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MEMORANDUM

TO: Director, USAID/E1 Salvador,gﬁenry Bassford
' ) L 44 /2, I;)(Ovd Fu !

FROM: RIG/A/T,‘C%fnSQé g, Gotha;d, Jr.

SUBJECT: Audit of Selected Local Currency-Financed Activities of the
National Commission Cor Assisting Displaced Population in El
Salvador

The Nffice of the Regional Inspector Generai Ffor Audit/Tegucigalpa has
completed its audit of the Local Currency-Financed Activities of the
National Commission for Assisting Displaced Population in El Salvador,
Five copies of the audil report are enclosed for action.

Fhe draft audit report was submitted to you for comment and your comments
arc attached to this report as appendix 1. The report contains three
recommendations. The three recommendations are resolved but open pending
Mission action. Please advise me within 30 days of any actions taken Lo
implement these recommendations.

[ appreciate the cooperation and courtesy extended to my staff during the
audit.



EXECUTIVE SUMMAL.(

In 1980 many Salvadoran families abandoned their homes in areas affected
by armed conflict and sought refuge in other parts of the country. In
1981 the Government of El Salvador established the National Commission
for Assisting Displaced Population within the Ministry of Interior. In
coordination with national and international agencies, the National
Commission has helped displaced persons to return to their original
hometowns and introduced them back into the country's social, political,
and economic processes. The National Commission for Assisting Displaced
Population provided food, clothing, housing, and medical care (o
encourage this hometown repatriation for 400,000 displaced peisons.

The Repional Inspector General for Audit in Tegucigalpa (RIG/A/T)
performed a limited scope program results and compliance audit of the
National Commission for Assisting Displaced Population's activities Ffor
1986 and 1987. The specific objectives were to determine whether the
National Commission (1) provided housing to displaced persons as planned
and (2) complied with selected GOES laws, regulations, action plan
requirements, and sound management principles.

In 1985 and 1987, the National Commission did not provide new or improved
housing to displaced persons as planned. Furthermore, the National
Comnission did not always comply with Government of El Salvador laws,
regulations, approved action plans, and sound management principles.
Except as stated in the reported findings, the audit tests disclosed that
the National Commission used the funds for eligible purposes.

This audit identified several problems in the National Commission's
operations that were largely caused by deficiencies in the Technical
Secretariat for External Financing's regulations for the extraordinary
budget. These findings along with examples from other projects funded by
Secretariat for External Financing are presented in our Audit of the
USAID/E1 Salvador Local Currency Program.

This report contains three findings: (1) the National Commission largely
mismanaged the procurement, receipt, storage, distribution, and assembly
of prefabricated housing and other facilities, (2) the National
Comnission did not use project vehicles as intended, and (3) the National
Commission paid value added taxes on purchases contrary to its creation
law.

According to its 1986 and 1987 action plans, the National Commission was
to provide housing tc 1800 displaced families. However, the National
Commission only provided housing to 70 families because it poorly managed
the project housing component, As a result, the National Commission
largely wasted the $665,484 in extraordinary budget funds expended on
this component of the project and the funding did not reach the intended
displaced persons. The report recommends that the Government of El
Salvador reimburse the extraordinary budget for Ffunds not properly
managed.  USAID/El Salvador agreed with this Ffinding. (Management
comments are attached to this report as appendix 1.)



The National Commission's 1985 and 1986 action plans budgeted the purchase
of vehictes for project use. The Minister of Interior and Vice Minister
of lInterior for Social Development were using three National Commission
project vehicles. The National Commission had relinquished control of
these vehicles because the officials had directed that the National
Commission assign them the vehicles. As a result, these officials used
project vehicies for purposes that did not benefit the project. The
report recommends that the Government of El1 Salvador reimburse the
extraordinary budget for cost of vehicles not properly used or return the
three vehicles (o the project and pay an appropriate usage cost for the
time misused. USAID/El Salvador agreed with this finding.

The National Commission paid a value added tax of $26,4:50 for the purchase
of prefabricated housing, schools and medical units. The law that created
the National Commission exempted it from paying all taxes. Aceording to
the National Commission, it paid the tax because the Court of Accounts has
not issued clear instructions on how an agency could obtain an excmption,
However, the Naticnal Commission did not obtain a legal opinion from the
Government of El Salvador Attorney General on its tax exemption status.
By using project funds to pay the tax, the National Commission bought less
units and benefitted fewer displaced persons. The report recommends that
the Government of El Salvador determine the tax free status of the
Naticnal Commission, USAIN/EL Salvador agreed with this finding.
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AUDIT OF
SELECTED LOCAL CURRENCY-FINANCED
ACTIVITLES OF THE NATIONAL COMMISSION FOR
ASSESTING DISPLACED POPULATION IN
EL. SALVADOR

PART T - INTRODUCTION

A. Backgrourd

In 1980 many Salvadoran families abandoned their homes in areas affected
by armed conflict and sought refuge in other parts of the country. In
1981 the Government of El Salvador (GOES) established the National
Comuission for Assisting Displaced Population (the National Commission)
within the Ministry of Interior. In coordination with national and
intzrnational agencies, the National Commission has helped displaced
persons Lo return to their original hometowns and introcuced them back
into  the country's social, political, and economic processes, the
National Commission provided food, clothing, housing, and medical care Lo
encourage this hometown repatriation for 400,000 displaced persons.

The GOES financed some of the National Commission activities with local
currencies made available under A.I.D.'s Economic Support Fund (ESF) and
Public Law 180 Title I programs. These local currencies are provided as
a condition for receiving ESF and PL 480 grants and loans, and they form
part of the GOES extraordinary 1/ budget; the GOES and USAIN/E! Salvador
jointly program their use. The Ministry of Coordination and Planning of
the Social and Economic Development 1is responsible for managing the
extraordinary budget through its Technical Secretariat for External
Financing (the Secretariat), The Ministry requires all GOES agencies
receiving extraordinary budget suppert Lo prepare action plans to show
how they will wuse the funds. The Secretariat is responsible for
approving and monitoring the implementation of these action plans.

In 1986 and 1987, the Secretariatl approved action plans for the National
Commission covering $3.2 million of 1local currency equivalent. The
National Commission planned to use these funds for salaries, procurement
of houses, transportation expenses, food, vehicle, and construction
material purchases.

1/ Extraordinary budget resources include 1local currencies generated as

T a result of foreign agreements. This report only covers the
administration and use of extraordinary budget resources associated
with agreements between the lnited States and the GOES.
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USAID/EL Salvador's Office of Development Planning and Programming Office
is responsible for the Mission's overall management of the local currency
program, USAID's Community Development Division of the Infrastructure,
Intearated Regional Development and Farthquake Reconstruction Office has
been responsible for monitoring the National Commission project.

B. Audit Objectives and Scope

The Regional [Inspector General for Audit  in Tegucigalpa (RIG/A/T)
performed a timited scope program results and compliance audit of
National Commission activities for 1986 and 1987. The specific
objectives were Lo determine whether the National Commission (1) provided
housing to displaced persons as planned and (2) complied with selected
GOES laws, regulations, action plan requirements, and sound management
principles.

The audit covered $3.2 million in local currency that the National
Commission had expended Erom the extraordinary budget to finance selected
project activities., The audit tested 2lmost $2 million of these funds
(sce exhibit 1). RIG/A/T selected the National Commission for audit, in
particular the housing component, because of YSAID/El Salvador and
Secretariat concerns that the project was not achieving its objectives
and significant problems were said to exist. USAID/El Salvador financed
and contracted the local auditing firm of Price Waterhouse Lo assist in
this audit. Price Waterhouse aulditors worked under the direct
supervision of the RIG/A/T auditors.

To accomplish the audit objectives, RIG/A/T and Price Waterhouse
personnel interviewed officials and reviewed records at  USALD/F1
Salvador, the National Commission, the Court of Accounts, and the
Secretariat. Price Waterhouse visited (wo project sites to inspect
prefabricated housing distributed under the program and a supplier's
warehouse Lo do an inventory. Audit field work was conducted from May 2
to November 7, 1988, We limited review of internal controls and
compliance to the findings in this repor' and performed the audit in
accordance with generally accepted government auditing standards.



AUDIT OF
SELECTED LOCAL CURRENCY-FINANCED
ACTIVITIES OF TUE NATIONAL COMMISSION FOR
ASSISTING DISPLACED POPULATION IN
EL SALVADOR

PART I - RESULTS OF AUDIT

In 1986 and 1987, the National Commission Ffor Assisting Displaced
Population (the National Commission) did not provide new or improved
housing to displaced persons s planned. Furthermore, the National
Commission dil not always comply with Government of El Salvador laws,
reaulations, approved action plans, and sound management principles.
Except as stated in the reported findings, the audit tests disclosed that
the National Commission used the funds for eligible purposes.

This report contains three findings: (1) the National Commission largely
mismanaged the procurement, receipt, storage, distribution, and assembly
of prefabricated housing and other facilities (see finding No. 1), (2)
the National Commission did not use project vehicles as intended (sce
finding No. 2), and (3) the National Commission naid value added taxes on
purchases contrary to its creation law (see finding 3).

The report recommends that 'JSAID/El Salvador not approve any more funding
for the National Commission until the GOES has reimbursed the
extraordinary budget for the equivalent of $665,484 spent on housing and
$14,280 spent on vehicles., 1L also recommends that the GOES Attorney
fieneral determine the tax free status of the National Commission.

The "Other Pertinent Matters" section of this report identifies several
problems in the National Commission's operations that were largely caused
by deficiencies in the Secretariat's regulations for the extraordinary
budget.  These findings along with examples from other Secretariat
Financed projects are presented in our Audit of the USAID/El Salvador
Local Currency Program.



A. Findings and Recommendations

1. The National Commission Mismanaged the Project Housing Component

According to its 1986 and 1987 action plans, the National Commission for
Assisting Displaced Population (the Nalional Commission) was (o provide
housing to 1800 displaced families. However, the National Commission
only provided housing to 70 families because it poorly managed the
project's housing component. As a result, the National Commission
largely wastei the $665,481 in extraordinary hudget funds expended on
this component of the project and the fuiding did not reach the intended
displaced persons.

Recomnendation No. 1

We recommend that YSAID/EL Salvador not approve the financing of any new
action plans for the National Commission for Assisting Displaced
Population until the  Government of El  Salvador reimburses the
extraordinary budeet for the equivalent of $665,484 that the National
Commission spent on prefabricated houses, schools, and medical units.

NDiscussion

According to the 1986 and 1987 action plans, the National Commission was
Lo provide housing to 1800 displaced families. tlowever, the National
Commission only provilel housing to 70 families because it poorly managed
the  precurement, receipt, storage, distribution, and assembly of
prefabri_aied housing, schools, and medical units  for the following
reasons. Firse, the National Commission purchased expensive
prefabricated houses instead of less costly adobe or temporary houses as
originally planned. As a result, the National Commission could only
purchase 480 houses and other facilities from available funds (equivalent
to $665,484 from the extranrdinary budget and $87,126 from the ordinary
budget). [t made these purchases even though USAID/El Salvador had not
agreed (o the purchases in the jointly programmed memorandums of
understanding (MOUs) and had objected in writing to the General Manager
of the National Comnission and the Minister of Planning to the last
purchase funded from the 1987 action plan. Second, many of the
components for the prefabricated units were missing because of inadequate
receiving and inventory control procedures. Third, the National
Comnission distributed only 140 of the 480 prefabricated houses and none
of the other Ffacilities because the Salvadoran Institute for Agrarian
Transformation had not provided sufficient land for them. USAID/E1
Salvador stated that the Natiional Commission cuuld have used the houses
in a number of other sites where displaced persons were living in poor
conditions, such as in some of the displaced persons' camps. Of the 140
houses delivered, it only used 70 because housing requirements were over
estimated. Finally, miny of the 70 houses distributed were not properly
assembled and were occupied by persons (41 houses in total) not
registered as displaced persons. This report has presented a detailed
explanation of these management deficiencies in appendix 2.



As a result, the National Commission has largely wasted the extraordinacy
budget funds expended on this component of the project. For this reason
and because USAIND/El Salvador did not agree with the purchase of the
prefabricated housing, we believe the GOES should reimburse the
extraordinary buwdget for the $665,484 that the National Commission spent
on prefabricated housing and other Facilities.

Management Comments

USAID/EL Salvador agreed with the finding and stated it would request the
reimbursement of monies referred to in this recommendation. They also
stated they had written the Ministry of Planning indicating they would
not support further funding of the National Commission by the Secretariat
unless certain measures were Laken Lo improve the control of funds at the
National Commission to ensure compliance with agreed upon objectives and
puidelines. A complete text of USAID/El Salvador comments can be found
in appendix 1.

OfFice of Inspector General Comments

The recommendation is resolved based on management comments, and it can
be closed when USAID/EL  Salvador provides evidence that the
recommendation has heen implemented.



2. Government Officials Used Project Vehicles for Unauthorized Purposes

The National Commission for Assisting Displaced Population (the National
Commission) 1985 and 1986 action plans budgeted the purchase of vehicles
for project use. The Minister of Interior and Vice Minister of Interior
for Social Development werec using three National Commission project
vehicles. The National Commission had relinquished control of these
vehicles because these officials had directed that the National
Commission assign them the vehicles. As a result, these officials used
project vehicles for purposes that did not benefit the project.,

Recommendation No. 2

We recommend that YUSAIND/El Salvador not approve the financing of any new
action plans for the National Commission for Assisting Displaced
Population until:

a. the Sovernment of El Salvador has reimbursed the extraordinary budget
for the equivalent of $44,280 that was spent to buy the three
vehicles in 1985 and 1986; or

b. the Ministry of Interior has returned the three vehicles (o the
project and an appropriate usage cost levied and collected.

Discussion

The National Commission planned to purchase 14 vehicles for project use
under its 1985 and 1986 action plans. The actlion plans budgeted the
vehicles  for use directly on  the displaced persons project.  The
assistant  general  manager of  the National Commission stated that the
purpose of these vehicles was Lo transport project personnel, to deliver
fool and clothing, and return displaced persons Lo various project
locations for resettlement. The General Budget Law of FEl Salvador
prohibited the use of government owned vehicles for the direct personal
use of Government of Kl Salvador (GOES) employees.

The Minister of the Interior tused a 1986 Daihatsu Rocky F-70 LVR
(purchase price $15,160). The Vice Minister of the Interior for Social
Development used a 1986 Micro bus Subaru KJ6 LHIGH 4 wheel drive vehicle
(purchase price $10,800) and a 1985 Suzuki SJ413 Jeep (purchase price
$18,320). Fxpenditures for these three project vehicles Ffrom the 1985
and 1986 action plans totaled $44,280.

The Minister of Interior and Vice Minister of Interior for Social
Development have no direct day-to-day implementation responsibilities and
have only the limited oversight role of: establishing policies and
guidelines for the National Commission; approving the budget and the
salaries of National Commission officials; serving as the 1egal
representative for the National Commission; approving plans, programs,
and projects submitted by the National Commission; and coordinating
actions of other organizational entities involved in the displaced
persons project.



The assistant general manager of the National Commission stated that
thesec vehicles are no longer assigned to the project because the Minister
of Interior and Vice Minister of Interior for Social Development directed
that they be assigned to them., The Minister of Interior and Vice
Minister of the Interio~ for Social Development have not complied with
General Budget Law requirements that GOES officials not use government
vehicles for inter urban transportation to and from work.

Also, the National Commission did not have any form of control over the
use of vehicies. Two other vehicles had been wrecked by National
Commission personnel allegedly while on personal business. We believe
vehicle usage log books could help to prevent National Commission
employees from using project vehicles for personal use.

Since the National Commission did not have possession of its vehicles, it
could not use them to meet its program objectives to return and resettle
displaced persons. We concluded that a refund of $44,280 be sought from
the GOES because the project vehicles located in the Ministry of the
[nterior were not used for project benefit.

Management Comments

USAID/El Salvador suggested the recommendation be worded so that the
Ministry either reimburse the National Commission for the original cost
of the vehicles or return them and pay a uusage cost.

Office of Inspector General Comments

We have modified the wording of the recommendation as suggested by the
USAID/El Salvador. The recommendation is resolved based on management
comnents, and it can he closed when USAID/El Salvador provides evidence
that the recommendation has been implemented.



3. The National Commission Paid Value Added Taxes Contrary to Its
Creation Law

The National Comm.3sion for Assisting Displaced Population (the National
Commission) paid a value added tax of $26,460 Ffor the purchase of
prefabricated housing, schools and medical units. The law that created
the National Commission exempted it From paying taxes. According to the
National Commission, it paid the tax because the Court of Accounts has
not issued clear instructions on how an agency could obtain an
exemption. However, the National Commission apparently did not obtain a
lTegal opinion from the GOES Attorney General on its tax exemption
status. By using project funds to pay the tax, the National Commission
bought less units and henefitted less displaced persons.

Recomnmendation No., 3

We recommend that USAID/EL Salvador obtain evidence from the Technical
Secretariat  for External Financing that the National Commission for
Assisting Displaced Population:

1. has obtained a legal opinion from the Government of El Salvador
Attorney General regarding its proposed tax free status; and

h. based on the legal opinion, (i) has recovered the value added tax
from the supplier if the Attorney General approves the exemption or
(ii) has verified that the supplier has paid the tax to the
appropriate government taxing agency if the Attorney General denies
the exemption.

Discussion

On May 9, 1988, the National Commission paid $529,210 to purchase 280
prefabricated houses, five schools and six medical units without
exempting itself from the five percent value added tax totaling $26,460.

According to chapter 7, articles 14 and 15 of the law creating the
National Commission, this agency is exempt from paying taxes, customs
duties, port authority charges, etc. Also, according to article 4t of
the Stamps and Sealed Paper Law dated November 1987, all Government of El
Salvador (GNES) institutions, when transacting official government
business, are cxempt from paying the Ffive percent value added tax
normally required on all purchases.

The National Commission apparently paid the tax because the exemption
instructions issued by the Court of Accounts confused National Commission
officials. Also, no one at the Secretariat or the Court of Accounts
reviewed documentation at the Naticnal Commission Lo ascertain if it was
paying this tax. ‘owever, the National Commission apparently did not
obtain a legal opinion from the GOES Attorney General on its tax
exemption status,



The National Commission paid an excess of $26,460 to the supplier and as
a result had Lo forego the opportunity to purchase about 15 more houses
at $1,712 ecach. Also there was inadequate assurance that the supplier
had remitted the $26,460 to the GOES because government purchases were
exempt from the value added tax.

We concluded that USAID/El Salvador should obtain evidence from the
Secretariat that the National Commission has obtained a legal opirnion
from the GOES Attorney General regarding its proposed tax free status and
take appropriate corrective action based on the opinion.

Management Comments

USAID/E1 Salvador concurred with the recommendation.

Office of Inspector General Comments

The recommendation is resolved based on management comments, and it can
be closed when YUSAID/El Salvador provides evidence that the
recommendation has been implemented.



B. Compliance and Internal Control

1. Compliance

The review of compliance was limited to the findings presented in this
report. The audit disclosed the following six compliance deficiencies.

First, the National Commission for Assisting Displaced Population (the
National Commission) purchased prefabricated houses although the 1986 and
1987 action plans did not authorize this purchase. As a result, project
shelter goals for displaced families fell far short of plans (see finding
No. 1).

Second, persons not registered as displaced families occupied 41 of the
new houses (sece finding No. 1).

Third, the National Commission delivered 140 new houses to project sites
not identified in acltion plans as being high priority areas for the
placement of housing. High 1level Government of E1 Salvador (GOES)
officials directed that houses be placed on these sites (see finding No.
1, and appendix 2 for details).

Fourth, the Minister of Interior and Vice Minister of the Interior for
Social Development diverted three project vehicles from the project to
supply their interurban t(ransportation needs. As a result, project
implementation activities have suffered and the officials did not comply
with GOES laws regarding vehicle usage (see finding No. 2).

Fifth, National Commission officials paid value added tax on its housing
procurements contrary Lo its creation law. As a result, the project lost
$26,460, reducing the number of new houses that it could purchase (see
finding No. 3).

Sixth, contrary to applicable ESF agreements and good management
procedures, the National Commission did not maintain documents related to
project expenditures for three years after the date of the last
disbursement (see Other Pertinent Matters).

2. Internal Control

We Llimited the review of internal controls to the findings presented in
this report. The audit disclosed the following six internal control
deficiencies.

First, various coordinating elements of the National Commission, such as
the purchasing committee and the social promotion office, did not
adequately coordinate their activities. As a result, the National
Commission purchased houses hefore obtaining sufficient land (see finding
No. 1, and appendix 2 for details).

Second, the National Commission did not follow adequate physical

verification procedures (o ensure that it received goods and services
prior to payment (see finding No. 1, and appendix 2 for details).
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Thirl, prior to delivery, the National Commission did not verify the
number of houses needed at Hacienda Esquintla. As a result, it delivered
more houses Lo the site than nceded and left the unused houses in open
areas subject to theft and weather damage (see finding No. 1).

Fourth, the National Commission did not adequately control the use of
government vehicles. GOES officials diverted three vehicles from project
use, and National Commission personnel wrecked two while allegedly using
them for personal use (see finding No. 2).

Fifth, the National Commission procured houses on an emergency basis even
though it could not use houses purchased a year earlier because of
insufficient land. Thercfore, it made a needless and expensive
procurement with no possibility of using the houses in response Lo an
emergency (see Other Pertinent Matters).

Sixth, the National Commission made some procurements that the action
plans had not authorized. Sound standards of internal control would
require that significant changes to approved plans be documented and
approve? in advance by appropriate authorities (see Other Pertinent
Matters).

..11-



C. Other Pertinent Matters

During the audit, the following additional matters were noted.

First, in May 1988 the National Commission procured, with the approval of
the Committee Rector (the National Commission oversight body of seven
GOES Ministers), 280 prefabricated houses on an emergency basis that was
ncither prudent, cost-effeclive nor warranted by the circumstances.
Instructive 1204 authorized the foregoing of competitive procurement when
adequately justified and approved by the Secretariat. This happened
partly hecause Instruclive 1204 was (oo general concerning the
circumstances needed Lo justify an emergency procurement, As a result,
the National Commission used funds for purposes contrary to the original
action plan. This greatly reduced the number of houses that it could
provide to displaced persons. We have presented this issue along with
examples from other Secretariat financed projects as a finding in our
Audit of the USAID/El Salvador Local Currency Program.

Second, implementing agencies have sometimes used funds for purposes not
authorized in the action plans because the Secretariat did not establish
appropriate procedures to authorize changes in plans. Action plans
approved by the Secrctariat established how the agency was Lo use project
[unds. Sound  standards of internal control would require that
significant changes to approved plans be documented and approved in
advance by appropriate authorities. USAID/El Salvador approval was also
needed because the Secretariat cannot always control decisions made by
high level GOES officials. Many of these changes have adversely affected
the accomplishment of project objectives. This issue along with examples
from other Secretariat financed projects was presented as a finding in
our Audit of the USAID/El Salvador Local Currency Program.

Finally, the Economic Support Fund (ESF) agreements and good management
procedures required implementing agencies to maintain documents relating
Lo project expenditures for three years after the date of the 1last
disbursement. The National Commission did not comply with this
requirement for many transactions financed under the project becsuse the
Secretariat did not include it in its Instructive 1204. As a result, we
could not verify whether the National Commission has complied with GOES
laws and reguletions governing the use of extraordinary budget funds.
This issue along with examples from other Secretariat financed projects
was presented as a finding in our Audit of the USAID/Ei Salvador Local
Currency Program.
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THE NATIONAL COMMISSION FOR

Exhibit 1

ASSISTING DISPLACED POPULATION IN EL SALVADOR

ACTION PLAN EXPENDITURES
REVIEWED AND NOT REVIEWED 1/

Action Plans

1986 (April 86-March 87)

OTHER PERSONAL SERVICES
ON=-PERSONAL SERVICES
- Transportation
- Rent Warehouse Space
- Other

VATERTALS AND SUPPLIES
~ Construction “aterials
- Purchase Food and Lime
- Other

MACHINERY AND EQUIPMENT
- Vehicles
- Other

Total 1986

1987 {April 87-April 88)

GENERAL SERVICES
- Professional Salaries
- Workers' Salaries
- Other ‘
MATERIALS AND SUPPLIES
- Procurement Houses
- Construction materials
- Productive Projects
- Other
NON-PERSONAL SERVICES
- Transportation
- Jther

Total 1987

Grand Total

1/ Rate of exchange used to convert colones Lo dollars was ¢5.00 Lo 1J.S.$1.00.

EXPENDITURES

Not
Budpeted Total Reviewed Reviewed

$ 332,977  $ 332,244 $ - $ 332,244
354,012 344,971 89,133 255,838
14,627 14,627 43,363 1,264
21,251 24,116 - 24,116

213,273 242,147 242,147 -
324,808 324,808 261,420 63,388
100,497 100,382 - 100,382

151,555 118,905 148,905 -
24,000 12,701 - 12,701
$1,600, 000 $1,574,901 $ 784,268 $ 789,933

$ 228,244 $ 226,939 $ 226,939 §$ -

99,278 101,115 101,115 -
16,262 43,918 - 43,918

529,305 529,210 529,210 -
112,000 112,095 107,560 4,535
174,518 174,518 164,911 9,697
68,537 68,314 - 68,314
267,143 269,542 69,552 199,990
74,713 61,963 - 61,963
$1,600,000  $1,587,614 $1,199,287 § 388,327
$3,200,000  $3,162,515 $1,984,255  $1,178,260

o am et
=SS q2=z=T/n==
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Exhibit 2

(1 of 2)
SIMMARY OF SELECTED CONSTRUCTION MATERIALS PURCHASED
UNDER 1986 ACTION PLAN

Nate Description Quantity Unit Cost Total
6/23/86 Pine Joist, beams 123 9,75 ¢ 1,199,25
7/11786 Pine Joist, beams 123 9,76 1,200,48
7/11/85 Pine Joist, beams 2,000 9.80 19,600.00
3/26/86 Pine Joist, bheams 700 12.76 8,932.00
19/15/86  Pine Joist, hcams 1,162 12.70 14,757.40
17/17/86  Pine Joist, beams 300 12.76 %,828.00
11/25/%%  Pine .Joist, beams 1,000 16.00 15,000.00
7/11/86 Pine Joist, bheams 150 12.95 1,942.50
6723786 Pine Joist, bheams 150 12.95 1,942,50
Total 5,708 1/ ¢ 69,402,13
B $13,880.43
5/23/8% RafLers 312 9.00 £ 2,808.00
h/23/86 Rafters 1,296 7.20 9,331.20
7/11/85 RafLers 1,296 7.20 9,331.20
7/11/84 Raf Lers 312 9.00 2,808.00
T/11/84% Rafters 2,000 5.20 10,400.00
9/26/86 Raf ters 1,000 7.00 7,000.00
10715786 Rafters 1,500 6.08 10,688.00
19/17/86  Rallers 300 7.00 2,100.00
11/25/86  Rafters 800 8.00 5,100.00
7/11/86 Rafters 75 5.20 390.00
Total 8,991 2/ ¢ 61,256.40
B $712,251.78
6/24/86 Laminated Roofing Sheets 3x1 #28 550 44.61 ¢ 24,535.50
7/11/86 lLaminated Roofing Sheets 3x1 #28 120 44,61 5,353.20
7/30/84 Laminate:d Roofing Sheets 3x1 #35 185 21,80 12,028.00
7/17/86 Laminated Roofing Sheets 2x1 #28 579 29,74 17,219.46
7/17/8% Laminated Roofing Sheets 3x1 #28 116 14,61 6,513,06
7/28/86 Laminated Roofing Sheets 3x1 H35 540 28.00 15,120.00
7/11/85 Laminated Roofing Sheets 3x1 #30 1,000 34,60 34,600.90
8/20/86 Laminated Roofing Sheets 3x1 #30 1,000 33.00 33,000.00
8/28/%6 Laminated Roofing Sheets 3x1 #30 608 33.00 20,064.00
3/ 13/86 Laminated Roofing Sheets 3x1 #30 1,000 33.00 33,000.90
10/27/86  Laminated Roofing Sheets 3xl #28 1,330 36.00 47,889.00
11/5/86 Laminated Roofing Sheets 3x1 #28 1,400 31.00 417,600.09
5/17/86 Laminated Roofing Sheets 3x1 430 500 33.00 16,750.00
9/26/86 Laminated Roofing Sheets 3x1 #28 1,000 36.00 36,000.00
Total 10,258 3/ £349,663,22

I s
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Exhibit 2

(2 of 2)

A CONADES official told the auditors that they used an estimate of 15 joists
to repair each house. Since 5708 joists were purchased, an estimated 380
houses could be repaired,

A CONADES official told the auditors that they used an estimate of 20
rafters to rtepair cach house. Since 8991 rafters were purchased, an
estimated 419 houses could be repaired.

A CONADES official told the aulitors that they used an estimate of 18
Iaminatzd roofing sheets to repair each house. Since 10,258 shects were
purchased, an estimated 570 houses could be repaired.



Exhibit 3

SUMMARY OF SELECTED CONSI'RUCTION MATERIALS PURCHASED
UNDER 1987 ACTION PLAN

Date Description Quantity Unit Cost Total
11/39/87  Pine Joists, beams Total 7,500 1/ ¢ 12.00 ¢ 90,000.00
$ 18,000.00
11/30/87 Rafters 8,000 ¢ 6.60 ¢ 52,800,00
5/13/88 Rafters 1,457 ¢ 6.25 9,106,25
Total 9,457 2/ ¢ 61,906,25
§12,381.25
1/18/88 Laminated Roofing Sheets 6,110 ¢ 28.24 ¢ 172,715.84
5/13/88 Laminated Roofing Sheets _Ziégg ¢ 28.24 208,693.60
Total 13,506 3/ ¢ 381,409.44
$ 76,281.89
1/ A CONADES official told the auditors that they used an estimate of 15

joists to repair cach house. Since 7,500 joists were purchased, CONADES
estimated that the joists supporting the walls of 500 houses could be
repaired.

A CONADES official told the auditors that they used an estimate of 20
rafters to repair each house. Since 9,457 rafters were purchased, CONADES
estimated that the rafters of 472 houses could be repaired.

A CONADES official told the auditors that they used an estimate of 18
laminated roofing sheets to repair each house. Since 13,506 sheets were
purchased, CONADES estimated 750 houses could be repaired.
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INVENTORY OF 340 [OUSES AND ASSOCIATED COMPONENTS

[N THE SUPPLIER'S WAREMOUSE
AS OF JUNE 30, 1988

Exhibit 1

Description of Components

Floor Anchor

Roof Anchor

Foundation Piece (length)
Foundation Piece (width)
Boltle

Noor Frame (‘lorizontal)
Yoor Frame (Vertical)
Corner Piece

Llmm 2,14x.515 fiber board
Ilmm 1.055x.515 fiber Yoarl
Ilmm  ,155x.982 fiber board
Yrench (Nut size 3/8"x1/4")
Yrench (Nat size 1/4")
Yindow Frame

Patio Joist

Rolt

Threading Bolt

Floor Support

Exterior Support

2,77 mts. Interior Support
5.0 mts. Interinr Support
Door

174" Nut

3/9" Nut

7' Salvanized tin roofing sheels
10" Galvanized tin roofing sheets

Window

3eam

00fing Bolt
Horizontal Wall Cap
Vertical Wall Cap

Total
Parts  Parts that Parts No.
Per should be in Physical (Under) Iouses
House  Warechouse l/ Inventory Over Affectled
4 1,350 1,360 - -
31 10,540 10,540 - -
2 580 613 (67) 34
2 580 613 (67) 34
1 340 370 30 -
1 340 95 (245) 245
2 680 125 (554) 277
1 1,360 1,349 9 -
24 8,150 546 (7,614) 318
1 1,360 92 (1,268) 317
| 340 26 (314) 314
] 340 250 (90) 90
1 340 35 (305) 305
15 5,410 597 (4,843) 303
3 1,020 151 (569) 190
10 13,600 - (13,600} 340
8 2,720 - (2,720) 340
1 340 60) (280) 280
3 1,020 180 (810) 280
| 340 58 (282) 282
1 340 50 (290) 290
1 340 281 ( 59) 59
71 24,140 - (24,140) 340
12 4,080 - (4,080) 340
7 2,380 1,420 2,040 -
7 2,380 4,170 1,79) -
1 1,360 242 (1,118) 280
| 340 341 1 -
26 8,840 4,372 (4,168) 172
1 340 60 (280) 280
2 680 717 37 -

1/ This number was calculated as follows:
~ Total houses purchased by CONADES of 180, less 110 delivered to Cojutepeque and
Esciuintla equals 340 houses which should be in the supplier's warehouse.- Total
parts equals parts per house Limes 310 houses



INVENTORY OF SIX HOSPTITAL UNITS AND ASSOCIATED COMPONENTS
IN THE SUPPLIER'S WAREHOUSE

AS OF JUNE 30, 1988

Exhibit 5§

Description of Components

Zinc Roofing Sheects
1"'x4"x96" Support Joist
Joist Zonnectors 2"x4'"xl.5 mts
Joist Connectors 2"x2''x2.25 mts
Joist Connectors 1"x2''x49 1/2"
1"x1"'x129'" Joist
7.5 mts, Foundalion Piece
3 mts. Foundaticn Piece
front Wall 3 mts x 2.41 mts
Secondary Front Wall
1.5 mtsx2.44 mts
Iron Sidino 1.5%3 mLs
fetal Noor
Iron Siding 1.80x4.5 mts
Iron Siding 2.44 mts
[ron Truss
1.8 mts Splash Board
1.0 mts Splash Board
4.25 mts Support
Metal Door
Sink
Toilet
Shower
Desk
Teacher's Chair
Examination Table

Tolal Total Parts Parts No.
Parts should be in Physical (Under) Hospitals
Per tInit Warchouse Inventory Over Affected
36 216 216 - -
16 96 60 (35)
4 24 24 - -
4 24 24 - -
8 18 A8 - -
2 12 12 - -
2 12 12 - -
2 12 12 - -
1 6 ) - -
1 6 ) - -
2 12 12 - -
1 5 ) - -
2 12 12 - -
2 12 12 - -
6 36 36 - -
3 18 18 - -
3 18 18 - -
12 72 72 - -
2 12 12 - -
1 6 - (5) b
1 6 - (6) 6
1 6 - (6) 6
1 6 6 - -
3 18 18 - -
1 6 5 - -



fixhibit 6

INVENTORY OF FIVE SCHNOL UNITS AND ASSOCIATED COMPONENTS
IN THE SUPPLTIER'S WAREHOUSE
AS OF JUNE 30, 1983

Total Total Parts Parts No.

Parts should be in Physical (Ynder) Schools
Description of Components Per Unit Warehouse Inventory Over Affected
7.5 mts Foundation Picce (length) 2 10 10 - -
5.0 mts  Foundation Piece (width) 2 10 10 - -
"'x4"x2.44 Joist 11 55 55 - -
Joint Connectors (4'"x2"x150) 1 20 20 - -
Joint Connectors (1"x2"x2.4 mts) 8 40 40 - -
Iron Truss 6 30 32 2 -
Splash Roard H 30 30 - -
Ronf Support 10 50 50 - -
Spacer (3.50 mtsx3/8") 4 20 - (20) 5
3.75 mts lateral wall 1 20 - (20) 5
Joist 1x1 1 5 5 - -
Joist Connectors 1 20 20 - -
Laminated Wall l 5 5 - -
Blackboard (1.20 mts/2.44 mts) 1 5 1 (M
Teacher's Desk 1 5 5 - -
Student's Nesk 49 200 200 - -
Teacher's Chair 1 5 5 - -
Zinc roofing sheets 35 180 180 - -



Exhibit 7
oty
PHOTOGRAPHS OF PREFABRICATED HOUSES OR
ASSOCTIATED COMPONENTS IN
COJUTEPRQUE AND HACIENDA ESQUINTLA

Improper assembly and use of component materials for prefabricated houses
located at Hacienda Esquintla.

Improper assembly and inappropriate use of wall panelling and assorted
components 1ying on the roof of house at Hacienda Esquintla,

vl



Exhibit 7
(Zof 7)

Assorted components of, and an assembled prefabricated house located on
property of supplier.

Components of prefabricated houses left improperly stored and unguarded
at Hacienda Esquintla.
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Roofing bolts not used as evidenced by rocks placed on roof to hold down
roof; house in Cojutepeque.
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Damaged wall panelling used in prefabricated house located at
Cojutepeque.



INVENTORY OF COMPONENTS FOR
90 HOUSES REPORTED AS DELTVERED TOD UACIENDA ESCUINTLA
AS OF JUNE 30, 1988

lixhibit 8

Nescription of Components

Floor Anchor

R00f Anchor

Foundation Piece (length)
Foundation Piece (width)
BnaLLle

Noor Frame (horizontal)
Door Frame {vertical)
Corner Piece

11 mm 2.44x%,515 fiber boar:l
11T mm 1.065%.545 Fiber hoard
11 wmm ,455%.932 fiber boar]
Wrench (Nut size 3/8"x1/4")
Wrench (Nut size 1/4")
Window Frame

Patio .Joist

Rolt

Threading Bolt

Floor Support

Exterior Support

2.77 mts Interior Support
5.0 mts Interior Support
Door

/4" Nut

3/8" Nut

7" Galvanized roofing sheels
19" Galvanized roofing sheets
Window

Beam

Roofing Bolt

tlorizontal Wall Cap
Vertical Wall Cap

Parts
Total NDelivered/  Parts
Parts  Parts Supplier (Under) No. of
Per Should Be Kavdex and  Over Houses
Unit Delivered  Documents Delivered Affected
1 360 369 - -
31 2790 27990 - -
2 180 130 - -
2 189 180 - -
1 90 100 10 -
I 90 270 180 -
2 180 - (180) 90
4 360 360 - -
21 2160 1440 (720) 30
4 360 240 (120) 30
1 20 69 ( 30) 30
1 20 90 - -
1 0 100 10 -
16 1440 1600 160 -
3 270 270 - -
10 3600 3200 (400) 10
8 720 800 80 -
1 90 90 - -
3 270 270 - -
1 90 90 - -
1 90 90 - -
1 90 99 - -
71 6390 6390 - -
12 1080 968 (112) 10
7 630 700 70 -
7 630 639 - -
1 360 360 - -
1 90 99 - -
25 2340 2160 (180) 7
1 90 90 - -
2 180 180 - -



INVENTORY NOF COMPONENTS FOR
50 !OUSES REPORTED AS DELIVERED TO COJUTEPEQUE

AS OF JUNE 30, 1988

Exhibit

9

Description of Components

Floor Anchor

Roof Anchor

Foundation Piece (length)
Foundation Piece (width)
Bottle

Noor Frame (horizontal)
Door Frame (vertical)
Corner Piece

11 mm 2.194x.545 {iber board
11 mm 1.965x.545 fiber board
FEomm L155x.982 Fiber board
Wrench (Nat o size 3/8"x1/1M)
Wrench (Nut size t/4M)
Yindow Frame

Patio Joist

Bolt

Threadineg Bolt

Floor Support

Exterior Support

2,77 mts Interior Support
5.0 mts Interior Supnort
Door

/1 Nut

3/8" Nt

7' Salvanized roofing sheets
19" Galvanized roofing sheets
Yindow

Beam

Roofing Bolt

Horizontal Wall Cap
Vertical Wall Cap

Parts
Total Delivered/  Parts
Parts  Parts Supplier (Under) No. of
Per Should Be Xardex and  Over Hlouses
House  DNelivered  Documents NDelivered Affected
1 200 120 (80) 20
31 1550 1790 240 -
2 100 190 - -
2 100 100 - -
1 50 50 - -
l 50 150 100 -
2 100 - (100) 50
1 200 200 - -
24 1200 1200 - -
A 200 200 - -
] 50 50 - -
I 50 50 - -
l 50 30 (29) 20
16 800 720 (80) 5
3 150 150 - -
40 2000 1200 (800) 20
g 400 320 (80) 10
1 50 50 - -
3 150 150 - -
1 50 50 - -
1 50 50 - -
1 50 50 - -
71 3550 2130 1420 20
12 600 440 (160) 14
7 350 400 50 -
7 350 100 50 -
4 200 200 - -
1 50 50 - -
26 1300 1200 (100)
1 50 50 - -
2 100 100 - -



Exhibit 10

LIST OF BINEFICIARIES LIVING I[N PROJECT HIOUSING
LOCATED AT COJUTEPEQUE
AS OF JULY 5, 1988
Place of Displaced
Name Origin 3/ Code

1. “Martha Miranda Tenancingo 2/
2. Efrain belsado San Jose Concasa 2/
3. Martha Menjivar 1/ 930108601
1. Emilia de Alfaro Canton San Felipe 2/
5. Candelaria Perez San Francisco Chamaco 930125301
5. Tomasa Patacio San Esteban 930128501
7. bEalalia Creaz Hernandez Canton Guiliquisque 930100201
8. HNely Saravia Pinela Jucuapa 930132901
0, Luz Maria Cruz Hillego Canton Guiliquisque 930123101
10. Pilar lel Caraen Aleman Suchitoto 930129401
11. Augustina A\ldana Reyes 1/ 930127801
12, Rosa Esther osiales San Esteban Catarina 930118001
13, Yaria Julia Rosales San Esteban Catarina 930107501
11, Juana e Henriquez Tenancingo 2/
15. Adelia Henriquez San Luis de Reina 930124101
16. Higinia Dorotea Yscobar Canton Chomorro 2/
17, Martha Zavaleta Tenancingo 2/
18, Maria Julia “Miranda Tenancingo 930118901
19, Maria Virginia hwanzorc San Jose, La lUnion 930122401
20, Juliana Martir Merino 1/ 930114001
21. A\milia Alvarado 1/ 930111401
22, Felipa Villalta 1/ 930104701
23, Dora N. Alvarenga Tenancingo 930123001
24, Maria Dolores Flores San Esteban Catarina 930126701
25. Jesus Gochez 1/ 2/
26. Graciela de Ayala San Sebastian 930709301
27. Anibelis de Portillo Santo Domingo 930118101
23, Aracely Navirrettie Tenancingo 2/
29, Marcos Pineda San Esteban Catarina 930179601
30. “ercedes Pineda San Esteban Catarina 2/

Puring field visit to Cojutepeque, these persons were not interviewed.

These 21 beneficiaries were not shown in CONADES' records as displaced

paople,

These heneficiaries were interviewed unless otherwise noted.



31.
32.
33.
34.
35.
36.
37.
38.
39.
10.
a1,
12,
43.
14.
15.
46.
47,
48.
19.
50.

Name

Elba Aragon

Herminia Corecas

Maria Nicolasa Mejia
Rosa Mabel Bonetla

Juana Arteaga

Teodolinda Lopez

Maria Santos Cornejo
Maria Luisa de Martinez
Alicia Portiilo

Maria Mercedes de Romero
Blanca Lidia Portillo
Felipe de Jesus Rodriguez
Juan Carrillo
Escolastico Majano

Ana Maria Duran

Gloria Navarrete

Maria Elena Rivera

Maria Fugenia Villeda
Blanca R. Cordova

Ana Guadalupe Avalos

Place of
Origin 3/

Tenancingo
Jucuaran
San Sebastian

1/

1/
Oratorio
San Lsteban

1/

1/

1/

1/
GuaTalupe
San Josce

1/

San Esteban
San Esteban

1/

1/

1/

Tenancingo

Exhibit 10
(2 of 2)

Displaced
Code

2/
930110201
2/
2/
930104201
930116901
2/
2/
930112901
2/
930715001
2/
7/
9301T4701
930102201
2/
930101901
2/
2/
2/

During field visit to Cojutepeque, these persons were not interviewed.

These 21 beneficiaries were not shown in CONADES' records as displaced

people.

These heneficiaries were interviewed unless otherwise noted.



LIST OF BENEFICIARIES LIVING IN PROJECT HOUSING
LOCATED AT HACIINDA ESQUINTLA
AS OF JULY 27, 1988

Exhibit 11

Place of
Name Origin 3/
Elba Ramirez Canton Matazano
Jose Leoncio Ramirez Ramos Canton Matazano
Angel Joel Canton Matazano
Cruz Renderos Molina Canton Matazano
Graciela Moscona Canton Matazano
Leonidas Gomez Canton Matazano
Otitio Gomez Canton San Josc
Misael Gomez Canton San Jose
Catarino Gomez Canton San Jose
. Rogelio Salinas Canton San Jose
. Alfredo Ramirez Canton Matazano
. Antonio [banez Canton Matazano
. Antonio Mejia Canton Matazano
. Antonio Ramirez Canton Matazano
. Jose Santos Lopez San Jose Las Flores
. Aquilino Ramirez Jiminez Canton Matazano
. Elio Guardado Canton Matazano
. Manuel Calles Canton Matazano
. Eradio Salinas Canton Matazono
. Transito Lemis Berlin

Code

Displaced

1/
1/
T/
1/
1/
1/
T/
T/
1/
T/
T/
1/
T/
1/
T/
T/
T/
T/
T/
1/

These 20 beneficiaries were not shown in CONADES' records as displaced
people. We interviewed all of these persons during our field visit.
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Uenry H. Bass Zd, DIR, USAID/ES Page 1 of 3
Se

“March 1, 1939

Mission Pespon to the Draft Audit Reporl. on Selected
Activities of CONADES

Mr. Coinage Solhard, RIG/A/T

The subject drafi audil reportl. presents Lhree
recommendat.ions. The Mission's det.ailed response Lo the
recomnendat.ions i oresent.ed below.

General Commenl.s:

The drafl. reporl should adequately state why only the
housingy componanl. of the COJADES project was selected for
audil..  The dission and SETEFE highlighted CONADES, and
Lthe housing component. in particular, Lo Lhe RIG as an area
where significanl. problems were known to exist. Page 3
of the Iraft report makes a passing reference to the
Mission's identification of problems at CONADES bul. does
adegquately dispel the implication Lhat CONADES was
selecltel all random or could be considered as a
represent.ative acltiivity in the El Salvador Local Currency
Proqram.

Finling Ho. 1l:

The Hat.ional Commission mismanaged the project.'s housing
comnponent..

Recommendal.ion No. 1:

"We recommenl thalt USAID/El Salvador not approve the
financing of any new action plans for the National
Commission for Assisting Displaced Population until the
Government. of El Salvador reimburses the extraordinary
budget. for Lhe equivalent of $665,484 rhat the National
Commission spent. on prefabricat.ed houses, schools, and
medical units".

The Mission agrees wilth Lhe recommendation and would 1ike
tL.o make the following observations for the record:
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l. The 'lission has wriliten to Lhe Minister of Planning
aml stated that the Mission does not supnorl further
funding of CONADES by SETEFE unless cerlain neasures
are Laken Lo improve Lhe control of funds at CONADES
and Lheir performance in compliance with ajgreed
objeclives and quidelines. The Mission will requesh
the reimbursement of the monies referred Lo in Lhis
recommendal.ion.

N

Page 7 of the drafl reporl makes reference Lo AID's
objecltion Lo Lthe purchase of the prefabricatied
Nouses. Tt should be ment.ioned thal. Lhis was done in
writing to bLhe General Manager of CONADES and Lthe
Minister of Planning preior Lo the second nrocurement.
of orefabricat 2l houses.

3. Also on Page 7 il is important. Lo nol.e Lhat the blame
placed on I37TA by CONADES for nob supplying enough
lanl for the distribulion of houses is nol toltally
valid. CONADIZS could have used Lhese houses in a
nuadec of other sites where displaced persons were
livingy in poor conlitiions, such as in some of the
lisplaced persons' camps.

ifindinjy No. 2:

Government: officials used project vehicles for
unaubthorized purposes.

Recommnendation No. 2:

"We recommend Lhal. USAl /El Salvador not approve Lhe
financiug of any new aclion plans for CONADES until:

a. Lhe GOIS has reimbursed Lhe exltraordinary hudgel for
the equivalent of $44,280 Lhat was spent Lo buy Lhe
three vehicles in 1985 and 1986; and

b. the Ministcry of Interior has returned the three
vehicles Lo Lhe project".

The Mission concurs with Lhe intent of the recommendation
(Lo reimbursz> COUADES for the personal usaqge of vehicles)
but believes Lhal. Lhe Ministry either should reimburse
CONADES for Lhe original cost of the vehicles or return
them, charging a usage cost.. To request both the
reimbursemenl. of the original cost and the vehicles
Lhemselves seems Lo charge the Ministry twice.

Page 10 of the 'lraflt report mentions Lhat increased
control over vehicle usage is needed. Would usage log
books bhe an adequate conlkrol? If not, please specify Lhe
extent of controls recommended.
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Finding No. 3:

The Nal.ional Commission paid value added tiaxes contrary to
il.s crealtion law.

Reconnendat.ior, No. 3

"We recommend that USAID/EL Salvador obtain evidence from
tLhe Technical Secreltarial. for External Financing that Lhe
National Zommission [or Assisling Displaced Poprlation:

a. has obtainel a legal opinion from the Government. of Rl
Salvador Allorney General regarding its proposed tax
free status; and

D. basel on Lhe lejal opinion, i) has recovered Lhe value
Aadlded tax from tLhe supplier if the At.lLorney General
approves Liae exemplt.ion or ii) has verified Lhat Lhe
supplier has paid Lhe tax Lo Lhe appropriate
Jovernonent Laxing agency if Lhe At.torney General
Aenies Lhe execapl.ion”.

The Mission concurs with Lhis recommendat.ion.

Ot.her ZommenbLs:

1. Paje 14 of the Arafl reporl stales thal "Lhe 1986 and
1987 aclion plans 1id nol. authorize" Lhe purchase of
prefabricat.el houses. A more accurate statement would
be that these aclion plans were vague as to the type
of housing authorized.

2. Appendix 1 page 7 of 9 of Lhe draflti reporl. stal.es that
"technical assist.ance was supposed Lo be provided at
the field localtions where houses were Lo be erected".
According Lo your audil work papers, who was supposed
Lo give that. field assislance, the manufachturer?
Please specify in the final report,

3. The Mission has at.Lached a copy of the following pages
(1,2,6,7,8,10,11,14,16 and 7 of 9 of Appendix 1) of
the draft reporl with minor correclLions and comments.
These pages do not constitute part of this response
for Lhe purposes of the final report,

RO:of
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REASONS FOR MISMANAGEMENT
OF PROJECT HOUSING COMPONENT

A detailed explanation is presented below for the mismanagement of the
project housing componeat of the National Commission for Assisting
Displaced Population's (National Commission) action plans:

Procurcment and Distribution of Housing was Mismanaged -- The 1986 and
1987 Action Plans established (hat the National Commission would provide
1,800 new houses for displaced persons (1,000 in 1986 and 800 in 1987).
tlowever, the National Commission only provided 70 new houses. To
accomplish  its  objective the National Commission purchased 480
prefabricated houses (200 in 1987 and 280 in 1988). OFf the 480 houses
purchased, 140 were delivered to project sites (50 houses (Lo Cojutepeque
and 90 houses Lo Hacienda Esquintla). Our field inspections made in July
1988 disclosed that all of the 50 houses delivered to Cojutepeque were
assembled but  that only 20 of the 90 houses delivered to Hacienda
Esquintla were installed. The 70 houses not installed at Hacienda
Esquintla were stacked in open unsheltered sites where they were being
damaged by rain and subject to pilferage and unauthorized use.

There were several reasons why the National Commission was unable (o
proviie 1,800 new houses to displaced persons as planned. First, the
National Commission purchased more expensive prefabricated houses rather
than less costly adobe or other temporary houses as originally authorized
in the action plans. As a result, only 480 houses and other facilities
were purchased from available funds ($665,484 of extraordinary budget
funds were used to purchase 402 prefabricated houses, six medical and
five school units and $87,126 of ordinary budget funds 1/ were used to
purchase 78 prefabricated houses). These purchases were made even though
USAID/EL  salvador had not agreed to the purchases in the jointly
programmed memorandum of understandings. Also, the purchase of the 280
prefabricated houses in 1983 was made despite objections from USAID/EL
Salvador, the Technical Secretariat for External Financing and Court of
Accounts personnel. The purchase was ordered and approved by high level
Government of El Salvador (GOES) officials. Second, only 140 of the 480
houses were delivered to project sites because the Salvadoran Institute
for Agrarian Transformation was unable to provide sufficient 1land for
these houses as apgreed. The Assistant General Manager of the National
Commission stated this problem was magnified by a lack of coordination
and planning between the Purchases Committee and the Social Promotion
Office of the National Commission responsible for execuling agreements

1/ Funds the GOES receives through taxes, customs duties, and other
revenue measures.
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with other GOES institutions. USAID/El Salvador stated the National
Commission could have used these houses in a number of other sites where
displaced persons were living in poor conditions, such as in some of the
displaced persons camps. Third, only 20 of the 90 houses delivered Lo
Hacienda Esquintla were installed because according to a National
Commission official the Cooperative President at Hacienda Esquintla
overestimated the number of families living at the project site. The
President of the Cooperative reported that 110 families lived Lhere but
the National Cummission stated that only 40 families were actually living
there. As a result, 70 of the houses delivered to Hacienda Esquintla
were never installed and were left lying on the ground,

The 1987 Action Plan established that materials would be purchased to
repair 3,200 houses, but we concluded that only an estimated 852 houses
could have been completely repaived (380 in 1986 and 472 in 1987) (see
exhibits 2 and 3). This happened because some of the funds allocated for
repair of houses were used Lo buy new houses; also, based on our review
of material purchases, insufficient Ffunds were allocated Lo reach the
establishe:l repair targets. Since the housing objectives were not
achieved, far fewer persons were benefited with improved or new housing
than intended by the action plans.

Many Components for Prefabricated Houses, Schools and Medical Units were
Missing -- Sound internal control standards require thal poods not be
paid Tor until their receipt has heen physically verified and that
adequate physical wistody has been established over received 00ds, The
National Commission did not observe these principles for the purchase of
180 prefabricated houses, Five schools and six medical units.

The National Commission purchased 200 prefabricated houses in 1987 and
280 in 1988, Additionally, they purchased six medical and five school
units in 1988, The individual components making up these orders were
stored at the supplier's warchouse located approximately 15 kilometers
east of San Salvador on the Pan American highway. It was determined that
140 prefabricated housing units and their associated components had been
withdrawn from the warehouse and senl (o two project Tlocations,
Cojutepeque - 50 units, and Hacienda Esquintla - 90 units, leaving 340
units and their associated subcomponents to be accounted for in  tLhe
warchouse. None of the school or medical units were reportedly withdrawn
and delivered Lo these sites.

On June 30, 1988, the auditors took a physical inventory of the National
Commission order located at the supplier's warehouse in the presence of
the supplier's employec managing the warehouse. The housing units were
composed of 31 different subcomponents, the medical units 25 different
subcomponents and the school units 18 different subcomponents, The
supplier's warehouse employee identified the parts pertaining to the
National Commission and jointly counted the parts with the auditors.
These parts were stacked up in different locations on the supplier's
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property, nol solely in the warechouse, and were not specifically
segregated as belonging Lo the National Commission. Some of tLhe parts
appeared to be in a semi-finished state; they were not painted and not
all of the required assembly holes had been drilled.

Only sabout 33 percent of the order could be positively identified as
pertaining to the order. Another 46 percent of the order, as identified
by a supplier's employee, was commingled with the supplier's unsold
inventory, making it Jdifficult to determine if these itlems belonged to
the National Commission. Finally, about 21 percent of the order was
apparently missing, not in the warchouse nor on tLhe property of the
supplier.

Many subcomponents were missing from the prefabricated houses, wmedical
and school units. For example, there were no walls (fiberlite boards)
Eor 311 houses. Noors for 59 houses and windows for 280 houses were
missing. No walls for any of the five school units were found. Also
blackboards for four of the five school units were missing. There were
no supporting joists for three of the six medical units and no sinks,
toilets or showers for any of these units. This inventory is detailed in
exhibits 4, 5, and 6,

The causes of the problem are numerous. The National Commission's
treasurer stated he paid the supplier for the first order of 122 houses
on March 31, 1987 betore deliveries were made because he was under Lhe
(erroncous) impression that no Jdisbursement from the 1986 action plan
could be made after this date (the action plan pertaining to this
disbursement was for the period April 1, 1986, to March 31, 1987). He
therefore made the disbursement before the goods were physically
delivered. The rest of the orders for houses, schools and medical units
were paid because a National Commission official signed receiving reports
indicating that 100 percent of required items had been received. A
National Commission official admitted that they had not taken proper
physical countrol measures over the items at the warchouse and thal Lhe
supplier may have removed some of these items from the warehouse Ffor
resale.

This results in paying For goods and services not actually received. In
this case, apparently 21 percent of the goods paid for were missing.
Also, 46 percent of the order was commingled with the supplier's unsold
inventory subjecting it to possible resale to other buyers. The National
Commission paid for goods and services that either were noi received,
received in a semi-finished state, or which were possibly subsequently
removed for resale by the supplier. The National Commission, by paying
the supplier before delivery, forfeited its leverage for contractor's
compliance with other terms of the contract. As a result, it may be more
costly and time-consuming for the National Commission and the GOES to
Tecover or obtain reimbursement for the missing items.
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Prefabricated Housing Units Were Not Properly Assembled -- At least 9 of
50 houses constructed at Cojultepeque were improperly assembled s
cvidenced by gaps in roofs, doors, and walls. Ten of 20 houses in
Hacienda Esquintla were improperly assembled as evidenced by gaps in
roofs, dnors, and windows (see photographs in exhibit 7).

Prefabricated houses consisting of 31 components were to he delivered to
field locatinns. Additionally these houses were Lo be installed on and
ceanected Lo concrete pads,  Technical assistance was supposed to be
provi-ded by the minufacturer at the {ield locations where houses were Lo
be erected,

‘any of these houses were improperly installed because the required parts
and  subcomponents were not  all  delivered, Warchouse withdrawals
indicated significant shortfalls in various components as follows: no
vertical door frames for any of the houses; no fiber board walls for 30
houses; no floor ‘wichors for 20 houses (See exhibits 8 and 9 for a
complete  list  of inventory shortages relating to these t(wo field
deliveries).

In adlition, there wasn't any cement at projecl sites to prepare concrete
rads on which to install the houses. According to the Assistant General
Manager of the National Commission, cement was not delivered Lo the sites
because it was too costly. This official stated that the National
Commission is required by law to purchase its cement through a poveranment
procurement agency.  This agency buvs its cement from a government-owned
company in Metapan, Bl Salvador,  The Assistant Seneral Hanager of the
National Commission stated it was cheaper Lo buy cement close Lo Lhe
construction sites rather than pay the transporiation costs of delivering
cement from Metapan to the project sites. He stated he did not want Lo
buy cement from the government procurement agency and is trying to get a
waiver in order to reduce the overall cost of the cement. Therefore, no
cement was delivered as this cost issue wuas not resolved.

The Assistant General Manager also stated that technical assistance had
not been provided to beneficiaries by the supplier to help assemble the
houses. He thought one or two beneficiaries had gone Lo the supplier's
warehouse and had witnessed a house being assembled. This type of
training or technical assistance Jdid not appear to be very effective when
combined with shortages of requiced components and non-deliveries of
cement,

As a result of these deficiencies, housing for displaced persons had not
been improved as intended and may not 1last very long and provide a
satisfactory solution to the housing needs of displaced persons.
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Prefabricated Houses Were Not Qccupied by Displaced Persons and Located

in Low Priority Areas -- Prefabricated project housing was occupied by
persons not Tistedl on the displaced persons register. Physical
inspections of houses amd 51 interviews with the occupants showed that 41
houses were occupied by persons not listed on Lhe displaced person's
register (see exhibits 10 and 11). The National Commission Assistant
General Manager stated that unregistered persons were allowed to have
these houses because they were ordered by higher 1level GOES officials to
permit this. This National Commission official Ffurther stated this is no
longer a problem because since April 30, 1988 the National Commission is
allowed to provide its services to persons not listed on the displaced
person's register. This practice does not meet the project objective of
providing adequate housing to the displaced population of E1 Salvador as
specified in the 1986 action plan,

Prefabricated houses were not located in any of the high priority areas
identified in the 1986 action plan as needing houses. Neither of the
sites where houses were installed (Cojutepeque and !acienda Esquintla)
were on the 1list of the 54 priority areas designated to receive the
installation of houses. The houses were placed in Cojutepeque and
Hacienda FEsquintla by the Assistant General Manager of the National
Commission at the direction of the Minister of the Interior. Placing
houses in sites other than the 54 high priority areas is not likely to
satisfy the basic shelter needs of displaced families.
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