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MEMORANDUM

TO : USAID/FE1 Salvador, Director, Robin Gomez

by 1 e
FROM  : RIG/A/T, Coinagé N. Gothard

SUBJECT: Audit of USAID/E]l Salvador's Agrarian Reform Credit Program
(Project No. 519-0263), Report No. 1-519-87-13

This report presents the results of audit of the E1 Salvador Agrarian
Reform Credit Program, Project No. 519-0263. The Office of the Regional
Inspector General for Audit/Tegucigalpa made a program results audit of
the project. The audit objective was to determine if the project had
increased the availability of credit to the agrarian reform and
traditional famm sectors and had improved the capacity of the national
financial system to deliver such credit. Specifically, the audit
evaluated the performance of the Salvadoran Agricultural Development Bank
in implementing the project and whether project resources were
effectively used.

The audit found that while the Agricultural Development Bank had been
capitalized and much needed credit increased, the bank's operating
expenses were increasing greatly while earnings from loan payment reflows
were less than expected because many loans to reform beneficiaries were
delinquent, extended, or refinanced.

The report recommends that the bank Ffind ways of reducing opcrating and
administrative costs, incrcasing carnings, simplifying a cumbersome
accounting system, and removing itself from certain non-credit opcrations
it is currently involved in.

You gencrally agreed with our recommendations and initiated corrective
actions. Recommendations 4(b) and (c¢) are closed upon issuance of this
report. Please advise us within 30 days of any additional information
relating to actions taken or planned to implement the audit
recommendations.

We appreciate your cooperation and courtesy to our staff during the audit,



EXECUTIVE SUMMARY

USAID/EL Salvador's Agrarian Reform Credit Program started in June 1980
and wes scheduled to end in December 1987. Project Ffunding was $85.8
million in AID funds and the equivalent of $44.1 million in Government of
El Salvador funds. The audit covered $72.7 million in AID funds
disbursed as of March 31, 1986. The project's objective was to
"...increase the availability of credit to the agrarian reform and
traditional farm sectors and improve the capacity of the national
financial system to deliver such credit." By achieving that objective
the project planners sought to improve the ecconomic and social
well-being of agrarian reform beneficiaries and other small producers
through increased agricul tiral production and employment.

The Office of the Regional Inspector General for Audit/Tegucigalpa
performed a program results audit of USAID/EL Salvador's Agrarian Reform
Credit Program. Audit objectives were to determine whether: stated
project objectives and goals were being achieved; and USAID/FEl Salvador
was managing the project economically and efficiently and was complying
with AID regulations.

The project's objectives were only partially achieved. While available
credit had increased and the ability of the Agricultural Development Bank
to deliver credit had improved, the Bank's long-term capacity to
independently provide credit was doubtful. Bank operations needed
improvement to operate economically and efficiently. Eight instances of
non-compliance were found and four arcas of internal controls needed
modification,

Project accomplishments had fallen short of expectations partially due to
internal political strife and declining world wmarket prices for
agricultural commodities. Nevertheless, many reform sector beneficiaries
had been able to obtain financing for their crops through loans of up to
18 months. Investment loans for 5 to 20 years werc available to improve
farms and cooperatives.

The Salvadoran implementing agency, the Agrarian Development Bank, still
lacked the financial and managerial capacity to provide sustained credit
and ancillary services to project beneficiaries. [t was operating at a
loss and some loans may be uncollectable. In our opinion, the Bank
should not bhe involved in the purchasing, storing, and marketing of
crops. Furthermore, its credit agents did not effectively dissaminate
information relative to technical assistance that was available to its
agrarian veform clients. Finally, because of the Bank's cumbersome
accounting system, branch office and central office records did not
always reconcile, making full accountability for AID funds questionable,

The audit also identified problems in project evaluation procedures,
reimbursement of repair costs and records on contractors, conditions
precedent and special covenants,



For a banking enterprise to be self-sufficient, lending operations have
to result in a surplus or its capital base will eventually shrink.
General and administrative expenses should be in line with earnings.
Permanent capitalization of the Bank may not have been adequately ensured
because of administrative shortcomings, increased administrative costs
and a large number of overdue loans. If decapitalization continues, the
Bank will not be able to continue providing the amounts of credit planned
in the project in future years. We recommended cost reductions and the
Mission concurred.

Proper accounting practice and the project agreement require that problem
loans be segregated and reported on separately. However, the Bank's
financial statements did not reliably vreflect that institution's
financial condition because the true delinquency rate on loans made to
agrarian reform cooperatives was understated on the Bank's December 31,
1985 financial statements. Refinanced and extended loans totaling over
$20 million had not been segregated into a problem category. Bank loans
to agrarian reform cooperatives were refinanced and extended to keep the
cooperatives financially solvent, thereby making them eligible for new
loans.  Furthermore, the Bank was unable to provide information on
individual Phase IIl loans refinanced and extended. As a result, not
only did the accounts understate the amount of problem loans, but their
true extent placed in Jeopardy the Bank's ability to meet its obligations
under the agrarian reform program. We recommended that the Mission
obtain financial statements fully disclosing refinanced and extended
loans. The Mission agreed.

The Bank was to coordinate with other government institutions to provide
technical assistance to project beneficiaries in both agricultural and
credit management. With few cxceptions, agrarian reform beneficiaries
had  not achieved the managerial expertise which, disregarding
uncontrollable factors, would have assisted them in making their farms
and cooperatives financially viable. Bank credit agents could have been
better trained and more effective in teaching beneficiaries how to obtain
such assistance from public and private sector agencies. Better use of
such technical assistance might have contributed to increased production
and income for the beneficiaries. We recommended more effective
dissemination of technical assistance. The Mission agreed but wished to
strengthen  the distinction between the roles of credit agents and
agricul tural extension agents.

The Bank's information processing systems were cxperiencing problems. On
the one hand, technical assistance provided to design and procure a new
computer system encountered incompatibility and other problems. These
seriously dclayed procurement of a badly needed computer, wasting time
and money, and necessitating error-prone manual transfers of data. We
recommended staffing and design improvements. On the other hand,
preparation of inaccurate records allowed loans to be made with AID funds
without a clear determination of their eligibility., We recommended



improved oversight and more intense scrutiny of data supporting
dishursement requests. The Mission agreed. Based on actions taken
recommendations 4b and ¢ are closed upon issuance of this report.

Mission comments have been considered in the preparation of this report.
The entire text of their formal comments is included as Appendix 1.
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AUDIT
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PART I - INTRODUCTION

A. Background

In March 1980, the Government of El Salvador (GOES) instituted sweeping
social and economic reforms to transfer ownership of farmlands from large
landholders to those who worked the land. These refoms were to be
accomplished under a March 6, 1980 decree called the Basic Law of
Agrarian Reform, Decree 1530 The reform program was to have had three
phases, althougli the order of their implementation was not sequential.

== Phase [ called for the expropriation with compensation of all farms
of more  than 1235 acres,  Under Phase 1 the expropriated land
provided the basis for cooperative agricultural associations managed
and operated primarily by those who had worked on the lands when they
were privately owned,

== Thase II called for the expropriation of farms between 250 acres and
1235 acres, if not voluntarily sold by December 20, 1986,

-- Phase TIIl provided for the immediate transfer of land ownership to
tillers who had previously rented the land from large landholders.
Beneliciaries were entitled to own up to 17.3 acres of expropriatexl
land.

The shift in ownership of over 20 percent of Fl Salvador's land under the
agrarian  reform program increased demand for agricultural credit by
benefictaries of the reform. Their need for credit was considered
tmediate  and crucial to the successful implementation of the reform
program.  However, it was rvecognized that this need could not bhe met
through existing lines of c¢redit from the Salvadoran Agricultural
Development Bank or the existing hanking svstem.

To help meet this increased demand for credic USAID/EL Salvador developed
its Agrarian Retorm Credit Program, Project 519-0203, in June 1980. 0On
July 7, 1980 the imited States and Bl Salvador signed a  cowbined
Loan/grant agreement (number 519-T-028) for $10 million to " ... increase
the availability of credit to the agrarian reform sector and the capacity
of the Agricultural Development Bank (BFA) to provide such credit,'  0Of
the $10 mitlion provided, $9.5 million was a loan to provide capital to
BEA and $500,000 vas a prant to provide it with technical assistance,

At the time of our audit, the agreement had been amended nine times,
increasing the assistonce to $35.8 million, of which $81.5 million were
loan funts and $4.3 willion Cincluding $2.1 million authorized in 1985)
were  grant funds.  The GOES was to provide the cquivalent in local
currency  of  $44.1 million, bringing total project funding to $129.9



million. The project's purpose, though expanded, remained essentially
the same, '"...to increase the availability of credit to the agrarian
reform and traditional farm sectors and improve the capacity of the
national financial system to deliver such credit' (Underscoring added to
indicate expanded project purpose).  Fxhibit 1 shows the dates and
amounts of each amendment since July 1980,

Three Salvadoran agencies were designated to implement the project:

-- BFA was to manage a $77.8 million loan-funded Integral Line of
Credit, providing short-term credit for crop loans to reform
beneficiaries under Phases 1 and TII as well as to traditional
Farmers; train BFA personnel; and provide technical assistance to
Phase T cooperatives,

--  The Salvadoran Central Reserve Bank (B(R) was to manage an Investment
Line of Credit providing long-term capital improvement loans,
refinancing for Phase 1 cooperatives, and training of credit agents
for the Phase [ cooperatives,

== The Center for Agricultural Technology (CENTA) was to manage an
Integrated Pest Management activity,

As of March 31, 1986 AID had disbursed $72,677,000 under this project, of
which $68,112,000 was for the Integral Line of Credit -- short-term loans
to reform and traditional farmers.  The planned completion date for AID's
assistance to this project was December 31, 1987, extended from September
30, 1982, Exhibit 2 presents a financial summary of the project, by its
various components, as of March 31, 1086,

Under a new project USAID/EL Salvador planned to provide a $50,000,000
grant to the GOES for continued support to the reform sector credit
program. [t was expected that these funds would be made available to the
entire Salvadoran banking system, including BFA, for subsequent tending
to the agrarian reform sector and traditional farmers.

B. Audit Objectives and Scope

The Office of the Regional Inspector General for fudit/Tegucigalpa
performed a program results audit of USAID/EL Salvador's Agrarian Reform
Credic Program,  The period covered was from June 1980, when the project
started, to July 31, 1986, except for financial data, which was .as of
March 31, 1986 unless otherwise indicated. AlD disbursements totaling
$72,077,000 as of March 31, 1986 were covered by the audit,

Audit objectives were to determine if:

-- stated project objectives and goal were being achieved;

-- USAID/EL Salvador was  managing  the project ecconomically and
efficiently; and

-- the project managers were complying with AID regulations,



Audit fieldwork was done during the period April 28, 1986 to July 31,
1986. We reviewed project files and interviewed project officials at
USAID/EL  Salvador, the Salvadoran Agricultural Development Bank, the
Salvadoran Central Bank, the Salvadoran Regulatory Institute for Basic
Grains  (IRA), coffec procurement and storage agencies and other
project-connected agencies as considered necessary. Four branch offices
of the Agricultural Development Bank were visited in fowr zones covering
a geographically representative area of Bl Salvador. A total of 59
agrarian  reform  and  traditional beneficiaries were visited and
interviewed in the four zones. Documentation supporting the Government
of El Salvador contribution to the project was not audited because
nothing came to our attention that would indicate any problems with GOES
financial support for the project. To test compliance and internal
controls, applicable standard provisions of the project agreement were
reviewed as well as AID Handbooks.  #here project deficiencies were
disclosed, the applicable regulations and internal controls were examined.

Project beneficiuries to be interviewed were randomly selected {or the
four geographical areas visited. However, of  the 59 interviews
conducted, only 22 were of bencficiaries selected at random; the
remaining 37 interviews were selected by area BFA branch officials. This
substitution occurred because the 37 beneficiaries originally selected
lived in areas considered by branch officials to be not readily
accessible or dangerous,

On - December 17, 1981 the AID  Inspector General issued Audit Report
1-519-82-4 presenting a  tiwited purpose audit of  the project for the
period huly 7, 1980 to May 30, 1981. Two recommendations in that report
addressed issues that were found still to be problems in this current
audit: adequate supervision over loans to beneficiaries, and adequate
support for loan reports presented to USAID,

The audit was made in accordance with gencrally accepted government
auditing standards,



AUDIT
OF USAID/EL SALVADOR'S
AGRARIAN REFORM CREDIT PROGRAM
PROJECT NO. S19-0263

PART 11 - RESULTS OF AUDIT

The program was designed to increase the availability of credit to the
agrarian reform and traditional small farm sector, and to improve the
capacity of the national financial svstem to deliver such credit,
ultimately improving the cconomic and  social well-being  of  the
beneficiaries.  The project's objectives were only partially achieved,
While available credit had increased and the ability of the Agricultural
Development Bank (BFA) to deliver credit had improved, BFA's long-tem
capacity to independently provide credit was doubtful. Bank operations
needed improvement  to  operate cconomicallv  and efticiently, Eight
instances  of non-compliance were found and foir areas of internal
controls needed strengthening.

Project accomplishments had fallen short of cxpectations, partinlly due
to declining world wmarket prices for agri-nltural commoditics and
internal policitical strife. Nevertheless, reform sector beneficiaries
had been able to obtain financing for their crops through loans of up to
18 months. Tnvestment loans for S to 20 vears were available to laprove
farms and cooperatives,

The Salvadoran implementing agency, the Apricul tural Development  Bank,
still Tlacked the financial and managerial capacity to provide sustained
credit and ancillary services to project beneficiaries. It was operating
at a loss and some loans may be uncollectable.  The Bank's officers had
not taken eftfective actions to reduce administrative costs and to become
self-sufficient. In our opinion, BFA shonld not be involved in  the
purchasing, storing, aml marketing of crops.  Furthemmore, BFA's credit
agents Jdid not effectively disseminate infommation relative to technical
assistance that was available to agrarian veform clients. Finally,
because  of  the Bank's cumbersome accounting  system, bhranch office and
central  office  records  did  not  always  reconcile. Thus,  full
accountability for AID funds was questionable.  As a result of thege
conditions, BFA's ability to continue providing loans to the agrarian
sector without external infusions of capital was questionable,

The audit also identified problems in project evaluation procedures,
reimbursement  of  repair costs amd records on contractors, conditions
precedent and special covenants,

We  recommended  an analysis of  the Salvadoran Agricultural Development
Bank to find wavs of teducing costs, increasing carnings, and simplifying
accounting  procedures; and  the  development  of means to ensure BEA's
future viability. As a resalt of the audit, USAID/ED Salvador also
agreed to better utilize the results of project evialuations, take action
to seek recuperation of costs to repair defective project vehicles, and
improve its administrative procedures for monitoring project conditions
precedent, covenants and contract documentat ion.
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A. Findings and Recommendations

1. The Salvadoran Agricultural Development Bank (BFA) Was Operating At A
l.oss

For a banking enterprise to be self-sufficient, lending operations have
to result in a surplus or its capital base will eventually shriunk,
General and administrative expenses should be in line with earnings.
Permanent capitalization of BFA may not have been adequately ensured
because of administrative shortcomings, increased administrative costs
and a Targe number of overdue loans. If decapitalization continues, BFA
will not be able to continue providing the amounts of credit planned in
the project in future vears,

Recommendation No., |

We recommend that USATD/El Salvador, in conjunction with the Government
of L1 Salvador:

a) conduct an 1naiysis of the Salvadoran Agricultural Development Bank
to find ways of reducing costs, increasing earnings, and simplifying
accounting procedures;

by develop a time-phased plan under which the Agricultural Deve lopment
Bank will divest itself of non-banking activities sucli as fertilizer
and pesticide sales, grain storage. and marketing; and

c) clearly define Agricultural Development Bank's role in providing
credit to the Agrarian Reform sector.,

Discussion

When this project stavted in 1980, BFA had neither the capital nor the
administrative capability to carry out its mandate of providing credit to
the agrarian reform sector. To improve this situation USAID/El Salvador
and the GOES initiated the Agrarian Reform Credit Project.  The project
was Lo provide $77,800,000 in USAID loan funds and $16,700,000 in
counterpart funds from PL 480 comnodity sales proceeds.  These funds were
planned to capitalize an Integral Line of Credit at BFA to provide credit
for the agrarian reform sector and grant funds to [inance technical
assistance to BFA for credit administration, control and recuperation of
the loan portfolio, bhank financing and administration, and accountipg and
computer data processing.,

A June 30, 1985 report prepared by a USAID-financed advisor Lo BFA
concluded that BFA'< -Tinancial condition had improved f{rom November 1980
to December 31, 1984 in terms of assets, liabilities, working capital,
overdue loans and reserves.  One arvea that did not  improve was  the
percentapge of uncollected interest to the total loan portfolio, which
rose from 5 percent in 1980 to 14,7 percent in 1984,



Although BFA's capital position had indced improved From its nearly
bankrupt condition in 1980, two points should be noted. First, the
bank's firancial position had deteriorated in the year since the analysis
was made, as reflected in its December 31, 1985 financial statements.
Second, the Mission's efforts to improve BFA administrative practices had
gererally fallen short of expectations.

Financial Condition - BFA's most recent financial statement dated
December 3I, 1985, indicated that its permanent capitalization may not
have been adequately ensured because of administrative shortcomings and
the uncoutrolled growth of expenditures. Interest recorded as ecarned
From loan operations in 1985 ($24,046,868) was slightly less than amounts
recorded as earned in 1984 ($24,091,190) cven though the portfolio of
loans had sncreased from $211,600,000 to $227,600,000.  General and
administrative expenditures rose from $13,092,002 in 1984 to $15,983,652
in 1985, Furthemmore, if onc excluded the commercial operations (sales
of fertilizer and pesticides) from the Earnings and loss Statement, BFA
had suffered a substantially larper loss [rom loan operations ($2,935,979
as of December 31, 1985, versus 1984 losses of $2,160,011). If the full
amount  of identified past bad debt from overdue loans had been
written-of f, current losses recorded from lean operations would have been
greater and further reduced BFA's assets.  Overdue loans consisted of
$39,181,400 identified, of which only $3,726,920 had been written-off.
Associated interest, which continued to be calculated and added to
accounts receivable, consisted of $18,598,157 identified, of which only
$1,047,939 had been written-off.

Administrative Capabilities - While efforts to adequately capitalize the
bank had been initially  successful, attempts to  improve the bank's
administrative capability had falien well short of expectations.  Five
years into the project, as of December 31, 1985, the bank was
experiencing severe administrative deficiencies, such as computer system
problems, Tmprovements  in the data processing system were to  have
allowed  the bank to eliminate costly manual procedures and  excess
personnel.  Shortcomings such as this caused general and administrative
costs to outpace carnings. The bank was able to show a small net profit
only because its commercial operations had been profitable and because of
questionable  valuation of assets, These  included  receivables  for
interest  carncd  on  uncollectable  loans ($18,508,157)  and  the
uncollectable loans themselves ($35,451,480), which probably should have
been classified as bad debts long ago. In general, BFA's policy was to
extend and refinance delinquent loans rather than to aggressively pursue
amounts overdue,

Because  BFA was made the implementing agency for the agrarian credit
program, it made loans to all eligible beneficiaries regardless of  the
amount of the Jean,  Over S1 percent of BFA's December 31, 1685 loan
portfolio for agrarian loan recipients was loans whose interest pavinents
did not cover the expense of loan administration. In ~ffect, BFA had
been  subsidizing small and wmarginal reform beneficiaries, while in so
doing endangering its future viability,



Commodity Purchase and Storage - Other problems diminishing BFA's
effectiveness were linked to the Salvadoran Regulatory Institute for
Basic Grains (IRA). TRA is a Salvadoran agency that buys such basic
grains as rice, corn and beans from producers at subsidized prices and
stores them for future sale to consumers. IRA's purpose was to stabilize
basic grain prices and supplies. By agreement with the BFA, [IRA
established a policy of purchasing 70 percent of  the basic grain
production of Phase I and Phasce [TI agrarian reform beneficiaries for the
1985-86 crop secason.  But IRA's financial problems, lack of storage
Facilities, and questionable administrative capacity hampered attempts to
reach that goal,.

BFA approved crop loans to agrarian reform beneficiaries with 1little
consideration for the future marketability of the crops. Most BFA
borrowers had little grain storage capacity themselves:; thus, when IRA
could not purchase their crops, they had to sell them at prevailing
market prices. These were as much as 11 percent lower than those of fered
by IRA for such crops as corn, beans and rice according to 1985-86 price
lists provided by IPA and the Ministry of Asricunlture.

These problems caused many BFA borrowers to become delinguent on their
loan payments and to accummilate interest which further croded their
financial resources.  BFA did not charge penalty interest on overdue
loans because in most cases the overdue loans were extended or refinanced
for a longer term. However, the end-result was contrary to the project
goal of making BFA a self-sufficient orgarization capable of providing
credit to  the Agrarian Reform  Sector and  thereby increasing the
beneficiaries' well-being.

Management Comments

Mission officials agreed that BFA's operations needed to be made more
profitable and that it needed to reduce administrative expenses,
USATD/ED Salvador stated that these concerns would be addressed in a
planned follow-on credit project.



Z. Refinancing or Pxtension of Debt will Likely Increase BFA's Bad Debt
Ratio

Proper accounting practice and the project agreement require that problemn
loans be segregated and reported on separately. Hovever, BFA's financial
statements did  not  reliably reflect that institution's financial
condition because the true delinquency rate on Joans made to agrarian
reform cooperatives was understated on the Bank's December 31, 1985
financial statements. Refinanced and extended loans totaling over $20
mitlion had not been segregated into a problem category. BFA loans to
agrarian reform cooperatives were refinanced and extended to keep the
cooperatives financially solvent, thereby making them eligible for new
loans. Furthemore, PFA was unable to provide infomation on individual
Phase TII loans refinanced and extended. As a result, pot only did the
accounts understate the amount of problem loans, but their true extent
placed in  jeopardy BFA's ability to meet its obligations under the
agrarian reform program,

Recommendation No. 2

We recommend that USAID/FL Salvador, in conjunction with the Govermment
of 1 Salvador, obtain from the Agricultural Developient Bank financial
statements on refinanced and extended agrarian reform loans to Phase 1
and Phase 11T beneficiaries, including footnotes to the same staterents
to describe now the condition of the refinanced loan portfolio changed
during the period reported on in the statement,

Discussioq

The refinmancing and/or extension of $21.7 million in BFA loans (Phase I)
from 1980 through 1985 will likely increase the Bank's bad debt ratio.
The rate of default will be higher than average when applied to a group
¢f  louns that were originally in defauit and then refinanced or
extended.  While BFA financial veports as of June 30, 1986 showed only
avbout pl.4 mitlion in delinquent loans to agrarian refnrm cooperatives,
mary other loans had been refinanced and extended.  About $11.8 million
in loans made from 1980 to 1985 had their due dates extended by one year,
although interest rates remained wunchanged.  Ancther $5.5 witlion in
loans to agrarian refomm cooperatives were refinanced, interest due was
capitalized, and the interest rate lowered by about 7 percent (frow 13
percent to 6 percent),

Additionally, BFA's financial records did not disclose the amount of
loans  wmade  to Phase 1IT (individual) beneficiaries that had  been
refinanced and extended.  The BFA's June 30, 1986 financial reports
showed $12,144,904 in loans granted from 1982 through 1985 to Phase 111
beneficiavies.  Of these $1,522,287 were reported delinquent.  However,
discussions with beneficiaries and a review of loan files at BEA hranch
of fice indicated that some other loans had been refinanced and extended
but  "FA could not provide tipures,  Therefore, the total  amount  of
doubcful agrarian reform loans in BFA's loan portfolio could not  be
determined from available accounting records.  However, it should also be
noted  that some  loans were only stighty extended, for three or four
months, to allow borrowers to receive money from their harvests,
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Generally accepted accounting practice requires that [inancial statements
disclose to the maximum extent possible the true Cinancial position of an
entity, including contingencies or other matters that have or may have a
material effect on its future operations.  These requirements  were
incorporated in the AID loan agreement with BEA.

OF the loans made from 1980 through 1985, only $1.4 willion in USAIL loan
and GOES funds were shown on BEA's June 30, 1986 financial statements as

delinquent Toars.  Another 20,3 million had been refinanced or extended
in order to prevent a large number  of cooperatives from going into
default  and, ultimately, bankrupt, BEA's  Financial and  accounting

procedures thus seemed o reflect a lavger GOES policy to maintain reform
cooperatives'  solvency  and  allow  them  sufficient  time to  sneceed.,
However, the  result of  this policy  and accounting  practice wmay  be
misteading in its preseutation of the BEA's and  the cooperiutives real
financial status,

Future BFA financial statements should report the status of agrarian
reforn problem loans separately and also disclose any changes in their
condition.  Complete and accurate RFFA reporting would indicate to GOES
and USAID authorities when further action s  warranted. Ir  the
delinguency rate were reduced by half under USATD/T] Salvader's planned
new $50 million loan project, a savings of $5 million in preventable bad
debt write-of I's could be realized.

Management Comment

The Mission agreed that BFA should fully disclose detingquent and doubtful
accounts on its financial statements cither through separate disclosure
or by establishing more realistic reserves for bad debts.
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3. Better Managerial Capabilities Could Improve Beucficiarics' Well-Being

BFA was to coordinate with other government institutions to provide
technical assistance to project beneficiaries in both agricultural and
credit management. With few exceptions, Agrarian Reform beneficiaries
had  not achieved the managerial expertise which, disregarding
uncontrollable factors, would have assisted them in making theiv farms
and cooperatives financially viable., Bank credit agents could have been
better trained and more effective in teaching beneficiaries how to obtain
such assistance frow public and private sector agencies. Better use of
such technical assistance might have contributed to increased production
and income for the beneficiaries.

Recommendation No. 3

e recommend that USATD/EI Salvador obtain evidence that the Agricultural
Development Bank has:

a) adequately trained its credit agents as to all the sources of
technical assistance available to the reform sector, including the
private scctor, and as Lo how they are to make loan beneficiaries
aware of available technical assistance:

b) assigned non-technical administrative duties to staff other than
credit agents; and

c) established a training program for credit agents that will include,
but not be limited to: advising Phase 1 beneficiaries of available
accounting  and  management  services, and the cultivation of
non-traditional crops.

Discussion

According to Amendment No. 9 of the project agreement, PFA was to hire
and train field personnel, and coordinate with other GOES institutions in
providing technical assistance to project hencficiaries. A total of
$500,000 was  allocated for BFA's training  program ($200,000 loan,
$100,000 grant and $200,000 counterpart funds).

BFA was not requited to provide project beneficiaries with technical
assistance,  However, according to  the project  apgreement, BFA was to
coordinate with other GOES iustitutions in providing technical assistance
to  project  beneficiaries. Although  BFA  credit  agents did  advise
beneficiaries, in some  instances, on  such things as  the use of
Insccticides and - pesticides,  they Jdid  not  effectively  disseminate
information about technical assistance available to Feneficiaries through
agricultural extension services,

A major complaint of both Phase 1 and Phase T11 beneficiaries was that
they were not receiving adeguate technical assistance from the GOIS. OF
43 Phase 1 oand Phase 111 beneficiaries interviewed, 17 complained  that
they  received only infrequent or sporadic  technical assistance, and
almost all stated thev would like o receive more.
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Both financial and agricultural extension services were hampered by
lack of logistical support. Advice and assistance services pertaining tc
loan applications and alternative crop analyses was limited by agents
workloads.  The number of clients serviced by BFA credit agents in the
four zones visited ranged from one cooperative to, in another case, 50(
individuals  per agent. In addition, agents performed othel
administrative functions, such as posting loan data to loan record cards,
which impeded them from oversecing their assigned loan recipients. Thus,
the credit agents ccvered only about 60 percent of their assignec
geographical arcas, resulting in inadequate services to project
beneficiaries.  Furthermore, an agriculture official told us that s
problem his Ministry faced throughout El Salvador was a lack of vehicles
for extension agents. At present, the Ministry of Agriculture (MAG) car
cover only about 60 percent of the area assigned, and, even when the
vehicles were available, gasoline was often in short supply.

BFA also did not give credit agents sufficient training in credit
analysis, lidentification of alternative crops, credit supervision, and
identification of technical assistance needs. As of March 31, 1986 DBFA
had provided a total of 51 courses/seminars to its employeces.  This
training program had only begun in 1985 (five years after project
inception), and only six courses/seminars given in 1986 dealt with
subjects related to credit analvsis in general,

0Of 152 credit agents responding to audit questionnaires, only 32 claimed
to have received some type of training. Morcover, the training received
was not always related to the most important functions of the credit
agents. In addition, 33 credit agents who provided credit supervision to
Phase [ beneficiaries claimed not to have received any training related
to cooperative organization and management. Though not required, these
agents belicved such training would be helpful so they could better
advise their clients of services available from other agencies.,

Because many beneficiaries did not know how to manage their land and
agricultural inputs, they sometimes applied too little fertilizer,
pesticide too late, or the wrong kind of either o both to their fields.
Better use of technical assistance by bencficiaries might  have
contributed to increased production and higher income to the
beneficiaries,

Management Comments

In response to this finding USAIN/E] Salvador pointed out that MAG was in
the process of reorganizing its operations. The USAID believed that once
the reorganization is completed, MAG will use its staff and equipment
more efficiently. They also suggested that the audit report clarify the
roles of credit and agricultural extension agents.
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4. Technical Assistance to BFA in Automating Its Data System Could Have
Been Better Utilized

Starting in 1983, BFA's data processing system was to be upgraded to
permit it to process large amounts of data, produce analyses and reports,
and be flexible enough to permit rapid additions and modifications of
software. lowever, after three years of effort and fiftcen months of
technical assistance, BFA's data processing system was still plagued with
defects.  This resulted in inaccurate and late reports and inadequate use
of computer capabilities. Causes for the lack of progress to date were:
(a) a new computer system was taking longer to install than anticipated;
(b) BFA had encountered several problems while implementing an intevim
computer system recommended by an AID funded contractor; and (c) the BFA
had problems in staffing key positions in its data center operations.

Recommendation No. 4

We recommend that 'SAID/T1 Salvador obtain evidence that:

a) vacant positions in BFA's computer center have been staffed by
compatent individuals;

b} the design and installation of BFA's new couputer system, including
its software, will adequately consider the necds of the personnel
using the reports which are produced; and

c) effective channels  of  communications between end-users and
programmers exist to ensure that output deficiencies are corrected
promptly and accurately by the computer center.

Discussion

BFA began attempts to update its outmoded computer facilities in 1983 but
because of multiple problems, will not bave a functioning system until
December 1987,

Project Paper Amendment No. 3, dated March 29, 1983, included the
procurement of hardware, software "and system support for an upgraded
computer facility at BFA. 1t concluded that:

AID loan Tunds of $700,000 will be used to conduct a thorough
systems analysis, procure and install the new computer systeg
and provide for the training of operators and programmers. The
computer system will be integrated dirvectly into the accounting
and  financial information processing activities which are
scheduled to receive substantial technical assistance from the
[Tunding] supplement.,

Plans to complete the systems analysis, procurement and installation of
the new computer system and training of operators and programers for the
new computer system were originally to have been completed by June 30,
1985, These activities were to be performed by an AID-funded contractor,
Servicios Tecnicos del Caribe (STC), whose advisers began working at BFA
in April 1984,
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The STC consultant recommended a temporary system while the new systemn
was being developed but problems developed in the transfer of information
from the old system to the interim system. In April 1985, the interim
system was dropped and the old system was replaced with a more powerful
computer by the original vendor at no extra cost to BFA. towever, BFA
had expended about $112,000 in hardware and personnel for the interim
cquipment.

The development of the new computer system was again undertaken, this
time by the [irm of Reloitte, lhaskins and Sells, but the process took
much  longer than expected, The system analysis, procuremert and
installation of the new computer system, and training of operators and
programmers is now scheduled for completion in December 1987.

Because of these delays, and s lack of properly-trained electronic data
processing personnel, BFA reports such as "The Inventory of Loans' were
produced late, contained many crrors, required extensive reconciliation
with manual records, and were seldom used by bank cmployees in the manner
intended.  Although BFA was interviewing candidates to fill vacancics in
its computer center, some of the positions had been vacant [or up to six
months. BFA credit agents still manually calculated interest on loans, a
process taking about one-and-a half weeks every six months. This was to
have been done hy the new computer system. Partly as a result of delaved
acquisition of automatic data processing equipment and trained personnel,
BFA  credit agents' time was inefficiently used performing support
functions instead of assisting their credit clients.

Management Comments

The Mission concurred with the finding, stating that it would take
imnediate action to obtain evidence from PFA that tle Computer Center has
been fully staffed and that a coordinating unit within BFA has been
created to ensure communication between end-users and programmers. They
agreed that the basic installation of an adequate computer  system  had
been unrcasonably delayed, but stressed that the interim system had been
utilized by the Bank. Differences of opinions among computer experts,
compounded by rapidly changing technology, contributed to the delay. The
current Deloitte, Haskins and Sells contract would satisfy the second and
third part of the recommendation.

Inspector General Comnments

Parts (1) and (¢) of Recommendation No. 4 are closed upon the issuance of
this report.,



5. USATID/E] Salvador Should Seek Improvements in the Accuracy of BFA's
Financial Reports

Loan Amendment No. 4, dated June 15, 1984, and Amendiment No. 9, dated
August 19, 1985, both contained requirements that the Agricultural
Development Bank was to adequately account for the use of AID funds
provided.  However, billings were made to obtain AID funds for the
project from central office and branch postings which had mnot been
effectively reconciled. A 17 percent discrepancy rate (11 differences in
63 payment cards) existed between source documents submitted by branch
of tices and the postings made at the central office. USAID/EL Salvador
considered project financial reports submitted by the bank to be reliable
and therefore did not perform its own reviews of PFA's accounting  and
reporting system. As a result, AID project funds were dishursed for
toans which, in some cases, had not been reconciled between branch and
central office records. Therefore, these reimbursement documents did not
have the degree of reliability expected for disbursement purposes.

Recommendat ion No, ©

We recommend that USATD/EL Salvador:

a) review a statistically valid sawple of documentation supporting ATD
funds disbursed to date to the Agricultural Development  Bank to
ensure that the funds used under the Integral Line of Credit were {or
loans to eligible beneficiaries, and recover any AlD funds not used
for eligible loans;

b) decide, based on  the reliability of the reviewed documentation,
whether further AID disbursements should be suspended or additional
documentation  required  with  reimbursement  requests  to  ensure
compliance with Project Agrecment terms: and

c) establish a procedure consistent with AL Handhook guidance  to
periadically  review reimbursement  Jocumentation  submitted by the
Agricultural  Development  Bank  in order to  ensure  that  such
documentation is supported by reliable source data,

Discussion

Loan amendments Nos. two and nine defined eligible loan beneficiaries and
parts of = Amendments Nos. fonr and nine described accounting  methods
required for managing AIL loan funds, including separate  accounts  and
their  timely posting and  1econciliation. AL Handbook 19 further
requires  the  Mission  Controller to review, at least periodically,
borrower records for compliance with these requirencent s,

As of March 31, 1986 USAID/FL Salvador had  dishursed a4 total  of
$OR, 142,345 to PFA for its Integral Line of Credit,  These cxpenditures
were  reimbursed upon BEA's presentation of  vouchers with supporting
reports of  loans made to beneficiaries.,  BFA submitted loan reports to
support the amounts requested and USAID/ED Salvador disbursed the auount s
requested without  periodically  verifying  the  accurac y of  the
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documentation provided. According to BFA of (icials, USAID/E1 Salvador
had never performed a review to verify the BFA system's timeliness and
reliability. The HMission considered BFA's accounting and reporting
systems reliable enougli not to conduct a systems review as required by
IHandbook 19.

Requests for disbursement of AID loan funds were prepared as follows:
source documents such as cancelled checks to project beneficiaries and
orders for agricultural commoditics were filed at the BFA central office,
where they were entered into BFA's data system. This provided reports to
BFA's  financial unit for the preparation of reports  supporting
reimbursement  vouchers submitted to USAID/E1 Salvador. The financial
unit was aware that the reports provided by the data processing unit were
not accurate. Although this problem had existed for several years and
the financial unit reported it to the data processing unit, no actien had
been taken to correct the problem, nor did the Financial unit verify the
information since its main purpose was to put the information in the
proper format for submission to the Mission.

For example, one of the reports obtained from the data processing unit
containing erroncous infomation was the Inventory of Leans, which was
used “as a basis for preparing requests to USAID for reimbursement.  Some
of the crrors noted were:  a) loans with negative batances, b) repayment
alounts greater than the amount of loans disbursed, ¢) negative amounts
of interest paid, ) toan anount disbursed greater than loan  amount
authorized, and ¢) negative delinquency balances.

Similar crrors were found in several other reports such as history of
toan wovement,  outstanding checks, and use of  Tunds by activity and
seclor, These  reports were  lmportant  because  they were used [Cor
reconciliation and accounting puposes.  Yet, not all the supporting
docunentation in BFA's files identified the source of funds nor whether
the  loan recipients were Phase T, Phase 11T or traditional sector
beneficiaries, Information such as cancelled checks and  agricultural
input  orders were sent daily to BFA's central office for input. into the
data svstem. This information contained not only loans to beneficiaries
trom AID funds but also loans Trom BFA's own rescurces. Sixty-three loan
application documents valued at $350,431 were reviewed at four branch BFA
of fices wnd Tater compared to loan reports prepared by the BFA central
office. Eleven of these applications (17 percent) valued at $20,636 were
Itsted in the contral office as AID eligible loans despite having been
approved only for BFA financing by the branch offices. DFA officials at
the central office could not explain bhow the 11 loans totaling $20,636
had become eligible as AID loans.

The ilhistrated lack of reliable records wade it difficult to ensure that
all of the $68 million in AID funds had been used for loans to cligible
beneficiaries.  The 17 percent errvor rate in loan applications disclosed
by the auwlit represents a 6 percent error rate based on the value of the
loans reviewed ($20,6360 - $350,431).



Management Comments

Mission management concurred in the recommendation but noted that the
questioned loans were eligible for project funding. The loans had only

been reclassified for funding fFrom BFA rollover funds to funding directly
from AID resources.
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B. Compliance and Internal Controls

Comp]iance

The audit disclosed eight compliance exceptions:

== The GOES implementing agency was not complying with requirements of
Section B.S5 Reports, Records, Inspections, Audit, Annex 11, to the
Project Agreement, which requires that generally accepted accounting
principles and practices be consistently applied (Finding 2).

== The GOLS implementing agency was not complying with requirements of
Section R.2 Execution of Project, Annex I, to the Project Agreement
which requires providing qualified and experienced management, and
training such staff for the maintenance and operation of the Project,
(unstaffed computer center - Finding 4).

== USAID project funds were disbursed without periodic verification of
reimbursement vouchers and related doctmentation, as required in AID
Handbook 16, Chapter 8A5a (2) (f) (Finding 5).

-- The GOES presented  inaccurate  documents  for  reimbursement  in

vioiation of Section B.6 (1) Completeness of Infomation, Annex [T,
of the project Agreement (Finding 5).

-= The Project Agreement Annex was not amended o reflect the manner in
which non-project funds were used to fund the Project's cvaluation
per Thndbook 3, Chapter 12, Section €6 (see Section C, Other
Pertinent Matters).

-- The interim Project Ivaluation Simmary was not completed as required
by Handbook 3, Chapter 12, Appendix 12A-1 (Section C).

-- The GOES TImplementing agency did not inform AlD in a timely fashion
of defective vehicles as requived in Section B.6 () Completeness of
Information (Section C).

== Contractors' files Jdid not contain Biographical Data Sheets, Form ALD
1420-17,  to  permit  management  to  evaluate  contractors' pirst
performance and salary histories (Section C).

Other than the conditions cited, tested items were in compliancg with
applicable laws and regulations and nothing clse came to our attention
that would indicate that untested items were not in compliance with
applicable laws and regulations.

Internal Controls

‘e noted four internal control exceptions:

== BFA was Tiberal in extending and refinancing problem loans rather
than aggressively trying Lo collect them (Finding 1),



BFA's reluctance to write off uncollectable loans and to identify
problem loans overstated its assets and presented a distorted
presentation of BFA's financial condition (Finding 2).

Reconciliation procedures for the BFA needed improvement because some
of the branch offices records were not effectively reconciled to
those maintained by the central office (Finding 5).

Documentation on project agreement Conditions Precedent and Special
Covenants were  scattered throughout files.  There was no tracking
systenm  that would signal managenent when Conditions FPrecedent and
Special Covenant deadlines were approaching or had passed.  Fifteen
Conditions Precedent and twelve Special Covenants were accepted as
sat'sfied alter their terminal dates had passed (Section €).
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C. Other Pertinent Matters

Six other issues were identified during the audit.

Allocation of Project Tvaluation Costs - An interim evaluation of Projec
519-0203 was performed in August 1985 but its full cost was divided
between two projects and therefore not accuratelv recorded in projec
records.  The evaluation cost exceeded the budgeted amount by 38 percent
an amount which could have bLeen charged to the contingency component  of
the project only with GOES approval. Rather than risking GOES rejectior
of the contingency [und reprogramming, the Mission allocated available
funds from Project 519-0167 to cover the cevaluation cost overrun.  This
violates guidance in AID Handbook 3, and Handbook 19. As a rezult, the
evaluation costs for Project 519-0263 were understated by $78,984 an
future estimations of evaluation costs for new projects and for annual
evaluation planning wonld be 1naccurate,

Project Fvaluation Summary - USAIR/EL Salvador did not cffectively
complete @ Project LEvaluation Sumnary for an interim evaluation of U
Agrarian Reform Credit Project.  AID Handbook 3, Chapter 12, Append ix
12A-1 requires that evaluation conclusions and recommendations be listeo
and identified as being accepted or rejected and  that personnel  be
identified to accomplish recommended action.  This was not done for ar
August 1985 evaluation because the Mission considered it a duplication of
effort already accomplished when an August 19, 1985 amendment Lo the
project was completed, nevertheless,  the  benefits of  listing  and
responding to the issues raised in the evaluation were not made available
to all Mission personnel nor were the benefits to the project of tracking
those actions realized. The Mission concurred in this Finding and agreed
to list and follow up the recomsendations requiring specific action,

Integrated Pest  Management  Fvaluation - USAID/EL  Salvador did not
effectively Tollow up on 28 recommendations made by a consultant who did
an evaluation of the Integrated Pest Management component of the Agrarian
Reform  Credit  Project.  The Mission Tlargely isnored the evaluation
because it was done under a contract funded essentially by AID's Repional
Office for Central America and Panama, and because the USAID did not
consider the undertaking an evaluation but  rather a data gathering
effort.  Nevertheless, the project could have bencfited had USAID/E]
Salvador  followed up, and where appropriate, taken action on  the
recommendations.  USAID/FL Salvador stated that "we still feel strongly
that the Integrated Pest Management 'Evaluation' was not an cvaluation,
should not be treated as sach and is not worth the offort (o follovw-up
on."

Defective Project Vehicles - 0f 24 project vehicles inspected during the
aud U 187775 percent) had defective ignition switches and eight had weak
spring bolts.  These defects appeared shortly after delivery. No action
had been taken by the GOES to either report this conditien to USAID/ET
Salvador or to seek recovery for costs incurred to repair the defects, A
total of 312 vehicles were purchased with ALD funds for this project and
the Agrarian Reform Support Project (519-0265), [f 75 percent of all 342
vehicles were found to have defects, substantial costs could be incurred
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by GOES agencies to repair the vehicles. Conservatively at $100 per
vehicle ror 256 vehicles (75 percent of 342) the cost could be over
$25,000.  When brought to the Mission's attention, they agreed to advise
the GOES of the issue and suggest that the GOES take whatever steps
feasible to recover costs associated with the defects from the 1local
azent ot the manufacturer (Exhibit 3).

Incomplete Personnel Files - The Mission did not have Biographical Data
Sheets (Forms ATD 1420-17) in its file for 10 contractor cuployees who
had been or still were working in E! Salvador under an AID contract. AID
contracting procedures require that contractors furnish Biographical Data
Sheets on their contract omployces (Section 752.7001 of Handbook 14).
Section 753.270.4 cites ATD 1420-17 as the prescribed form. Unless the
Mission has such basic documents, informed judgments on individuals!
qualifications cannot be made; nor can the individuals' salaries be
evaluated in comparison with previous carnings. USAID/El Salvador has
stated that it will obtain required Biographical Data Sheets for current
and future contractor employecs.

Conditions Precedent and Special Covenant Tracking - The Mission's filing
system did not facilitate a ready detemmination of how project agreement
Conditions Precedent and Special Covenants were  satisfiod under  the
Agrarian Reform Credit Project. Only after an extensive, time-consuni ng
scarch of the (iles by both USAID and andit staff could a determinacion
be made as to which Comditions Precedent and Special Covenants had been
satisfied, and an evaluation made of the supporting documentation. Under
this project 15 Conditions Precedent and 12 Special Covenants were not
accepted by the Mission until after the terminal data had passed, as much
as seven months later in one case. After this Finding was brought to the
Mission's attention, they stated that the existing tracking system, which
was inadequate in this case, would be reviewed and tmproved.
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AMENDMENTS

Agreement

Amendment

1

EXHIBIT

AUDIT
OF USAID/EL SALVADOR's
AGRARIAN REFORM CREDIT PROGRAM
PROJECT NO. 519-0263

SUMMARY OFF PROJECT AGKEEMENT
AND AMENDMENTS

AMOUNT ($000)

DATE GRANT LA TOTAL
07-07-80 $ 500 $ 0,500 $ 10,000
09-03-81 --- 1,600 1,000
03-04-82 625 17,000 17,625
06-01-83 500 23,400 23,900
06-15-84 500 17,000 17,500
09-07-84 --- 1,500 1,500
12-20-84 100 .- 100
03-05-85 --- 3,400 3,400
03-05-85 400 - 100
08-19-85 1,700 8,100 9, 800

$ 1,325 $81,500  $85,825

1






TYPE

CJ-7

Note

LOCATION

Sonsonate

Sonsonate

Sonsonate

Sonsonate

Sonsonate

- 24 (CJ7's were

AGRARTAN REFORM CREDIT PROGRAM

PROJECT VEHICLLS OBSERVED AT BFA OFFICES

USATD/EL SALVADOR

SERIAL NUMBER

TJERMBTHOFT114540

IJEFM87HAFT1145539

IJEFM87H4FT113648

TJEFM87H8FT117654

IJEFM87HSFT107924

inspected at 3 BFA Branch offices;

PLATE

N
i

50658

90657

90432

90445

00286

MILFAGE
(KsS.)

10,184

18 of

PROBLEMS

Ignition switch has not turned
off motor since shortly after
delivery:; rear leal spring

bolts broken and subsequently
changed: jacks not functional.

Jacks not functinnal; rear
leaf spring holts broken;
broken straight pipe from
motor.

Ignition switch does not always
turn of f-motor.

Ignition switch has not turned
off motor since shortlyv after
delivery.

Ignition switch has not turned
off motor since shortly after
delivery; voltage metev

does not work; rear leaf
spring bolts broken.

24 origiral starters had to be

replaced because they would not shut off motors; 8 of 24 had broken bolts in area of rear spring
leaves; 3 of 24 hand brakes did not work well; 2 of 24 jacks did rot work well.

b Jo 1 obeg
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TYPE

CJ-7

aJ-7

LOCATION

Sonsonate

Sonsonate

Sonsonate

Santa Ana

Sonsonate

Chalatenango

Chalatenango

AGRARIAN REFORM CREDIT PROGRAM

PROJECT VEHICLES OBSERVED AT BFA OFFICES

SERJAL NUMBER

1JEFM87H3FT125256

1JEFM87H6FT107012

1JEFM87E2CT064807

1JEFM87TE7CT064804

LJEFM87H3FT140890

1JEFM87E7CT064799

1JEFM87H8FT107917

USAID/FL. SALVADOR

PLATE
NO.

90078

90465

P-130930

P-130948

90069

130,526

MILFAGE
(KAS.)

7,229

9,635

66,656

77,893

8,026

PROBLEMS

Ignition switch has not turned
off motor since shortl, after
delivery; tear leaf spring
bolts broken; window on right
side Joes not work.

Ignition switch has not turned
of { motor since shortly after
delivery.

Ignition switch has not turned
off motor since shortly after
delivery.

Ignition switch has not turned
off motor since shortly after
deliveryv.

Ignition switch has not turned
off motor since shortly after
delivery.

Original gear shifter pin
broke.

Ignition switch has not turned
off motor since shortly after
deliverv.

y Jo g obeg
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TYPE

cJ-7

CcJ-7

LOCATION

San Miguel

San Miguel

San Miguel

San Miguel

San Miguel

AGRARIAN REFORM CREDIT PROGRAM

PROJECT VEIICLES CBSERVED AT BFA OFFICES

SERTAL NUMBER

1JEFME7HXFT124413

1JEFM87H4FT117652

1JEFM87H7FT113644

1JEFMB7EZCT064824

1JERM87H7FT125261

USAID/EL SALVADOR

PLATE
NO.

90143

P-89-922

11,662

P-130958

P-90254

MILEAGE
(KMS.)

4,513

39,389

9,294

PROBLEMS

Ignition switch has not turned
off motor since 10 days after
deliverv. Hand brake

dees not work. Broken bolts
in rear spring leaf area.

Ignition switch has not turned
off motor since & days after
delivery. Broken bolts in
rear spring leaf area.

Ignition switch has not turned
off motor since shortly

after delivery; hand

brakes do not work very well.

Ignition switch has not turned
off motor since shortly
after delivery.

Ignition switch has not turned
off motor since shortly after
delivery.

J
3
olg
woli=
ol8
a3
RN




TYPE

Q-7

CJ-7

a-7

LCCATION

San Miguel

San Miguel

San Miguel

San Miguel

San Miguel

San Miguel

San !Miguel

AGRARIAN REFORM CREDRIT PROGRAM

PROJECT VEHICLES OBSERVED AT BFA OFFICES

SERIAL NUMBER

1JEFM87HAFT117666

1JEFM87E1CT06480L

1JEFM87H7FT050416

1JEFM87E1CTO064815

1JERM87E8CT064754

1JEFM87H7FT132288

LJEFM87HOFTLI07916

USAID/El. SALVADOR

PLATL
NO.

P-30636

P-100257

#-130-934

MILFAGE
(KMS.)

o
[@))
93]

PROBLEMS

Ignition switch has not turned
off motor since shortly

after delivery. Broken

bolts in rtear leaf spring
area; original tires wore out
too quickly.

Ignition switch has not turned
of f motor since shortly
after delivery.

Hand brakes do not work well;
Original shocks too weak.

Ignition switch has not turned
off motor since shortly after
delivery.

No problems observed.

No problems observed.

Ignition switch has not turned

off motor since shortly after
daliverv.
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The andit aAlco identified several othor specific prarlens:

~- USAIDN/TE eplit funded the coste of o project
evaluation retween tte project and PDES funds.

= HEAID neads to Yerter doctment and improve
folloe—up tuo evaluat ions,

= The COFS yopnired what arpenred to e factory
defects on pany of more than 240 ATD funded vehicles
under this and A corrolary project. Mo attempt had
Peen pade to have the manufacturers representative
makre thn yopaire or to recover the costs,

- Tmprovemente read Fo be made, Ty the miesion in
aenceral, in tracking compliance vith conditions
precedent and covenants ander proioct aqreemont s,

- The micsicon had not obtainad Dicyraphicnl MNata on
Aly 1e, contractor enplovees worlina on the project.,

The recommendatior in the middle paraaraph miy neal to tw
chapged Fased on o suaaest ions contained? Yater in this
response.

Vie suaaest the followinag vordina for the Yast paraagrapb:

Fith few exceptions, Aqrarian Peform beneficiaries had
rot achieved the necessary manaaerial evpertise vhich,
disreaarding uncentrollakrle factors, would have assisted
them in making their farms and cooperiat ives financially
viatle,  “uch assistance was availalle thronah toth
pihlic and private sector agencies.  RFA credit agents
conld bave reen vetter trained and more effective in
providing information to the Yopeficiaries on how ary
vhere to avail thopsrlves of this valual*le resource,
Retter use of such technical assistance by the
Pereficiaries miaht bave contributed to increased
production and hiaber ipcone o the Yeneficiaries,

The first paraaraph is not consistept with the recommendations
in the todv of the report, Tn anv case we can not ensure that
the reneficiaries effectively use fechnical assistance, The
most vie or the BFA can Ao is to make them aware of what is
availalle,
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The first paracraph needs to be rewritten Mase?d on an analysi
of the actual eligihility or ineliqgihility of the 11
transactions.,  ™iw je diecussed later ip thia paper,

Ve continne to Jdisaaree vith the firdinas in the last paraaroph
on this paac and the followinag pace.  Nae, this finding is
already included in the paraaraph on other matters. We do not
feel it ie sianificant to warrapt o half paae in the summary,
Also the summary doee b accuratelv roflect the recommendat ion
in the IxAv of the roport,

are our oommerts Foved by paage pambers ip Part T-Irtroduction

We suaqaest the following write-op e used as hackaroond
information for Phase T71:

Tn 12090 the tasic Taw of Aararvian Reform maode all private
holdipae cver 27% acres sulxject to Thase T bype
oypropriation, hut for political and logistical reasons,
only farine over 12205 acrec wore seicod, Tha remainder,
the so-ci11ed Phase TT properties, wore ir timbo from
10RO upt il the pow constitution vas epacted in 1903 which
increased the maximm size of private Tandholdinae ip T
Salvador to opep market in oveess of 605 aqoree, Sades
must have Yeop completed prior Fo Decomber 20, 100C,

These anles conctitute the imlemntation of Phase 1T and
have Teen fakina place since 1003, N @irwov mode 10
early 1608 of the 202 Japdowmers ddent ificd as boldipa
more than 07 acree in 1902 revealed that a1l gt 20 of
them had sold tteir excess Tapd, conplving with Phase
IT's implement ina reaulations,  Of the 0O yhao et1] beld
more than 05 Hores, A1 ot 22 vere trving to aell their
excess (neh of which was Yexsabod ip opierri 1o cont rollod
arcas).  Tndications are that by the Tecemior 20, 100f,
deadline, onlv properties which are involved in
Titiaation will rot e ip compliapce,  Phaee 17 is, for
all intencive porposes, completot,

The paraaraph statipag that hase TT hag ot Teen fimplerentecd
ig incorrect anpd shou'd Ve Aropped,

The last paraaroph rofers to o new project. Despite the
andjtor's opinion that it s reallv more of the came, it hae
Feen dustifiod and accepted v ATDAT as a pew prodent, Tt
should e clearly identificd acs sl in the report and §F
referred to at all shonld ajve a FittTe better explanation of
ite purpose,
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The following are commente relating to Part IT - Pesulle of Audit

Paae 7

Paae £

Page @

e firet and sccond paragraphs contain aseertions about the
well Yeina of Phase TIT farpers which are not supported vy
facts.  The well bvipa of these Yepeficiarios has hiproved
substantially since 1000, The andit shomld reflect thie,
Attached is "M report on Phase TIT of the Agrarian Reform in F1
“alvador.™  hic report e o tranglation and sumary of the
TERT PP survey of Phase 7T beneficiaries. Tt contains
informat {on that chon® 1 he tsad o present a Balanee? picture
of Phiaens 177,

The second paracrapb ie misteading,  TSATD lanpne are alvavs at
copeessional terms as aopatkor of pol e The gesortion that
the TSATD a0 COPS funds "had pot had their dosired of foct g"
is wrona.  “heseo funda capitalized the BEREA o provided A
soiree of crodit ta the roform coctor -- the tuo masjer
obiectives of bhe Presjoct |

14

The last sentence in peocagraph 2 should roads

Many twoeficiories did not repov their Yoans in a timelv
marner.  The causens of thie ranae from poor managemsnt to
uneypected shifts in world commadity prices, internal
strife, and irflationny presstires on reount rod inpits,
and some of the cancos oo bovnd tha contral o 5000 o o
of the proiect or oven the Agrarian Pefors,  The result
has been that ovpoctad reflows vere nol mode available
for relYending,  Therofore, prodect funds were roordred in
cxoons of oriainnd estimotes in ordor to acsure continoed
availabd Vity af cradit bt Agqrarian 2eform teneficiaries.

The: firat sontence in the thind paraaraph shoald e
Aroppod. The dmptical ion to the cavual reader s that
the whole project e Floopdering and operating
inefficiontly and vneconomically. he roport cortainly
doea not cuprort sheh A contept ion, atthonegh fmpravepent g

need oy e e,

The firet sontence in the piddle paraaraph should read .. and
~ffective vebicle for providing credit to the Aararian Peforn
Peneficiarios,

e Yast paraaraph shon’d e oreworded along the lines siaaested
mnder the ervoecutive cuminry section,

The Tast paragraph will bave to be rowritten after taking inte
consideration the chanaes requested in the Fadv of the report,
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Permament capitalization of the RFA is threatened hy increasing
administrative costs, poor administrative capahility, and hiah
rate of everdue loans. The RFA's efficiency is further
Aiminishad v its participation in ron-hanking activities such
as fertiliver and pesticide sales apd grain storage and
marvetina,

Tf Aecapitalization coptimies the RN will not v able to
continue pravidipg the amounts of credit planned in the wroject
in future vears, We siaaest the following rewordinas

Recommendation Mo, 1

Ve recommend that HUSATD/FT Calvador request the Covernment of
1 Satvador ta:

a) Pevelop specific steps which demonst rate how ard when
the PFA will divest itself of non-ranlina activities soch
as fertilizer and pesticide ailes, arain storaae, arl
marketing.

P) Clearlv define Fbe Park's paramotors and its role in
providinc Credit to the Aararian Reform Sector,

First paragraph, second Vine, the word "somewbat' should e
eliminated or at least cubstituted tv "generallv?,  The
Project 's success in capitalizina the bank bas reen one of its
best achicvemsnt s,

In the meeting it was aaread that RIG would reword the heading
and the narrative te indicate that the refirancing of, or
extension of debt might increase the final bad debt percentaae,
and not imply that all carrentlv refinanced 1oans might be
menllect ihle,  The commonts shoutd indicat o that the rote of
Aefanlt will Yo Wigher when amplial to a qroop of Toane vhich
viere oriainally in defantt apd then refinancesd aor evtended,
Hovever, it chontd alen to poted that failure to extend or
refinance the Toans, ard declaring fhem all ad debtde wonld e
have recoltedd in much hicher writeoffe, 11 was a'so aaroeed
Fhat the narrative and statistics shonld consider the loans
vibich were oplv marainallv extended, for 3-4 months to allow
torrovers to receive monev from their harvest, most of which
viere then paid,

The first contence vrvler the Qiscussion is inaccurate and
cshould e droppedd,
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Pecommendation ? (h) should e dropped. An analysis of rad
coops will not help the good ones. The financial system,
including BFA, bhas rated each of the Phase I coops. This
ratina was usad as one of 21 criteria nead to evaluate each
cooperative unler Project 0265, This evaluation is used to
help determine vhich cooparatives should rveceive technical,
financinl and manpaaerial assistance. A copy of the
Magsification entitled "Fstudio v Clasificacidn de 300
Fimpresas Cocperativas Jde la Reforma Aqraria Fase T, v Su Fstado
de Mvance de 1a Coaestion a1l Auto qestion, en ¥l Marco del
Desarrollo frpresarial Cooperativo,  'has boen attached for
vonr convenience,

Ve suaaest that the first paraarasph be reworded as follows:

With fow cxceptiors, Aararian Peform topeficiaries had
not: achieved the necessary manaacrial osport ise which,
disreaarding vpeont rollarle factors, weul have geaiate]
them in mav¥ing their farms and ccoperatives financially
vialfle,  Suel assiastance was avai lanle fhrounabh toth
pubhlic and private scctor aaencies.  PEA credit aaents
could have been tetter trained and more offective in
providina information to the Fepoficiarios on how and
vhere to avail themselvers of thic valualite rocourca,
Better nse of such technical assistance by the
Peneficiaries might bave contributed to increased
proaduct ion and Widahor income to the heneficiaries.
Mso, Pecommendation 3 (1) should e Jeleted as it does not
relate to Proiect 2073,

The two paragraphs on this page appear to e inconsistent as
reqards a statement of what the RFA responsitilities are in
relation to providing Technical Assistance. We aaree that the
PFA was not to provide tecbnical assistance to the
reneficiaries, except in areas directlyv related to obtaining
credit, i.o. loan applications and project analysis, etc,

.
Page 74 again copfuges the responsibility of the credit agents
with those of the extension servic>., RFA aacents are supposcd
to give advise and assistarce in area pertainina to Joan
applications and project analysie,  The rest of the technical
assistonce needs of the Farmers should Fe ohtained from other
sources,

™e last paragraph of page 21 should te rewritten deleting the
critisism of BFA for not aiving their aqents trainima in farm
manadgement. ard ccoperatives organization. This nover was
contemplatex in the traininag of Credit Agente,

O~
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Te last sentence of the middle paragraph should te changed to
read:

Petter uee of technical assistance by the teneficiaries
might have contributed to increoasal praduction and higher
income to the toneficiaries,

The copies of the scope of work for the Neloitte, Maskine &
Celle contract with the PFA which the Mission asont to RTG in
response fo oriaiml RAF more than adequatelly addresses the
requiirements to close rocvmendations 4 D) and ). ™he D, T &
T contract hos completad the Firat phase which inclodad the
copcens over the commipication Petween end-ugers ard
pregramners,  Therefore v recauest that the finadl recort
indicate that these rocommendations are considered to Fe closed.

Attached are copies of the D,H, & S repovts pertainina to their
survevs of end neers neals and how to incorporate these needs
into the information eystom prearam.

The list of documents eubmitted {attached) are:

1) Annex 1. NDefination of tasks and pricrities established
as per technical proposal.

?) Annex 2. General dosiar of the MIC for RFA

2) Annex 2. Validaticn of the aeneral) desian (annex ?) in
the form of the minntes of o semirar beld Ty RFA
on 11 Moy, ¢ and 26 tov, 8G,

Ve suaqgest that the section on this pace and the followira
reaarding the interim evstem e deleted from the report,  We
aaree that the basic installation of an adeouate computer
system has been unreaconally delayexd.,  Towever, the interim
system was utilized o the Pank.,  Perbaps not as oriainally
hoped to provide a aucil start on improving their syskems and
reporte, tat it was utilized, hat we appear ta bave bere ista
difference of opinien between cxperts - PEA, 870, Toea)
consulttina firm, D, H, & € , and now the RIC eyport, Al of
this compounded by & npidily aoving technoloay which virtually
changes weekly,  The comments on the interim svetem add Tittle
to the major finding of the delay in installation of an
adecuate svstem, Ve request that all references Lo it be
dropped.  if it is stU11 maintained in the report, a
missioncomment fullv incorporatina the above arquments shonld
e inctuded at the end af the eoction.
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We continue to aquestion the statements that the 11 loane
identified as ineliaible bv the auditors are actually anything
more that reclassification of funding sources. The workpapoers
vhich we reviewsd indicated that the 1 loans were oriainally
classifinl as eligitble for fundina from "rollover” funds, and
subsecment ly chanagad at the contral of fice For ATD
reimhursemert . MNothina in the report, or in the workpapers
states why, or on what iviris the determination has Feen made
that they are inel1iqible for ATH finoneing,  n the contrary,
if they had Fcon »liaible for rollover firancing, one vould
aszune that they woutld alsa v eliagilMe for Jdirect financing
gince rallover funds are to e usod For the sape purposns s
the original furede,

"he recommerdat ions, with the last phrase of recomrendat sop ©
Aa) deletad are acespt able,

We recommerd rhis section o dropped in its entirely,  Tf you
thirk it is important enouah it might Ye included in Other
Pertinent Mattor soction. Tt is purolv a matter of
interpretation of the reonlations which we will continue to
Aizaqree on. The offoct an prodect implerentaticn or Haenpoy
record Feeping is pon-oxistent in the ficet cose and r\ix;imﬂ in
the second. The solution is a porelv Tareacratico oY
exercise vihich accomplishes Tittle of real nee, "he tlgst of
vour ovm part b)) oof the rocommondation Al lows us to ostablish a
written procodure to do aanin what we are new beipg i e sed
for doina in be past. T von dom't feel st ropalty enoudgin in
your interprotation of the regolation to say it g prohibitod,
then Tote dron ik,

e second ftem secns o be an auerstatement of the
nderstaffiva of the computer section, o spall part of the
tokal proiect,

The Tast paragroph ehonld e dAropped as commentod on abeve,

Vo etil) fell) stromaly that the Tnteqrated Pest Mamaooropt
"Fvaluation” was not an evaluation, shonld pot e treatod ge
such an? ie rot vorth the affort to follow-up on. ¥e can not
Freat cvery report or aralysic done tvocome goademic of
oraaniration as ap of ficial dorurent to be analyeod and
respondoy? to.

c: BSchouten, DDIR
RWitherelt, AMDO
KElT1lis, RDO

DBoyd,

PRJ
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LIST OF RECOMMENDATIONS

recommendation No. 1

We recommend that USAIN/EDI Salvador, in conjunction with the Government
of E1 Salvador:

a) conduct an analysis of the Salvadoran Agricultural Development Bank
to find ways of reducing costs, increasing carnings, and simplifying
accounting procedures;

b) develop s time-phased plan under which the Agricultural Development
Bank will divest itself of non-banking activities such as fertilizer
and pesticide <ales, grain storage, and marketing:; and

¢) clearly define Agricultural Development  Bank's role in providing

credit to the Agrarian Reform sector,

Recommendation No, 2

We recommend that USAID/EL Salvador, in conjunction with the Government
of El Salvador, obtain from the Agricultural Development Bank financial
statements on refinanced and extended agrarian refomm loans to TPhase I
and Phase III beneficiaries, including footnotes to the same statements
to describe how the condition of the refinanced loan portfolio changed
during the period reported on in the statement.

Recommendation No. 3

We recommend that USAID/EI Salvador obtain evidence that the Agricultural
Development Dank has:

a) adequatcly trained its credit agents as to all the sources . of
technical assistance available to the reform sector, including the
private sector, and as to how they are to make loan bencficiaries
aware of available technical assistance;

b) assigned non-technical administrative duties to stalf other than
credit agents; and

c) established a training program for credit agents thet will include,
but not be limited to: advising Phase I beneficiaries of available
accounting and management services, and the cultivation of
non-traditional crops.

g

/\
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Recommendation No. 4

ve recommend that USAID/E1 Salvador obtain evidence that:

a)

vacant positions in BFA's computer center have been staffed by
competent individuals;

the design and installation of BFA's new computer system, including
its software, will adequately consider the needs of the personnel
using the reports which are produced; and

effective  channels  of  communications  between  end-users  and
programmers exist to ensure that output deficiencies are corrected
promptly and accurately by the computer center.

Recommendation No. §

We recommend that USAIR/ED Salvador:

a)

b)

review a statistically valid sample of documentation supporting AID
Funds disbursed to date to the Agricultural Development Bank to
ensure that the funds used under the Integral Line of Credit were for
loans to eligible beneficiaries, and recover any AID funds not uscd
for cligible loans;

decide, based on the reliability of the reviewed documentation,
whether further AID disbursements should be suspended or additional
documentation required with reimbursement requests to  ensure
compliance with Project Agreement terms; and

establish a  procedure consistent with AID Handbook guidance to
periodically review reimbursement documentation submitted by the
Agricultural  Pevelopment Bank in order to ensure that such
documentation is supported by reliable source data.
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REPORT DISTRIBUTION

No. of Copics

Director, USAID/El Salvador 5
AA/TAC 2
[LAC/CAP/EN 1
LAC/DR 1
LAC/DP 1
LAC/CONT 1
LAC/GC 1
AA/M 2
GC 1
LEG 1
M/FM/ASD 3
PPC/CDIE 3
AA/XA 2
XA/PR 1
1G 1
AIG/A 1
1G/PPO 2
IG/PSA 1
IG/LC 1
LG/IMS/CER 12
[G/11 1
RIG/IL/T 1
Other RIG/As 1
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