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sitBIjR'lCT: )r:i ft Aud it Report No. 1-519-89-08, Follow-up Review of 
Recpmmendations 
 No. 6 and No. 4 b), Audit Report No. 
1-519-85-13, IJ II),/Il Salvador Private Sector Support Program
and Public Law 480 Local Currency Generations, dated September 
26, 1985 

The Reqion-l Inspector General for Audit/Tegucigalpa (RIG/.l/T) reviewed
the status of the subject audit recommendations. The Central Bank had
not taken appropriate actions to fully satisfy those recommendations. 
Therefore, we formally reopen recommenldation No. 6 of Audit Report No.

hutb-519-85-l3,the recommendation has been changed to make it 
consistent, under present circumstances, with the intent of the
recommerdation. Recommendation No. 6 is unresolved. We have not
 
reopeneu recommendation 
 No. i b) because the underlying issue is
addressed in reopened recommendation No. 6. Please provide your written 
response on actions taken to close the recommendation within the next 30
'lays. Any recommendation still unresolved after the 30-day period will 
he referred to the DleptIty Administrator. 

Recomhpndai t i on No , 6 

Auidit findin, No. 6 disclosed that many ineligible transactions were
sel cttel for at tribhution to A.I .1). disbursements because the Central
Bank's procedhures for selection were too limited to ensure the accurate
selection of eI igible transactions, it noted that the Central Bank's
Da)ti) Processing !)epartment hald designed and incorporated into the A.T.D. 

I,
 



dIta base most of 
 the elements needed to 
 establish a computerized
selection system. Furthermore, the change from a manual to acomputerized selection system could be made v.ithout a big investmenttime and resources. The finding concluded that changing systems 
in 

shouldgreatly reduce the ofnumber ineligible transactions selected for
attribution. 

Recomnendation No. 6 

We recommend that U'SMD/El Salvador verify that theCentral Bank has installed a computerized selectionsystem for attribution of import transactions to MID
financing. 

This recommendation was closed upon issuance of the report because the',tission had acontracted consultant to provide technical assistance tothe Central Bank to correct this otherand deficiencies identified in theaudit report. The following was stated in the original audit report: 

\ction Taken by USNIl)/El Salvador on Audit 
Recommenda titon 

Recommendation No. 6 is to be considered resolved onthe publication of this report because Arthur Young &Co. under a contract with UISNID/El Salvador are 
providing technical assistance to the Central Bank todevelop, among other things, a computerized selection
system by August 1985. e plan to perform afollow-up review in the not- too-distant future toverify that his system is operating effectively. 

In July 1986 the Mission provided RIG/A/T with a set of documentsprepared by Arthur Young and Co. The documents included a ofRequir,nqents and (Conceptual Design for 
"Report

the Control and Follow-up ofImports" w1hich described the computerized selection system the CentralRank was suipposedly qoinq to use identifyto transactions eligible forattribution to Econom1ic 
Salvador 

Support Fund (ESF) resources. However, USAID/El
Aiid lot provide evidence that it had re'luested tie Ceuitral Bank
 
to implem ent the system.
 

In Julv 1988, dTr iue a Follow-up review of the ESF program, the RIG/A/Tdetermined that the Central Bank had not implemented the computerizedselection system as previously recommended. According to an officialthe Central Bank, its building was damaged by the earthquake of October
of 

10, 1986, Wnl certain units of the bank were moved to different locationsthereby limiLin, access to its central computer system. This delayed theplanned implementation of the computerized selecti~on system. 
Our review determined that Central hadthe Bank improved its transactionselection svst em relationin to what was reported in September 1985.Hlowever, the Central Bank was somewhat dependent on USUID/Ei Salvadorcontractors for determining eli qibility of certain transactions.
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Furthermore, 
the Central Bank (lid not prepare and submit a final report

of import. transactions paid with ESF dollars as 
required by the "Separate
Account Operating Procedures" to USAID/El Salvador for its eligibility
review. Instead, A.I.D. contractors, who were hired to review the

transactions, prepared the reports from data accumulated in its computersystem from source documents provided by the Central Bank. This happened
because the Central Bank had not implemented the proposeo changes to its 
computer system.
 

In conclusion, althouglh the Central Bank had improved *ts ability to
select transactions to be attributed to ESF resources, it had not assumed
full responsibility for selecting and reporting such transactions
!JSAID/Fl Salvador as originally 

to 
intended by the program agreements.

Compliance with our recommendation to computerize the lection
s(: system

should provide the Central Bank with the capability to independently
prepare the required eligibility rerorts for USAID/El Salvador which werebeing prepared by -. I).D.-financed contractors (see Audit of USAID/E1
.alvador Balance of Payments Program). It should also improve the
efficiency of the procedures used by the Central Bank in selecting
eligible transactions.
 

M:inagemernt Comments 

IJ I)\ l Salvador (lid not believe that a computerized selection system
was justified because the Central 
Bank has established a manual systemthat aiccuirately selects transactions based on well-defined criteria. 
ISA\[I)!T1Salvador also took exception to our suggestion that the CentralBank personnel were not solely responsible for determining eligibility.

They st -ted that the selection decision is made exclusively by CentralBank personnel and not by an N.I.. contractor. 'JSNID/El Salvador alsostatet they plan to contract technical assistance to perform theindepenlent eligibility review and that any modifications to tile system
or the contracting of technical assistance will be the decision of theCentral 13ank, in cooperation with the Mission, as would be consilered 
beneficial and cost effective to the 
 program. UISA[D/El Salvador's 
complete comments are contained in appendix 1. 

Office of Inspector Yeneral Comments
 

In our opinion, the current manual system has not been adequatelyto determine whether the system can accurately testedselect transactions
 
without 
assistance provided by A.I.D. contractors. Between July 1985 and
%lay 1988, !USAIT)/B1 Salvador secured the services of the same principalconsultant umnder two contracts a.t a cost of $1,652,194 to review the
eligibility of import transactions selected by the Central Bank.Nccordlini to the contractors, they developed and maintained acomputerized data base for the transactions selected by the Centralbecause the Central 3ank .141 not have The data base 

Bank 
one. developed bythe contractors adte, to contract costs. The contractors stated theyuse., this dtat 
 base to identify duplicate and other ineligible

transactions and prepare their final reports to A.I.D. According to 



1985 

Central Bank and contractors' personnel, the Central Bank consultedthe \.[.D. contractors concerning the 
w- Lh

eligibility of .',ome transactionsbefore the Central Bank selected the transactions.
 

!JSNIID/E Salvador man-gement originally supported our
recommendations to establish a computerized selection systemnot implemented for the reasons stated 
but it was 

ISAI I/F I in this report. Ns indicated inSal vador comments to our draft report, current Missionm-)n:igement prefers to use manual rather aa than computerized selectionsys tem. The orininal intent of our 1985 recommendation was to ensurethat the Central !1ank had established an adequate system to accuratelyselect eI igihility import transactions. Thus it is not important whetherthe Central Bank uses a computerized or a manual selectioti systemonly that the system accurately selects the eligible transactions, and 
but 

does so without costly it
.l.1). technical assistance.
 

We formally reopen recommendation 
 No. 6, but because circumstances havechan!qed the recommendation has been restatel as follows in order to makeit consistent with the ofintent the original recommendation. 

tRecoliql!ia t ion No. r) 

1I"l )/F I Sal valor shoulI obtain evidtnce that the Central Bank system forselect in( (Iio:!le import transactions is accurately selectingtra-ns:ctions withoit assistance from A.l.D.-financed contractors. 

Recomendation No. 4 b) 

\udit Fintinq No. I disclosed amonq other things that ineligible importtransactions were attribute, to A.l.D). financing because the criteriaused for i Jcntifyin, eligible commodities and industrial subsectors wastoo general. It note] tha-t in
Fconomic Suipport Fund, 

order to maintain the integrity of thebetter controls should be established to identifythe commodities and industries that would be eligible for attribution to\11) financine. It concl lded that the andcommodity industrial subsectorcriter ia shoil,I b, ref ined an I that those refinements should be toclassify the transaiction on ai source used
document such as the Import PermitApplica tion '"orm 1". 

Recormmnerndation No. ,I 

We recommnenl that IJSA II)/F-I Salvador:
 

fin this report Part 
 a) of the recommendation 
been deletel because it is not pertinent.] 

has 

h) define the criteria for eligible commodities andindustrial suhsectors and obtain from the CentralBank evidence that it has implemented procedures 
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to use those definitions to record 
the commodity

and industrial subsector classification on a
 
source document such the Permitas Import

,pplication "Form 10".
 

Section b) was closed because the computerized selection system that wasto be installed by the Central Bank (see Recommendation No. 6 above)would address the commodity and industrial subsector problem. The
 
following appeared in the audit report:
 

Act ion Taken by USAID/El Salvador to Close 
jfecominw ideat ion No. 4 

All parts of this recommendation, (a) through (f), 
are closed upon the publication of this report
because of corrective actions taken by USAID/E1
Salvador on our audit findings and the draft audit 
report.
 

[In 	this report Part a) of the recommendation has
 
been deleted because it is not pertinent.]
 

Part (b) - The implementation of the computerized
selection system Which will use the Tariff Codes
(N!J(:A) and Industrial Use Codes (CI I) to 
select eligible transactions by commodity and
 
private sub-sectors should help to correct this 
problem. 

JS\IID/EI Salvador proviled us with evidence that it had defined thecriteria for eligible commodities and industrial subsectors. Since the
Central Bank has continued to perform a manual selection of transactions 
to be financed with lSF resources, such guidance was toneeded minimizedifferences of opinion on how to commoditiesclassify and industrial
subsectors. We consider 
that the Mission has complied with the part 
of
the recomnmendation 
 that reads: "...define the criteria for eligible

commodities and i,tlustrial subsectors..."
 

The %iss ion .1 not provide evidence that the Central Bank hadimplemented ,'oceduires to use the definitions to therecord commodity andindustrial sulbiector classification on a source document such as theimport permit application "Form 10". Our current review showed thatneither of the two source documents used by the Central Bank, "Form 10"
for approving the import transaction or "Form 15" for requesting foreignexchange, included adequate 
 information on 	 and
commodity industrial
subsector classifictions. For example, even though "Form 15" requiresinformation about the economic sector to be benefited, only five of theeight industrial subsectors considered eligible for ESF financing arelisted (e.g. commercial, agricultural, construction and 	 transportation).
Neither "Form i1)" nor 	 "Form 15" included commodity category data. As aresult, the Central !iank cannot readily collect information on commodity
categories and industrial subsectors for the selection of import
transactions using either a manual or a computerized selection system.
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We believe 
that 1JS19E1 Salvador should take appropriate steps to ensure

that the Central Bank has established procedures to properly classify
transactions by commodity and industrial subsector criteria. Theresultin , data should be used for input into the computerized selection 
system recommended in audit recommendation No. 6. Until this is done (or"ippropriate comparable actions are taken), we consider that the Mission 
has not satisfiet the second part of recommendation No. 4 b). 

Ma n-, ement Comments 

JS\lID/HI Salvador stated that a requirement to change the location of thetariff codes (N,\IJC.\) and Industrial Use Codes (CIU) is arbitrary and is 
not spported by an analysis of the added benefit or accuracy to the
select ion process. IJS:\I )/EI S,lvador requested deletion of the
recommendation from the report. Complete Mission comments are contained 
in appenlix 1. 

Office of Inspector ,eneral Comments 

We have not reopened recommendation No. 4 b) because circumstances have
chani:ed iin,l the underlying issue is addressed in reopened recommendation 
No. 6.
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APPENDIX 1 
(1 of 3) 

UNITED STATES GOVERNMENT 

m-emorandumDATE: January 18, 1989 

REPLY TO
ATTNOF: Mr. Richard K. Archi, D/DIR 

SUBJECT: 'Iission Response to the Draft Audit Report Reopening two
 
1985 Recommendations 

CoinageTO: Cor. Gothard, RIG/A/T 2 
- . :71 -. :3 

The subject draft audit report reopens two 1985

recommendations related to the Private Sector Support
Projram and PL-480 Local Currency Generations. These
recommenlations were ocijinally asissued Recommendations
No. ') aii] 4 (i) in Audit Report No. 1-519-85-13 dated 
Se)t e:uh C 2-, , 1 (935. 

Recom;neiat-ion No. 

InI 19D5 t-he RIGi found that many ineligible transactions
wer' s,r , 'tei [or at-tribiition to the program. Based
t-he.;,, fin ting.- Recommeudat ion No. 6 was proposed to 

upon 

conuplterize the selection process. During the September
30, 198,1 Gxit Cotiference the RIG stated that turing 1988they ha-1I t approxinately hun.relt e],es three transact-ions
,1[u Il 'i not tiselosed any which were ineligible. These
cesults demonst-rate tht- the eligibility selection processi,-; ctirrently funetioning very well. In fact, there is now
aIn accuri ate manual selection system operating at the,';hich i; basel tupon well-efirned 

BCR 
criteria. As such, the

oasis for the recommendation no longer exists. 

,-)n pages 3 and 4 of the draft report the RIG sugjests that
t he BCR is not solely responsible for determin-ing
eliii iity. 'Phis sugj'estion is incorrect. The selection

decision is mae manually, exclusively by BCR personnel,
ani not by an AID contract-or. None of the Grant 
A.jreements ,)r accountsopa rate procedures in )ilateral
agireeiments or ,4iiJs re'u ire or suggest a computerizedsyst-em. 'tFh dIesirability and extent of computerization of 
any syst,,u should, be basedi upon weighing the expected cost
to be iiicurrel- vs. the bone [it to be derived. 'The RIG has 
not lemost rat e, what benefit will be derived froin 

OPTIONAL FORM NO. 10 
(REV. 1-80) 
GA FPMR (41 CFR) 101-11.6 
50"0-114 

US OOVERNM[NT I'HINTINGOf rIICU g5- , ffl ! 



APPENDIX 1
 

(2of 3)
 

incurring the costs of further computerizing a selection
 
and reporting process which is currently functioning very

well. Cr rent ly, transactions are selected for
 
eliji')ility an:] then batched on a PC by the total amount
 
of each tr-nsfer of funds from the separate account. 
AJI)'s reJuiCeIent s be by simplycan met totalling these
 
batches tintil 
 they e.jual 'the total reimbursements from the
 
Se[ar ate Account [or the period.
 

Pie 71issioII is currently drafting an RFP to contract
 
. -?chnii'l .7ssistance to perform the independent

eligibility review of all transactions, as well as, to
 
":PuIact price verification on selected transactions as
 
'iluire] 
 b.y section VIII.G. of the Operating Procedures 
[,or the 3,:x~rate Account. Any additional mod i fi cations to

the -3y3tei, ot contracting of technical assistance 
will be

the decision of the B3CR, in cooperation with the Mission,
 
is woul 't)(e consi,dere] beneficial 
 and cost. effective to ne [)rojr:~ inl. 

In sinmacy, the RE'; has not lemonst rat e:1 by appropriate
 
tr'nn i ci (computerization) analysis the progra-n'6

Ieficioiucy in the current selection tprocess. 
 The process,,h i ch / is very na-ture iS t aemnoracyis cur rent Ily 
f-,11(- ion i ve ry gel L. Thecefore, the Mis5sion requests
,]e!tio i of thi: rcomnition from the draft report. 

Rlecomin i. tion 4o. 4(b): 

On p h6g,of t-he lr i ft report the RIG notes that the 
.'4i:ssion prD'vidle2 evidence that the program has adequately
"lefinel the criteria for eligible comnmodicies and 
industrial subsectors... ". The selection system currently
k.soi ')y the IICR utilizes the tariff codes (NALJCA) and 
I11uus tril [lse Codes (CI U). The system need not be 
'onp9u t e ' i , 1 ;, these- codes. 

r,10 '3 (co p. r POf thae recommendation requires that these

'2,ii be cuto ;r, (), I "Pov- I 0". rhese codes 
 already ar-pear 
on the "Fu'orm 15", the "PoIiza d e Importaci 6 n" an,] the
"Fi? " rrLut -al .1 )f which are located elsewhere in the 
t rausi(ct io file. As such, they are readily available to
BCtZ personnel, 4h- ma< the elijibility determinations, as 
we~l a,3, in,lependent reviewers. The requirement to change 
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toe 1oc.ation of these codes to the "Form 10" (theaL)lication focm) is arbitrary and is not supported by an
analys;is o( added benefit or accuracy to the selection
)roce.s. The RCR personnel intervieweI by the Mission 
co Li~ see no benefit to the change. The Mission requests
thel iletion of the recommendation from the draft report. 

Other 

EligihiLiy criteria are well-lefined in the OperatingProcedures for the Separate Account, Section V. 

RO: o f
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REPORT )TSTR[IBUTION 

No. of Copies 

Director, 
A/LAC 

IJS,\ID/EI Salvador S 
2 

L\C/DR 
I\C/I)P 

1 
1 

LAC/AIt/EN 1 
1.AC/CONT 1 
LAC/ CC 1 

RL \ 
-!A/XN 
X\!IR 2 

1 

LC 
1 

,'F/! SD 
2 

PPC/CI) IE 
3 

I, 1 
Al ,/AX 1 
I 6/PPO 

2 
IG/U: 
[ /;\k/ACR 1 

12 
IC!I 

1 

'UG/T/T 1 
Other RITG/C.s 1 


