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MEMORANDUM

TO D/USAID/E Salvador, Henry H. Bassford

FROM : RIG/A/T, Coinage 1. oharW Jr.

SUBJECT: Audit Report No. I-5iA-90-03-N, "Audit of El
Salvador's National Plan for Area Restoration Managed
by the National Commission for Area Restoration for
the Period October 1, 1987 to February 29, 1988"

The report contained herein, prepared pursuant to a request from
your Mission, contains the results of a non-Federal financial
audit of El Salvador's National Plan for Area Restoration,
USAID/El Salvador Project No. 519-0177, managed by the National
Commission for Area Restoration (CONARA). The accounting firm
of Price Waterhouse prepared the report, which is dated October
13, 1989.

The purpose of the project is to strengthen the Salvadoran
democratic process by developing and implementing restoration
and rehabilitation projects in areas of national priority and by
carrying out combined civic action activities. The Government
of El Salvador (GOES) created CONARA in March 1983 to coordinate
and monitor the project. The audit period was from October 1,
1987 to September 30, 1988. However, this report covers only
the 5-month period ended February 29, 1988 because CONARA'S
present management disclaimed responsibility for project
transactions and activities prior to March 1, 1988 when they
assumed management control of CONARA. The audit included
coverage of the equivalent of $2,715,162 in local currency
generated by PL 480 Title I and Economic Support Funds (ESF)
provided to CONARA during the 5-month period.

The purpose of this audit was to report on (1) the fairness of
the fund accountability statement; (2) the internal control
structure; and (3) compliance by CONARA with agreement terms and
applicable laws and regulations.

Price Waterhouse disclaimed an opinion on the fund
accountability statement due to a scope limitation caused by



inadequate accounting records, lack of supporting documentation
.for project expenditures, an unreliable internal control
structure, and representation by management diclaiming any
responsiblity for the transactions and related documentation
prior to March 1, 1988. The study and evaluation of CONARA's
internal control structure revealed material weaknesses so
significant that Price Waterhouse considered the internal
control structure totally unreliable. The weaknesses observed
were (1) lack of segregation of duties in the procurement
department, (2) unapproved excess disbursements over budget, (3)
inadequate controls over payroll, (4) unaccountability for
advances pending liquidation, (5) inadequate controls over the
revolving fund bank account, and (6) a bank account not recorded
in CONARA's accounting records. These were the same internal
control weaknesses found by Price Waterhouse in a prior audit
conducted for the period January 1, 1985 to September 30, 1987.
Price Waterhouse disclaimed an opinion on items tested for
compliance as well as untested items due to the scope
limitations mentioned previously. However, they determined that
there was material non-compliance with certain agreement terms
and applicable laws and regulations requiring (1) approval by
the Salvadoran Government's Foreign Financing Technical
Secretariat (SETEFE) of transfers of funds between CONARA's
different programs, (2) approval by SETEFE of CONARA's books of
account, (3) SETEFE's approval for the opening of bank accounts
by CONARA, (4) solicitation of competitive bids for purchases
exceeding 100,000 Salvadoran colones ($20,000), and (5) approval
by the Salvadoran Government's Comptroller General of contracts
exceeding 100,000 Salvadoran colones ($20,000). Due to the
conditions described, Price Waterhouse considered the total
disbursements of 13,575,810 Salvadoran colones ($2,715,162) by
CONARA during the 5-month period as questionable costs.

The Price Waterhouse report was discussed with CONARA and
USAID/El Salvador. As explained previously, CONARA's present
management disclaimed responsibility for or any knowledge of
CONARA's operations prior to March 1, 1988. They pointed out
that the conditions that existed prior to and during the 5-
month period ended February 29, 1988 were no longer applicable,
since Price Waterhouse did not considcr the internal control
structure totally unreliable for the 7-month period March 1,
1988 to September 30, 1988 and was able to express an opinion on
the fund accountability statement for that period.

Since CONARA's interral controls and accountability for funds
have improved considerably under its present management, we
consider that the only remaining unresolved matter applicable to
the period October 1, 1987 to February 29, 1988 is the
questionable costs. Therefore, we are including the following
recommendation in the Office of the Inspector General's audit
recommendation follow-up system:

fyi



Recommendation No. 1

We recommend that USAID/El Salvador in coordination with the
Foreign Financing Technical Secretariat (SETEFE) negotiate a
settlement with the National Commission for Area Restoration
(CONARA) concerning the $2,715,162 in costs considered
questionable by the Price Waterhouse report dated October 13,
1989. The costs should either be supported with adequate
documentation/evidence to substantiate allowability as
appropriate project expenditures or refunded.

Please advise this office within 30 days of actions planned or
taken to clear the recommendation.
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Apartado Postal 695 Telefono 25-9630
El Salvador. C. A. Telex 20049

Price Waterhouse f

October 13, 1989

Mr. Coinage N. Gothard, Jr.
Regional Inspector General for Audit
U.S. Agency for International Development
Tegucigalpa, Honduras, C. A.

Dear Mr. Gothard:

This report presents the results of our financial audit of El
Salvador's National Plan for Area Restoration, USAID/El Salvador
Project N0 519-0177, managed by the National Commission for Area
Restoration (Comisi6n Nacional de Restauracion de Areas, CONARA),
for the five months ended February 29, 1988.

BACKGROUND

The Government of El Salvador (GOES) has established the National
Plan for Area Restoration for strengthening the Salvadoran
democratic process by developing and implementing restoration and
rehabilitation projects in areas of national priority and by
carrying out combined civic action activities.

To coordinate and monitor this program, in March 1983 the GOES
created the National Commission for Area Restoration (Comisi6n
Nacional de Restauracion de Areas, CONARA) through Law Decree No
54. CONARA is a branch of the Ministry of Planning and
Coordination of Economic and Social Development (Ministerio de
Planificaci6n y Coordinaci6n del Desarrollo Economico y Social,
MIPLAN).

CONARA has developed some procedures to identify the geographic
areas and economic, social and political matters which, as a re-
sult of guerilla violence, natural disasters and other causes,
have been considerably damaged. In this respect, CODERAS,
COMURAS and COCARAS which respectively stand for Departmental,
Municipal and Cantonal Commissions for Area Restoration, were
considered necessary for implementation of the program. The
purpose of these units was to identify the needs of the Salvado-
ran communities and to coordinate on-site development and execu-
tion of subprograms. However the units were never fully and
formally implemented and their responsibilities were transferred
to ministries, municipalities and other GOES institutions as
implementing units.
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The funds for the program are jointly programmed by the U.S.
Agency for International Development in El Salvador (USAID/El
Salvador) and the GOES from the local currency generated by
PL 480 Title I and Economic Support Fund (ESF) Agreements signed
with the GOES. The funds are channelled through the Foreign
Financing Technical Secretariat (Secretaria Tecnica del
Financiamiento Externo, SETEFE), an institution of the GOES. The
PL 480 Title I agreements provide preferential loans to finance
the purchase of agricultural commodities from the United States.
These commodities are then sold by the GOES to raise funds in
local currency. The Economic Support Funds (ESF) are dollar
grants which are converted to local currency by the GOES to
support the economic stabilization of the country.

AUDIT OBJECTIVES AND SCOPE

We were engaged to conduct a financial audit of CONARA for the
period from October 1, 1987 to February 29, 1988 related to the
local currency program, as described above. Our audit was to be
performed in accordance with generally accepted auditing
standards and the United States Comptroller General's "Government
Auditing Standards" (1988 Revision) and accordingly was to
include such tests of the accounting records and such other
auditing procedures that we considered necessary in the
circumstances.

The specific objectives of our audit were to determine whether:

A. The fund accountability statement for the period October 1,
1987 to February 29, 1988 presents fairly the financial
activities of the program during this period, and costs
reported as incurred and reimbursed by USAID/El Salvador
during the five months ending February 29, 1988 were
allowable, allocable and reasonable in accordance with
regulations and the terms of the agreements, memoranda of
understanding (MOUs), and program implementation letters
(PILs).

B. The internal control structure and accounting practices of
CONARA were adequate to manage the program's operations.

C. CONARA complied with the applicable regulations, agreement
terms, memoranda of understanding, and program implementation
letters which may affect the program's goals and incurred
costs.

The scope of our work consisted of:

A. Familiarizing ourselves with the program by reviewing the
following documents:
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1. the agreements between USAID/El Salvador and the GOES
regarding PL 480 Title I and ESF for 1987 and 1988,
including the MOUs and PILs between USAID/El Salvador and
SETEFE;

2. the action plans submitted by CONARA to SETEFE and USAID/El
Salvador;

3. contracts and subcontracts between CONARA and other
participating institutions;

4. the budgets and written procedures approved by USAID/El
Salvador to manage the program; and

5. all financial and program reports; charts of accounts;
organizational charts; accounting system descriptiuns;
procurement policies and procedures; and receipt,
warehousing and distribution procedures of materials as
necessary to successfully complete the required work.

B. Reviewing the program's fund accountability statement for the
five-month period ended on February 29, 1988. Our work
included a review of CONARA's source documents supporting
expenditures; budgeted amounts by category and major items;
the costs reported by CONARA as incurred during the five
months ending February 29, 1988; and the costs reimbursed by
USAID/El Salvador during the same period.

C. Conducting a review and evaluation of CONARA's internal
control structure including procedures for controlling funds
provided to implementing units. This review was made to (a)
determine the extent to which established procedures and
controls were functioning as intended, and (b) determine the
nature, timing and extent of audit procedures necessary to
express an opinion on the program's fund accountability
statement.

D. Determining whether CONARA was complying with the terms of the
agreements and with applicable laws and regulations.

During our work, we were alert to situations or transactions that
could be indicative of fraud, abuse, and illegal expenditures and
acts.

RESULTS OF AUDIT

Fund Accountability Statement

The fund accountability statement covers the period October 1,
1987 through February 29, 1988 and the following situations were
noted during our review:
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1. The internal control structure was found to be unreliable for
audit purposes.

2. The documentation supporting financial information appears to
be partially missing.

3. Present management has disclaimed any responsibility for the
entity's affairs prior and up to February 29, 1988.

4. The accounting records were in arrears and were inadequate for
audit purposes.

The above conditions constitute a scope limitation that does not
permit us to express, and we do not express an opinion on thefund accountability statement identified above. Also, the total
amount of the disbursements shown in the fund accountability
statement of 913,575,810 (US$2,715,162) are considered
questionable costs since it was not possible to distinguish which
costs should be considered questioned or suspended costs.

Internal Control Structure

The internal control structure contained reportable conditions
that were considered material weaknesses that were so significant
that it was not adequate to manage the program and reliable foius to determine the nature, timing and extent of the audit tests
and procedures considered by us necessary for expressing an
opinion on the program's fund accountability statement for the
period October 1, 1987 to February 29, 1988.

Compliance With Applicable Laws, Regulations And
Agreement Terms

Because of the scope limitations discussed, we were not able to
express an opinion on CONARA's compliance with agreement terms
and applicable laws and regulations. However, the results of our
limited tests disclosed conditions of material noncompliance.

MANAGEMENT COMMENTS

As mentioned in 3. above, present management has disclaimed
responsibility on the program's fund accountability statement for
the five month period ended February 29, 1988, and former
m naqement is no longer available for discussion of this report.
C NAyA's mangeen ge eral comments are included in Annex I.
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Apartado Postal 695 Telefono 25-9630
El Salvador. C. A, Telex 20049

Price Waterhouse f
NATIONAL PLAN FOR AREA RESTORATION

MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION
USAID/EL SALVADOR PROJECT NO 519-0177

FUND ACCOUNTABILITY STATEMENT
OCTOBER 1, 1987 THROUGH FEBRUARY 29, 1988

INDEPENDENT AUDITOR'S REPORT

We were engaged to audit the accompanying fund accountability
statement of the National Plan for Area Restoration managed by
the National Commission for Area Restoration (Comisi6n Nacional
de Restauraci6n de Areas, CONARA) for the period October 1, 1987
to February 29, 1988. This statement is the responsibility of
CONARA's management.

We attempted to conduct our audit in accordance with generally
accepted auditing standards and the US comptroller General's
"Government Auditing Standards" (1988 Revision), but were
prevented from doing so because the following scope limitations:

1. The internal control environment prevailing as of February 29,
1988 was the same one as was prevailing at September 30, 1987,
which was found to be unreliable for audit purposes. For this
and other reasons we disclaimed an opinion on the fund
accountability statement for the period January 1, 1985 to
September 30, 1987.

2. The documentation to support the financial information shown
in the fund accountability statement was not fully made
available for audit purposes and our attempts to test review
the underlying documentation were thwarted by management's
inability to locate vouchers and other expense documents for
approximately 95.3 million or approximately 35% of total
disbursements amounting to 915.3 million for the five-month
period ended February 29, 1988.

3. Present management officially assumed its functions on March
1, 1988 and, as represented to us in writing, disclaimed any
responsibility for the transactions and related documentation
as of February 29, 1988.

4. The accounting records for the five month period ended
February 29, 1988 were much in arrears and were inadequate for
audit purposes, and were not in accordance with circular
("Instructivo") 1204, which requires the implementing units to
keep their accounting records in accordance with sound
accounting practices. Consequently, it was not possible to
perform conclusive audit work to substantiate the transactions
or accumulated balances for the five-month period ended
February 29, 1988.
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Because we were unable to apply adequate auditing procedures
regarding the National Plan for Area Restoration managed by the
National Commission for Area Restoration (CONARA), as noted in
the preceding paragraphs, the scope of our work was not
sufficient to enable us to express, and we do not express an
opinion on the accompanying fund accountability statement for the
period from October 1, 1987 to February 29, 1988. Moreover, as a
result of the above mentioned conditions and our limited audit
tests, which disclosed that the conditions of material
noncompliance reported upon for the period January 1, 1985 to
September 30, 1987 remained unchanged as of February 29, 1988,
the total amount of the disbursements shown in the fund
accountability statement of g13,575,810 (US$2,715,162) are
considered questionable since it was not possible to distinguish
which costs should be considered questioned or suspended ccsts.

This report is intended solely for the use of CONARA, SETEFE and
the United States Agency for International Development. This
restriction is not intended to limit the distribution of this
report) which, upon acceptance by the Office of the Inspector
Gjneri'1, is a atter of public record.I/A /

May 31, 1989.
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NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

FUND ACCOUNTABILITY STATEMENT
OCTOBER 1, 1987 THROUGH FEBRUARY 29, 1988
(expressed in Salvadoran Colones - Note 2)

Net trans- Ending
actions to balances at

September 30, February 29, February 29,

1987 1988 1988
Receipts

Restoration (Exhibit I) g35,320,322 g12,654,061 g47,974,383
Administration 4,319,388 (1,734,388) 2,585,000
Combined Civic Actions 4,000,000 4,000,000
Emergency 2,000,000 2,000,000

45,639,710 10,919,673 56,559,383
Disbursements (Note 4)
Restoration (Exhibit II) 26,462,784 3,934,609 30,397,393
Administration (Exhibit

II) 4,797,411 1,219,784 6,017,195
Combined Civic Action

(Exhibit II) 3,823,332 1,505,229 5,328,561
Emergency 2,133,460 (1,734,388) 399,072
Advances pending liqui-

dation (Exhibit III) 8,845,394 8,650,576 17,495,970

46,062,381 13,575,810 59,638,191
Excess disbursements over
receipts (422,671) ,(2,656,137) (3,078,808)

Add - Working capital ad-
vance from SETEFE 3,206,780 2,393,220 5,600,000
- Payables 221,347 (8,842) 212,505
- Net transfers between
components 15,685 (206,845) (191,160)

3,443,812 2,177,533 5,621,345
Fund balance end of peri-

od - Cash in banks and
on hand (Note 4 and
Exhibit IV) 3;021,141 (474) 2,542,537

Adjustments -
Checks voided in March

1988 27,141
Subsequent cash reim-

bursed to SETEFE
(Note 4) (1,435,008)

Cash balance transferred
for which responsibility
is ascribed to present
management (Note 4) (1,134,670)

Adjusted fund balance end
of period
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NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N9 519-0177

NOTES TO THE FUND ACCOUNTABILITY STATEMENT
OCTOBER 1, 1987 THROUGH FEBRUARY 29, 1988

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES:

The significant accounting policies adopted by CONARA are summa-
rized below and do not necessarily reflect the application of ac-
counting principles generally accepted in the United States of
America.

Basis of accounting -

The modified accrual basis, whereby actual is recorded throughout
the year ard accruals are registered at the end of the year, is
followed for recognizing costs and expenses. Receipts are
recorded when collected.

Inventories -

Inventories consist of expendable supplies held for consumption,
and their cost value is recorded as an expenditure at the time
individual inventory items are purchased.

Fixed assets -

Fixed asset acquisitions are charged directly at cost to the pro-
jects undertaken, and no depreciation is provided thereon.

NOTE 2 - EXCHANGE RATE:

CONARA maintains its accounting records in Salvadoran colones, at
the exchange rate of g5.00 per US$1.00.

NOTE 3 - HISTORY AND OPERATIONS OF CONARA:

The National Commission for Area Restoration (CONARA) was created
in March 1983, as an agency of the Ministry of Planning and Coor-
dination for the Economic and Social Development (MIPLAN) of the
Government of El Salvador (GOES), for the purpose of restoring
those areas ravaged by violence and other reasons. It receives
its funding through the National Plan for Area Restoration,
USAID/El Salvador Project N9519-0177, which uses local currency
funds generated under PL 480 Title I and Economic Support Fund
(ESF) agreements signed between the GOES and USAID/El Salvador.
CONARA manages the program's components which are described in
the following page:
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Restoration - To address the immediate restoration of areas
identified as damaged by violence or natural
causes.

Administration - For managing and administering the
Restoration, Combined Civic Actions and
Emergency components.

Combined Civic - Efforts to provide humanitarian help to the
Actions areas, jointly with the Army and A.I.D.

Emergency - To cover situations demanding immediate
action, further supported by the above
components.

Program funds are channelled through the Foreign Financing
Technical Secretariat, an agency of the Government of El Salvador
falling under the Ministry of Planning.

NOTE 4 - SUBSEQUENT TRANSACTIONS

ALLOCABLE TO THE PERIOD:

Certain costs incurred during the period October 1, 1987 to
February 29, 1988, regarding which present management disclaimed
responsibility thereon, were paid for and recorded as expenses in
the period March 1 to September 30, 1988. Following is a summary
of such payments:

Component Type of Expense Amount

Restoration Materials and supplies g101,786

Administration Salaries and wages 157,671

Combined Civic
Actions Salaries and wages 40,499

Z299;95

Regarding the aggregate fund balance of e2,542,537 at the end of
the period, during December 1988 and March 1989 cash amounting to
g1,435,008 (US$277,350), for which responsibility is ascribed to
former management, was reimbursed to SETEFE. In addition, checks
amounting to g27,141 were voided in March 1988 and the resulting
cash balance amounting to g1,134,670 was transferred to and
responsibility ascribed to succeeding management.

9



EXHIBIT I

NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

FUND ACCOUNTABILITY STATEMENT
OCTOBER 1, 1987 THROUGH FEBRUARY 29, 1988
(expressed in Salvadoran Colones - Note 2)

ACTUAL FUNDS SUPPLIED TO CONARA BY SETEFE
(Funding source: Economic Support Funds)

1987

Component

Restoration:
Non - UPR (1) 8,718,523
UPR (1) 3,935,538

12.654.061

(1) United for Reconstruction (UPR) and other than UPR
(Non-UPR)
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EXHIBIT II

NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

FUND ACCOUNTABILITY STATEMENT
OCTOBER 1, 1987 THROUGH FEBRUARY 29, 1988
(expressed in Salvadoran Colones - Note 2)

DISBURSEMENTS PER CATEGORY (BY COMPONENT)

Resto- Adminis- Combined
ration tration Civic Actions Total

Personal
services gl,665,721 g 699,498 g 221,063 g2,586,282

Non-personal
services 247,995 311,268 138,744 698,007

Materials and
supplies 1,456,384 202,307 1,145,422 2,804,113

Machinery and
equipment 564,509 6,711 571,220

g3,934,629 5 
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EXHIBIT III

NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

FUND ACCOUNTABILITY STATEMENT
OCTC3ER 1, 1987 THROUGH FEBRUARY 29, 1988
(expressed in Salvadoran Colones - Note 2)

ADVANCES PENDING LIQUIDATION

Restoration g8,561,097
Combined Civic Actions 68,135
Administration 21,879
Emergency (535)
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EXHIBIT IV

NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

FUND ACCOUNTABILITY STATEMENT
OCTOBER 1, 1987 THROUGH FEBRUARY 29, 1988
(expressed in Salvadoran Colones - Note 2)

FUND BALANCE, AT END OF PERIOD - CASH IN BANKS AND ON HAND

Banco Central de Reserva

(Central bank):

Restoration:

IBM 412,730
UPR 870,029
Non-UPR 1,032,402 g2,315,161

Combined Civic Actions 35,051

Emergency 912
Administration 184,591

2,535,715
Other banks 3,822

Total cash in banks 2,539,537
Petty cash fund 3,000

13



Apartado Postal 695 Telefono 25-9630
El Salvador, C. A Telex 20049

Price Waterhouse ft
NATIONAL PLAN FOR AREA RESTORATION

MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION
USAID/EL SALVADOR PROJECT N" 519-0177

INTERNAL CONTROL STRUCTURE
INDEPENDENT AUDITOR'S REPORT

We were engaged to audit the fund accountability statement of the
National Plan for Area Restoration, USAID/El Salvador Project
N0  519-0177, managed by the National Commission for Area
Restoration (Comision Nacional de Restauracion de Areas - CONARA)
for the period from October 1, 1987 through February 29, 1988,
and have issued our report thereon dated May 31, 1989, in which
we disclaimed an opinion because we were unable to apply
sufficient auditing procedures.

In planning and performing our audit of the fund accountability
statement of the National Plan for Area Restoration, USAID/El
Salvador project No. 519-0177, managed by the National Commission
for Area Restoration (Comision Nacional de Restauracion de Areas-
CONARA) for the period from October 1, 1987 through February 29,
1988, we considered CONARA's internal control structure in order
to determine our auditing procedures for the purpose of
expressing our opinion on the fund accountability statement and
not to provide assurance on the internal control structure. As
described in the following pages, the internal control structure
contains so many weaknesses that we elected to rely on
substantive testing for a more efficient audit. Consequently,
our evaluation was limited to a preliminary review of the
internal control structure to obtain an understanding of the
control environment and the flow of transactions through the
accounting system in the following areas: 1) payroll and
administrative costs; 2) materials and supplies; 3) machinery
and equipment; and 4) bank transfers between programs.

Our evaluation of CONARA's internal control structure disclosed
that the internal control environment prevailing during the five-
month period ended February 29, 1988 was the same one as was
prevailing at September 30, 1987, which was found to be
unreliable for audit purposes. For this and other reasons e did
not express an opinion on the fund accountability statement for
the period January 1, 1985 to September 30, 1987. Our evaluation
disclosed certain matters involving the program's execution that
we consider reportable conditions in accordance with generally
accepted auditing standards and the United States Comptroller
General's "Government Auditing Standards" (1988 Revision). These
reportable 'conditions were also noted during our examination of
the fund accountability statement as of September 30, 1987 and
were duly reported on at that time. Since no action on those
reportable conditions was taken by management and they were still
in the same condition as of February 29, 1988, we have summarized
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them in the following pages as findings 1 to 8 as an integral
part of this report.

A material weakness is a reportable condition in which the design
or operation of one or more of the internal control structure
elements does not reduce to a relatively low level the risk that
errors or irregularities may occur in amounts that would be
material in relation to the fund accountability statements being
audited and not be detected within a timely period by employees
in the normal course of performing their assigned functions. In
this connection, findings 1 to 8 are all deemed to be material
weaknesses.

Our consideration of the internal control structure would not
necessarily disclose all matters that might be reportable
conditions and, accordingly, would not necessarily disclose all
reportable conditions that are also considered to be material
weaknesses as defined above.

This report is intended solely for the use of CONARA, SETEFE and
the Agency for International Development. This restriction is
not intended to limit distribution of this report which, upon
acpeptance by the Office of the Inspector General, is a matter of
p blic recoFd_ /

May 31, 1989

15



NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

REPORT ON INTERNAL CONTROL STRUCTURE

SUMMARY OF CONDITIONS AND RECOMMENDATIONS
PREVIOUSLY REPORTED AND NOT IMPLEMENTED AS OF FEBRUARY 29, 1988

1. There Was Lack of Adequate Segregation of Functions
in the Procurement Department.

Recommendation:

USAID/El Salvador should suggest that SETEFE assure that CONARA
divests the present procurement clerk of some duties that are
incompatible with sound procurement practices, so that the
following functions are segregated:

- initiating transactions (e.g. ordering goods)

- recording transactions (e.g. maintaining inventory records)

- custody over assets (e.g. supervising inventory storage)

- ultimate control of purchases (e.g. awarding bid contracts)

It is believed that CONARA's staff is sufficiently large to
permit assignment of some of the above functions to different
individuals with no harm to the timely discharge of their present
duties.

2. Excess Disbursements Over Budget Were Not Approved
in Advance by SETEFE (Secretariat for Foreign
Financing or Secretaria Tecnica del Financiamiento
Externo), the Ultimate Authority in this Respect.

Recommendation:

USAID/El Salvador should suggest that SETEFE requires CONARA to
fully document all expected excess disbursements over budget and
to request approval from SETEFE prior to actual expenditures and
well in advance of project completion dates.

3. Signatures Evidencing Receipt of Wages Were Different

from Those Appearing in Prior or Subsequent Payrolls.

Recommendation:

USAID/El Salvador should obtain evidence that SETEFE requires
CONARA to make all payments through a regular paymaster, who
should ensure that payments are only made to the actual
individuals intended to receive the wages.
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4. Repetitive Cases Where Wages of Laborers Were Collected
on Behalf of Individuals Were at Variance with Normal
Customs.

Recommendation:

USAID/El Salvador should obtain evidence that SETEFE requires
CONARA to make payments for employee compensation to only bona-
fide employees for services performed as authorized by
management. Payments made to another person on behalf of an
employee should be made only on an exception basis and authorized
only in justified cases.

5. The Accounting Records of CONARA for Advances Pending
Liquidation (Receivables) Did Not Provide for Accurate
Supporting Data.

Recommendation:

USAID/El Salvador should suggest that SETEFE assure that CONARA's
management establishes better controls over advances pending
liquidation. In this regard, individual ledger cards should be
opened for each advance given, with references to the original
source documentation as to dates and amounts. Each transaction
should be individually posted to these cards in order to clearly
identify any open entries forming part of the month-end balances.
The aggregate of these ledger card balances should be reconciled
monthly to the general ledger control account and any
discrepancies should be immediately investigated.

6. Some Wages Have Never Been Collected by Workers From a
Bank Account Which Has Been Opened for Controlling
Payroll Payments.

Recommendation:

USAID/El Salvador should suggest that SETEFE assure follow up by
someone in CONARA's accounting department of payments of payroll
by the bank. Any uncollected wages at the end of the month
should be transferred to the Corte de Cuentas as provided for by
the law.

7. There Was Concentration of Incompatible Functions on

the Revolving Fund Clerk.

Recommendation:

USAID/El Salvador should obtain evidence that SETEFE assure that
CONARA revises the present duties of the revolving fund clerk in
order to assure that incompatible functions are reassigned to
employees independent of cash transactions. Segregation of
incompatible duties should be incorporated by CONARA for purposes
of sound internal controls.
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8. A Bank Account in the Banco Central de Reserva in the
Name of the Revolving Fund Clerk Was Not Recorded in
CONARA's Accounting Records.

Recommendation:

USAID/El Salvador should ascertain that SETEFE requires CONARA's
management that: a) bank account No. 1-34-130 in Banco Central
de Reserva be immediately closed; b) the related ending balance
be recorded in the CONARA's books; c) all transactions made with
these funds be reviewed and carefully accounted for in the
CONARA's accounting records; and d) such practices should not be
authorized in the future.
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Apartado Postal 695 Telefono 25-9630
El Salvador. C. A. Telex 20049

Price Waterhouse 0

NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N- 519-0177

COMPLIANCE WITH AGREEMENT TERMS
AND APPLICABLE LAWS AND REGULATIONS

INDEPENDENT AUDITOR'S REPORT

We were engaged to audit the fund accountability statement of the
National Plan for Area Restoration, USAID/El Salvador Project NQ
519-0177, managed by the National Commission for Area Restoration
(Comisi6n Nacional de Restauracion de Areas, CONARA) for the
period from October 1, 1987 through February 29, 1988, and have
issued our report thereon dated May 31, 1989, in which we
disclaimed an opinion because of the following scope limitations
that prevented us from applying sufficient auditing procedures.

1. The internal control environment prevailing as of February 29,
1988 was the same one as was prevailing at September 30, 1987,
which was found to be unreliable for audit purposes. For this
and other reasons we disclaimed an opinion on the fund
accountability statement for the period January 1, 1985 to
September 30, 1987.

2. The documentation to support the financial information shown
in the fund accountability statement was not fully made
available for audit purposes and our attempts to test review
the underlying documentation were thwarted by management's
inability to locate selected vouchers and other expense
documents for approximately g5.3 million or approximately 35%
of total disbursements amounting to 315.3 million for the
five-month period ended February 29, 1988.

3. Present management officially assumed its functions on March
1, 1988 and, as represented to us in writing, disclaimed any
responsibility for the transactions and related documentation
as of February 29, 1988.

4. The accounting records for the five month period ending
February 29, 1988 were much in arrears and were inadequate for
audit purposes, and were not in accordance with circular
("Instructivo") 1204, which requires the implementing units to
keep their accounting records in accordance with sound
accounting practices. Consequently, it was not possible to
perform conclusive audit work to substantiate the transactions
or accumulated balances for the five-month period ended
February 29, 1988.
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The management of CONARA is responsible for compliance with terms
of the agreement for the above mentioned program and with
applicable laws and regulations. As part of our engagement, we
performed tests of CONARA's compliance with certain provisions of
laws, regulations and agreement terms. However, our objective
was not to provide an opinion on overall compliance with such
provisions.

Because of the matters described in the preceding paragraphs, the
scope of our audit was not sufficient to enable us to express,
and we do not express, an opinion on CONARA's compliance with
agreement terms and applicable laws and regulations. However,
the results of our limited audit tests disclosed that the
conditions of material noncompliance reported upon fcr the
predecessor period from January 1, 1985 to September 30, 1987
remained unchanged as of February 29, 1988. Consequently, we
have summarized them as findings N9 1 to 5 in the following pages
of this report.

This report is intended solely for the use of CONARA, SETEFE and
the Agency for International Development. This restriction is
not intended to limit distribution of this report which, upon
ectance by the Office of the Inspector General, is a matter of

publ c rec r .

May 31, 1989
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NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE NATIONAL COMMISSION FOR AREA RESTORATION

USAID/EL SALVADOR PROJECT N" 519-0177

REPORT ON COMPLIANCE WITH APPLICABLE LAWS,
REGULATIONS AND AGREEMENT TERMS FINDINGS OF

INDEPENDENT ACCOUNTANTS

SUMMARY OF CONDITIONS OF NON-COMPLIANCES PREVIOUSLY
REPORTED AND NOT IMPLEMENTED AS OF FEBRUARY 29, 1988

1. Inter-Program Bank Transfers Were Made Without
Proper Authorization.

Recommendation:

USAID/El Salvador should suggest that SETEFE assure that CONARA
anticipates all fund needs well in advance, so that prior
approval for any inter-program transfers can be obtained from
SETEFE and, if applicable, USAID/El Salvador.

2. Accounting Records Were Not Authorized or Approved

by SETEFE as Required.

Recommendation:

USAID/El Salvador should inform SETEFE of the situation and
require CONARA to take immediate corrective measures to get its
books of ac-ount authorized by SETEFE and kept in accordance with
sound accounting principles.

3. 3ank Accounts Were Opened With the Commercial
Banking System Without Proper Authorization.

Recommendation:

USAID/El Salvador should obtain evidence that SETEFE requests
CONARA to close all bank accounts opened without its prior
approval. The opening of new accounts in the future should only
be made upon prior approval from SETEFE.

4. Public Bids Were not Obtained for Acquisitions
Exceeding 0100,000 Which Did Not Comply With
Instruction 1204.

Recommendation:

USAID/El Salvador should obtain evidence that SETEFE assure that
CONARA obtains public bids for acquisition in all cases required
by Instruction 1204.
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5. Contracts Exceedinq l100,000 Were Not Approved

by the Corte de Cuentas as Required.

Recommendation:

USAID/El Salvador should obtain evidence that SETEFE assure that
all contracts exceeding lO,000 are submitted by CONARA to the
Corte de Cuentas for prior approval.

* * *
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ANNEX I
(1 of 2)

NATIONAL PLAN FOR AREA RESTORATION
MANAGED BY THE

NATIONAL COMMISSION FOR AREA RESTORATION
USAID/EL SALVADOR PROJECT N- 519-0177
OCTOBER 1, 1987 TO FEBRUARY 29, 1988

MANAGEMENT COMMENTS (Free Translation)

September 14, 1989

Lopez Salgado y Cia.

(Price Waterhouse representative)

This commission has finalized the reports review dated as follow:

1 up to February, 1988
2 from March to September, J988

Regarding report 1, since prior year this commission contracted a
firm to analyze, arrange and liquidate all transactions/movements
effected during 1986.

At present, such firm continues working and will deliver results
in October, 1989.

Similar to former management, we decline any responsibility on
actions for such period.

Regarding period 2 (above), we enclose evidence to clarify that
observations (made by auditors) have been overcomed.

Truly yours,

Mrs. Norma R. de Dowe
Coordinator General
CONARA



ANNEX I
(2 of 2)

0 C 0.11 s I0 "NA CIO \ L D R E TT'J A r. 10. 1
DE AREAS

SAN SALVADOR EL SALVADOR CENTRO AMERICA

San Salvador, 14 de septiembre de 1989.

Sehores
16pez Salgado y Ccmpahla
PRESENTE

Esta Comisi'n ha finalizado la revisi 6n de los reportes comprendidos

entre las siguientes fechas:

I.- Hasta Febrero de 1988.

2.- Marzo a Septiembre de 1988.

Sobre el reporte numero I esta Comision contrat 6 desde el aRo recien
pasado, una Companla que hiciera el trabajo de analisis, ordenamien-

to y liquidacion de todos los Movimientos efectuados durante 1986.

Actualmente, la companiia conLinda tcabajando y entregara resultados -

hasta en Octubre del corriente a[io.

AL igual que la AdminisLraci6n anterior dedicamus Loda responsabili-

dad sobre lo actuado durante ese pErl'odo.

Con relaci 6 n al segund, peri'odo, en documinto anexo hacem's 1-'i acla

raci m..s que evidencian que las observaciones han sido superadas.

Sin otro particular, me despido de usted con toda consid.racioln y -

est ima.

I)IO;, UNION Y 1.III:KTAI)

1:l 1" C. NoRpD W

\ (; 0 COORI) I NAID)INA (;iN!,',RAI,K. .!**,I, * 
'

L 

.,



APPENDIX I

REPORT DISTRIBUTION
No. of Copies

Director, USAID/El Salvador 5

U.S. Ambassador to El Salvador 1

AA/LAC 2

LAC/CAP/EN 1

AA/M 2

GC 1

LAC/CONT 1

LAC/DP 1

LAC/DR 1

LAC/GC 1

RLA 1

AA/PFM 2

PFM/FM/FP 2

AA/XA 2

LEG 1

XA/PR 1

PPC/CDIE 3

IG 1

AIG/A 1

IG/PPO 2

IG/LC 1

IG/RM/C&R 12

IG/I 1

RIG/I/T 1

Other RIG/As 1


