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1,l ORANDUM
 

TO : 	USAID/E1 Salvador, Director, 
obin Gomez
 

FROM : 	RIG/A/T, Coinage N. Gothard
 

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

This report presents the results of of the Elaudit Salvador Agrarian
Reform Credit Program, Project No. 519-0263. The Office of the Regional
Inspector General for Audlit/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 farm 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 	 greatly earningsincreasing while 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 find ways of reducing operating 	 and 
administrative costs, 
 increasing earnings, simplifying a cumbersome
 
accounting system, and removing itself from non-creditcertain operations
it is currently involved in. 

You generally agreed with our recommendations and initiated corrective
actions. Recommendations 4(b) (c) closed issuanceand are upon 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.
 



EX-CITI'IVE SuIJARY 

USAID/EI Salvador's Agrarian Reform Credit Program started in June 1980 
and w,s scheduled to end in December 1987. Project funding 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 avai labiI i ty of credit to the agrarian reform and 
traditional farm sectors and improve the capacity of the nati onal 
financial sys te to deliver such credit."' By achieving that objective
the project planners sought to improve the economic and social 
well-being of agrarian reform beneficiaries an]d other small producers
through increased agricull tiural pro(luct ion and employment. 

The Office of the Regional Inspector General for Audit/Tegucigalpa 
performed a program res"Idts auidit of !JSA[I)/El Salvador's Agrarian Reform 
Credit Program. Audit objectives were to determine whether: s tated 
project objectives al goals were being achieved; and IJSAID/El Salvador 
was managing the project economically and efficiently and was complying 
with AID regula tions. 

The project's objectives were only partially achieved. While avai lale 
credit had increased and the ability of the Agricltural 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 areas of internal controls needed 
modifica tion. 

Project accomplishments had fallen short of expectations partially due to 
internal political strife and declining world market 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 S to 20 years were 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. It was operating at a 
loss and some loans may be uncollectable. In our opinion, the Bank 
should not be involved in the purchasing, storing, and marketing of 
crops. Furthermore, its credit agents (lid not effectively disseuinate 
information relative to tehn ical assistance that was available to its 
agrarian reform clients. Finally, because of the Bank's cumbeisome 
account ing system, branch office and central office records did not 
always ceconcile, making fill. accountability for AID funds quest ionabl]e. 

The audit also identified problems in project evaluation procedures, 
reimbursemeont of repair costs and records onl ColltLracto's, comdit ions 
precedent Iand speci aI covenants. 



For a banking enterprise to be self-sufficient, lending operations have. 
to result in a surplus or its capital base will eventua1ly 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 witl 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 reflect tlia t inst i tuLti on s 
financial conlition because the true delinquency rate on loans made to 
agrarian reform cooperatives was understated on the Bank's December 31, 
1985 financial statements. Refinanced an(i 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 
cooperaLives financially solvent, thereby making them eligible for new 
loans. Furthermorc, the Bank was unable to provide information on 
individul Phase II loans refinanced and extende(. 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 iKstitutions to prov'ide
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
uncontrollal)le factors, would have assisted them in inaking 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 benef ic i aries. We recomminded more effective 
dissemination of technical assistance. The Mission agreed but wished to 
strengthen the distinction between the roles of credit agents and 
agricultural extension agents. 

The Bank's information processing systems were experiencing problemt. On 
the one hand, technical assistance provided to design and procure a new 
computer system encountered inconpatibility and other problems. These 
seriously delayed 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 he made with AID funds 
without a clear determination of their eligibility. We recommended 
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improved oversight and more intense scrutiny of data supportilg 
disbursement requests. The Mission agreed. Based on actions taken 
recommendations 41) and c are closed upon issuance of this report. 

Mission comments have been considered in the preparation or this report.
The entire text of their formal comments is ilc luded as Appendix 1. 
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PART I - IINTRODIJCTION
 

A. 	 Backgrounrd 

In March 1980, the Government of El Salvador (GOES) instituted sweeping
social and economic refoniRs to transfer ownership of famlands from large 
landholders to thtose who worked the land. These reforms were to be 
accomplished under a March 6, 1980 decree' cal led the Basic Law of 
Agrarian Peform, Decree 1-33. The reform program was to have tad three 
phases, a lthough the order of their imnplemiuentation was not sequential. 

--	 Ptaso I caled for the expropriationt with compensationr of a]1 farms 
of iir- than 1235 acres. k!nder Plias, I tire expropriated land 
provided t he asis for c)operative agricul turral associations managed
anrid 	 operated ipriHarily Iv those who had worked on th lattds whenr they 
wer,. privately ow.,l. 

--	 Phase Il called for tie expropriation of farns bet ween 25t0 acres and 
1235 acres, if not voluntarillt sol by Dcember 20, 1986. 

--	 Phase III providted for tire immediate transfer of land ownership to 
tillers who had previously rented the land from large landholders. 
Bereficiaries were entitled to owm up to 17.3 acres of expropriat.d 
Iand. 

The 	 shift in owership of over 20 percenrt of FI Salvador's land under the 
agrariart reform program increased demand for agricultural credit by
beneficiaries of the reform. Their need for credit was considered 
inmediate and c rrcial to ihe successful implementation of the reforrm 
prog ram. Hlowever, it was recogiuized that this need cou]d not. he met,
through ex ist ing lines of credit from the Salvadoran Ag ricul tura I 
Deo lopment Bank or the exist ing banking system. 

To help meet this i creased demand for (.redit USAI)'il Salvado r do volq(pet l 
its Agrarian Reform Credit Program, Project 719-0263, in ie 1980. On 
July 7, 1980 tihe Hinited S:;tates and FI Salvadir sigrnecd a cowbined 
loan/grant agreemient (nmber 119-T-028) for $10 million to " ... increase 
the availability of c redit to tire agrarian reft"ri, syCto arid thre capauitv
of theu Agricultural l)evwlopmint Bank ([FA) to p ovi de stch c-,'dit." Of 
the $10 i iii o pr(vided, $0;.5 mi Illion was a loan to provide capital t o 
HFA andI $500,000 ;a s ai grant to lo'ovitie it. with technit-al ,asistarc,. 

At the i ine of olr aud i I , Ilie agreerent inad bee nllieded ninet t ilies, 
increasingt lie a:,sistairv t) $845.8 million, of wi 'lt $81.5 tminiion were 
loan fun,!,; ard $ .43 million (in uIding $2.1 miiitoti art [torizel in 1585) 
were Prnt Funds. '[ht GOES was to prvi d the (qli valeint ini local 

ioirreicy of $,1. mui 1lion, bringinrg total pri('o t ' tdirng to $129. 3 



mil ion. 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 sys ten to deliver such credit" (Underscoring added to 
indicate expande project purpose). Exhibit I shows the da tes and 
amounts of each amendment since lJuly 1980. 

Three Salvadoran agencies were designated to implement the project: 

--	 [FA was to manage a $77. 8 mill ion loan-funded Integrat Line of 
Credit, prov i di ig short- term credit for crop loans to reform 
beneficiaries inder Phases I and Ill as well as to traditional 
farmers; traiii BFA personnel; and provide technical assistance to 
Phase I cooperatives. 

--	 The Salvadoran Central Reserve Bank (13CR) was to manage an Investment 
Line of Credit providin I long - terrm cap i ta I improvemenit loans,
refinancintg for Phase I cooperatives, and training of credit agents
for the Phase I cooperatives. 

--	 The Center for Agriculturral lechnol ogy (CENTA) was to manage an 
Integrated Pest Managemenit activity. 

As of March 31, 1986 All) haI disbursed $72,077,000 under this project, of' 
which $68,112,O00 was for the Integral Line of Credit -- short-term loans 
to reform and traditioial farrmers. The planned completion date for All)'s
assistance to this project was )ecemher 31, 1987, extended from September
30, 1982. Exhibit 2 presents a financial summary of the project, by its 
variorus components, is of March 31, 1986. 

Under a new pro ject IJSATID/EI Salvador planned to provide a $50,000,000 
,yran t to thie (7)lS for cont inurrI support to tie ref ormn sec t or c redi t 
prog ram. It was expected trat these funds would e made available to the 
entire SalvadIoran banking; system, inclling BFA, for srbseqruemt erirng 
to tihe agrarian reform sector arnd] traditional farnrs. 

h1. 	 Audit Oh j .ct ives and ( I), 

The Of ice of the Regional Ins)ector General for Audit/Tegucigalpa 
performed a i)rog rim results ;audit of USAII)/Fl Salvador's Agrarian Reform
Cred i c Program. The period covered was from Jme 1980, when the 	project
started, to July 31, 1986, except for financial data, which was .as of 
March. 31, 1986 unIless otherwise indicated. AI) distursemiernts total ing
$72,077,000 as of March 31, 1986 were covered by the audiit. 

Audit objectives were to determine if: 

-- stated project ojectives and goa l were being achieved; 
-- IISAID/El Salvador was ranag irg the projec t econo i calIy and 

efficiently; and 
-- the project rmaigers were col;r)lying with All) regulations. 
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Audit Fieldwork was (lone during the period April 28, 1986 to ,July 31, 
1986. We reviewed project files and interviewed project officials at 
UISAID/FI Salvador, tile Salvadoran Agricultural Development Bank, the 
Salvadoran Central Bank, the Salvadoran Regulatory Institute for Basic 
Grains (IRA), coffee procurement and storage agencies and other 
project-connected agencies as considered necessa'y. Four branch offices 
of the Agricult:ural Development Bank were visited in four zones covering 
a geographically representative area of El Salvador. A total of 5) 
agrarian reform and tradi tionaI beneficiaries were visited and 
interviewed iln the fou r Zones. Documentation supporting the Government 
of F- Salvador contributic, to the project was not audited because 
nothin, came to our attention that would indica te any problems with GOS 
f i nalic ia t slippor t for the project. To test compl iance and in ternaI 
contirols, applicablv staindard provisions of the project a ireeilen t were 
reviewed as we I I as All) laUndhooks. WJlere project deficiencies were 
disclosed, the applicable regulations and internal controls were examined. 

Project beneficiaries to he interviewed were randomly se lected for the 
four ,,eog raph ica I a reas visi ted. lowever, of the 59 interviews 
condlc ted, only .22 were of Iencficiaries selected at random; the 
remaining 37 interviews wer e selected by area BFA branch officials. This 
subs ti it iOil occur i-ed becatlsV the 37 lIenef ic i a r i es or igiI I1y se lec ted 
lived in areas consider'ed by branch officials to be nt readily 
accessible or dangerouls. 

On December 17, 1081 the All) Inspector General issuedI Audit Report 
1-519-82-4 I)resenting a limitel purpose audit of the project for the 
period .uly 7, 1980 to May i(), 198. Two recommendations in that report
addressed issues that were fol(d still to be problems ii this current 
aridit: adequate supervision over loans to beneficiaries, a ld adequate 
stipport for loan reports presented to IJSAI P. 

The aludit was made in accordance with generally accepted government 
auditing standiards. 

-3



AUDIT 
OF USAID/1L SALVADOR'S
 

ACIARIAN REFORM CREDIT PRO(;RAII
 
PROJECT NO. 519-0263
 

PART' 11 - RESULTS OF AUDIT 

The program was designed to increase the availability of credit to the 
agrarian reformn anl traditional small Farm sector, and to improve the
capacity of the national Financial system to deliver such credit,
ultimately improvi ng economic soc ia I the a n wel - bei ug of the
benefici aries. The project's object i ves were on] v partially achieved. 
While available credit had increased and the ability of the Agricultural
De1velopment Bank (BFA) to deliver credit had improved, BflA's long-tenl
capacity to indepenlent.ly provide credit was dib tful. Bank operat ions 
needed improvement to operate economical lv and efficiently. Eight
instances of non-compl ia nce( w.'e re found and foor areas of i nterna1 
controls needed strengthening. 

Project accomplishments had fallen short of expectations, part ally diu 
to declining world market prices for agri-'ilttial commod ities aind
interiia 1 pol ic it ical striFe. Nevertheless, refon sector beneficiaries 
had been able to obtain financing for their crops th rough loans of up to 
18 months, Investmcit loans for S to 20 years were available to improve 
fomi s and coope rat piS. 

'he Salvadoran implementing a gency,, the Agri cul urti I Development Bank,
still lacked the Financiala and managerial capacity to provide sustainel 
credit and anicillary, services to project beiieficiaries. It was operating
at a loss and some loans may be iincollectable. The Bank's officers had 
not taken efftectiye actions to redice alministrative costs and to ble ome
self-sufficient. In our opiiion, BFA slil d not be iivol ve in the 
purchasing, storing, aiml marketing of crop.. Fumrtheriormo, BFA's cird it 
agents ,!id not effectively disseminate infonmatiol relative to teclhicaI 
assistance that was available to agrarian reform clienuts. F:inal ly,
becauliFe of tIlle Balt,'s cumbersome( accotiiinI ig system, branch off ice and 
central office records did not always recnc i le. 'Thu,- fil I 
accomntabi lity for All) fun-,is t:as questionalle. A,-, a resilt of thes,
conditions, FlEA's ahi lit' to cont inuie providting Ioan% to the agrarian
Sector wit.hout cxltrn l inFusions of capital was quest ionatlc. 

[le audit al so identitied problems in project ,'\'allat iot proc(lur-,s,
reil)rsemenleut of repai r costs avid records on contractors, coind it ions 
precedenit and special covenants. 

1'e r''cowomendel al analysis (if the Salvadoran Agriciultuoral l)eve lopmenit
Baink to fi nd ways of d(tuli i unsts, increasinpv cain i gs, and simplifying 
accotmt i n.g pi"oC(ce11,s ; ald the dve lopment of IleaniS to ensre IHFA 's
fuitutre viabilit)'. As a reslt of" the amldit, ISA 1)/11! Salvador also 
agreed to bet t er tlitI i Z t he res iIit s of projc t ova Ilat ion|s, take act io 
t o seek rec Iipe rat ion of -ost s t o rep, ir ,eIVcc I i ve p ioj ,c t Vel Ic 1(s, aId 
improve its admi ni st rat i ye procedures for mold tori I, proje t c(ndilit i oils 
plecdeult , covenants and cont ac t ocment at i on,. 

- ' 
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A. 	 Findings and Recommendations 

1. 	 The Salvadoran Agricultural Development Bank (1FEA) Was Operating At A 
Ioss 

For a banking enterprise to be self-sufficient, lending operations have 
to result in a surplus or its capital base wil. 1 eventually shrink. 
General and administrative expenses should be in line ith earnings.
Pennanent capitalization of BIA may not have been adequately ensured 
because of administrative shortcomings, increased administrative costs 
and a large nuMber of overlme loans. If decapitalization continues, BFA 
will not he able to continue p roviding the amounts of credit planned in 
the project ill I'tture years. 

Recommendat ion No. ! 

We recommend that UISA[ID/El Salvador, in conjunction with the Government 
of 17lSalvador: 

a) 	 conduct an 1a i)'Sis of the Salvadoran Agricultural Development Bank 
to find ways of reducing costs, increasing earnings, and simplifying 
accounting proceLures; 

b) 	 develop a time-p1 ased plan nder whiich the AgricultuiraI l)evelopment
Bank will divest itself of non-banking activities such as fertilizer 
and pesticide sales, grain storage, and marketing; and 

c) clearly define Agricu ltuiral 
crd it to he Agrarian leform 

Development 
sector. 

Bank's role in providing 

Di scussion 

Mhen this project started in 1980, BIA had neither the capita] nor the 
administrative capability to carry out its mandate of providing credit to 
the agrarian reform sector. To improve tiils situation USAII)/E Salvador 
and the GOES initiatel the Agrarian ReforPm Credit Project. Ie project 
was to provi de $77,800,000 in UISAII) loan funds and $16,700,000 in 
counterpart funds FromPIL 480 commodity sales proceeds. Theso funds wiere 
plannd to capitalize an Integral Line of redit at IA to provide ciredit 
for the agrarian refonn sector and grant funds to finance technical 
assistance to BEA for credit administration, control and recul)eration of 
the loan portfolio, hank financing and hadinistration, aniid accountirjg and 
conpu t or dlat a process i ng. 

A June 30, 1;985 report prepared by a USAID)-f inanced advisor to BEA 
concllii ed that PFA',i nancial coi(!ition ha,1 imnproved from November 1980 
to )ecember 31 , 19814 in toms of a.sets, Iiahi lities, working capital,
oVerduI]le loans al IP.S(Veqs. One aier that (di(1 not iQprove was the 
percet;a ,e of unicol locted ini erst to the total lIn portfolio, which 
rose from 5 percent in 1980 to 14. percent in 1984. 
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Although IBFA's capital position had indeed improved from its nearly
bankrupt condition in 1980, two points should be noted. First, the
bank's financial position had deteriorated in the year since the analysis 
was made, as reflected in its December 31, 1Q85 financial statements. 
Second, the Mission's efforts to improve BFA administrative practices had 
generally fallen short of expectations. 

Financial Con i it ion - BFA's most recent financial statement dlated 
December 31, 1985, indicated that its permanent capitalization may not 
have been adequately ensured because of admini st ratiwe shortcomings and 
the uncointrolled growth of expenditures. Interest recorded as earned 
from loan operations in 1985 ($21,046,868) was slightly less than amounts 
recorded as earned in 1981 ($24, 091,190) even though the portfolio of 
loans had increased 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. Furthermore, if one excluded the commercial operations (sales
of fertilizer and pesticides) from the Earnings and Loss Statement, BFA 
had suffered a substantially larger loss from 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-off, current losses recorded from loan operat ions would have been 
greater and further reduced TFA' s assets. Overdue loans consisted of 
$39,181,400 identified, of which only $3,729,920 had been written-off. 
Associated inte rest, which cont. inued to be and addedcalcilated to 
accounts receivable, consisted of $18, 598,157 identified, of which only
$1,047,939 had been written-off. 

Administrative Q pabilities - 10lile efforts to adecmately capit.alize the 
han-k- IT- n initially successful, attempts to improve the bank's 
admi ni strative capability had fatIen well short of expectat ions. Five 
years iinto the proj ec t, as of December 31, 198S, the bank was 
experi enc ing severe admi ni ;traI iye def ic ienc ies, s,.c as comprter system
problems. lIp rovermnts in the data processi rig system were to have 
allowed the bank to el iminate costly manual procedures and excess 
personnel. Shortcomings such as this caused general and administrativye
costs to outpace earnings. The hank was able to solw a small net profit
only because its commerc ia I ope rat ions had heun p rof i tahlie and leca ise of 
quest ionabl e valuat ion assets. i luded forof These nie receivables 
interest ca rFled on unco IIectable loans ($18, 598,157) aid the
uncol lectable loans themsel yes ($35, 451,480), which probably should have 
been cla.ssified as bad debts long ago. In geicral, ,FA' s policy was to
extend and rCfinonce delinquent loans rathier than to aggr.ssively pirsue 
amount s ove rdtv. 

l3Ccause BFA made im p1 ementi hg for thewas the agency agrarian credit 
program, it made loans to al eligible beneficiari& regardl ess of the 
amount of the 1(,an. Over 9)1 percenti I of TFA's D1ec ember 31, 1985 loan 
portfolio for agrarian loan recipients was loan, wh ose interest payments
did not cover the expense A! loan administration. In ''ffct, IIA had 
bein su1bsidizing small aid marginal reform beneficiaries, wIrile in so 
doing endangering it~s future viability. 
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Commodi tv Purchase and S torage - Other p rob ms (I imi ni shing liFA's 
effectiveness were linked to the Salvadoran Regulatory Institute for 
Basic Grains (IA). IRA is a Salvadoran agency that buys such basic 
grains as rice, corn and beanS freim p)rOdUCerS at sul)SidiZ.L prices and 
stores them for fi ture sale to consumers. IRA's purpose was to stabilize 
basic grain prices and supplies. By agreement with the Fl:A, IRA 
established a policy of pirchlnsing 70 percent of th, basic gra1in
production of Phase I and Phase II agrarian refonn benieficiaries for the 
1985-86 crop season. But IRA's financial problems, lack of storage
fac ii t ies, and qlues. ionable admini strat ive capac ity hampered attempts to 
reach that goal. 

BFA approved crop loans to ag rarian reform benef iciaries with little 
considerat ion for the future marketability of the crops. Most BF:A 
borrowers nlad little grain storage capacity themselves; thus, when IRA 
colh not purchase t heii' c rop , they' had to se II them at prevai1i ng
market prices. These were as much as 11 percent lower than those offered 
by IRA for such crops as corn, beans and rice according to 1985-86 price 
lists provided by IRA and the Ministry of Agricliiture. 

These problems cau sed many BFA borrowe rs to b)ecome delinquent on their 
loan payments and to acciirodlate intereWst whiclh further eroded thei r 
fi nancial resources. I:A (lid not charge penalty interst on overdue 
loans because in most cases the overdue loans were extended or refinanced 
for a lNgWer term. Ilioiever, the end-result was contrary to the project
goal of making BFA a self-suffici ent organization capable of providing
credit to thle Agra rian Reform Sector and thereby i ncreasi ng the 
beneficiaries' well-being. 

Management Comments 

Mission off icials agrcedl that BIA's oper'ations needed to be made more 
piofitabtle and that it needed to reduce administrative expenses.
IJSAID/Yl Salvador stated tLhat these concerns woild he addressed in a 
planned follow-on cred it project. 
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2. 	 Refinancing or ,x tension of Debt wil I. ikely Increase BrEA's Bad Debt 
Ratio 

Proper accounting practice and the project agreement require that problem
loans be segregated and reported on separately. However, BrA's financial 
stat ement-s (id i not re Ii ably reflect tha t inst it ut ion' s f i nanc i al 
condition because the true delinquency rate on loans male to agrarian
reform cooperativ es was mrierstated on the Bank's December 31, 1985 
f inancial statements. Refinanced and extended loans tota ling over $20 
million ind not been seprep ated into a problem category. 1FA loans to 
agrarian reform cooperatives were refinanced and extended to keepi the 
cooperatives financially solvewnt , thereby making tiemi eligible for new 
loans. Firrthenore , PEFA was unable to provide itnfonration on individual 
Phase Ill loans refinanced and extended. As a resilt, P'ot only did tht 
accounts ilderstat e tie milllilrt of problem loans, Init their Lte extent 
placed in jeoparly FA's abilit y to mneet its obligationis under the 
agr a rianr reform program. 

Pecoimendation No. 2 

We reconmend that USAIl/! Salvador, in conjunction With the (ove rnment. 
of F1 Salvador, obtain from the Ag ricultural Deveopiwnt Bank financial 
statemelnts on refinanced and extended agrairian reformnl [oaius to Phase I 
and Pha se III beneficiaries, including footnotes to the sarir staten e ts 
to dlescribe now Lhe condition of the re financed loan portfolio clanged 
during the period reportel on in the statement. 

Di scrrssion 

The refinancing and/or extension of $21.7 million in BFA loans (Phase 1)
from 1980 tlhrough 1985 will likely inucrease the Bank's had debt ratio. 
The rate of default will be hipher tian i verage whieri appliedl to a group
cf loans that were orig!inallv in defalt arid then refinancedi or 
cx tende,1. 1ihile P:A financial reports as of Ain, 30, 1986 showed ,Mly
a!)out $1.1 mill ion in delinquient loans to aprarian reform coolperat iyes, 
mar,--- other loans ha been ifinanced and extended. Abort $11.8 million 
in loans made from 1980 to 1985 ladl their dure dates (xteided T on,. year,
al thoiTh interest rates remained unchanged. Airt hr . ,5 I I Wo in$8!+ u 
loains to agrarian r "eforim1 coope ratives we re r fiira nc I , itii.e r-st dlire wa.,, 
capitalized, anl tie interest rate lowered Ib about 7 perl-cent (froI:r 13 
percent to 6 percent ). 

Add it ional ly, BlEA' s f i nanc ial rcords d id not d i ;c lose tie ;a;u)t of 
loans made to Phase Ill I indi vi hn a I) hnef iisiis tira had Sufn 
refinanced cx ren led. The IEA's ,June 30, 19886 f imloil "I-l
orts 
showed $13,141,9)0.1 in hordns grante fim 1982 through 1.985 to Phase IlII 
beneficiaries. Of thIrese $1,7,22,,287 were n-port ed del i i1rq in t . Ilowel',,n,
discu'ssions with Whrieficiarie, or d a review of loamn File,-. at IA hranclh 
off ice' iiidicatd that sour' "hiter loane-; dadh,.Mm,n n-irnahrcn arid ixlm(rdel 
bunt I.FA coilId riot provide f yii i '1 , l l,_,r lFore, tIhe Intil I ro ri()1 nef 
d ou1b fi I ig naiaai reform lxalnm in PEA' s loan porIl ()lIir cold riot be 
determrifned froii :rvailable acroriItig r cords, lowever, it Jnud nI15so he 
ioted Lart sorme Ioarns wre (on I% sI i lt y extended , for ti-lli- or [or1 

Ioniths, to al low b()i)roweri-s to ir.r i I melionef firm Iithe ir larves s. 
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Generally accv(p1 d accountinq practice reqiires that 1 inancial stra temels 
disclose to the maximum extent possible Uhe t rue financial position of an

entity, including cont-ingencips or other matters that have or may have 
 a 
materi al effect on is Fuit ure operat ions. These requI rements were 
incorporated in the All loan agremClmnt. with flFA. 

Of the loans mtde from 19BO thirnulh 1985, only $1.4 million in IISAI) loan 
and GOF-S tfunds w.'re shown on IFA's ,June 30, 1') r0 financial statements as
delinquent loaits. Another $2(. million hal been ref.itanced or extended 
inl oi'hr to pn inwt a a rge llllbo of coopep i ives Wlnlil goJiI in to

d efau l . and , lt ima te ly , ha n r: upt. tFA 's f inanc ia l a ndudaccou nt in '
procelures thus seemed to reflect a ]alge ( OlS POli vy to maitlai n reform cooperaL i es' solvncy a, al Ilow then sutfirient lirme to surcee!. 
Ilot-v vie , t h(! 'esuIlt of ti s ) ipcy antid accoti li i pract ice may be 
miisleadin in1 i l. ploseitati-)l (f the [IA's antd tle cooperativ .., real 
finaucial stat s. 

Future Bl:A financial sa ( moni s shot, Id report tlie status of agrarian
refoIv problem loans Sipa rate I and ;also disc los, any chaniges in their 
condit ion. Conplete and acculat te .FA - porting woui l( indicate, to GOES
and IJSAII) aultliori t ies when fuhrter action is warIanted. If th
delinquency rate we-r reduced by haI nmder IASA 10)/1. Salv!(dIer's plannedl 
new $50 milli on loan projp.ct, a savirg s of $;5 millionl i prir ,vnLil1e Fad 
debt write-offs could he real izel. 

Ilana.ement Comm lit. 

The MIission agreed that [lIA should fully disc lose de.lIqinqent and (oubtflt
accotLs on its financial stat.eme-nts eitlher th rough scnrate disclosure 
or by establi shi ng more real ist ic reserves for bad debts. 
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3. Better Mana.erial Capabi I ities Could Improve Beief iciaries' #I -Being 

BFA was to coordinate with other government institutions to provide
technical assistance to project beneficiaries in both agricultural arid 
credit management. With few exceptions, Agrarian Reform beneficiaries 
had not achieved the ianagerial expertise w'hich, disregarding
uncontrollable factors, would have assisted them in making their farms 
and cooperatives financially viable. Bank credit agents could have been 
better trairiee and m1iore effective in teaching beneficiaries Iow to obtain 
suchi assistance from public and private sector, agencies. Better use of 
such technical assistance mlight have contributed to inlcreased production 
and income for the beiw'-ciaries. 

Recommiendation No. 'S 

We recommend that ISAII,,I Salvador obtain evidence that the Agricultural 
Developient Bank has: 

a) adequately t va i ned its credit agents as to all the sources of 
technical ;ssistance available to the reform sector, including the 
private sector, and as to how they are to make loan beneficiaries 
aware of available technical assistance; 

b) assigned non-I cchnical adm i ni strat ive dt ies to staff other than 
credit agents; and 

c) establi sed a riining program for credit agents that will include,
biit ro1L he lin it ed to: advising Phase I beneficiaries of available 
account i ng and management se rvices, and the cult i vat ion of 
non-traditLional crops. 

Discuss ion 

Accord inmg to Amendmdimeni No. () of the project agreement, BIA was to hire
and train field p-'rsonnel, aid coordinate w'ith other GOES institutions in 
providing, techi ical assistance Io project hencficiaries. A total of 
.$500,000 w;as al located for HF,\'s training program ($200,O00 loan, 
$100,001) grant arid $200, 001) cHlmterpar't funds). 

ta, rlIH'A W Feni po JirojctIrl t piA)Vi, hene icia ries with teclicat 
assistance. I oweew r , accord ip to the lrojc!C apreement , BFA was to 
coourlinal , wit h ollhe (;,L; int i t ions in Pr vidling technical assi.stance 
to 1)roj (( t heijf ici;aries. AlIt) loph fI:A cred it agents (li( advi se 
herief i" i a vies, in some onr inanirves, such thi ngs as the use, of 
inscLt mc dies am pest Vi-il,, IIuT d,. iot effectively disseminate 

dhoinfo riat in aon I nC lImica I t ,si tan,. avAi Ial l, o IaPnef ic i ari s through 
amg'icUlLt mral ,x ie.si"nu sevvim(;. 

A\ iil'Ij l" c, la i nt ,4f 1')(t hi l'ti, i I and l'hase II henefic iari es was that
01,,y w, le no, r..,iving ob,i',. (' lical tian fromn GOESdt techn ass e the . Of 
45 Phas I aid H'lmn,,, III M wei-ieiari .s intervi ewed, 17 complained that 
tMv rCceivd only inlfrequen t or spoi aic technical assistance, and 
alumo't l stated teY wuld like to r'ceive more. 
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Both financial and agricultural extension services were hampered by
lack of logistical support. Advice and assistance services pertaining t(
loan applications and alternative crop analyses limitedwas by agents'
workloads. The number of clients serviced by BFA credit agents in th(
four zones visited ranged from one cooperative to, in another case, 50(
individuals per agent. In addition, agents performed othei
administrative functions, such as posting loan data to loan record cards,
which imped(]ed them from overseeing their assigned loan recipients. Thus,
the credit agents ccvered only about 60 )ercent of their assignee
geographical areas, result ing in inadequate services to project
beneficiaries. Furtlernore, an agriculture official told us that a
problem his Ministry faced throughout El Salvador was a lack of vehicles
for extension agents. At present, the Ministry of Agriculture (MAC) car 
cover only about: 60 percent of the area assigned, and, even when the
vehicles were available, gosoline was often in short supply. 

B'A also did not give credit agents sufficient training in credit
analysis, identif ication of alternative crops, credit supervision, and
identification of technical assistance needs. As of March 31, 1986 [FA
had provided a total of 51 courses/seminars to its employees. 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 analysis in general. 

Of 152 credit agents responding to audit questionnaires, only 32 claimed 
to have received some type of: training. Moreover, 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 I beneficiaries claimed not to have received any training related 
to cooperative organization and management. Though not requ ired, these 
agents believed such training would be lhelpful so they could better 
advise thneir clients of services available from other agencies. 

Because many beneficiaries did not know to manage theirhow land
agriculI iral inputs, they 

and 
sometimes applied too little fertilizer, 

pesticide too late, or the wrong kind of either o " both to their fields.Better use of tecinical assistance by benef ic iaries might have 
cont ributed to increased product ion and higher income theto 

benefic iaries. 

N-anagement Commoen ts 

In response to thi s find ing IJSAI )/El Sal vador poi nted out that MAC was in
the process of reorganizing its operations. The [JSAII) believed that once
the reorganization is completed, MAG will ise 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 
penit it to process large amounts of data, produce analyses and reports,
and be flexible enough to permit rapid additions and modifications of 
software. However, after three years of effort and fifteen months of' 
technical ass i stance, BFA's data processing system was st i][ plagued with,
defects. This resulted in inaccurate and late reports and inadequate use 
of computer capabilitie.s. 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 interim 
computer system recommended I, an AID funded contractor; and (c) the BFA 
had 	problems in staffing key positions in its data center operations.
 

Recommendation No. I 

We recommend that :SAII)/F Salvador obtain evidence that:
 

a) 	 vacant posit ions in BFA's computer center have been staffed by 
conpetent individluals; 

b) 	 the design and installation of BFA's new comiputer system, including
its software, will adequately consider the needs 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. 

)iscussion
 

BFA 	began attempts to update its outmodied computer facilities in 1983 but 
because of multiple problems, Wi11 not have a functioning system until 
December 19P7. 

Project Paper Amendment 
procurement of hardware, 
computer facility at BFA. 

No. i, dated March 
software "and system 
It concluded that: 

29, 1983, included the 
support for an upgraded 

AID loan funds of $700,000 will be used( to conduict a thorough 
systems analysi s, procmir( and install tite new computer sy'ste
and provide for tle training of operators and pro,,raniners. The 
computer system wi i be intcgrated directly i ito the accounting
and financial information processi ng activities which are 
scheduled to receive suhstantia] technical assistance from the 
[fund ing] supplement. 

Plans to compl ete the systems analysis, procurement and installation of 
the new computer system and training of operators and programlime rs for the 
new computer systm were originally to have been completed by' June 30,
1985. These activit is were to be performeid by, an AID-funded contractor,
Servicios Tecnicos dIl Caribe (ST ) , whos, advisers began working at FA 
in April 1984. 
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The STC consultant recommended a temporary s)'stem whil1, the new systlm 
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. However, BFA 
had expended about $112,000 in hardware and personnel for the interim 
equipment. 

The development of the new computer system was again undertaken, this
time by the firit of Peloitte, Laskins and Sells, but the process took 
much longer than expected. The system analysis, procuremer.t 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 a lack of properly-trained electronic data
processing personnel, BFA reports such as 'The Inventory of Loans" were
produced late, contained many errors, required extensive reconrciliation 
with manual records, and were seldom used by bank employees in the manner 
intended. Although PFA was inrterviewing candidates to fill vacancies in 
its computer center, some of the positions had been vacant for 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 5y the new computer system. Partly as a resuilt of delayed
acquli si tion of aut omatic data prcC's';inr, eqiuiilpmelt anrid trai ned personnel,
BFA credit agents' time was inetficiently Used perroninp support
funct ions instead of assi sting their credit cl ients. 

Int
lanag p1ur Coiments 

The Mission concurred with the finding, stating that it would take
immediate act ion to obtain evidteince from BFA that the Computer Center has 
been fully staffed and that a coordinating unit wi thin BFA has Ibeen
created to ensure communilicati on bet ween enid- useri's anud programmers . yey
agreed that tihe basic installation of an adequate coliput eIr svsteii had 
been Li casonably delayed, ht t re ssd that the inte rim system had beenii
,tilizc., by the Bank. Differenic es of opinions among comp t er experts,
compounded by rapidly changing t echnology, con tributed to the delay. Tire 
current leloi tre, laski ns and Sells contract would satisfy the second and 
third part of the recommendation. 

Inspector General (omments 

Parts (b) and (c) of Recommendation No. 4 are closed upon the issuance of 
this report. 
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5. 	 IJSAID/EI Salvador Should seek Improvements ill tie Accuracy of 3FA' s 
Financial Report s 

Loan Amendent No. 4, dated June 15, 1984, and Amendment 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 All) funds for the 
project from central office and branch postings which had not been 
effectively reconciled. A 17 percent discrepancy rate (11 differences in
63 payment car Is) existed between source documrienit.s suibmitted by branch 
offices ard the postings made at the central office. USA I1)[/FI Salvador 
considered project financial reports submitted by the to bebank reliable 
and therefore did not perform its 	own reviews of M:A's accounting and
 
reporting system. As a result, All) project funds Were disbursed for 
loans Which, in soe cases, had not been reconciled beweeni branch and 
central office record s. Therefore, these reimburserent documents did nothave the degree of reliability expected for disbursement purposes. 

Recommendat ion No. 

We recommnend that IJSAI l/il Sal'':dor: 

a) 	review a statistically valid saiple of documentation supporting All)
funds dishurse, to date to the Agricultural Development Bank to 
ensure that the funds used tnder the Integral L.ine of Credit Were for 
loans to eligible benefic i aries, arid recover any All) funds not used 
for eligible loans; 

b) 	decide, hased on the r,Iiabi IiLt of the reviowcd doculmentattion, 
whether further All) disbursernents smold be stuspended or adi t orna1 
documentati on Ieqi iired wi th re iMrbusee nt torequlest S ensure 
compliance witi Project Agreement t (enns; and 

c) 	establ ish a procedure ConiSi StInt wilti Al) Ilanibook guindance to
 
peridi(all v review reimiirseleit docuienLat ion siibmii i tted by lhe
Agricul tiral leve lopnent ill to thatBank order ensuro such 
docirreut at ion i.ssuppordt by rel iale Si ei rce dta . 

l)i scuss io
in
 

loan amendmieits Nos. two(, and nine defined eli g ible Ienf iciariesloa 	 and 
parts of Amnidiment s Nos, Fr an! ni ne il.cri hed 
 accoiitni ig riqetluols 
requri "d for managinig All) loan funds, inc Irling sepa ra to a count s an(I
the i r tinely posting ai I I onci lii: ion. All) Ili idl-ook IU Firtier 
reqiii rs the Mi ssi on iloni or itvvi e, at lIantl al ly,r" I to pe1 i(di 
borrower records for co( lp iiu,c With L.IS, reqo i rernl S 

As of .arch 31, 1986 1SAI li/l Sa Ivalor hadl ti shiu",ei a total of 
$6VR,142,349 to PTA for its lintegrvl LiiH of (reilil. Iose x({Polldi trles, 
were re irburrsol ll)on BlA', r)ise(nlt in voiuler [ho(f h.,i sup)Port ing
reports of loans made to brnefticii lVs. IA .ulliiit o rcpi)orlt toi, loal 
sulpport the amunrnts requested and 11SAIl/Fl Salvador iiishrsed tli arrinis 
reqiestedl ly 	 the, )' t1hewi thout period i1(i 1c veri f ing a(ccrl(lr iI 
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documentation provided. According to BFA officials, IJSAII)/Fl Salvador 
had never performed 
a reviow to verify the BIFA system's timeliness and 
reliability. The considered accountingHlision BFA's 
 and reporting 
systems reliable enOuhl HOt to conIdct a systems review as required by 
llandbook 19. 

Requests for disltrseient of ATP loan funds were prepared as follows: 
source locuments such as cancelled checks to project beneficiaries and 
orders for agriciltiral commodities 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 support i ni 
re imbu rsement volchrs suLtittel to IJSAIIP/E] Salvador. The fina nc ia
unitLwas 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 ipported it to the data processirg unit, no action had
been taken to correct t he problem, nor did the Financial unit verify the 
informuation since its main prlpose was put the information theto in 

proper format for sutbmi ssion to tie Mi ssion.
 

For ,op', ou, of the roports obtained frol the data processing unit
 
containi qg eroueOtis i nfonnaLt ion was 10 Inventory of Loans, which was
 
us,41 as a 
 hasis for pr,'paring r,:quests to lI.A,I) for reiinbursement. Some 
of hew errors noted wry: a) loans with negative balances, h) repayment 
awlOinlt s gnraler tian the anmo)ilit of loans disbursed, c) negative amounts 
of int,rUst paid, dl) loan atllunt disbursed gr,' ter than loan amunl 
anthorize,, and1 ,) r .,atie delinquoncy balances. 

Simi lOr rorns wore I'oml iW s.voral other reports such as history of 
loan iloveiuemtt , nut st and l ng ( hecks, and "se of funds by activity and"e l() . ihi, s, I I t ant becauehecaii e t hey We I ti for 
reconci liation and Wc(ontintptug purposes. Yet , iot all the supporting 
docuricit at ion ii ;'s file.s idprit'ified the smirc, of funds nor uO'lther 
tWle loan ruc ipIiont s v;(e I& se I, Piase IIl or t.raditional sector 
heneficiarit-n, InIunnat ion si h as cancel led 
 checks, and agricultural
input r er' ere !-('it lai lv to t;FA's cunt ral office for i nplt i nto the 
dtata s'lt . "'nI informaItiH contained not only loans to beneficiaries 
from .,All) ftu l bti also loans from HFA's o, resources. Sixty-three lnan 
applica'tion IocumenLts va Itel aa $350,,431 we..re revi 0eN( at forir branch BFA 
offticets and lat'r c lpirefd to I)loan report's prepared by the BFIA central 
officv', l evil of tsee applications (17 percent) valued at $20,636 were 
lisLed in thIeo c.'ntral office as All) elig)ible loans despite having been 
approvel only for 1EA financing bw the branch olfices. I:A offic ils at 
the centra1 office coltd not .xplain how the I1 loans toLaling $20,636 
had hocorif eligible as AID loan%. 

The i llutstrated lack of reliali e r,.cords miade it difficult to ensure that 
all of the $-08 million in All) funds had been used for loans to eligible
beneficiari,,s. Thme 17 percent error rate in loan applications disclosed 
by tle and it presentns a 6 percent error rate based on the value of the 
loans revi ewed ($20,630 - $350,,131). 
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Management Comments 

Mission management concurred in the recommendation but noted that thequestioned loans were eligible for project funding. The loans had only
been reclassified for funding from BFA rollover funds to funding directly
from AID resources. 
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B. 	 Compliance and Internal Controls 

Compliance
 

The 	audit dlisclosed eight conapliance exceptions:
 

--	 The GOES implementing agency was not complying with requirements of 
Section B.5 Reports, Records, Inspections, Audit, Annex 1I, to the 
Project Agreement, which requires that. generally accepted accounting 
principles and practices be consistently applied (Finding 2). 

--	 The GOES implementing agency was not complying w,'ith requirements of 
Section B.2 lxecution of Pro'sc t, Annex II, to the Project Agreement
which eqires pro viding qualified and expe rienced management, arnd 
training such staff for the maintenance and operation of the Project,
(unstaffed computer center - Finding 4). 

--	 IISAID project funls were disbursed without periodic verification of 
rei mburiseie nt vouche rs ail r,Ilatedl doctreritat i on, as reqt i re(d in Alt) 
Itandbook 1c,, Chapter RASg (2) (f) (Finding 5). 

--	 The GOES presented inaccuirate docimients for reimbuirsement in 
vio at ion of Sect ion H. 6 ( I) Comp 1cteness of Infolmat ion, Annex II 
of the project Agirenent (Find i g 5) 

--	 The Project Agreement Annex wan not amended to reflect the manner in 
Which non -proj(Ct funds were used to fund the Project's evaluation 
per li ndbook 3, Chapter 12, Section C6 (see Sectrion C, Other 
Pertinent Mar ters). 

--	 The interim Project Evaltratiion Sumnary was not c oniplet ed as requi red 
by lhlandbook 3, Chapter 12, Appendix 12A-1 ( ect ion C). 

--	 The GOES liii)lementing agency did not intform All) in a timely fashion
of defective vehricles as rquired in Section 1i.6 (1,) Completeness of 
Information (Section C).
 

--	 Contracto(rs' files did not contain Iiograpliical Dlata Sheets, Form All)
1420-17, to pen-in i t ;a.lageriie't to eva IIr.i o I11.t c rac t.os ' past 
performance and salary listnries (Section C). 

Other than the cond itions cited, testel items were in cnuqliancq with 
applicable laws ai regulations and nothing else came to our attention 
that would indicate that untested i tens were not in conpliance with 
applicable laws arid regulations. 

Internal Controls 

'e noted four internal control exceptions:
 

--	 BFA was liberal in extenuding ard refinancing problem loans rather 
than aggressively trying to collect them (Finding 1). 
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S-	 BFlA'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 (Findling 2). 

- Reconciliation procedures for the BFA needed improvenent Ibecause some 
of the branch of ices records were i ot effectively reconciled 
those Imaintained IT the central office (Finrdinrig S). 

- Documentation on project agreement Woditions Precedcit and Special
Covenants wre scattered Ihroughout files. lhere was no tracking 
system that would signl] management when ConI it ions Precedent and 
Special Covenant deadlines were approaching or hiad passed. Fifteen 
Conditions Precedent an id twelve Special CovenafiLs were accepted as 
satsf ed after their terminal dates had passed (Section C). 
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C. Other Pertinent Miattelrs 

Six other issues were identified during the audit. 

Allocation of Project Evaluation Costs - An interim evaluation of Projec
519-0263 was perfonned in August 1985 t. its full cost was divide,
between two projects andl therefore not accuratelv neconled in projecl
records. The evaluation cost exceeded the budgeted amotunt by 38 percent 
an amount which could have been charged to the contingency component of 
the project only witi (;(l'S alpproval. Ratler titn risking GOES reject ior 
of the contingency imid reprog ramming, the ,issiun allocated availabl(
funds from Project 511)-0[67 to cover the vvaliati on cost overrun. Thi.f 
violates guidance in AIl) lakudhook 3, and landbook 19. /\s a re:.It , tth 
evaluation costs for Pqroject 51 9-0263 e te u ldrstatod b, , 78,984 alit
flitl're estimations of ovalotlaiou costs for new projects, and for au lll 
evalt[tra ilon rt ilOCllat.e.planing would he 

roject Evabjat ion itma ,. - USAI)/El Salvador did not effectively
corlplet a Project Eval uAtion Y;rmrutry for an interim evaluiation of th(
Agrarian Reform Credit Project. AID Ilandook 3, Chapter 12, Appendi.
12A-1 require s that evaluation concrusions and reconde (ations be liste(
and identified as beWing accepted or rejected and that personnel bc 
identified to accomplisI recommended action. 'lhis was not dohe for at 
August iN87 evaltation becauso the Mission considured it a duplication of 
effort already accomplished when an August 19, I95 amenidment to thc 
project was completevd. Nevertlheless, the benefits of listing and 
responding to the isstes raised in the evalation were not made availablc
 
t a ., nor the
Mission personnel cer, be nefits to the project of tracking 
those actions realized. Ihe Mission concurrel in this finding and agreed 
to list and fol low up the recommendations re(iring specific action. 

Integrated lPst Management Iaua tion - IISAIIP/Fl Salvador did not 
effect ivelv foI low ip ot 28 reccuuendat ions nade by, a consltant who did 
an evalation of thte Integrated l'est Management component oF the Agrarian 
Reform Cre(it l'roject. Tlte Mission largely i,nred the evaluation 
because it was done tnder a contract funded esseitially by AID's Regional
Office for (lent rol Aml;erica amd 'artanma, and because Lthe ISAI1) did not 
coliside c the indr a'i i an val t ion it rtvher a dato got hori g
effort. Neverl e leoss, the project could avo bo efited had IISAI11/E 
a1 vador ollodt up, andI where appro)ri ate, taken act ion oi the 

recommend at ions. UISAI)/El Salvador state( that "'e still feel strongly
that tho integ rated t MlartagerneIt 'Evalution' was not an evaluation,
should not be tratel as Such aInd is not worth the effort t( fol low-u) 
oil. 

Defective Project Vehiclles - (f 21 project v'phicle.-s iispected during the 
aulit I18(-751,rceIn- ho-dfective ignition s.1i and had weaktch,.ts eight. 
spring Lolts. These dtefect.s alppeared shortly after delivery. No action 
had een taken by tle (;O1- ; to oither report tlis condit. io.' to I;I I)/'1
qalvadn u to seek re(ovocy for costs incurred to repair the defects. A 
total of voltic Is ptr witlt furds lor t hi:s troject and312 were irehiasel AID 
the Agrarian Peform Support Project (I 19-0265). If 75 percenit of all 3W2 
vehiclos were fourd to Ihave defects, costs could bestbsta ltia iurled 
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by GOES agencies to repair the vehicles. Conservatively at $100 pervehicle for 256 vechices (75 percent of 312) the cost could be over$25,000. When brought to the Mission's attention, they agreed to advisethe GOES of the issue and suggest that the GOES take whatever stepsfeasible to recover costs associated with the defects fon the local 
agent or the manufacturer (Exhibit 3). 

Incomplete Personnel Files - The Mi ssion did not have Biographical DataSheets (Forms AII) 1120-17) i&i its file for 10 contractor employees whohad been or still were working in IlSalvador under an AID contract. All)contracting procedures require that contractors furnish Biographical DataSheets on tlheir contract employees (Section 752.7001 of Ulandbook 14).Section 753.270.4 cites All) 1420-17 as the prescribed form. Unless timMi SSion has suich basic dlocume nts, i nfor'med judgments on i ndivi(ual s'qualifications cannot he made ; nor can the individuals' salaries beevaluated in compari.son with previous earnings. IISAI1)/El Salvador hasstated that it will obtain requi red Biographical Data Sheets for current 
and future contractor employees. 

Conditions Precedent and Special Covenant Tracking - The Mission's fill n.system did not facilitate a ready deter, nation of how project agreement.Conditions Precedent and Special Covenarts were sat i sfied unier theAgrarian Reform Credit Project. Only after an extensiye, tine-consul ingsearch of the files by bot!h ISAI and auldit staff could a determination
be made as to which Cornditions Precedent and Special Covenants had beensatisfiod, and an evaliation made of the supporting documentation. lnderthis project IS (ond itions Precedent and 12 Special Covenants were notaccepted by the Mission until after the terminal data had passed, as muchas seven months later in one case. Aftr this finding was brought to theMission's attention, they stated that the existing tracking system, which 
was inadequate in this case, would be reviewed and improved. 
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AIDIT1
 
OF USAID/FI, SALVADOR'S
 

AGRARIAN RF.FORM CREDIT PROGIA
 
PROJECT NO. 519-0263
 

PART III - EXHIBITS AND APPENI)ICES 



AIJ)IT 
OF IJSAID/EI, SALVADOR's 

AGRARIAN REFORM CREDIT PROGRAM 
PROJI:CT NO. 519-0263 

SIJMAPY OF PROJ ECT AGEEM," 
AND A-IINDMENTS 

AGRH IiMJNT/ __ ($000)_AMOUNT 

AMENI)ME'TS I)ATF GRANT LOAN TOTAl. 

Agreemen t 07-07-80 $ 500 $ 9,500 $ 10,000 

Amllendihent 1 09-03-81 --- 1,600 1,600 

2 03-04-82 625 17,000 17,625 

3 06-01-83 500 23,400 23,900 

4 06-15-84 500 17,000 17,500 

5 09-07-84 --- 1,500 1,500 

6 12-20-84 100 --- 100 

7 03-05-85 --- 3,400 3,400 

8 03-05-85 400 --- 400 

9 08-19-85 1,700 8,100 9,800 

$ 4,325 $81,500 $85,825 
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AGRARIAN PRFFOP2,1 -R1.EIT PROGtAM 
PROJECT V I- OBSERVED F:A OFFICES'SI(E.q AT 

USA I)i./F SAIXADOR 

PLATE .I L FACG E 
TYTE LOCATION SERIAL N"UMBER NO. (K s.) PROBLEMS 

CJ-7 Sonsonate IJEM,87HOFTlI4S40 90658 10.184 	 Ignition swi tch has not turned 
off motor since shortly after 
deliver-" rear leaf spring 
bolts broken and subsequently 
changed" jacks not functional. 

CJ-7 Sonsonate 1JEP187F14FT1145539 90657 9,258 	 Jacls not functional; rear 
leaf spring b-olts broken; 
broken straight pipe from 
motor. 

CJ-7 Sonsonate IJEFl87H4Fr113648 90432 10,185 	 Ignition switch does not always 
turn off-motor. 

CJ-7 Sonsonate IJEFM87H8MF117654 90443 8,824 	 Ignition switch has not turned 
off -motor since shortlv after 
deli very. 

CJ-7 Sonsonate 1JEEM8715F107924 90286 12,963 	 Ignition switch has not turned 
off motor since shortly after 
delivery; voltage meter 
does not work; rear leaf 
spring bolts broken. 

Note - 24 CJ7's were inspected at 3 BFA Branch offices; 18 of 	 24 original starters had to be o ,
bolts in area of rear spring aireplaced because they would not shut off motors; 8 of 24 had broken 

leaves; 3 of 24 hand brakes did not work well; 2 of 24 jacks did rot work well. 

x 



AGA',RIAN PFFOR! CIEDIT PROGRAM
 
PROJECT VEHICLES OBSERVED AT BFA OFFICES
 

USAID/,. SALVADOR 

TYPE LOCATION SERIAL NJIBER 
PLATE 

NO. 
MI LFAGE 

(KS.) PROBL0IS 

CJ-7 Sonsonate lJEFM87H3FFl25256 90078 7,229 Ignition switch has not turned 
off motor since shortl. after 
delivery; rear leaf spring 
bolts broken; window on right 
side does not work. 

CJ-7 Sonsonate IJER187H6FT107012 90465 9,639 Ignition switch has not turned 
off motor since shortly after 
de l i very. 

CJ-7 Sonsonate IJEF.I87E2CT064807 P-130930 66,656 Ignition switch has not turned 
off motor since shortly after 
delivery. 

CJ-7 Santa Ana IJEFS.\187E7CT064804 P-130948 77,893 Ignition switch has not turned 
off motor since shortly after 
deli very. 

CJ-7 Sonsonate 1JEFM87I3FT140890 90069 8,026 Ignition switch has not turned 
off motor since shortly after 
deli very. 

0J-7 Chalatenango 1JEFI87E7CT064799 130,926 35,495 Original 

broke. 
gear shifter pin 

CJ-7 Chalatenango IJEF,18718FT107917 20,172 Ignition switch has not turned 
off motor since shortly after 
deliver-. 



AGRARIAN !1EFORM CREDIT PROGPAM 
PROJECT V1ItICLF.S B.SERVT AT EFA OFFICES 

USAI D/EL. SALVADOR 

TYTE LOCATION SERIAL NUNIBER 
PLATE 
NO. 

I F-AGF 
(Kn.) PROBLDIS 

CJ-7 San Miguel IJEFMI87PXFT124413 90143 4,513 Ignition switch has not turned 
off motor since 10 days after 
delivery,. Iand brake 
does not work. Broken bolts 
in rear spring leaf area. 

CJ-7 San Miguel 1JFM-87H4FTll7652 P-89-922 2,471 Ignition switch has not turned 
off motor since 8 days after 
deliver-'. Broken bolts in 
rear spring leaf area. 

CJ-7 San Miguel 1JEF.87ff7F1l13644 11,662 Ignition switch has not turned 
off motor since shortly
after delivery; hand 
brakes do not work very well. 

CJ-7 San Miguel 1JEF,187E2CT064824 P-130958 39,389 Ignition switch has not 
off motor since shortly 
after delivenv. 

turned 

CJ-7 San Miguel 1JEF.,871H7FT125261 P-90254 9,294 Ignition switch has not turned 
off motor since shortly after 
delivery".L -

0 -



AGRAIAN IEFORMI CREDIT PROGRAM
 
PROJECT VBIICLES OBSEVED) AT BFA OFFICES
 

USAID/El. SALVADOR 

TYPE LOCATION SERIAL NUMBER 
PLATE 

NO. 
MI LEAGE 
(3S.) PROBLEiS 

CJ-7 San Miguel lJEFM87H4FT117666 P-90636 8,265 Ignition st.witch has not turned 

off motor since shortly 
after delivery. Broken 
bolts in rear leaf spring 
area; original tires wore out 
too quickly. 

CJ-7 San 'Miguel JEFM87ElCT06480L 40,858 Ignition switch 
off motor since 
after delivery,. 

has not 
shortly 

turned 

CJ-7 San Miguel 1JEM87h'7FT050416 P-100257 14,730 Iland brakes do not work well; 
Original shocks too weak. 

CJ-7 San iguel 1JEFM87ECT064815 P-130-934 45,187 Ignition switch has not turned 
off motor since shortly after 
deI i v2ry. 

CJ-7 San Miguel IJED.87E8CT064794 P-130-943 38,379 No problems observed. 

0J-7 San .Miguel lJEFM87171T132288 P-S9-904 5,216 No problems observed. 

7 San .-Miguel IJED1871!6Ff107916 P-90-410 8,944 Ignition switch has not turned 
off motor since shortly after ( 

dc I i vrv I 
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UNITED STATES GOVERNMENT
 

4w memorandum 
OATC r~cr~iler 1, 	 Apendix 1196~ 

REPLY. r Page 1lof 	9
ATTN OF;RhJ~~~~ID 

-SUUJCTt MisSion Comments on -rft Audit peport for Pqrarian Reform Auit 
"I Progirami, 51 9-n2r(3 

Mr.roinar e Cothard, FI(, 'Pquciqal]a 

The fol lowirni comments anyl suqcTesteri revisions of tile Draft Report 
are Iased on Mission review an-i tbe discussions/decisions reached 
_ urina tle exit conference held on Decener 3, 19PA. 

Tn th~e interest of assisting you in trying to publish this report in 
December, ar in the 1'ellef tat we reached substantial agreement on 
pmost points durin tle exit conference we hlave not Inciull~e] 
!q.qcestp(l wordinas for Mission comments to be incloO(eI in th, 
report. Tf, during your rewrtp of the draft, vou feel wie must 
continue to disagree on certain points, %,.would appreciate
teleplonic clearance for the wording of w'at will he included as 
PMission comments. 

Fol 1owi nq are our specific cments keyed 1-y pagie nLuMbers in thep 
'xective Suimiary. 

Page i i 	 The second paraqrapb needs to be changed to eli.minate the 
implication that thle whole project was a waste of mone,. 
Fnys were provided for credit, anyl credit was made 
available. Due to a variety of circumstances, as cited by
the auit, repayment of the. beneficiary loans has not 
1een as rapid an ha 1een hboei for. 1is doer not mean 
that tHe project funds "had not hsad their desired 
effect." We smcnest tbat the paraqraph ]e reworded as 
foll1ows: 

Many 1-enefici rles Oid not repay their loans In a 
timely mainner. 'nip causer of this rano from poor 
management to unexpected shfts in world1 commni xity 
prices, internal strife, aryl inflationary prespures 
on required inputs, aryl some of the causes go lvyond
the control or lnfl ence of tle projpct or nven tile 
Pqrarian Peform. The result basbeen tlat expeted. 
reflows tA-re not mado civaill-be for roending. 

"rOPTINAL Po M NO, t0 
r.gv, 0)I1 

GIA FPMR (41CPMR)101.11.s 
41' 	 5010-114 

y-. 



SAppendix 	 1 
Page 2 of 	9 

..... proeect.. reiii-t 	 of oriainai in,.+"or!eeereforp,or.tto arssure mnfordstinnleOwereavai 1a)-i litv ofin excess 	 estimatesc redit to 	Acirari an Peform 

I-profi riires. 

"he first 	sentence in th1:e thi rrl paragraph shoul he dropped.
The implication to the casual reader is that the whole project
is flounering 	 . a.. u.economically.ard operating inefficiently 
Mhe "resultE' of adtit" section in this report certainly does 
not support such a contention, altou6qh jmprovemients need to te 
made. 

Pace i ii 	 The first paragraph necds to be completely rewritten in order 
to correct the following: 

- he PFA's role is not to improve the Aqrarian Reform
Sector. It only provides credit aryl some ancillary 
services to the l:eneficiaries. 

- The statement on trainrinq needs to Ye made cl.var and 
consistent witb the hcxy of the report. (An area lihere 
we still may differ.) 

- We have asked that you determine vilether the loans 
Wfich were switched from one funding source to another 
were actoallv made for activities wilich are clearlv 
ineligihle for funAic. from ).TP sources. Dep'-nd irm on 
your ronclusion, these comments may hlave to 1e rewritten. 

Page i Mr. lhepherd has aqrepO to rewrite the first paragraph on page
iv to reflect tl'e Oiscussion at the exit meetina. We suaqest
that the fi rst p rarapb on page ii1 and the first paragraph on 
pane Jv bot), relate to tlhe same general ruljcct, the RFA's long 
ranc.e prospects, operations, and problems. They shou.0lhe 
either combind or at least fol.l.ow each otl,(er. Mr. Sleplerd
has offerd to rewrite the first parareh on page iv alonq tHe 
lines of the d1.scursion vblcl took place in the meeting. Since 
tile r1iscussion vas very active, we request t-at we haite the 
opportunity to ive telepbonic clearance for this parparaph. 

Second paragraph - As agreed in the meeting, this paragraph 
shou1l Ye 	 move'd to the end of the Fxecutive SUmrary to more 
properly reflect the relative importance of the fi digs 
contained 	 In it. The comments on the unnecessary expenrIture 
of kiJ?,OflO pboulOv rlrorp, as argued later in this 
response. Tn mdlition the compter prol.emrs, wh1lch is t!he real 
Isup, :are dealt with in a separate xarorap in the stnrvary
(page vi). We sxjgest the fo.laqinq format: 

. .. . +--; . ..
 * 

http:fol.l.ow


App-nclL% I 
Pago 3 of 9 

athe~ir t- '-l 50~- irlonti fjerl Fevrral otYI~r spexci fir- nrobl ois 

- rrr~n/~'split fiinfled the ostis of a) projoct. 
Ovallnation, 1((t-iOflf Htie proicrt aorl PD&S fillWis. 

- [I FA [P Jwc(N l'- to 1,:lft tr 'kxvuront- anOI i Irprve 

fol o"-up lio owvalt- i onc' 

(0rq whavt-
rdefocts on na'of more- tbr 3.MO /\ IP fiuryvlo vehlicles 
un&'Ir tb,is wcl a corrcOo rv. nroiect . No a)t torqt Thad 
loonj- Ip le t (- jjjv, the( Manffacturor!: ropreonti ti ye 
Inalke tIc' pnl 1VS or tco roccw\or tOc~~ 

- 'nv1CO!e ,-!i rcl arcaro Yoo fact-ory 

- Tvij-ro~v(owont- r o"! t-c0 ho inale, bothe un rmon in 
conera 1 , i n rt'l ocomplii i(-Cr t~tIic'or~i tions 
procn'(lon t (~'N- -ws ill~or Proifvrt- a oet 

551(0 	 ro-I-t ne I'Vlta'0 IV bW -tTiry Pic,mrpbien1 on 
1ll. C'.c~n -(-)I-o('l Q\/005e,- vr-i nc on the, rrojoat-. 

rlie rEy-omrR-nc'a- fion in) theo mrilo Iviriaorapb mipiv no-el%- to b 
rcvin-irl based,( on otir-.ilcrost ion.-ota e lateor in this 
roPrx)nse-. 

raci v 	 We rtxciesFt 1-11f Followiln k-orli no for the r arqab 

V'it-- FPbf V ecept i ens, Acirari an Poformlnf1 a('11i 
rot: acehioeyed th1e nyooessary manalicoeri a1 vyerbioh el, 
diisreciarli no nn~mt roll nhl factors, i-*Kin1 bave sirl 

noI'-)I n hotHeml ill tl(i rm is nedY eYCTX-povat i yes Fir~uia1 
vi al1 o-. I- i7' F: i s-,t i was ava7ilI al I o)thIic)ss rre - f ,1 hrotini 
piibl in :lr- pm vat eto i iqeniior. BRFA crotli t alqcnts 
COiilr b-oon b't rPai ned an-O mare inr111ave of fe',t i 
provir ijnci in foria t ion, to tho lonle ficiaries onp how aIn, 
wbere- f:c) a ii tt,(psol;I, voF o)F Fi va 1mal Ci'res-okIrce' 
Petter I!.,( of sucl t-' ~ e ytleUcniclasi 

prc-xbcti cv api hi ohor imvflCOh-tOIo Pvono F iiirif-05-

Paae vi 	 "Tip first 1-viranrapb is not consi steint withl thle recomwriti .011 
in the -xly of the report. Tni anly rare we can not ensiure thalt 
the h'eiire fet:i%,(-lv use techil as tane.Th 
most ir' or thep RF\ can O.1 17 th-) malke tjlel riwji ro of whait if, 
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Pane 1 

R-) o?9 

Prve-1 , 
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The first praorapb no (s to(. revwril-1-en iva!s,! on an -naylvsis 
of the actunal oliqihilyt" or irelijqcjljtA7 of the 11 
t ransart i oi-. '"'l'i- is ('11S5(t la 1,t-or itp Ilis roaper. 

Wec coitinl( to( isa1r,- Vitl t Or firn incls it, ti l<-a-t .'-acrph 
1 f 1on tli o ! t , 1- , I-V-C",. Also, this in is 

alrpacdv i rc1 11(1 in Ilt-, paracr p ont-bofer at---or. We (lo lint 
iFi -i\' r i',i n piuin i,'. 

I-,a n h.- fir -jr 

Feel it i: Fsln a to v rl-a a! hal f-p te-t, 

Also tIMP y-s s cc v reF th-he Inop
stnmiPvirv ri-f auratle rc."c!nW)ifnldat-

in tl0 lY-e17 of tHl ryi r-.
 

ot" 
rm e "7yn1wi 1,v paio- num'rs' i,1 T-Iptrxlr ctionpart 

We stinri t to, frll owi r, wrif-(-np 1-t-usr as ",Ic(1-qroilir 
in formal-i - F(or liibas TT: 

Tn lQPP tH- lvAi law of Aurarian Peorm madie all private 

boll] rx" over "7 ar,-ros S1 '-t" t:o [!hase I t i, 
eypropri ,tion, it for pY-0i J ti]cal arkl 1((-list ica 1 ralson 
onlyv farms ove'r 1?17 acres wero e 1 -T' rona jnder, 
t-l'o - l1 Pt';I ' I I prcpoort i Ps, weor ir Ijlil t-) f lrem 

1 OPfP i !'e con i(-n rnat-enactc 3 w0i3 bi 1 piri..' - tll t.*l in p 

irncrr-aso( th Irnl oi (-f privat ,iC' 1 in Fl 
!:a valonr t-o op-bc vr~ e-t -in excesp of Wir a-res. 7> 1n
murt ha~w lop complet-d pri -r -oo Fren-.r 7n, 1 PC. 

'Th1ese sal (5ernst if itet th, impl errynt at ion of Phasre TI ann(!
bar'e 'eep ace 1-,P? -- jr4-

' I....takl n, DIi si rice ma-r-;;7-7ie 

eIrlv 1O(i- of theo 1l1q O! i-eiit if i ! (,n ljir 
rmor ivin C{n c irp in 1QP? -ove" 1rM that a'll t-"t Pr of 

solo ir wiit-hem V~al -the (oy'ss~1la i, cuplhrt Wth Pha se 
IT's 1mpvele n tiit( rf i t "C r nf t-lif ' w f- jII 1ime n - i! PI o -,elp 

iroro talin C05 ;r-, -F, all tt ?7 ' YPO" trininct to Wll thei r 
r -
ex - (nrv'h of tAi cl, v,<a'lcr-,d W ip (pDrri I -I = 11pt !I11,I 
isroa). Inieet i inr' are t V.i -h L.'"'pior ?W, I 'f, 

dencla irn(, c,! i i--PfCI 1 es w)inch i r(, inve]lv,, in
 
litirlat i--n will re-f to it, ror liap- . e ThsII in,, fol;
 
al 1 i nl flnriv' ru-"Fiyios, "oinplrel-.
 

The pairira -pl it in.sa- -,t; reT lor teclst a fii af TI no ilp'r'ilr 
is inoorrc -t- aryl .h('!, ' ,fipit 'f. 

qTe 1last narairal' pl'f rph:, to o now -yrjct-.Psi t- th
ap -ljtor'.r nvr faa t is; rnllv Peo nr t e same, it vuhas 
Leon jlhifiif i rO as Pnew ITfnrn anc.'ptPO>h by AJ/ a prelct.. 
Sl 1, t' (elar 1 i OPP Iif a r Ii1 th niV i "! as in rort- i f 
referrnI to at a 1 spllo ii ii na 1 1 lit f 1(-nIe t'r ,.xpla-, ion of 
itF Purpose. 
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T"op fol 1owioc' are rninnt F ro 1.71t-i noj to Pa rt TIT - Pesi]1 I q cor Jui i t 

Paw, 7 	 '~1efirf rrl al sococnd -vr-icavapbi contai n aISPErt: icens ahli t 
Well 1fiini f Pl'r! r .r Farnerp,* Wi oh ar nt lIn/ret 
far 7i1( 1hr.l~e P0t (-f these 1one f i Cr i o. !as imlprovcvI 

SF t5tart a1 1 
\'sillF 1001 . , 'i'IW ai ''lit rloi l tI ro c t t- -hicl. 

At t-acml is 'Ip ropX-trt- oil Phas iF-TV of the Agra ri an Pfrmin F1 
la 1\a~crl " T jk rorort i s a I ra nsl1at-ion aitti SII;imiX rv of th o 
1qPF PFRhV surtatr of Mmuo TT r Nno~-f-i 0arpor Qt roita i ns 
itcfrlirvot in tl(I3- to prerent- o a -r'cncirit istol 

r t f Pl~j- 1 TT.
 

"he !ccYA)n 	 rt 1p ri or 1. "1 1iI(I it nq . T~ ICT1 10 r a'jaw y t 
cuOrc'ssinF P21 - rmr aIs n m -or nF pi it,,'. M'pt ;I550rf-i ci tha1 

tio JSAJ~I ap 4j' iltr'n 1i(rtt lvn! Fho i r Ar i rr1 of bi't W, 
1 ~V.rocir. '"n~'fiiiO1-- ('-2ti t-a1 7' thlo I'.A orti 1j1ri-' a 

s-u ro of C'r t'li- tcl t no forroo I01l tlhe f ion 1ria-jCor 

TVh last 	 spnt-'n in traqvqul 2 IWIn 1 nat1 

MIan'; 	 n (I~irji,] nc* rerT-va\ t-h ir 1ian. i n a t ixel 
nir.1rie 	 '7~ 'aumrne Af th is rancie from poctr mfarvi(I-oet to 
il1 pyrno r t t~ sI i f t ri rt v'k-r 10 c'froi ry- ty I)r i I'o, Int-ernl 
st-riFe, an'! r FIat i onalq rro cm'pcssro'(i r,-'( i rpii q,5 
ar-O £rm o~f 1tI o n-- C-o 111~,ril I[1i n roi~e !-() 
o-f flit, pro i t t- ta -11~ tim Acr:F r-ran'cfor. The(. ro: it

hanr TeeOo 	 I I ,-I. 'l~ roif Fmlil!re a t aai l in 

fo1( 1i 	 t-''fo-'nrti-frn vr' r~hol 't ji 

cvarop !- .'..1 	 t-', c0ip K o i nrlb, antmitfoni hi'c' ll 

ref fi-lenty m> le 	 .t~ 	 )vonoa ''he( report, I 'ft ii iii' 
(IcY.'Sq tl I -ii~ ni {1 a;Ii t'O'tt jof l, l (iticih 

paclp F 	 7'T'e f i rrl- spn I 'n' i n I it i vrc p i~-i~ t~I' Y 
Afft-tim ivel c I r for prayi Iipen rc 1 it t-o 	 t-b- Priorian Peform 

"-o~ 1arit pa ran rapl, PIhorl~ !,oe'fr1~1a n i i c i~ret~ 
il 1oer t-lue cYt'ci. t-ivj ye rir1nw1F spt ion. 

Page ~ 	 Tbo Iart pavragraiph will haiv- to h-e rowri t- rn aFt-r t-aV int ito 
ennfsidplrart- ion tSe chmtcw qit'n e ill )theIX clFI 	 o t-eIy)rt-. 
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Perraprtnt capifalipatior of the PFA is threateneO by increasing 
acministrative costs, por administrative capability, irxl binh 
rate of ev-rrlue 1oans. 7,e BFA's efficiency is further 
,-liplni sbxl b, its ,part cipation in or-'-hn-anti rq act ivit ies sucl, 
as fertilil:nr arv pest: i cle sales arnO crrain storaqe an,
market ina. 

T f 1ec p t 1 i I- oriC,c tn II1Iit -.Ube I'A wi 11 not '1) 111 ne to 

con- iolO provvi, irq the anItilnts (-)Fc'rvlit: plonel 1 in H.e project 
in futilre Wo ni u tt(' f0 11 ewi uq no;voar-,. t foelor3'I 

Recoimenua t ion An 1 

We rcf nmen1 t t-t- P/I 11avaIotr r, miost 1 1h,C<Overriment- of 
Fl FTadviOor tcl

-- iicfpec o r r, or e - asa IJcr; ci st-rn -1(101l-h I - ho' whw-en 
te PFA wi I l ives t sel ofnof i V t i es stlchi-Lxl,--i rnirt 
as fer-ii r ar ,(1 ,est--c(1 sales, grain .torane, anl 
rnnrket inri. 

,) Cloarl' lnfinp' Fho Bark's pa ra-neturys ;alI its role in 

prnvi Iipn r'r-li I to the Porar ion Peform Fetor. 

First paraqr,-lph, r5.orn-c I ine, the ,iorul r fl,"tshotlhi -e 
eliminaht-" or at last otl}ht-i tute l 1-,,"qenprallv". h11' 

Project ' s51( cpess in2 (rapi tal 7i nr tbe hnk has Woen one of its 
Vest: ac]hi evoir,,n I . 

Tn the lnoflict it was aCnro"t that RTC 'uou l reirurd thebea ti 

Pnl theo rnrr Ii ve to i nidrate that the refi -nni n- of, or 
extensi on of eht minht inor,'a50 tlhe Finail ial d c,}b: JYrc ntaue, 
atnl ot Mpy tht uirrent:]v 1cor. I,WON all refinri(rd iniq)ht 


trell-ch N Yu flPnli-ts indin) the r,-,t:of
1A. 11(1 j th-!Y , 
Mf=ii t will1 -1, iq --" When ,-i " 'lto1 a t 1roip i c-).i 
vere orini al !.yin (t<-Ilt ,r2 t-hwn r'fi napr or pyto'nclnd. 

'iln n tlh.t orlB fVer, it l . y)!tio prote)J faiihirs- t() nxt(,n,, 
refi na pn tIw a-l i In Aaleht v.at 11l'11r1 ns, Oclarin n-all ,n 1 t s 
havo ros in win t:eoffr. It was , n ac !ft-(!t Ini1 lbici4-r ,frte-
that- the narrat;iv- stati 0-5ldM!]t (ons idor tbll loansatil Kint 

vwhich were onl' irvrcinal v enXtdevl, for 3-4 mntlis to allow 
lorrox-rs to i,-('e Vn e frotn their hvrvst, mos.-t of which 
Vkre t!en pni. 

Th first sentenrce tr,nrlr tl Oi1srtussinn is inaCrlrat and 
ShotllcY 14 dropp. 



- 7 - Appendix I 
Page 7 of 9 

Pecommenrlatioi 9 (h) shoild Ie drolpe. An analysis of bad 
cctxps wi 11 not he]p the qcxxl ones. The fin-ncial system, 
inciwlirci PFA, has rate-d each of the Phase I coops. This 
ratina -was Lls)xI as onr, of 21 criteria ,ise! to eva-liate each 
(cxoo eratliye iir'Je-]r Proirt- 02 - 1. Th:is -valuat-ion is ls((! to 
help o0t-ermi nu whi cl crx-rati von soul -ci recei ve t-chni cal, 
finnnici1 airl alniaciorial assistanco. A copy of the 
Classi ficatinn ontitlpd "Fstni jo v Cl s Ficacion Ae 30 
Fipres.as ('o .oprtivas lo Li Reformna Aqraria Fase ," , 3 Fstalo 
Oe Avanco de l a (':xist ior al Auto qe.t iOl, (r 1 Mir'o (1el 
TDesarrollo presaria (coperativo, "!hs lioon attacod for 
'ronr convenienice. 

Paq 72? 	 We sxiost hat Ihe firmt- arcir' It,lI rA-lhIee a folI lows: 

With few exceptlios, -rarian tofnrm Pn- ici arion bat 
not i ve-l ta--r icessary wav\ oertinpl P'"rt iso whIich, 
li sreoa r'3 n~I lnr-(-)t roll :,b-loefr m,~x 1ha.1 '- i te 
them in naln- t heir farms ano! ( li • vio fiianoalP iV 
Vial , RIM apsi sf.t-a n'ewas ava lain , I'MoM Il, ' - -t 
pul lic aild privat-e sector anmcios. .i"A crulit ,nent. 
coiulr] have I-xoon 1-cttem trai-dllnIa i-r -ff,-tiv,- in 
prvi ino n formit- in to the -one firi ar i em or how aan 
where to t-hemoll of i va 1wal rerou rce.avail '' u-1 o 
eter si-p of stic'l tochnical assistance 1y tHu, 

Ironef ici arios mi qcbl have cont ril',t 'e- to i ncroa.-zcd 
prco-uct i n aol I-inmher inc iom to the b-nefi1caries. 

jlso, Pocomrkn(at:ion 3 (9) sHol e ,jelted as it lotir not 
relate to Prolect 2(3. 

Page 2 	 TheT two nararaphs on [Ibis paqe alpar to he inconsist-ont as 
reqards a statement of what the BFA mesponribi 1i ties are in 
relation to providinq Technical Assistance. V'e aoree that the 
PFA was not Io provid, teMtninIcal assistance to the 
beneficiaries, except in areas 1i r vct:lV 'O! ated to otat,ii nng 
credit, i.e..on app1 m'at-ions nd project aial ysis, etc. 

Page ?4 	 Dace '4 again ro.fuse-s the, r-sponsilhi I itV of the cre, it aqents
wi t:h those o t:He ext-ension servic.. BFA arjents ai- su oxl-
to qive adxv'so and ans-istanrce in area pertaining to 1cnn 
amli]cat-os armt roiec- analysis. Tie rest of the technicalassistance needs of the farmers should be obt-ai ned from ether 

source&. 

"'he last paracrpl, of t-a-q, 24 shoulI I-(e rer] {,tten de-tl(' inq the 
crit isi sn of BFA for not ciivi nq thei r aqlnts trailni no il farm 
management. and! coopert I v orqanl zat in. J s never w-n 
contemplatced in the trainino of ('roit:. Aqonts. 

http:Fipres.as
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Paqe 25 	 The last sentence of t-he mile paraqraph shouil( be cnIq to 
read: 

Pett-or tire of tlii l assistance by the 1oneficiaries 
mi(iihF Wave cont rihuLt:ed to i ilcreas&m prclrction aryl ]hiq r 
incoine to tHe 1-onoficiarios. 

Pace 2? 	 .7 copies oF th-f, scope of k-,or- for tbe lDelni tte, U',as in. & 
5 e! 1 cptrrc, W-i t -ho 1-he1A Mlicb hte f.li: .sior snt to PT in 
reqponse, to- orj i irvi 1l);PJ v ro than a)l~jqnitel 1v a~r ; the 
rc-xii roments to ('1 r ,-r nmnrKat-Jio s 4 1,) a-i] c). 'heo 1, fI & 
F contract hIs (-ormplet,-N f-hp Firsf-phase whrb inc l riN1 the 
(Y. lCCflnn ove- t-]ho (xrninhpi c'i -ion I-etweeon (nd-fl1Ft1'rs al-K 
prc-oramli-rs. h1,ereFore, v:,- recuiost- tbat the H mnl rop-ort
irdijcate tlat these ravrimerWat j rae conrsi,] re9 t) M closed. 

cories oF P,AttachN I ron th T),1, F ! roporft pe-rtalni irw to their 
Srrve\,5 of onlO rmnors iI I - I -y,' to i InI(1X'()1-1.V)I t , (rI nt'eo.s 
into the informat ion syt, wprraraw. 

ThI i st of (ccument- stliitted (at t-achol ) are: 

1) Pnnpx 1. 	 D-finaticn of ta!:1.7 vnl prioriti.eFs estahl ishrN-l 
a-, pe-r texchr-ical nrc'xisa!1 

2) Annpx 2. 	 General (,siqr of thbe ATF-' for PFA 

3) Annox 3. 	 Waliclaticn of the nenera losion (annex ?) in 
the form of the ininntPF nf a seominar hll ] , PFA 
on 11i ov. PrIn tl 2r, "!Ov. PC-. 

Pace 9p 	 We Suclqet tht h-e so't ion H Issr I-e e anl t he foil Cwirn 
reardinc the in-etrim .Pystop, le de etev1 fror t-, report. We 
aqree that the 1-isic 1at ion cisf-alin to rnputerof ade(lti 
system lvir 1-on tnroasna]-!, (telay Od. llowevr, i nteri m 
system war: iit--ij7e( 1- the Pank. Prhraps not -is oriainally 
ii(t)0( to nrovirte a ciici!k .tart- on ivi roviri t-l,(-,i r wst ms ar-t 
re-rts, 1,W- it war uti N:-. V!hat .' ,appa,,rt - 1av,-tve Ie-re is 

fferoncofi o r en I et-vavc e':pwrt - PF'J\,2''X',1 lt'a I 
0onsul tI frw H, 1, , now PileC .I IFirm , 8, ari tHe ,-,rf. of 

thin c-Inyx ii]H- -t - I)i (i Y )Vi no t echn-iIol n,(T wiui )! vi rt11, 1 

'7hr on iAMmchlarqes vxkl v. roripnirmts thA int.riin s'i Iv al l it tie 
to the ma ior f.ir7iq nF th, (0lay in in .tallat i(n of an 
arlelti t r\' strnM. Wo recqp(,st that all referpn coF fo it W, 
dtrolrTwt. if it is st i irain taine-t i n the reporL, a 
mtissionnomn-nt fullyh t a]-OVP zi ry(or-rrait-ncr v trruront shtllul(l 
1-t inc'lit(!(Yl ;t t e, on(-] of t-ho r.(v inn 



_ _ 	 Appendix 1. 
Page 	 9 of 9 

Pa~qe ?Jl
35 Wp ontrihnu to otiest ion Qph statemnent~s that :1-to 11 loonip
 

icsentifie a s irlel jihiO-e I"~r tO and i 
 ors are it-ht: no l v invbilncr 
niorp tbat- rNoasrsiFi caLinn of furwliInq sourc(-.-. '!i lr ,pes 
wb icb wo rov i c'.'t i ccli cof-ed FVhoU Hie 11 1c)ris were oriain.cal lv 
clssif i n! as '1 gile for fnol1inn from "roll1over"' fiNls, av:
 
sublsern 'out 1y rloncfc 1 atU the ~ci i roi o ffj c, For Allj)
 
re i mInh r.,-rienLt . N'otb i nor i n Vbhe reyI-xt , (or i I) Litwrpixr
 
Stater; w-y, or on who.ef- Iv! i s the ( lot-ore i Ivilt o~n hla! iec.n trade 
Mhalt- hey are Molel i i hi ' for ArDi fi nan i ncl (n the, (\tnr-irv
f tihev 1ioti 1-cer rP1iclib frOir. ml nycr F inonrki, onle ivxiil~i 

ipssn t iat thov al1so lu e 110iblie for direct f i nviln1-wo l'dfl 
Fsice rol over FIirrFv Fire tn be fo Hiei FUs-I[rne phrx 5AS 
the orina 1 Frr. 

',-re v)rnmrllatUi cis, ith[ t 1Po I. j lri zo of roomr(IInrc) hrt ion ' 

Mane 
716 	 We recoi nw,,r-r I s 5so (x 1 0 ro(ipCed i n i t-s on re Iy, Tf youi 
thi ck itUSilqWMI at C~FIVAN' itUcMAPSt A- itino l i n C)Lher 
Pertient. NT oe- rmionl. rt is pur-lyt a ml-Lt or of 
interpro-atjon o)F tie rontIlioinp Ail we will (' 1U 1I0 t.(
disaq rr' on. I ' ef fort on pr-oiryt nleet 10 p r ne''\ 

recrdVoo-i rx IS nn-c> s tent in tl FUNicr case and3 nri cl in)
the soeerfil TlPh" F)]l i I is .I nureiv 1 roprt-l j
'-xero £e c' lith1e of real1 so. "to MIilst ofXV11 aio-onp Ij i sh-1*p 
\7o111 ow.n paIrU 11 oif U011 r 0ie~lo Uto es UA:1i sh a1 lowvs us 
gorit: ten proon."1 rr to 1 (I() n whi-et 1no y;'. lt7~ i t r tI s
Fr d ino nI' - Tf- 'on ll o ' t ffrc I tf , ar!(Vy f~ii i 

your i nt rnUi in of tlu, rfxlril,-0 ior to sa\' is Ipro-Thilil-(1, 
theon lo3 - it.snc 

"1(1paip 	?0 sooco] Ucesees to 1-(- on overstnierpent of the 
1irdersta FF n f Me Crmpu t-er sect-ion, I ';a 1 1 ;vi rt of tHie 
tot-al prrnimx' 

"The, 1ast r'-1rajiph s 'cr)1 1 vd 0)pl as orrnn ioidv 

Pane 41 Ve Q-i 1l felIl St- monoK 1V 3' Uhej P''st- l nt 1-,1 Te Um,<7r.I Uc)l r 1ow', 
"'o'FIvi i il"jo' was- IeeL an o"val Iva io, Fjoirl~i not 1-o roneFn as
si ich and1 i s rvot vv'iUH,U'O ffort-0U fo 1o-npt_ On. IWe Can noL1 

U cato''r' i(fpirt- or '!ij5(ire don 1-' Sc-,p iir'idinic- of 
oroan-iv:abinicr 	 an of C~ia I'N rretw- it I',' lrna it',' 
rosr-olo! to. 

(7(: MO-Iiouteri, D[ I R 

NAOM. jtI, AMDO 
KElin, RDO 
DBoyd, PRJ 
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LIST OF RECO.vENDATIONS 

Recommendation No. 1
 

We 	 recommend that rJSAII)/I- Salvador, in conjunction with the Government 
of E1 Salvador:
 

a) 	conduct an analysis of the Salvadoran Agricultural Development Bank 
to f i ways of reduicing costs, increasing earnings, and simnlplifying 
accoulnting procedures; 

b) 	develop a time-phased plan inder whiclh the Agricultural Development
flank wi ti divest itse:f of non-banking activities such as ferti Iizer 
and 	pesticiude sales, grain storage, and marketing; and
 

c) 	clearly def ine Agricultural Developmient Bank's role in )roviding 
credit to the Agrarian Reform sector. 

Recommendation No. 2 

We recommend that USATI)/EI Salvador, in conjunction with the Government 
of El Salvador, obtain from the Agricultural Development Bank financial 
statements on refinanced and extended agrarian reform loans to Rhase 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 Bank has: 

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

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

c) 	established a training program for credit agents tha,t will include,
but not be limited to: advising Phase I benefici aries of a vailable 
account ing and managemelt services, and the cult ivat ion of 
non-traditional crops. 
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Recommendation No. I 

We recommend that USAID/E1 Salvador obtain evidence that: 

a) 	 vacant. positions in BFA's computer center have been staffed by 
competent indiviuluals; 

b) 	 the ,design at l installation of BFA's new computer system, including
its software, %ill adequately consider the needs of the personnel 
using the reports which are produced; and 

c) 	 effect ive channel s of communications between end-users and 
programmers exist to ensure that output deficiencies are corrected
proliptly and accitrately by the computer center. 

Recommendation No. 5 

We recommend that USA ID/B I Sal vador: 

a) 	 review a statistically valid sample of documentation supporting All)
funds disbursad to date to the Agricultural )evelopment Bank to 
ensur.e that the funds used under the Integral Line of Credit were for 
loans to eligible bene! iciaries, and recover any AID funds not used 
for el igible loans; 

b) 	 decide, based on the re Ii ability of the reviewed documentation,
whether further All) disbursements should be suspended or additional 
documlentation requi red with reimbursement requests to ensure 
compliance with Project Agreement terms; and 

c) 	 establish a procedure consistent with All) IHandbook guidance to 
periodically review reimbursement documentation submitted by the 
Agricultural Development Bank in order to ensure that such 
documentation is supported by reliable source data. 
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REPORT DISTRI BUTION 

No. of Copies
 

Director, (JSAID/E1 Salvador 5 

AA/LAC 2 

LAC/CAP/EN I 

IAC/DR 1 

IAC/DP 1 

LAC/CONT 1 

LAC/GC l 

AA/M 2 

GC 1 

LEG 1 

M/FM/ASD 3 

PPC/CDI E 3 

AA/XA 2 

XA/PR 1 

IG 1 

AIG/A 1
 

IG/PPO 2 

I G/ PSA 1 

I G/LC 1
 

tG/INS/CFIR 
 12
 

IG/ll 
 1 

RIG/II/T 
 1 

Other RIG/As I 


