
funds of $1.1 million provided to the Foundation during the audit period. 

The objectives of the audit were to determine whether: (1) the Foundation's fundaccountability statement presents fairly, in all material respects, the financial activities
of the Project for the period audited, (2)the Foundation's internal control structure was
adequate to manage Project operations and (3)the Foundation had complied with Project
agreement terms and applicable laws and regulations. The scope of the audit included 
an examination of the Foundation's activities and transactions to the. extent considered 
necessary to issue a report thereon for the period under audit. 

In the auditors' opinion the fund accountability statement does not present fairly, in all
material respects, the financial position of the Project because it contains $238,492 of
past due loans with collection difficulties, unreconciled differences in relation to bothUSAID/Dominican Republic and bank records, and questionable costs amounting to 
$13,169. 

With respect to the Foundation's internal control structure for Project activities, the
auditors identified six material weaknesses. These weaknesses concered ineffective 
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procedures for performing various accounting reconciliations, unrecorded assets provided
by A.I.D., inadequate data p1-ocessing system controls, and inadequate controls over loan 
and accounting documentation. 

With respect to the Foundation's compliance with agreement terms and applicable laws 
and regulations, Price Waterhouse found that the Foundation had not established an 
effective system to account for costs and expenditures as required by the Project 
agreement nor had the Foundation established required procedures to verify and 
document the solvency of loan co-signers. 

Although this Project has ended, the Mission has existing agreements with the Foundation 
under the Development Training Project (USAID/Dominican Republic Project No. 5!7­
0216) and the TTIIC Regional Project (USAID/Dominican Republic Project No. 598­
0640). Because of the serious deficiencies disclosed in the audit of this Project we are 
recommending that USAID/Dominican Republic obtain assurance that the problems noted 
concerning the Foundation's internal control structure and compliance with Agreement 
terms and applicable laws and regulations are corrected prior to providing further A.I.D. 
assistance. 

The report was discussed with the Foundation's management, and the Foundation also 
provided written comments which are presented as an annex to the audit report. 

We are including the following recommendations in the Office of the Inspector General's 

audit recommendation follow-up system. 

Recommendation No. 1 

We recommend that USALD/Dominican Republic resolve the questionable
(unsupported) costs of $13,169 identified in the Price Waterhouse audit report dated 
February 24, 1992, and recover from the Foundation APEC for Educational Credit, 
Inc. all amounts determined to be unallowable. 

Recommendation No. 2 

We recommend that USAID/Dominican Republic, in conjunction with the 
Foundation APEC for Educational Credit, Inc., develop a plan, including a 
timetable for implementation, for determining the net amount due to or from 
USAID/Dominican Republic by reconciling: (1) the net amount of funds provided by
USAID/Dominican Republic to the Foundation for Project purposes, (2) the 
difference between the Foundation's accounting records for Project expenditures and 
the Project expenses reported to USAID/Dominican Republic, (3) the difference 
between the amount of loans receivable in the loans receivable control account and 
subsidiary loan records, and (4) the ending balance of cash on hand. 
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Recommendation No. 3 

We recommend that USAID/Dominican Republic not provide additional A.I.D. 
funding to the Foundation APEC for Educational Credit, Inc. until it has obtained 
assurance that the Foundation has established effective controls to account for 
A.I.D. funds, including: (1) procedures to perform various periodic accounting 
reconciliations, (2) records and controls over equipment purchased with A.I.D. 
funds, (3) data processing system controls, (4) controls over loan and other 
accounting documentation, (5) a system to properly account for costs and 
expenditures, and (5) procedures to verify and document the solvency of loan co­
signers. 

This final audit report is being transmitted to you for your action. Please advise this 
office within 30 days of actions planned or taken to resolve and cloe the 
recommendations. 
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Mr. Reginald Howard
 
Regional Inspector General for Audit
 
U.S. Agency for International Development

Tegucigalpa, Honduras, C.A.
 

Dear Mr. Howard:
 

This report presents the results of our audit of 
the Human

Resources Development Project, USAID/Dominican Republic Project No.

517-0127, managed by the Foundation APEC of Educational Credit,
Inc. (Fundaci6n APEC de Credito Educativo, Inc. - FUNDAPEC) for the
period July 1,1988 to June 30, 1991.
 

Background
 

The Human Resources Development Project, Loan No. 517-V-036 and
 grant No.517-0127, was signed in 1981 by the U.S. Agency for

International Development Mission Dominican
to Republic

(USAID/Dominican Republic), representing the Government 
of the
United States of America, and the Foundation APEC of Educational
 
Credit, Inc. (FUNDAPEC). The original completion date of the

project September 25, 1985 was extended to January 25, 1989.
 

The purpose of the project was to expand vocational and managerial

training opportunities for Dominicans studying vocational/technical

or management training 
programs for small and medium-size
 
enterprises.
 

The project included four major components: 1) student sublending

by FUNDAPEC for vocational/technical training; 2) strengthening of
vocational/technical training institutions through procurement of
 
commodities; 3) subloans 
to managers of small and medium-size

businesses; 4) strengthening of FUNDAPEC as a support agency and

vocational/technical institutions through faculty training. 
 The

first three components were loan-funded and the fourth was grant­
funded. Of a total funding of $7.6 million, USAID/Dominican

Republic provided $5.4 million, 
$4.25 million in loan funds

guaranteed by the government of the Dominican Republic, and $1.15

million in grant funds. 
 The FUNDAPEC's counterpart contribution
 
was $2.2 million as stated in the grant agreement.
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AUDIT OBJECTIVES AND SCOPE
 

The specific objectives of our audit were to determine whether:
 

1. The fund accountability statements 
for the Human Resources
 
Development Project present fairly, in all material respects,

the project's receipts and expenditures for the period July 1,

1988 to June 30, 1991; identifying any loan or cost not
 
allowable under the terms of the agreements.
 

2. FUNDAPEC'S internal control structure is adequate to manage

the project in accordance with USAID/Dominican Republic's

requirements.
 

3. FUNDAPEC complied with the terms of the agreements and
 
applicable laws and regulations, which may have a significant

effect on the project's fund accountability statements.
 

Our audit was performed in accordance with generally accepted

auditing standards and the United States Comptroller General's

"Government Auditing Standards"; and accordingly included such
 
tests of the accounting records to determine if the

funds were properly accounted for and used as intended by the
 
agreements and the applicable laws and regulations. During the

audit we were alert to situations or transactions that could be

indicative of fraud, abuse or illegal expenditures and acts.
 

RESULTS OF AUDIT
 

Fund Accountability Statements:
 

Our audit of the fund accountability statements for the project

managed by FUNDAPEC, for the period July 1, 1988 to June 30, 1991
 
disclosed the following situations:
 

Past due balances 
of loans to students and institutions
 
amounting to RD$3,021,692 (US$238,492) that could present

collection difficulties.
 

Unreconciled difference of RD$1,515,203 (US$119,590) between

the bank balance shown in the project's fund accountability

statements (RD$1,469,270) and the FUNDAPECVs accounting

records (RD$45,933). The difference 
was caused by loan

recoveries deposited in other than project's bank accounts.
 

Unreconciled differences of RD$436,211 (US$34,429) 
and
RD$119,309 
(US$9,417), in loan and grant funds respectively,

received from USAID/Dominican Republic (RD$5,276,271 in loan
 
funds and RD$482,493 in grant funds, as confirmed by

USAID/Dominican Republic) and FUNDAPEC's accounting records

(RD$4,840,060 in loan funds and RD$363,1P4 in grant funds).
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Unrecorded amount of US$292,048 procurement made directly by

USAID/Dominican Republic. FUNDAPEC was not provided with all
 
the details to record this procurement.
 

During the project FUNDAPEC used account No. 4002 to record

project's expenditures. The balance of this account as of
 
June 30, 1991 was RD$1,293,068 (US$102,057). This account has
 
not been reconciled with the financial reports sent to

USAID/Dominican Republic which as of Jane 30, 1991 showed an

accumulated amount of RD$285,535 (US$22,536). This might

imply the existence of project expenses not included in the

fund accountability statements not
and reported to
 
USAID/Dominican Republic.
 

Questionable costs 
for RD$166,851 (US$13,169) as follows:
 

Bank credit and debit notes for a net amount of RD$65,055
 
(US$5,134) not found in FUNDAPEC files.
 

Training costs and salaries 
of technical personnel

amounting to RD$32,200 (US$2,541), paid directly by

USAID/Dominican Republic, were included in the fund
 
accountability statements without supporting documents.
 

Travel expenses amounting RD$21,596 (US$1,704) and
 
RD$48,000 (US$3,788) were not project related expenses.
 

Unrecorded reimbursement of RD$17,909 (US$1,413) to

USAID/Dominican Republic overstating the income in the fund
 
accountability statements.
 

Unreconciled difference of RD$17,127 (US$1,352) between the

balance of loans receivable in the general control account and
 
the subsidiary records.
 

In our opinion, because of the effects of the matters discussed in

the preceding paragraph, the fund accountability statements

referred to above do not present fairly, in conformity with the

basis of accounting described in Note 1, the financial position of

the Human Resources Development Project managed by the Foundation

APEC of Educational Credit, Inc. during the three-year period ended
 
on June 30, 1991.
 

Internal Control Structure
 

We have evaluated the internal control categories related to: (1)

bank accounts, (2) loan disbursements, (3) electronic data
processing, (4) checks' preparation and 
approval, and (5)

collection system. The deficiencies disclosed by our evaluation
 
were:
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1. 
 Lack 	of Adequate Controls on Bank Reconciliations.
 
2. 	 No Reconciliation of Funding Provided 
by USAID/Dominican
 

Republic.
 

3. 	 Unrecorded USAID/Dominican Republic's Direct Procurement.
 

4. 	 The Project Accounting Records Need Improvement.
 

5. 	 The Electronic Data Processing Department Needs Improvement.
 

6. 	 Inadequate Controls on Loan and Accounting Documentation.
 

Our 	consideration of the internal control structure not
would

necessarily disclose all matters in the internal control structure

that might be reportable conditions and, accordingly, would not

necessarily disclose all reportable 
conditions that are also

considered to be material weaknesses as defined above. 
Findings 1
to 6 included in the following pages of this report are considered
 
by us material weaknesses.
 

Compliance with the Terms of the Agreements and Applicable Laws and
 
Regulations
 

We evaluated FUNDAPEC's compliance with the terms of the agreements

and applicable laws and regulations as part of our audit of the

project's fund accountability statements, and not to provide an
opinion on overall compliance with such provisions. Our evaluation
 
disclosed the following deficiencies.
 

1. 	 Grant Funded Assets and Costs Were not Recorded in Project

Accounts.
 

2. Insufficient Documentation on Solvency of Loan Co-Signer.
 

Except as described above, the results of our tests of compliance

indicate that, with respects to items tested, FUNDAPEC complied, in

all 	material respects, with the terms of the 
agreements and

applicable laws and regulations. With respect to items not tested,

nothing came to our attention that caused us to believe that
FUNDAPEC had not complied, in all material respects, with those
 
provisions.
 

MANAGEMENT COMMENTS
 

On January 22, 1992 and February 7,1992 a draft copy of this audit
report was submitted to FUNDAPEC for their analysis and on February

25, 1992 
we were provided with FUNDAPEC comments. A translated
 
copy of FUNDAPEC's comments is enclosed to this report.
-ix,.,., 
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HUMAN RESOURCES DEVELOPMENT PROGRAM IN THE DOMINICAN REPUBLIC
 
MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDITINC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

FUND ACCOUNTABILITY STATEMENTS
 

INDEPENDENT AUDITORS REPORT
 

We have audited the accompanying fund accountability statements of
 
the Human Resources Development Project, USAID/Dominican Republic
Project No. 517-0127, managed by Foundation APEC of Educational

Credit, Inc. (Fundaci6n APEC de Credito Educativo, Inc.
- FUNDAPEC)for the period 
July 1, 1988 to June 30, 1991. The fund
accountability statements are the responsibility of FUNDAPEC. 
Our
responsibility is 
to express an opinion on the fund accountability

statements.
 

We conducted our audit in accordance with generally accepted

auditing standards and the U.S. Comptroller General's "Government

Auditing Standards". Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the
fund accountability statements are free of material misstatement.

An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the fund accountability statements.

An audit also includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the
overall presentation of the fund accountability statements. We
believe that our audit provides a reasonable basis for our opinion.
 

As mentioned in Note 1, the fund accountability statements were
prepared on the basis of cash receipts and disbursements which is
 
a comprehensive basis of accounting other than generally accepted

accounting principles.
 

As nentioned in Notes 5 to 9, the fund accountability statements

include; (a) past due loan balances amounting to RD$3,021,692 that

could present collection difficulties; (b) cash balance of
RD$1,515,203 at the end of the period that was not confirmed by the
bank as deposited in the project's bank account; (c) unreconciled

differences amounting to RD$555,520 between the amount reported by
USAID/Dominican Republic disbursed to
as FUNDAPEC for project
purposes and FUNDAPEC's records; (d) unrecorded amount of
US$292,048 in procurement made directly by A.I.D. as reported by
USAID/Dominican Republic; (e)unreconciled differences between the
FUNDAPEC's accounting records (as per 
account No.4002), which
include costs for RD$1,293,068, and the project expenses reported

to USAID/Dominican Republic, for RD$285,535; (f)questionable costs
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amounting to RD$166,851; (g) unrecorded reimbursement to
USAID/Dominican Republic of RD$17,909, overstating the 
income in
the fund accountability statements; and (h)unreconciled difference

of RD$17,127 between the balance of loans receivable in the general

control account and the subsidiary records.
 

In our opinion, because of the effects of the matters discussed in

the preceding paragraph, the fund accountability statements
referred 
to above do not present fairly, in conformity with the
basis of accounting described in Note 1, the financial position of

the Human Resources Development Project managed by the Foundation

APEC of Educational Credit, Inc. during the three-year period ended
 
on June 30, 1991.
 

This report is intended solely for the use of the Foundation APEC

of Educational Credit, Inc., 
and the U.S. Agency for International

Development. This restriction is not intended to limit the
distribution of this report which, upon acceptance by the Office of

the Inspector General, is a matter of public record.
 

December 2, 1991
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 

MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO.517-0127
 

FUND ACCOUNTABILITY STATEMENTS
 

THREE YEARS PERIOD ENDED ON JUNE 30, 1991
 

(Expressed in Dominican pesos-RD$)
 

Revenues 


Loan amounts received from
 
USAID/Dominican Republic 


Recoveries of principals 

Grant amounts received from
 
USAID/Dominican Republic 


Total revenues 


Expenditures
 

Loan disbursements 


Grant:
 
Technical assistance 

Off shore training 

Publication 

Evaluation 

Transportation 


Total expenditures 


Outstanding balance 


Questionable Reference 
Actual costs to Notes 

6,373,530 
3,422,537 

337,049 

10,133,116 

8,326,797 

44,000 
32,200 32,200 (8) 
40,278 
76,815 

143,756 69,596 (8) 

337,049 

8,663,846 

1,469.27. 101,796 
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 
MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT. INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

FUND ACCOUNTABILITY STATEMENTS
 

LOAN AGREEMENT
 
(Expressed in Dominican pesos 
- RD$)
 

Years ended on June 30.
 

Cash at the beginning
 
of period 


Receipts:
 

Student sublending
 
programs (Note 3) 


Subloans for managers of
 
small and medium-size
 
businesses (Note 3) 

Strengthening of voc/tech
 
institution program

(Note 3) 


Disburqements:
 

Sub-lending (Note 5)
 
Student sublending
 
program 

Subloans for managers of
 
small and medium-size
 
businesses 

Strengthening of voc/tech

institution program 


Bank charges (Note 8) 


Recoveries:
 

Student sublending program 

Subloans for managers of
 
small and medium-size
 
businesses 

Strengthening of voc/tech

institution program 


Bank credits (Note 8) 


Cash at the end of period 


1989 


1.533.470 


2,735,175
 

1,596,932
 

-

4.332.107 


3,098,495 


1,722,906 


-

116,932 


4.938.333 


392,576 


151,517 


25,808 

109,529 


679,430 


1.606.674 


1990 1991 

1,606,674 1,128.535 

507,953 

507,953 

1,644,153 1,177,257 

25,775 4,366 

507,953 -
460 28.500 

2,178,341 1,210.123 

758,176 1,239,966 

215,580 202,883 

218,493 6,591 
- 101,418 

1,192,249 1.550,858 

1,128,535 1.469.270 
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 
MANAGED BY THE FOUNDATION APhC OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

FUND ACCOU .ABILITY STATEMENTS
 

GRANT AGREEMENT
 
(Expressed in Dominican pesos 
- RD$) 

Years ended on June 30, 
 Questionable

1989 1990 1991 
 Total costs
 

(Note 8)
 
Technical assistance 44,000 ­ - 44,000 -Off shore training 32,200 
 - 32,200 32,200
Publication 
 40,278 ­ - 40,278 -Evaluation 57,500 19,315 
 - 76,815 -
Transportation 143,756 ­ - 143,756 69.596 
Total disbursed 317,734 19,315 - 337,049 101,796 
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC 
MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT, INC. 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

NOTES TO THE FUND ACCOUNTABILITY STATEMENTS
 

FOR THE PERIOD JULY 1. 1988 TO JUNE 30, 1991
 

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF ACCOUNTING POLICIES: 

The Human Resources Development Project, loan No. 517-V-036 and
 
grant No. 517-0127, was signed in 1981 by the United States Agency

for International Development in the Dominican 
 Republic

(USAID/Dominican Republic) representing the government 
of the
 
United States of America, and the Foundation APEC of Educational
 
Credit, Inc. The original completion date of the project, September

25, 1985, was extended to January 25, 1989. The implementing

entity is a non-profit organization engaged in financing the
 
education in the Dominican Republic.
 

The purpose of the project was to expand vocational and managerial

training opportunities for Dominicans interested in studying

vocational/technical and management training programs for small and
 
medium-size enterprises.
 

The project has four major components:
 

Loan agreement
 

- Student sublending by FUNDAPEC for vocational/technical training 

- Subloans to managers of small and medium-size businesses 

- Strengthening of vocational/technical training institutions 
through procurement of commodities. 

Grant agreement 

- Strengthening of FUNDAPEC as a support agency and 
vocational/technical institutions through faculty training.
 

Accounting records and basis of accounting.
 

The records of FUNDAPEC are maintained in Dominican pesos, denoted
 
by the symbol RD$ in the accompanying fund accountability

statements. The project's fund accountability statements were
 
prepared on a cash basis; and consequently receipts and related
 
assets are recognized when collected rather than when accrued and,

expenditures are recognized when paid rather than when the
 
obligation is incurred.
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NOTE 2 - FOREIGN EXCHANGE REGULATIONS:
 

Transactions in US dollars 
and other foreign currencies are

recorded at prevailing exchange rates when the transactions take

place. 
 Foreign currency is exchanged according to the procedures

and rates established by the Central Bank, the prevailing official
 
exchange rate as of June 30, 1991 was RD$12.67:US$1.00.
 

NOTE 3 - LOAN DISBURSEMENTS MADE BY USAID/DOMINICAN REPUBLIC:
 

A detail of loan funding received by FUNDAPEC from USAID/Dominican
 
Republic and related exchange rates follows:
 

Year ended US$ Exchange RD$ 
June 30, (Dollars) Rate (Pesos) 

1989 
1990 

689,826 
80,884 

6.28 
6.28 

4,332,107 
507,953 

1991 __ _ 

770,710 4,840,060 
The interest established in the loan agreement is accrued at the
 
rate of two percent per annum for the first ten years following the
 
date of the first disbursement, and at 
the rate of three percent

per annum thereafter. The principal should be paid in twenty five
 
years from the date of the first disbursement.
 

The amount received during 1990 represent the cost of equipment

purchased by AID before the completion date of the project, to be

delivered to the participating entities and recorded by FUNDAPEC in

November 1989, when the equipment were received.
 

NOTE 4 - GRANT DISBURSEMENTS MADE BY USAID/DOMINICAN REPUBLIC:
 

The USAID/Dominican Republic reimbursements made to FUNDAPEC were:
 

US$ Exchange RD$
 
Date (Dollars) RatePesos)
 

July 1988 22,099 
 3.59 79,500

August 1988 10,049 3.48 
 35,069

September 1988 26,743 
 3.49 93,335

November 1988 13,610 
 3.49 47,500

April 1989 17,162 
 6.28 107,780
 

89,663 
 363,184
 

http:RD$12.67:US$1.00
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FUNDAPEC used the funds to cover technical assistance, training,

and other operational expenses of the project.
 

NOTE 5 - LOANS RECEIVABLE:
 

The loans balance of receivable as of June 30, 1991, 
was
RD$20,242,709, of capital and interest, at an interest rate ranging
from 12% to 30%; and with a due date depending on the time span of
 
the studies.
 

As of June 30, 1991, past due balances amounting to RD$3,021,692

corresponding to loans granted to students and institutions, could
 
present collection difficulties.
 

NOTE 6 - UNRECONCILED BANK ACCOUNTS: 

The cash balance as of June 30, 
1991 shows a difference with the
 
balance presented in the fund accountability statements,as follows:
 

Balance per reconciled bank accounts 
 RD$ (45,933)

Difference 
 1,515,203
 
Balance per statements 
 RD$1.469,270
 

This difference corresponds to loan recoveries not deposited in the
project's authorized bank accounts and used by FUNDAPEC for other

than project purposes. The reconciliation of this bank account

could result in significant adjustments to the project's 
fund
 
accounLability statements.
 

NOTE 7 -
UNRECONCILED DISBURSEMENTS MADE BY USAID/DOMINICAN
 
REPUBLIC:
 

The disbursements confirmed as made by USAID/Dominican Republic asof June 30, 1991 and the FUNDAPEC's accounting records have 
unreconciled differences, as follows: 

Loan agreement:

Disbursements confirmed as made by

USAID/Dominican Republic 
 RD$5,276,271
 

Difference 
 (436,211)
 
Disbursements recorded by FUNDAPEC 
 RD$4,840,060
 

Grant agreement:

Disbursements confirmed as made by

USAID/Dominican Republic 
 RD$ 482,493
 

Difference 
 (119,309)
 
Disbursements recorded by FUNDAPEC 
 RD$ 363,184
 

The reconciliation of this account 
could result in significant

adjustments to the project's fund accountability statements.
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NOTE 8 - QUESTIONABLE COSTS:
 
During our review of the 
disbursements, we were not 
provided
 
sufficient supporting documentation for the following items.
 

Loan agreement:
 

The fund accountability statements include bank debit and credit
notes without sufficient supporting documentation as follows:
 

Year ended Debit 

June 30, notes 


1989 RD$116,932 

1990 
 460 

1991 
 28.500 


RD$145,892 


Credit Net
 
notes effect
 

RD$109,529 RD$ 7,403
 
- 460
 

101,418 (72,918)
 
RDS210.947 RD$(65.055)
 

Also, the fund accountability statements include training costs and
salaries amounting to RD$32,200, which are not 
 recorded in
FUNDAPEC's accounts 
 and do not have sufficient supporting

documentation.
 

Grant agreement:
 

Expenses charged to 
 this project that correspond to other
 
FUNDAPEC's projects (PTIIC and DETRA).
 

Travel expenses 
 RD$21,596

Other expenses 
 48,000
 

RD$69,596 

NOTE 9 - OTHER MATTERS:
 

Other matters noted by us during our audit were:
 

An unrecorded reimbursement of RD$17,909 
 (US$1,413) to
USAID/Dominican 
Republic and an unreconciled difference of
RD$17,127 (US$1,352) between the balance of loan receivable in the
general control account and the subsidiary ledger, as follows:
 

Total disbursements received under the

student sub-lending program


Difference 


Total account payable to USAID 


Total balance of loans receivable
 
general control account 


Difference 


RD$10,323,657
 
(17,909)
 

RDS10.305.748
 

RD$12,966,937
 
(17,127)
 

Total balance of subsidiary record 
 RD$12,949.810
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 
MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

INTERNAL CONTROL STRUCTURE
 

INDEPENDENT AUDITORS REPORT
 

We have audited the fund accountability statements 
of the Human
Resources Development Project, USAID/Dominican Republic Project No.
517-0127, managed by the Foundation APEC of Educational Credit,
Inc. (Fundaci6n APEC de Cr~dito Educativo, Inc.-
 FUNDAPEC) for the
period July 1, 1988 to June 30, 1991, and have issued our report

thereon dated December 2, 1991.
 

We conducted our audit in accordance with generally accepted
auditing standards and the "Government Auditing Standards" issued
by the Comptroller General of the United States. 
 Those standards
require that we plan and perform the audit 
to obtain reasonable
 assurance about whether the fund accountability statements are free

of material misstatement.
 

In planning and performing our 
audit of the fund accountability

statements 
of the Human Resources Development Project for the
three-year period ending June 30, 1991, 
we considered FUNDAPEC's
internal control structure applicable to the project in order to
determine our auditing procedures for the purpose of expressing our
opinion on the fund accountability statements and not 
to provide

assurance on FUNDAPEC's internal control structure.
 

The management of is
FUNDAPEC responsible for establishing and
maintaining an internal control structure for project purposes. 
In
fulfilling this responsibility, estimates and 
judgments by
management are required to assess the expected benefits and related
costs of internal control structure policies and procedures. The
objectives of internal
an control structure are to provide
management with reasonable, but not absolute, assurance that assets
are safeguarded against loss from unauthorized use or disposition,
and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of
financial statements in accordance with generally accepted
accounting principles. Because of inherent 
limitations in any
internal control structure, errors or irregularities may occur and
not 
be detected. Also, projection of any evaluation 
of the
structure to future periods is subject to the risk that procedures
may become inadequate because of changes in conditions or that the
effectiveness of the design 
and operation of policies and

procedures may deteriorate.
 



For the purpose of this report, we have classified the significant
internal control structure policies and procedures in the following
categories: 1) bank accounts controls; 2) lending disbursements and
monitoring controls; 
 3) electronic data processing; 4) check
disbursements controls; and 5) collection system controls.
 

For all of the internal control structure categories listed above,
we obtained an understanding of the design of relevant policies and
procedures and whether they have been placed in operation, and we

assessed control risk.
 

We noted certain matters involving the internal control structure

and its operation 
that we consider to be reportable conditions
under standards established by the American Institute of Certified
Public Accountants. Reportable conditions involve matters coming
to our attention relating to significant deficiencies in the design
or operation of the internal control 
structure that, in our
judgment, could adversely affect the entity's ability to record,
process, summarize, and report financial data consistent with the
assertions 
of management in the fund accountability statements.
Findings 1 to 6 included in the following pages of this report are

considered by us reportable conditions.
 

A material weakness is a reportable condition in which the design
or operation of the specific internal control structure elements do
not reduce to a relatively low level the 
risk that errors or
irregularities in amounts that would be material in relation to the
financial statements being audited may occur and not be detected
within a timely period by employees in the normal course 
of

performing their assigned functions.
 

Our consideration of 
the internal control structure would not
necessarily disclose all matters in the internal control structure

that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable 
conditions that are also
considered to be material weaknesses as defined above. 
Findings 1
to 6 included in the following pages of this report are considered
 
by us material weaknesses.
 

This report is intended for the of the
use Foundation APEC of
Educational Credit, 
Inc. and the U.S. Agency for International

Development. This restriction 
is not intended to limit the
distribution of this report which, upon acceptance by the Office of
the Inspector General, is a matter of public record.
 

December 2, 1991
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 

MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT. INC.
 
USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

REPORT ON INTERNAL CONTROL STRUCTURE
 

FINDINGS
 

1. Lack of Adequate Controls on Bank Reconciliations.
 

Condition:
 

The bank balance as of June 30, 1991 was RD$(45,933), as shown in
FUNDAPEC's accounting records and confirmed to the auditors by the
 
bank, but the cash balance as per the project's fund accountability

statements at the same date was RD$1,469,270. This represents an

unreconciled difference of RD$1,515,203. Additionally we noted

that not all bank reconciliations were reviewed and approved by an

officer other than the employee who prepares them.
 

Criteria:
 

The Standard Provisions, annexed to the project agreement between

FUNDAPEC and USAID/Dominican Republic, clearly establish that

project financial statements (fund accountability statements)

should be prepared from accounting records kept in accordance with

generally accepted accounting principles. These standards
 
establish that proper reconciliations should be made of bank
 
accounts, and any other account and its information sources,

identifying and adjusting any difference. In addition, all bank

reconciliations should be consistently reviewed and approved by an

officer not involved in the reconciliation process.
 

Cause:
 

It appears to be loan recoveries deposited in different than
 
project accounts.
 

Effect:
 

The cash balance in the fund accountability statements is

appropriately presented, but does not reflect the same balance as

shown in the project's records. This matter affected our opinion

on the project's fund accountability statements as of June 30,

1991.
 



- 17 -


Recommendation:
 

FUNDAPEC should deposit the amount of RD$1,515,203 in the project's

bank account and should make an entry to the project's accounting

records to correct this situation. Additionally, FUNDAPEC should
 
establish and implement appropriate procedures to ensure that bank
 
reconciliations are reviewed and approved by an officer different
 
than the person who prepared them.
 

2. No Reconciliation of Fundingr Provided by USAID/Dominican
 

Republic.
 

Condition:
 

There were unreconciled differences of RD$436,211 (loan) and
 
RD$119,309 (grant) between the project funding 
provided, as
 
confirmed to the auditors by USAID/Dominican Republic, and the
 
amount recorded by FUNDAPEC in the project accounting records. The
 
figures provided by USAID/Dominican Republic were higher than the
 
amounts recorded by FUNDAPEC.
 

Criteria:
 

Generally accepted accounting principles recommend periodic

reconciliations of accounting records. This is 
particularly

important in this case because, in accordance with agreement terms,

FUNDAPEC should account for project funding and inform
 
USAID/Dominican Republic about the uses of the funding.
 

Cause:
 

FUNDAPEC does not receive or request periodic information on
 
accumulated project funding provided by USAID/Dominican Republic.
 

Effect:
 

The project fund accountability statements do not account for the
 
total funding reported as provided by USAID/Dominican Republic.

For audit purposes the unaccounted for amount of RD$555,520

represents a questionable amount. This matter affected our opinion
 
on the project's fund accountability statements as of June 30,
 
1991.
 

Recommendation:
 

We recommend that FUNDAPEC reconcile the project funding provided

by USAID/Dominican Republic, reimburse the differences to the

project, and make the adjustment to the project records as
 
applicable.
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3. Unrecorded USAID/Dominican Republic's Direct Procurement.
 

Condition:
 

USAID/Dominican Republic made direct 
procurement for US$292,048
that was not recorded by FUNDAPEC in the project accounting records
 nor reflected in the project's fund accountability statements as of
 
June 30, 1991.
 

Criteria:
 

Direct procurement, even not 
made by FUNDAPEC, is part of the
project and should be recorded in the project accounting records
and reflected in the fund accountability statements.
 

Cause:
 

FUNDAPEC did not receive all details
the from USAID/Dominican
 
Republic to record this procurement.
 

Effect:
 

The fund accountability statements 
as of June 30, 1991 do not
include the direct procurement of US$292,048. This matter affected
 our opinion on the project's fund accountability statements as of
 
June 30,1991.
 

Recommendation:
 

FUNDAPEC should request USAID/Dominican Republic to rovide all the
 necessary information to properly record direct procurement for the
 
project.
 

4. The Project Accounting Records Need Improvement.
 

Condition:
 

Our audit disclosed some unreconciled differences 
between the
project fund accountability statements as of June 30, 1991 and the
project accounting records, and between the accounting records and
other sources of information as follow:
 

- FUNDAPEC used the account 
 No.4002 to accumulate project

expenditures. 
 The balance of this account as of June 30, 1991
was RD$1,293,068 while the project financial reports as of June
30, 1991, submitted to USAID/Dominican Republic and supposedly
prepared from these accounting records, showed an accumulated
 
amount of RD$285,535. This might imply the existence of project
expenses not included in the fund accountability statements and
 
not reported to USAID/Dominican Republic.
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- There was a reimbursement of funds of RD$17,909 made by FUNDAPEC
 
to USAID/Dominican not
Republic reflected in the fund
 
accountability statements.
 

- There was an unreconciled difference of RD$17,127 between the

balance of loans receivable as per the control account in the

general ledger and the subsidiary records.
 

Criteria:
 

The Standard Provisions clearly establish that the project fund

accountability statements should be prepared from the accounting
records kept in accordance with generally accepted accounting
principles. 
These principles also require proper reconciliations

between accounts and between records and sources of information.
 

Cause:
 

Lack of appropriate controls on the accounts balances.
 

Effect:
 

The differences detected affect the presentation of the project

fund accountability statements. This matter affected our opinion on

the project's fund accountability statements as of June 30,1991.
 

Recommendation:
 

FUNDAPEC should reconcile the balances of accounts 4002, 
cash on
hand, and loans receivable as of June 30, 1991. The reconciliations
 
should include adjustments, if any, and reimbursements to project
funds and USAID/Dominican Republic, as appropriate. 
 For future
project activities, all the project accounts should be reconciled
 
against their sources of information.
 

5. The Electronic Data Processing Needs Improvement.
 

Conditions:
 

The EDP department lacks of several control procedures, as follows:
 

Absence of operational manuals in the EDP department
Frequent physical 
access to the computer room by

unauthorized personnel

Absence of formal procedures to develop and 
test
 
modifications to existing systems
 

Criteria
 

Literature on Computerized Information 
Systems establishes the
procedures to guarantee an optimal EDP environment.
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Cause:
 

- The excessive workload of the EDP employees have precluded

them to devote time to implement some of these control
 
procedures.
 

-
Some of these procedures are in developing phase.
 

Effect:
 

This could cause:
 
- Inefficiencies in operation
 
- Unauthorized use of data and computer
 
- Unapproved or unsatisfactory modifications to systems
 

Recommendation:
 

Develop a complete strategy to 
provide the EDP department with
 
procedures to guarantee the obtaining of:
 

- Effective computer operations 
- Protection to computer resources 
- Formal procedures to develop/change an application 
- Access to the computer room only to authorized personnel
 

6. Inadequate Controls on Loan and Accounting Documentation.
 

Condition:
 

FUNDAPEC does not have an adequate control for the movement of the
loan files and there is no established procedures to provide a
 
trace on the location of the files being used.
 

Criteria:
 

The project agreements establish that adequate and complete files
 
with all the relative documentation should be maintained.
 

Cause:
 

The excessive workload and handling of the information by the

filing and accounting department 
in relation to the number of

employees available, makes difficult an adequate control.
 

Effect:
 

Difficulty to locate the evidence supporting the financial and
 
accounting operations of the project.
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Recommendation:
 

Improve the procedures to control the movement of 
the loan files
and documentation of the accounting department, establishing time
limits to the users of the loan files, and an adequate control of
the documents in the files of the accounting department.
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 
MANAGED BY THE FOUNDATION OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

COMPLIANCE WITH THE TERMS OF THE AGREEMENTS
 

AND APPLICABLE LAWS AND REGULATIONS
 

INDEPENDENT AUDITOR'S REPORT
 

We have audited the fund accountability statements of the Human
Resources 
Development Project, USAID/Dominican Republic Project
No.517-0127, managed by the Foundation APEC of Educational Credit,Inc. (Fundaci6n APEC de Cr6dito Educativo, Inc. - FUNDAPEC) for theperiod July 1, 1988, to June 30, 
1991 and have issued our report

thereon dated December 2, 1991.
 

We conducted our audit in accordance with generally accepted

auditing standards and the "Government Auditing Standards" issued
by the Comptroller General of the United States. 
Those standards
require that 
we plan and perform the audit to obtain reasonable
 assurance about whether the fund accountability statements are free

of material misstatement.
 

Compliance with the terms of the agreements and applicable laws and
regulations applicable to the Human Resources Development Project,
is the responsibility of FUNDAPEC management. As part of obtaining
reasonable assurance 
 about whether the fund accountability

statements are free of material misstatement, we performed tests of
FUNDAPEC's compliance the
with terms of the agreements and
applicable laws and regulations. However, our objective was not to
provide an opinion on overall compliance with such provisions.
 

Material instances of noncompliance are failures to follow
requirements, or violations of prohibitions, contained in statutes,
regulations, contracts, or grants that 
cause us to conclude that
the aggregation of the misstatements resulting from those failures
 or violations is material to the fund accountability statements.
The results of our evaluation disclosed the material instances of
noncompliance described as 
findings Nos. 1 and 2 in the following
 
pages of this report.
 

We considered these material instances of noncompliance in forming
our opinion on whether the project's fund accountability statements
 as of June 30, 1991 are presented fairly, in all material respects.
This report does not affect 
our report dated December 2, 1991 on

the fund accountability statements.
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Except as described above, the results of our tests of compliance

indicate that, with respect 
to the items tested, the Foundation

APEC of Educational Credit,Inc. complied, in all material respects,

with the provisions referred to in the third paragraph of this
 
report, and with respect to items not tested, nothing came to our

attention that caused us 
to believe that the Foundation APEC of
Educational Credit, Inc. had not 
complied, in all material
 
respects, with those provisions.
 

This report is intended solely for the use of the Foundation APEC

of Educational Credit, Inc. and the U.S.Agency for International

Development. This restriction is 
not intended to limit the

distribution of this report which, upon acceptance by the Office of
 
the Inspector General, is a matter of public record.
 

December 2, 1991
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 
MANAGE2 BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

REPORT ON COMPLIANCE WITH THE TERMS OF THE AGREEMENTS
 

AND APPLICABLE LAWS AND REGULATIONS
 

FINDINGS
 

1. Grant Funded Assets and Costs not Recorded in Project

Accounts.
 

Condition:
 

Fundapec did not use specialized accounts to register the assets,

costs and expenditures incurred under the grant agreement. 
These
costs were recorded on FUNDAPEC's accounting books, without any

specific order or classification.
 

Criteria:
 

According to the project agreements, Fundapec's should maintain

adequate books and records prepared in accordance with generally

accepted accounting principles and industry practices 
to present
without limitation the receipts, costs 
and expenditures of the
 
project.
 

Cause:
 

Due to the lack of advise and monitoring from USAID and the program

coordinator, an efficient fund accountability system was 
not

installed since the beginning of the project.
 

Effect:
 

This situation does not permit an adequate recording of all assets
 
and expenditures incurred under the grant agreement.
 

Recommendation (If USAID considers additional activities with
 
FUNDAPEC):
 

Keep on a timely and consistent basis exchange of information and

advise with USAID since the beginning of the project, regarding the

design and functioning of the accounting of the project.
 

That USAID assesses in advance the project accounting system before
 
making the first disbursement.
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2. Insufficient Documentation on Solvency of Loan Co-Signers.
 

Condition:
 

On the co-signers sworn declaration, there was no documents proving
 
the co-signer solvency as required by the agreement, such as job
 
letters, titles deeds, patents, etc.
 

Criteria:
 

The project agreements establish that FUNDAPEC should verify the
 
solvency of the co-signers.
 

Cause:
 

The lack of institutional maturity at the moment the project was
 
implemented and a cost-benefit problem related to handling the
 
structure needed, did not permit FUNDAPEC to implement this
 
procedure.
 

Effect:
 

This situation reduces the loan guarantees in case that the
 
beneficiary can not pay the obligations.
 

Recommendation (If USAID considers additional loan activities with
 
FUNDAPEC):
 

To request the documentation that proves the solvency of the co­
signers and that the credit committee reviews the credits before
 
the approval.
 
The Board of Directors in their meeting of July 24, 1990 in
 
resolution No. 215-B approved a Credit Regulation wherein all these
 
documents are required.
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 

MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

LIST OF REPORT RECOMMENDATIONS
 

Report on Internal Control Structure
 

Recommendation 1:
 

FUNDAPEC's should deposit the amount of RD$1,515,203 in the
 
project's bank and should make an entry to the project's accounting
 
records to correct this situation. Additionally, FUNDAPEC should
 
establish and implement appropriate procedures to ensure that bank
 
reconciliations are reviewed and approved by an officer different
 
that the person who prepared them.
 

Recommendation 2:
 

We recommend that FUNDAPEC reconcile the project funding provided
 
by USAID/Dominican 
project, and make 
applicable. 

Republic, 
the adjus

reimburse 
tment to 

the 
the 

differences 
project rec

to 
ords 

the 
as 

Recommendation 3: 

FUNDAPEC should request USAID/Dominican Republic to provide all the
 
necessary information to properly record direct procurement for the
 
project.
 

Recommendation 4:
 

FUNDAPEC should reconcile the balances of accounts 4002, cash on
 
hand, and loans receivable as of June 30, 1991. The
 
reconciliations should include adjustments, if any, and
 
reimbursements to project funds and USAID/Dominican Republic. as
 
appropriate. For future project activities, all the project
 
accounts should be reconciled against their sources of information.
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Recommendation 5:
 

Develop a complete strategy to provide the EDP department with
 
procedures to guarantee the obtaining of:
 

- Effective computer operations
 
- Protection to computer resources 
- Formal procedures to develop/change an application 
- Access to the computer room only to authorized personnel 

Recommendation 6:
 

Improve the procedures to control the movement of the loan files
 
and documentation of the accounting department, establishing time
 
limits to the users of the loan files, and an adequate control of
 
the documents in the files of the accounting department.
 

Report on Compliance with the Terms of the Agreements and
 
Applicable Laws and Regulations
 

Recommendation 1 (If USAID considers additional activities with
 
FUNDAPEC):
 

Keep on a timely and consistent basis exchange of information and
 
advise with USAID since the beginning of the project, regarding the
 
design and functioning of the accounting of the project.
 

That USAID assesses in advance the project accounting system before
 
making the first disbursement.
 

Recommendation 2 (If USAID considers additional loan activities
 
with FUNDAPEC):
 

To request the documentation that proves the solvency of the co­
signers and that the credit committee reviews the credits before
 
the approval.
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HUMAN RESOURCES DEVELOPMENT PROJECT IN THE DOMINICAN REPUBLIC
 

MANAGED BY THE FOUNDATION APEC OF EDUCATIONAL CREDIT, INC.
 

USAID/DOMINICAN REPUBLIC PROJECT NO. 517-0127
 

MANAGEMENT COMMENTS
 



LJFundacion AP--C de Credito "ducativo.lnc.
 
DOMINGO.NSN4TO 0 N., PAST9UR IS SANTIAGO, TEL: 6114171 

Santiago. t. 0. 0 CalIl 30 do Mario No. 27 (Ila. Plants) 0 Tel: 2.2 2333o Cals PUNDAPEC 

Febrero 25, 1992 

00818
 
Sefior
 
Rafael Garcfa 
Price Waterhouse 
Ciudad 

Sehior 
Raymond 
Agencia 
Ciudad 

F. Rifenburg 
Internacional para el Desarrollo (AID) 

Sehor 
Reginald Howard
 
Inspector Regional 
General para Auditorta
 
Agencia para el Desarrillo Internacional (AID)

Tegucigalpa - HONDURAS
 

Estimados Sehores:
 
Me place remitirles anexo, la respuesta elaborada por la Funda­
ci6n APEC de 
Cr~dito Educativo, Inc.(FUNDAPEC), al informe de la
auditorla del 
Proyecto de Desarrollo de Recursos Humanos 
en la ­Rep~blica Dominicana (517-0127), que administra 
esta Instituci6n
 
con 
recursos de la Agencia Internacional para el Desarrollo 
(AID),
realizado por la Price Waterhouse para el perfodo Julio 1988-Ju­
dio 1991.
 
Esperamos que 
dicho informe contribuya a aclarar todos los 
aspec­
tos mencionados por la referida auditorfa, por lo que 
nos suscri­bimos de ustedes a su 
disposici6n para posteriores indagatorias y

anfilisis sobre su contenido.
 

Mu at te te, 

Ro Liz
 

Dir tor Ejecutivo
 

bnd
 

Anexo: Indicado 
c.c.: Ing.Vfctor A. Thomen R.-Pres;idente Junta Directores FUNDAPEC 
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BACKGR4UND 

The Human Resources Development Project in the Dominican
 
Republic (517-0127) signed on 12-26-81 between the Agency
U.S. 

for International Development (AID) and the APEC Educational
 
Credit Foundation, was designed to improve 
 the income
 
productivity 
 and the quality of life of Dominicans with low
 
income 
 through technical training and the development of skills
 
and abilities 
which permit them to easily locate jobs in the
 
labor market.
 

FUNDAPEC is an institution that has developed during its 
25
 
years of institutional history a serie of projects 
 in
 
colaboration with national and 
 international organizations.,

having obtained an excellent record of project execution. With
 
AID, we have executed 14 different projects through grants 
or
 
loans (Annex No. 1). The HRD Project has constituted a very

positive and extraordinary experience which benefitted the
 
vocational technical education in 
the country. That is the case
 
because the forementioned program was able to exceed or suppassed

all of its initial objectives as indicated in the following
 
paragraphs:
 

a) The initial purpose of the program was to give

educational loans for technical-vocational career training 
 for
 
three (3) to four (4) thousand students at the cost of
 
RD $4.5 million, having finally financed 5,308 students loans at
 
the cost of RD$11.7 million, (a 70% excess in the number 
of
 
students and 160% 
 for the RD$ amount) of the original goals.
 

b) the project evaluated and certified about 38
 
institutions 
among them 22 for middle and basic technical
 
education, both incorporated 77 technical 
careers thus achieving
 
(a higher goal) than expected.
 

This reflects the importance and impact of the AID project

to consolidate the Technical-Vocational 
 Education in the
 
Dominican Republic.
 

We should recognize that projects executed 
 by FUNDAPEC
 
before the HDR were for small 
amounts and of relative easines to
 
manage, and for this reason, FUNDAPEC could manage them without
 
many difficulties, as witnessed report, periodic 
audits which
 
followed each one of these projects.
 

The Human Resources Development Project, even so,

constituted 
a new and more complex plan of financing and
 
technical assistance for which FUNDAPEC had 
to make adjustments
 

0
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in its administrative, financing and accounting mechanisms during

the execution process and also confronted situations (e.g.

devaluations) which required an extraordinary effort on 
the part

of AID and FUNDAPEC to look for solutions which finally were
 
found for the full execution of the project (see implementation

letter 1-U; AID/W No. 32, of March 23, 1988, Annex I-A, where AID
 
shows their satisfaction with the competent execution of the
 
project by FUNDAPEC.
 

We can affirm that the HRD represented the base of a process

of transition from a small 
institute with rudimentary mechanisms
 
for administrating 
and finance to an institute with a much
 
greater capacity, with more sophisticated mechanisms, and in the
 
end, its complete administrative and financial reorganization

which insures their capacity to administer projects of much
 
greater magnitude than those that had 
 constituted its credit
 
portfolio.
 

The recognition of these elements at 
no time means the loss
 
of the sense of responsibility, honesty and efficiency with which
 
the FUNDAPEC administred the loan and donation of the HRDF, 
 and
 
the other 80 programs, with funds from national and international
 
enterprises, have been managed for the last few years. 
 Therefore
 
we 
 present to AID and PRICE WATERHOUSE our comments related 
 to
 
the observations which originated from the audit done prepared by

this project No. 517-0127 during the period from july 30, 1991.
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ANSWERS TO THE "RESULTS" OF THE APPRAISAL DON FOR THE AID
PROJECT No. 517-8127 FOR THE PERIOD JULY j, 19B TO JUNE 
1991.
 

I. FINDINGS ON THE STATE OF AVAILABILITY OF FUNDS
 

LOAN RECOVERY
 

The nature of Educational Credit has to be understood in its

real magnitude granted that it is 
 an expensive credit to

administer and its rates of recovery are 
limited. The last study

of a series done by the World Bank, 
 entitled "Deferred Cost

Recovery 
 for Higher Education (World Bank Discussion Papers No.

173, nov. 1991)", makes an analysis of the behavior of

educational credit in 50 countries of the world, giving 
evidence

of serious problems of portfolio recovery, open 
 subsidies and

concealed costs, rates 
 of fraud and delay of payments for

Educational Credit. To give some examples, the 
loss from fraud in
 
the recovery of the credit portfolio was on the average 56% in 20

of the selected companies, and losses 
due to fraud and
administrative costs increases to 65% in 
these countries during

the years 1985-1991 (Table No. I,. page 15 cf the cited study).
 

In addition, the proportion of non repayment as a percentage

of the loans increased in Jamaica to 38.8%, in Chile to 40%, 
 in

Kenya to 81%, in the USA to 17%, in 
the Dominican Republic to 21%
 
(C.F.) among others.
 
i Various other studies have determined that delays on the
 
recovery of student loans are at about 45% 
in the U.S.A. (table

No. 3, page 17, of the cited study)L.
 

In addition 
 to the analysis of educational credit in the
international context, applying the same to the context 
of the
 
country, the International Development 
Bank clearly interpreters

FUNDAPEC policy for collection when it makes an analysis of 
 its
 
portfolio which we include here:
 

" The former analysis shows a delay of 5.5% which 
 means
 
24.1% of the portfolio is affected. 
 If we consider the

characteristics of the student educational credit managed by

FUNDAPEC, and the volume of operations and the amortization quota

that it implies, the indices reveal 
that even though the status

of its portfolio can and should be subject to reduction, it is

still considered reasonable. In
to be effect, FUNDAPEC's
 
portfolio has special characteristics.
 

Historically the management of the 
 portfolio shows that
 
normally there is a period, which could be days or up to a 
 year,

since the student finishes his/her studies, finds employment and

begin to re-pay the loan. Also, we have seen a period in which
 
there has been a 
large level of instability in the employment, a
time lapse in which there is frequent abandonment or suspension
 

2
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of employment or simply voluntary changes until 
 the recent
 
graduate is able to become stable in his/her employment. Hence
 
FUNDAPEC usually gives a period of grace of 6 months from 
 the
 
time of completion of studies.
 

This pattern of behavior is reflected in the concentration
 
of the portfolio in the categories of period of grace and delay

which together make up 76% of the total. It is during this period

in which we see the most request for waiver of repayments on
 
behalf of the borrowers. For this reason, FUNDAPEC has been
 
somewhat flexible adding up to three months of grace 
 or
 
reinvesting interest gained, until 
the borrower is incorporated
 
into permanent employment.
 

Based on the former, as a general rule. FUNDAPEC does not
 
begin the process of recovery through administrative or legal
 
means prior to the six month period of delay" (see the report of
 
the IDB project on the Program for Strengthening Technical-

Vocational Education (DR-0099) Document PR-1667 from 
 april 17,
 
1989 in reference to FUNDAPEC's portfolio).
 

These references of international and national character are
 
made with the purpose of placing the audit within the context of
 
global and particular educational credit we consider a portfolio

with balances in arrears of RD$3,021p692 which only represents
 
15% of the total of the portfolio of RD$20,242,709 does not
 
represent an excessive amount in comparison to the majority of
 
other countries 
 in the world that provide this service. Also
 
because 
of the clauses included in the contracts and the legal

action we 
 take, the overdue loans are renewed on time and the
 
debt never lapses. FUNDAPEC's experience shows us 
that these
 
loans are recoverable.
 

Finally, we annex the following documents,
 
An evaluation of the system and procedures established in the
 
Management of Loan Recovery (Annex No. I-B) which 
 revised the
 
system which existed since 1973, and revised Manual of Loan
 
Recovery Procedures (Annex No. I-C), which define the loan
 
recovery procedures followed by FUNDAPEC.
 

Following, we will offer some information which describes
 
the efforts made by FUNDAPEC in the recovery of AID funds.
 

PROGRAM FOR TECHNICAL-VOCATIONAL STUDENTS (05).
 

The 05 program began in 1983 and benefitted a total number
 
of 5,254 persons, at a total cost of RD$13.9 million and by
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january of 1992, a total of 1,542 debtors had totaly repaid their
 
loans which represent a total of 29% of all 
the beneficiaries.
 

On the other hand the levels of recovery improved 
 as that

during the fiscal year 1988-1989 we recovered RD$392,576 and for
 
the next year. 1989-1990. the recover amount was 
RD$758,176.00,
 
compared with 
the previous year it represents an increase of
 
RD$365,600 (93%)., and for the fiscal 
year 1990-1991, we recovered
 
RD$1.23 
million which represents RD$481,790 more than the year

before (62%). From this we conclude that this program has
 
experienced over the last 3 year an 
average increase of recovery
 
over 70%. The transfer of new loans for collection averaged only

a 31% 
 during the period making clear the efectiveness of the
 
recovery process. It is important to note that in 
the first six
 
month of the present fiscal year this program has had an increase
 
in 
 the recovering of 25% because of portfolio reorganization by

regions done by FUNDAPEC's collection Department.
 

PROGRAM FOR SMALL AND MID-SIZED CONTRACTORS (PEMPE-06)
 

The 06 PEFME program which began its disbursement in april

1986 benefitted 4,166 candidates 
from all over the country for a
 
total amount of RD$2.5 million. It 
can be seen that the average

loan per small business beneficiary is RD$610, a relative 
 small
 
amount, but only 14% of all 
loans were given in Sto. Dgo., the

remainig 
86% of the loans were distributed scattered 
 over the
 
other 44 municipalities of the nation.
 

In the fiscal 
 year 1986-1989 the recovered amount was

RE$151,517 and for the next year 1989-1990, the recovered 
amount
 
was RD$215.,580; by comparison with the previous year, this
 
represents an increase of RD$64,063 (43). 
and during the fiscal
 
year 1990-1991 the recovered amount was RD$202,884 (34%).
 

Among the extraordinary efforts developed by 
 FUNDAPEC for

the recovery of this portfolio we shall 
 remark the following
 
ones:
 

1) During the month of march, 1990 we began the campaign to visit
 
all 
 the debtors from the country side (86% of the program) with
 
very positive results in terms of location of debtors making

clear the need to designate representatives or regional agents of

the foundation to facilitate the process of 
loan recovery.
 

2) As these courses were directed to a lower social-economic
 
class, with the objective of increasing their income, the lack of
 
repayment quickly had an 
impact with the increased amounts over
 
due to interest and penalties which in turn made even more
 
difficult the possibility of recovery.
 

http:RD$758,176.00
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3) After making the analysis of the corresponding portfolio and
 
evaluating the financial benefits (net actual 
value method) of
recovering the principal amount 
immediately today and not 
 in a
 
differed term because of the loans and cost 
for legal sanctions,

the Executive Directorship was interested in offering 
 a unable
 
alternative 
for recovery submitted a study through which the

board of 
Directors of FUNDAPEC established by resolution on 
 12­
13-90 a policy of exceptional treatment which was based 
on only

recovering the principal.
 

Even through debtors have responded to this easier payment,

they have 
 not satisfied all our expectations, a reason why 
 we

have taken a more aggressive action consisting 
of contracting

lawyer's office 
in the different regions of the 
 country

coordinated with the FUNDAPEC's legal 
manager who has been 
 in

charge of collection to debtors from the 
 Santo Domingo area.
 
With these solutions, we 
hope that over the next few months, large

part of the debtors start repayment of their balances.
 

The greatest impact of 
this program is the following:
 

a) The number of beneficiaries has increased 
 from 1000, the

initial target to 4,366 (more than 400%) and 
the financed loans

from RD$1.2 million, the original amount to RD$2.4 
million
 
(200%).
 

b) The program post evaluation shows that benefits sales of small

and micro business persons increased by more than 50% within only
 
one year after training.
 

INSTITUTIONAL DEVELOPMENT PROGRAM (08).
 

The (08) program began making disbursements in october 1987

including a total of 
13 beneficiary institutions 
for a total
 
amount of RD$2,193.162.
 

For this fiscal year 1988-1989 the recovered 
amount was

RD$208,985, 
for the recovered 
 amount was RD$377q086 which

compared 
to the previous year, represents an increase of

RD$168,101 (81%), and 
for the fiscal year 1990-1991 the recovered
 
amount was RD$354,980 which represent an 
reduction of 70% 
 of the
 
recovered values the first year.
 

It is important to mention that 
 during the month of

september of 1991 all the 
 institutions that 
 had registered

problems with their repayments were visited and they responded in
 
a positive way, and already for the month of 
february of 1992 all
the institutes were 
up to date on their payments with the

exception of 
the Instituto Tcnico Computacional which was found
 
to be in 
a delicate financial situation.
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Thus FUNDAPEC began the process of 
recovery by legal 
 means
 

for this institute.
 

UNRECONCILED DIFFERENCES
 

Such as it is evident in 
the audit, there are 
 loans which
have been recuperated but were not deposited by FUNDAPEC 
in the
projects revolving fund. Even through the investigations made by
FUNDAPEC 
as a consequence 
of the findings at 
 the audits, we
determine 
that they 
 were Lp to RD$2,033,320.73 
instead of
RD$1 515,203.00 as 
had been estimated 
in the audit, a difference
that was determined in the revision that we are making 
of the
 
whole project accounting.
 

However, 
we must point out 
that during the period of the
audit there was interest earning generated by process of
loans in
repayment that 
were not charged to 
 the project account 
 by
FUNDAPEC, which 
amounted to RD$1,056,205,98. FUNDAPEC 
did not
withdraw 
this from the Project with the purpose of maintaining
an 
adequate flow of funds to guarantee a normal execution of
project, during these period of 
the
 

delays in 
AID's dibustements.
 

In this way, 
 during the audit period the FUNDAPEC also
incurred 
a series of expenses for the projects administration and
execution 
 which amounted to 
 RD$ 856,083.26p that has 
 not been
claimed nor 
charged by FUNDAPEC to the project's availability.
 

In 
 this sense FUNDAPEC admits its obligation to deposit 
 in
the 
project account, the amount of RD$121,031.60 which makes
the difference between the total 
up
 

amount recuperated that has 
not
been deposited and the interest and expenses that have not 
 been
 
changed to the project.
 

In the 
next few week FUNDAPEC will send 
 to AID the
justification of this expenses and will 
complete in a term of 60
days all the retrospective revision of 
its accounting; 
 at this
time we will be 
 able to present to the AID 
the financial
statements 
of 
the program so that may be subject of 
a new audit
 
by A.I.D.
 

On the other hand, 
we want to show that if its true that our
banking statements was not conciliated by 
some other person than
the one who prepared them, it is also true that when 
our internal
controls found 
 this out 
 at the beginning of 1991 we took
corrective 
measures immediately, the system 
of revision once
approved of the statements is executed in 
a strict manner and
Supervised 
 by the internal audit of 
is
 

the Foundation, as it is
reflected 
 in the manual of 
"Registry and Elaboration of Banking
Reconciliations" 
which is an established procedure 
of our
 
accounting.
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NON-RECONCILED PAYMENTS MADE BY AID 

Relative to 
 the differences that have not 
 been reconcile
according 
to the audit report, 
we can detail the following:
 

It is considered that the total 
amount of payments confirmed
to have 
been done by USAID/Dominican Republic 
 for the grant
agreement amounts 
to RD$482.493.00, however, the 
 total amount
confirmed by USAID according 
to it's letter (Annex No. 6) goes up
to RD$451,233 .37 during all 
the project life. 
In our booksr the
donations 
received amount to a total of RD$463,675.45 as may 
 be
seen in table No. 3 (Annex No. 6). 
that details the number of
checks sent 
 by 
 USAID; here it reflects a difference
RD$12,442.08, of
notice that 
 it is a higher value than 
 the one
 
confirmed by USAID.
 

The Fact is shown that the individual values confirmed by
AID do not coincide with the ones 
that we received.
 

For that reason we 
can not accept as a real 
 difference 
 of
RD$18q818 noted in the audit report.
 

In this 
 way, it is expressed that 
 the total amount of
disbursements 
 confirmed 
as made by USAID/Dominican Republic,
according to the loan agreement during the period july 
 '88 to
june 91, 
amount to RD$5,276,271.0 0 .
 

However, as we 
can see on 
table 4 (Annex No. 8) the 
 total
reported by USAID to FUNDAPEC as payments of 
the components 05
and 06 go 
up to RD$5,373.475.64 which made 
a differences 

RD$97,203.90 in relation with the audit. 

of
 

In that way, the difference that is suppose to exist, 
 will
be RD$1,059,278.79 
instead of RD$456,582, being 
 the total
registered 
 by FUNDAPEC of RD$4.332,107.00. The 
 former excludes
the amount of RD$507,953 which corresponds to a loan under the
component for Institutional Development (equipment), not included
by 
 A.I.D. in the signed value. Nonetheless, this difference 
 is
not real if we observe Table No. 5 (Annex No. 9) where 
we can
compare the total of disbursements reported by A.I.D. during
life of the project the

with the amount 
 of funds received and
registered by FUNDAPEC during the complete Project period, it 
can
be noted that no discrepancies exist in 
 spite of differences
between the 
 individual items registered, which 
seem internal
 

adjustments made by A.I.D.
 

http:RD$4.332,107.00
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Payments confirmed as made by

USAID/Dominican Republic during

the audit period: 
 RD$5.373,475.64
 

Difference: 
 RD$1,059,278.75
 

Payments registered by

FUNDAPEC: 
 RD$4,314,196.89
 

Payments confirmed as made by

USAID/Dominican Republic during

life of project: 
 RD$10,305,748.22
 

Payments registered by
 
FUNDAPEC during life
 
life of project: 
 RD$10.305.748.22
 

Difference: 
 -0-

QUESTIONABLE COSTS
 

The implications that "Questionable Cost" 
denominations

might have as a 
result of audit is inexplicable and is a
not
point shared by "FUNDAPEC", due to involuntary errors 
on behalf
 
of FUNDAPEC and the AID.
 

a) the sum of RD$21,946.00, corresponds to travel 
 expenses:

This is 
a justified expense within the AID-PIIIC project, that
has been authorized 
by the manager of FDRH, at moments when 
the
 manager of 
 PTIIC was out of the country. As a result 
of this
action, confusion surfaced on 
the authority from one project

another. 
 (Annex No.10). Instructions have been 

to
 
given for the
realization of 
the transfer of funds, from PTIIC-AID accounts 
 to
this project account. Similar procedure will be taken into effect


with the RD$48,000.00 that are shown by 
the audit.
 

b) The sum of RD$32,000.00, correspond training costs 
and
personal technical salaries. These not
did appear on our
accounting records, but were included in cost reports by AID 
 and
relate to direct payments made by AID, that by request 
of the
audits were included in the reports of fund availability in order
 
to balance the accounts.
 

c) The difference in credit notes and bank 
debts of an
amount of RD$65,055 correspond to surcharges caused by the delays

in the transit of checks made cash by bank.
 

http:RD$32,000.00
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When the analysis of accounting of the project is finished,

the corresponding adjustments will be made in these issues.
 

OTHER ISSUES
 

On july 9, 1990 FUNDAPEC following an AID's request emitted
checks No. 04-032276, for an 
amount of RD$17,709.73, to cover a
difference betwen FUNDAPEC and AID books in the component of 
loan
517-V-036 technical-vocational 
(see letter No. 06-237 of august

15,1990). (annex No. 2).
 

While making the conciliation between the reports of
disbursement 
AID and our registers, no difference is observed,

since they 
reflect the import of RD$10p305,748.22 which there not
 reason for the observations of the audit 
 in relation to the
 
refereed difference.
 

Based on the previous, we consider that FUNDAPEC and 
 USAID

reconciliation 
 and the corresponding adjustment 
 made was
sufficient 
 to balance our differences. 
 About the diference

FUNDAPEC 
and the AID that merited the referred difference

indicated between auxiliary and the major registers of 
loans for
 
an amount of RD$17.127.00, we must say 
 that a revision is
taking place to determine the origin of 
 that difference and
 
making the necesary adjustments.
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II.FINDINGS ABOUT THE STRUCTURE OF INTERNATIONAL CONTROL
 

DIRECT PURCHASE MADE BY THE AID NOT REGISTERED
 

In respect to their point of purchases directly made by the
AID ascending to US$292,048.00, we must indicate that we have
experimented similar experiences in the recent 
past with other
 
projects of AID which have deserved the opportune action of this
 
institution (see annex 9).
 

DEPARTMENT OF ELECTRONIC DATA PROCESSING
 

INEXISTENCE OF MANUALS.
 

Since 1973 operation manuals have existed, 
even though

they were in 
 a process of revision and actualization at the
 
moment the audit was conducted, since December 
26, 1991 the

general rules for quality 
 control of Automated Information and

Security Manual of the EDP Depatment (Annex No. 5-A and 5-B)
 
cover 
the essential aspects of these requirements.
 

ACCESS OF NONAUTHORIZED PERSONAL TO COMPUTER CENTER.
 

Even though administrative disposition exists that 
regulated

the entrance of una.uthorized personal at the computer 
 center
 
(signs on the doors and diverse memorandums) we should recognize

that access of personal exists at the computer center due to the
 
decentralized operation system of 
our data processing unit and

the physical limitations that exist, because both the manager and
 
annalists have to receive the users to discuss 
 their

applications and their but
workout needs 
 having the due

precautions. Given the existing security system the improper 
 use
 
of computer systems by unauthorized personal has never been
 
registered.
 

ABSENCE OF PROCEDURES FOR FULFILLING CHANGES IN EXISTING SYSTEMS. 

In our computer center the operations are totally

decentralized therefore each department is responsible for 
 their
 
system. Changes are 
made when the person in charge of the

department formally requires it. 
These request remain in the
 
computer files and since december 26, 1991 
a written procedure

has existed. This procedure was the result of a 
revision of the
 
existing procedures since 1973 (Annex No. 5-A y 5-B).
 

LOANS AND ACCOUNTING FILES
 

Unfortunately the economic limitations of FUNDAPEC, don't

enable it to have a specialized and sophisticated system for 
 the
 
management of 
 its credit files. Nevertheless it has a manual
 

tI 
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system that permits to know in every moment the precise place and
 
the person that works with each one of 
the credit records. At the
 
same time it has a system of files organized in a strict order by

letter and by number, with a security system that until now have
 
proven adequate.
 

We include as an annex for illustration the system of files
 
of credit expedients and several samples of 
the control cards
 
used by the auditors, that shows what was exposed before 
 (Annex
 
No. 5-C).
 

In relation to the control of the accounting file documents,
 
in the annex is included form to control income and exit of
 
documents and a procedures manual elaborated recently by 
0 & M's
 
Department of FUNDAPEC where the rules and regulations use in the
 
existing system is formalized.
 

We consider not attendible the auditory's recommendation,
 
due to the fact that the existing systems are adequate and
 
respond to the particular characteristics of credit management
 
and the collection of students' loans. 
 Nevertheless, but we
 
accept the suggestion made by 
the auditory related to regulation
 
of time to use the documents by users. Measures have been taken
 
to implement this recomendation.
 

,/
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FINDINGS ABOUT COMPLIANCE WITH THE TERMS OF AGREEMENT, LAWS AND
 

APPLIED REGULATIONS.
 

NOT REGISTERED DONATION'S ACTIVES & COST
 

If we recognize that during the period of the audit FUNDAPEC
 
didn't have a specialized system of accounting by funds, we have
 
to emphasize, that each one of the project's components, as other
 
external sources handled by the foundation, were treated in
 
segregated accounts of clear identification.
 

We must also emphasize that starting from the second
 
semester of 1991, the implantation of a new fund accounting
 
system was begun, elaborated by KPMG PEAT MARWICK, which follow
 
in a strict way, an orderly system of accounting by funds. In
 
addition, the same international firm has created an Operational
 
Manual that regulates all the operative procedure of the
 
Foundation which substitute the Manual existent elaborated by the
 
PRICE WATERHOUSE and effective since 1973.
 

As a support to the new accountant system and operatives,
 
FUNDAPEC acquired in September, 1990, a modern computer system

(AS/400 C-20 de from IBM) which we are using to develop the new
 
applications of accounting by funds, credit and loans 
 recovery,
 
using a data base system fourth (4th) generation language.
 

DOCUMENTATION OF THE BONDSMEN'S SOLVENCY 

According to point 2, about the insufficient documentation
 
of the bondsmen's solvency if the documentation's deposit was not
 
demanded for the loan record, a complete telephone confirmation
 
and an exhaustive check of all the bondsmen's work centers. This
 
is made this way, because the documentation is only informative
 
and it doesn't have any effect in the payment, because the legal
 
documents (signed and legalized contracts and promissory notes)
 
are the basis of the recuperation and are resting in our credit
 
files.
 

Despite this, in the last revision of our credit laws.
 
approved by the board of directors of FUNDAPEC july 24th, 1990
 
(Act. No. 215-B), it was decided that demanding this
 
documentation would be mandatory. Since that 
 date this
 
documentatton is included in our collection records too.
 

/ 
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00818
 
Sefior
 
Rafael Garcfa
 
Price Waterhouse 
Ciudad
 

Sehior
 
Raymond F. Rifenburg
Agencia Internacional para el Desarrollo (AID)

Ciudad
 

Sefior
 
Reginald Howard
 
Inspector Regional General para Auditorta
 
Agencia para el Desarrollo Internacional (AID)

Tegucigalpa - HONDURAS 

Estimados Sefiores:
 
Me place remitirles anexo, la 
respuesta elaborada por la Funda­ci6n APEC de Crddito Educativo, Inc.(FUNDAPEC), al informe de
auditorfa del Proyecto de Desarrollo de Recursos Humanos en 

la
 
la -RepOblica Dominicana (517-0127), que administra esta Instituci6n
 con recursos de la Agencia Internacional para el Desarrollo (AID),
realizado por la Price Waterhouse para el perfodo Julio 1988-Ju­

rio 1991.
 
Esperamos que dicho informe contribuya a aclarar todos los aspec­
tos mencionados por la referida auditoria, por lo que suscri­bimos de ustedes a su 

nos 

disposici6n para posteriores indagatorias y


anilisis sobre su contenido.
 
Mu at ete, 

Ro tLz 
Dir tor Ejecutivo
 

bnd
 

Anexo: Indicado 
c.c.: Ing.Vfctor A. Thomen R.-Presidente Junta Directores FUNDAPEC 

/
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BACKGROUND 

The Human Resources Development Project in the Dominican
 
Republic (517-0127) signed on 12-26-81 between the U.S. Agency
 
for International Development (AID) and the APEC Educational
 
Credit Foundation, was designed to improve the income
 
productivity and the quality of life of Dominicans with low
 
income through technical training and the development of skills
 
and abilities whic;h permit them to easily locate jobs in the
 
labor market.
 

FUNDAPEC is an institution that has developed during its 25
 
years of institutional history a serie of projects in
 
colaboration with national and international organizations,
 
having obtained an excellent record of project execution. With
 
AID, we have executed 14 different projects through grants or
 
loans (Annex No. 1). The HRD Project has constituted a very
 
positive and extraordinary experience which benefitted the
 
vocational technical education in the country. That is the 
case
 
because the forementioned program was able to exceed or suppassed
 
all of its initial objectives as indicated in the following
 
paragraphs:
 

a) The initial purpose of the program was to give

educational loans for technical-vocational career training for
 
three (3) to four (4) thousand students at the cost of
 
RD $4.5 million, having finally financed 5,308 students loans at
 
the cost of RD$11.7 million, (a 70% excess in the number of
 
students and 160% for the RD$ amount) of the original goals.
 

b) the project evaluated and certified about 38
 
institutions among 22 middle and basic
them for technical
 
education, both incorporated 77 technical careers, thus achieving
 
(a higher goal) than expected.
 

This reflects the importance and impact of the AID project
 
to consolidate the Technical-Vocational Education in the
 
Dominican Republic.
 

We should recognize that projects executed by FUNDAPEC
 
before the HDR were for small 
amounts and of relative easines to
 
manage, and for this reason, FUNDAPEC could manage them without
 
many difficulties, as witnessed report, periodic audits which
 
followed each one of these projects.
 

The Human Resources Development Project, even so,
 
constituted a new and more complex plan of financing and
 
technical assistance for which FUNDAPEC had to make adjustments
 

0
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in its administrative, financing and accounting mechanisms during
 
the execution 
 process and also confronted situations (e.g.

devaluations) which required an extraordinary effort on the 
 part

of AID and FUNDAPEC to look for solutions which finally 
 were
 
found for the full execution of the project (see implementation
 
letter I-U; 
AID/W No. 32, of March 23, 1988, Annex I-A, where AID
 
shows their satisfaction with the competent execution of the
 
project by FUNDAPEC.
 

We can affirm that the HRD represented the base of a process

of transition from a small institute with rudimentary mechanisms
 
for administrating and finance to an 
 institute with a much
 
greater capacity, with more sophisticated mechanisms, and in the
 
end, its complete administrative and financial reorganization
 
which insures their capacity to administer projects of much
 
greater magnitude 
than those that had constituted its credit
 
portfolio.
 

The recognition of these elements at no time means the loss
 
of the sense of responsibility, honesty and efficiency with which
 
the FUNDAPEC administred the loan and donation of 
the HRDP, and
 
the other 80 programs, with funds from national 
and international
 
enterprises, have been managed for the last few years. 
 Therefore
 
we present to AID and PRICE WATERHOUSE our comments related to
 
the observations which originated from the audit done prepared by

this project No. 517-0127 during the period from july 30, 1991.
 

(
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ANSWERS TO THE 
"RESULTS" OF THE APPRAISAL DONE FOR THE AID
 
PROJECT No. 517-8127 FOR THE PERIOD JULY 1. 1988 
TO JUNE 30.
 
1991.
 

I. FINDINGS ON THE STATE OF AVAILABILITY OF FUNDS
 

LOAN RECOVERY
 

The nature of Educational Credit has to be understood in its
 
real magnitude granted that it is expensive credit to
an 

administer and its rates; of recovery are limited. The last 
 study

of a series done by the World Bank, entitled "Deferred Cost
 
Recovery for Higher Education (World Bank Discussion Papers No.
 
173. nov. 1991)", makes an analysis of the behavior of
 
educational credit in 50 countries of the world, giving 
evidence
 
of serious problems of portfolio recovery, open subsidies and
 
concealed costs, rates of 
 fraud and delay of payments for
 
Educational Credit. To give some examples, the loss from fraud in
 
the recovery of the credit portfolio was on the average 56% in 20
 
of the selected companies, and losses due to fraud and
 
administrative 
costs increases to 65% in these countries during

the years 1985-1991 (Table No. 1, page 15 of the cited study).
 

In addition, the proportion of non repayment as a percentage

of the loans increased in Jamaica to 38.8%, in Chile to 40%, 
 in
 
Kenya to 81%. in the USA to 17%, in the Dominican Republic to 21%
 
(C.F.) among others.
 
i Various other studies have determined that delays on the
 
recovery of student loans are at about 45% in the U.S.A. 
 (table
 
No. 3, page 17, of the cited study)&.
 

In addition to the analysis of educational credit in the
 
international context, applying the same to the context 
of the
 
country, the International Development Bank clearly interpreters

FUNDAPEC policy for collection when it makes an analysis of its
 
portfolio which we include here:
 

" The former analysis shows a delay of 5.5% which 
means
 
24.1% of the portfolio is affected. If we consider the
 
characteristics of the student educational credit managed by

FUNDAPEC. and the volume of operations and the amortization quota

that it implies, the indices reveal that even though the status
 
of its portfolio can and should be subject to reduction, 
 it is 
still considered to be reasonable. In effect, FUNDAPEC's 
portfolio has special characteristics. 

Historically the management of the portfolio shows that 
normally there is a period, which could be days or up to a 
 year,

since the student finishes his/her st-idies, finds employment and
 
begin to re-pay the loan. Also, we have seen a period in 
 which
 
there has been a large level of instability in the employment, 
a
 
time lapse in which there is frequent abandonment or suspension
 

2
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of employment 
or simply voluntary changes until the recent
graduate 
is able to become stable in his/her employment. Hence
FUNDAPEC usually 
gives a period of grace of 6 months from the

time of completion of studies.
 

This pattern of behavior is reflected in the concentration

of the portfolio in the categories of period of grace and 
 delay
which together make up 76% of 
the total. It is during this period
in which 
we see the most request for waiver of 
 repayments on
behalf of the borrowers. For this reason, 
 FUNDAPEC 
has been
somewhat flexible adding up three
to months of grace or
reinvesting interest gained, until 
the borrower is incorporated

into permanent employment.
 

Based 
on the former, as a general rule, FUNDAPEC does not
begin the 
 process of recovery through administrative or legal
means 
prior to the six month period of delay" (see the report

the IDB project on 

of
 
the Program for Strengthening Technical-
Vocational Education 
(DR-0099) Document PR-1667 from 
april 17.,
1989 in reference to FUNDAPEC's portfolio).
 

These references of international and national character are
made with the purpose of placing the audit within the context 
of
global 
and particular educational 
credit we consider a portfolio

with balances in 
arrears of RD$3,021,692 which 
only represents
15% of the 
 total of the portfolio of RD$20,242,709 does not
represent 
an excessive amount in comparison to the majority of
other countries 
 in the world that provide this service. Also
because 
of the clauses included in the contracts and the legal
action we 
 take, the overdue loans are renewed on time and the

debt never lapses. FUNDAPEC's experience shows 
us that these
 
loans are recoverable.
 

Finally, we annex 
the following documentss

An evaluation 
 of the system and procedures established in the
Management of Loan Recovery (Annex No. I-B) which 

system which existed since 1973, and revised 
Recovery Procedures (Annex No. I-C), which 

revised 
Manual of 

define the 

the 
Loan 
loan 

recovery procedures followed by FUNDAPEC. 

Following, we will offer some information which describes 
the efforts made by FUNDAPEC in the recovery of AID funds.
 

PROGRAM FOR TECHNICAL-VOCATIONAL STUDENTS (05).
 

The 05 program began in 
1983 and benefitted a total number
of 5,254 persons, 
at a total cost of RD$13.9 million and by
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january of 1992, a total of 
19542 debtors had totaly repaid their
 
loans which represent a total of 29% of all 
the beneficiaries.
 

On the other hand the levels of recovery improved 
 as that
 
during the fiscal year 1988-1989 we recovered RD$392,576 and for
 
the next year. 1989-1990, the recover amount was 
RD$758,176.00,
 
compared with 
the previous year it represents an increase of

RD$365,600 (93%), 
and for the fiscal year 1990-1991, we recovered
 
RD$1.23 
million which represents RD$481,790 more than the year

before (62%). From this we conclude that this program has

experienced over the last 3 year an 
average increase of recovery
 
over 70%. The transfer of new loans for collection averaged only

a 31% 
 during the period making clear the efectiveness of the
 
recovery process. It is important to note that in the first 
six
 
month of the present fiscal year this program has had 
an increase
 
in the recovering of 25% because of 
portfolio reorganization by

regions done by FUNDAPEC's collection Department.
 

PROGRAM FOR SMALL AND MID-SIZED CONTRACTORS (PEMPE-06)
 

The 06 PEPME program which began its disbursement in april

1986 benefitted 4,166 candidates from all over the country for a

total amount of RD$2.5 million. It can 
be seen that the average

loan per small business beneficiary is RD$610, a relative 
 small
 
amount, but only 14% of all loans were given in Sto. 
 Dgo., the
 
remainig 
 86% of the loans were distributed scattered 
 over the
 
other 44 municipalities of the nation.
 

In the fiscal 
 year 1988-1989 the recovered amount was
 
RE$151,517 and for the next year 1989-1990, the recovered 
amount
 
was RD$215p580; by comparison with the previous year, this
 
represents an increase of RD$64,063 (43), 
and during the fiscal
 
year 1990-1991 the recovered amount 
was RD$202,884 (34%).
 

Among the extraordinary efforts developed by FUNDAPEC for
the recovery of this portfolio we shall 
 remark the following
 
ones:
 

1) During the month of march, 1990 we began the campaign to visit
 
all 
 the debtors from the country side (86% of the program) with
 
very positive results in terms of location of debtors making

clear the need to designate representatives or regional agents of
 
the foundation to facilitate the process of 
loan recovery.
 

2) As 
 these courses were directed to a lower social-economic
 
class, with the objective of increasing their income, the lack of
 
repayment quickly had 
an impact with the increased amounts over
 
due to interest and penalties which in turn made even more
 
difficult the possibility of recovery.
 

http:RD$758,176.00
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3) After making the analysis of the corresponding portfolio 
and
 
evaluating the financial benefits (net actual value 
method) of
 
recovering the principal amount immediately today and not in a
 
differed term because of the loans and cost for legal 
 sanctions,
 
the Executive Directorship was interested in offering a unable
 
alternative for recovery submitted a study through 
 which the
 
board of Directors of FUNDAPEC established by resolution on 12­
13-90 a policy of exceptional treatment which was based on only
 
recovering the principal.
 

Even through debtors have responded to this easier payment,

they have not satisfied all our expectations, a reason why we
 
have taken a more aggressive action consisting 
 of contracting

lawyer's office in the different regions of the country

coordinated with the FUNDAPEC's legal manager 
who has been in
 
charge of collection to debtors from the 
Santo Domingo area.
 
With these solutions, we 
hope that over the next few months, large
 
part of the debtors start repayment of their balances.
 

The greatest impact of this program is 
the following:
 

a) The number of beneficiaries has increased 
 from 1000, the
 
initial target to 4,366 (more than 400%) and 
the financed loans
 
from RD$1.2 million, the original amount to RD$2.4 million
 
(200%).
 

b) The program post evaluation shows that benefits sales of small
 
and micro business persons increased by more than 50% within only
 
one year after training.
 

INSTITUTIONAL DEVELOPMENT PROGRAM (88).
 

The (08) program began making disbursements in october 1987
 
including a 
 total of 13 beneficiary institutions for a total
 
amount of RD$2.,193,162.
 

For this fiscal year 1988-1989 the recovered amount was
 
RD$208,985, for the recovered 
amount was RD$377,086 which
 
compared to the previous 
 year, represents an increase 
 of
 
RD$168,101 (81%), and for 
the fiscal year 1990-1991 the recovered
 
amount was RD$354,980 which represent an reduction of 70% 
 of the
 
recovered values the first year.
 

It is important to mention that during the month of
 
september 
of 1991 all the institutions that had registered

problems with their repayments were visited and they responded in
 
a positive way, 
and already for the month of february of 1992 all
 
the institutes 
were LIp to date on their payments with the
 
exception of 
the Instituto Tticnico Computacional which was found
 
to be in 
a delicate financial situation.
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Thus 
FUNDAPEC began the process of recovery by legal 
 means
 

for this institute.
 

UNRECONCILED DIFFERENCES
 

Such as it is evident in the audit, there are 
 loans which
have been recuperated but were not deposited by FUNDAPEC in 
 the
projects revolving fund. Even through the investigations made by
FUNDAPEC as a consequence of the findings at the audits. we
determine that they were to
Lip RD$2,033,320.73 instead 
 of
RD$1,515,203.00 as 
had been estimated in the audit, a 
difference
that was determined in the revision that we are making 
 of the

whole project accounting.
 

However, we 
 must point out that during the period of the
audit there was 
interest earning generated by loans in process of
repayment that 
 were not charged to the project account 
 by
FUNDAPEC, 
 which amounted to RD$1,056,205,98. FUNDAPEC 
did not
withdraw 
 this from the Project with the purpose of maintaining
an adequate flow of 
funds to guarantee a normal execution of 
the
project, during these period of delays in AID's dibustements.
 

In this way, 
 during the audit period the FUNDAPEC also
incurred 
a series of expenses for the projects administration and
execution 
 which amounted to RD$ 856,083.26, that has been
not
claimed nor 
charged by FUNDAPEC to the project's availability.
 

In 
 this sense FUNDAPEC admits its obligation to deposit 
 in
the project account, the amount of RD$121,031.,60 which makes up
the difference between the total amount recuperated that has 
 not
been deposited and the interest and expenses that have not 
 been
 
changed to the project.
 

In the next few week FUNDAPEC will send to 
 AID the
justification of this expenses and will complete in 
a term of 60
days all the retrospective revision of its accounting; 
 at this
time we will 
 be able to present 
 to the AID the financial
statements of the program so 
that may be subject of a new audit
 
by A.I.D.
 

On the other hand, we want to show that if 
its true that our
banking statements was not conciliated by some other person than
the one who prepared them, it is also true that when our internal
controls found this out at the 
 beginning of 1991 
 we took
corrective measures immediately, the system of 
 revision once
approved of the statements is executed in 
a strict manner and is
supervised by 
 the internal audit of the Foundation, as it is
reflected in 
the manual of "Registry and Elaboration of Banking
Reconciliations" 
which is an established procedure of 
 our
 
accounting.
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NON-RECONCILED PAYMENTS MADE BY AID
 

Relative to the differences that have not 
 been reconcile

according to the audit report, we can detail the following:
 

It is considered that the total amount of payments confirmed
 
to have been done by USAID/Dominican Republic 
 for the grant

agreement amounts to RD$482,493.00, however, the 
 total amount
 
confirmed by USAID according to it's letter (Annex No. 6) goes up

to RD$451,233.37 during all 
the project life. In our booksr the

donations 
received amount to a total of RD$463,675.45 as may 
 be
 
seen in 
 table No. 3 (Annex No. 6), that details the number of

checks sent by USAID; 
 here it reflects a difference of

RD$12,442.08, notice 
that it is a higher value than the one
 
confirmed by USAID.
 

The Fact is shown that the individual values confirmed 
 by

AID do not coincide with the ones 
that we received.
 

For that reason we can 
not accept as a real difference of
 
RD$18,818 noted in 
the audit report.
 

In this way, it is expressed that the total amount of

disbursements 
confirmed as made by USAID/Dominican Republic,

according to the loan agreement during the period july 
 '88 to
 
june 91, amount to RD$5,.276,271.00.
 

However, as we can see on 
table 4 (Annex No. 8) the total
reported 
 by USAID to FUNDAPEC as payments of the components 05
and 06 go up to RD$5,373,475.64 which made a 
differences of
 
RD$97,203.90 in relation with the audit.
 

In that way, the difference that is suppose to exist, 
 will
 
be RD$1,059,278.79 instead of 
 RD$456,582, being the total

registered 
 by FUNDAPEC of RD$4,332,107.00. The 
former excludes
 
the amount of RD$507,953 which corresponds to a loan under the
 component for Institutional Development (equipment), not included

by A.I.D. in 
the signed value. Nonetheless, this difference 
is
 
not real if we observe Table No. 5 (Annex No. 9) where 
we can
 
compare the total of disbursements reported by A.I.D. during

life of the project with the amount of funds 

the
 
received and


registered by FUNDAPEC during the complete Project peri-'d, 
it can

be noted that no discrepancies exist in spite of differences
 
between the 
 individual items registered, which seem internal
 
adjustments made by A.I.D.
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Payments confirmed as made by

USAID/Dominican Republic during

the audit period: 
 RD$593739475.64
 

Difference: 

RD$19059v278.75
 

Payments registered by

FUNDAPEC: 


RD$493149196.89
 

Payments confirmed as made by

USAID/Dominican Republic during

life of project: 
 RD$10.3059748.2
2
 

Payments registered by
 
FUNDAPEC during life
 
life of project: 
 RD$10.3059748.2


2
 

Difference: 

-0-


QUESTIONABLE COSTS 

The implications that 
 "Questionable 
Cost" denominations
might have 
as a result of audit is inexplicable and 
 is not a
point shared by "FUNDAPEC", due to 
involuntary errors 
on behalf
of FUNDAPEC and the AID.
 

a) the sum of RD$210946.00 corresponds to travel 
 expensesi
This is a justified expense within the AID-PIIIC 
project,
has been authorized 
 by the manager of FDRHp 
that
 

at moments when
manager 
of PTIIC was out of the country. As a 
the
 

result of this
action, confusion surfaced on the authority from one project
another. 
 (Annex No.10). Instructions have been 
to
 

given for
realization of the
the transfer of funds, from PTIIC-AID accounts 
 to
this project account. Similar procedure will be taken into effect
with the RD$48,000.00 that are shown by the audit.
 

b) The sum of RD$32,000.00, correspond training costs
personal technical salaries. These 
and
 

did not appear 
on our
accounting records, but were included in 
cost reports by AID and
relate 
to direct payments made by AID, that by request 
of the
audits were included in the reports of fund availability in order
 
to balance the accounts.
 

c) The difference in credit notes and bank 
 debts of an
amount of RD$65.055 correspond to surcharges caused by 
the delays
in the transit of checks made cash by bank.
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When the analysis of accounting of 
the project is finished,

the corresponding adjustments will 
be made in these issues.
 

OTHER ISSUES
 

On july 9, 
1990 FUNDAPEC following an AID's request emitted
checks No. 04-032276, for 
an amount of RD$17,709.73, to cover 
 a
difference betwen FUNDAPEC and AID books in 
the component of loan
517-V-036 technical-vocational 
(see letter No. 06-237 of august

1541990). (annex No. 2).
 

While making the conciliation of
between the !-eports

disbursement 
AID and our registers, no difference 
is observed,

since they reflect the import of RD$10,305.748.22 which there not
 reason 
for the observations of 
the audit in relation to the
 
refereed difference.
 

Based on the previous, we consider that FUNDAPEC and 
 USAID
reconciliation 
 and the corresponding adjustment made

sufficient to balance 

was
 
our differences. 
 About the diference


FUNDAPEC and 
 the AID that merited 
 the referred difference

indicated between auxiliary and the major registers of 
loans for
 an amount of RD$17,127.00, we must Say 
 that a revision is

taking place to determine the origin of 
 that difference and
 
making the necesary adjustments.
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II.FINDINGS ABOUT THE STRUCTURE OF INTERNATIONAL CONTROL
 

DIRECT PURCHASE MADE BY THE AID NOT REGISTERED
 

In respect to their point of purchases directly made by the
 
AID ascending to US$292,048.00, we must indicate that 
we have
 
experimented similar experiences in the recent past with other
 
projects of AID which have deserved the opportune action of this
 
institution (see annex 9).
 

DEPARTMENT OF ELECTRONIC DATA PROCESSING
 

INEXISTENCE OF MANUALS.
 

Since 1973 operation manuals have existed, even though

they were 
 in a process of revision and actualization at the
 
moment the audit was conducted, since December 26, 1991 the
 
general rules for quality 
control of Automated Information and
 
Security Manual of the EDP Depatment (Annex No. 5-A and 5-B)
 
cover the essential aspects of these requirements.
 

ACCESS OF NONAUTHORIZED PERSONAL TO COMPUTER CENTER.
 

Even though administrative disposition exists that regulated

the entrance of unauthorized personal at the computer center
 
(signs on the doors and diverse memorandums) we should recognize

that access of personal exists at the computer center due to 
 the
 
decentralized 
operation system of our data processing unit and
 
the physical limitations that exist, because both the manager and
 
annalists have to receive the users discuss
to their
 
applications and workout their needs 
but having the due
 
precautions. Given the existing security system the improper 
 use
 
of computer systems by unauthorized personal has never been
 
registered.
 

ABSENCE OF PROCEDURES FOR FULFILLING CHANGES IN EXISTING SYSTEMS.
 

In our computer center the operations are totally

decentralized therefore each department is responsible for 
 their
 
system. Changes are 
made when the person in charge of the
 
department formally requires it. These request remain in the
 
computer 
files and since december 26, 1991 a written procedure

has existed. This procedure was the result of a revision of the
 
existing procedures since 1973 (Annex No. 5-A y 5-B).
 

LOANS AND ACCOUNTING FILES
 

Unfortunately the economic limitations of FUNDAPEC, don't
 
enable it to have a specialized and sophisticated system for the
 
management of its credit files. Nevertheless it has a manual
 

http:US$292,048.00
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system that permits to know in every moment the precirse place and
 
the person that works with each one of 
the credit records. At the
 
same time it has a system of files organized in a strict order by
 
letter and by number, with a security system that until now have
 
proven adequate.
 

We include as an annex for illustration the system of files
 
of credit expedients and several samples of the control cards
 
used by the auditors, that shows what was exposed before 
 (Annex
 
No. 5-C).
 

In relation to the control of the accounting file documents,
 
in the annex is included form to control income and exit of
 
documents and a procedures manual elaborated recently by 0 & M's
 
Department of 
FUNDAPEC where the rules and regulations use in the
 
existing system is formalized.
 

We consider not attendible the auditory's recommendation,
 
due to the fact that the existing systems are adequate and
 
respond to the particular characteristics of credit management
 
and the collection of students' loans. Nevertheless, but we
 
accept the suggestion made by 
the auditory related to regulation
 
of time to use the documents by users. Measures have been taken
 
to implement this recomendation.
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FINDINGS ABOUT COMPLIANCE WITH THE TERMS OF AGREEMENT, LAWS AND 

APPLIED REGULATIONS.
 

NOT REGISTERED DONATION'S ACTIVES & COST
 

If we recognize that during the period of the audit FUNDAPEC
 
didn't have a specialized system of accounting by funds, we 
 have
 
to emphasize, that each one of the project's components, as other
 
external sources handled by the foundation, were treated in
 
segregated accounts of clear identification.
 

We must also emphasize that starting from the second
 
semester of 1991, the implantation of a new fund accounting
 
system was begun. elaborated by KPMG PEAT MARWICK, which follow
 
in a strict way, an orderly system of accounting by funds. In
 
addition, the same international firm has created an Operational

Manual that regulates all the operative procedure of the
 
Foundation which substitute the Manual existent elaborated by 
the
 
PRICE WATERHOUSE and effective since 1973.
 

As a support to the new accountant system and operatives,

FUNDAPEC acquired in September, 1990, a modern computer system

(AS/400 
C-20 de from IBM) which we are using to develop the new
 
applications of accounting by funds, credit and loans 
 recovery,

using a data base system fourth (4th) generation language.
 

DOCUMENTATION OF THE BONDSMEN.S SOLVENCY 

According 
to point 2, about the insufficient documentation
 
of the bondsmen's solvency if the documentation's deposit was not
 
demanded for the loan record, 
a complete telephone confirmation
 
and an exhaustive check of all the bondsmen's work centers. 
This
 
is made this way, because the documentation is only informative
 
and it doesn't have any effect in the payment, because the legal

documents (signed and legalized contracts and promissory notes)
 
are the basis of the recuperation and are resting in our credit
 
files.
 

Despite this, in the last revision of our credit laws,

approved by the board of directors of FUNDAPEC july 24th, 1990
 
(Act. No. 215-B), it was decided that demanding this
 
documentation would be mandatory. Since 
that date this
 
documentatton is included in our collection 
records too.
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REPORT DISTRIBUTION
 

U.S. Ambassador to the Dominican Republic 1 
D/USAID/Dominican Republic 5 
AA/LAC 2 
LAC/CAR 1 
XA/PR 1 
LEG 1 
GC 1 
AA/OPS 1 
AA/FA 1 
FA/FM 1 
POL/CDIE/DI 1 
FA/MCS 1 
IG 1 
AIG/A 1 
D/AIG/A 1 
IG/A/PPO 2 
IG/LC 1 
IG/RM 5 
IG/I 1 
IG/A/FA 1 
IG/A/PSA 1 
RIG/A/EUR/W 1 
RIG/A/Cairo 1 
RIG/A/Dakar 1 
RIG/A/Nairobi 1 
RIG/A/Singapore 1 
RIG/A/Vienna 1 
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