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Council Resolution 124 dated June 30, 1975. It began to function in March 1978, and adopted
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The Board is composed of three members elected by the General Assembly.
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To the Permanent Council of the

ORGANIZATION OF AMERICAN STATES

The Board of External Auditors is pleased to present its annual report on the external
audit of the accounts and financial statements of the ORGANIZATION OF AMERICAN
STATES (OAS) in accordance with Article 117 of the General Standards to govern the
operations of the General Secretariét. Our report covers the biennium ended December 31, 1997,

and includes:

° Comments and recommendations by the Board for improving the OAS' operating
procedures and internal accounting controls;

e Audit of the accounts and financial statements of major OAS funds:
Regular Fund
Special Multilateral Fund of the Inter-American Council of Integral
Development (FEMCIDI) (established April 1997)
Temporary Special Multilateral Fund (FET) (terminated April 1997)

® Audit of the accounts and financial statements of the Rowe Memorial Benefit Fund
and the Leo S. Rowe Pan American Fund;

] Audit of the accounts and financial statements of the Inter-American Defense
Board;
] Audit of the accounts and financial statements of the International Commission of

Support and Verification (CIAV 1I); and

e Audit of the accounts and financial statements of the Unit for the Promotion of
Democracy (OAS/Democ).



The Board's annual report is based primarily on the audit conducted by Ernst & Young,
which was performed in accordance with generally accepted auditing standards. The Board
reviewed and discussed the audit work and related workpapers with representatives from the firm.
In preparing its report, the Board has also considered the reports of the organization’s Inspector

General and discussions with management officials.

The financial statements included in this report represent the financial activity for the
biennium ended December 31, 1997, on a comparative basis with the previous biennium. (See
Note 3 to the financial statements). The statements have been prepared in conformity with
accounting practices prescribed by the Budgetary and Financial Rules of the General Secretariat
which require the measurement of financial position and operating results in terms of historical
cost without regard to changes in the purchasing power of money over time. Ernst & Young’s
opinion, as it pertains to the financial statements for the biennium ended December 31, 1997, is

ungqualified.

Based on the opinions rendered by Ernst & Young on funds audited, the Board certifies in
accordance with Article 119 of the General Standards to govern the operations of the General

Secretariat that:

o The financial statements of all funds audited agree with the books, records,
documents, and vouchers of the General Secretariat.

® The securities and cash on deposit have been checked by means of certification
from depositories of the General Secretariat and the cash on hand has been
checked by actually counting it as deemed appropriate by the Board in accordance
with generally accepted auditing standards.

We have included as Appendix A of Section I Ernst & Young's opinion on complance
with the General Standards to govern the operations of the General Secretariat. In addition, our
report contains a number of recommendations designed to improve OAS' operating procedures

and internal accounting controls both at Headquarters and at the Offices in the member states.



In May 1997, the Permanent Council adopted CP/RES. 703 (1122/97) which revised
Article 108, renumbered it as Article 124, and provided that:

"The Board shall submit its report to the Permanent Council within the first
four months of the year. The report shall include the preliminary comments of
the General Secretariat. Additional formal comments on the plans for adopting
measures relating to the recommendations of the report shall be furnished by
the General Secretariat and the Office of the Inspector General. The
Permanent Council shall make such observations and recommendations as it
sees fit. The Report shall be submitted to the next regular session of the
General Assembly, together with the observations from the Permanent Council,
the General Secretariat and the Office of the Inspector General".

This report is submitted in accordance with Article 124 with one exception. Due to
circumstances beyond the control of the Board, the report does not include the financial
statements and opinion for the Pension and Retirement Fund because the financial information
was not available for review within the necessary timeframes. The Board spoke with an Ernst &
Young representative and a representative from the Pension Fund in order to establish reasonable
timeframes for each group. We believe that the agreement reached will lead to timely preparation
of financial statements and will allow these financial statements to be included in next year’s
Board report. The Board members will continue to review E&Y’s and OAS’ efforts in this area

in future years.

As of December 31, 1997, the Regular Fund had a positive fund balance of $5.5 million
which was an increase of approximately $2.8 million from the December 31, 1996, balance of
about $2.7 million. Quota collections in the Regular Fund during 1997 totaled approximately $75
million (with 85% of the current year assessment and 30% of prior years’ arrearages collected).
Uncollected quota balances at December 31, 1997, totaled $40.7 million, as compared to $42.2
million at December 31, 1996.



The Members of the Board wish to express their appreciation for the cooperation of the
General Secretariat in facilitating the audit work and to the General Assembly and Permanent

Council for the opportunity to assist in evaluating the financial operations of the OAS.

Jagquelyn L. Williams-Bridgg;

Chairman
Adrian Strachan Jose Tomas Espinoza Norambuena
Member Member
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SECTION 1
COMMENTS AND RECOMMENDATIONS TO WPROVE

OPERATING PROCEDURES AND INTERNAL ACCOUNTING CONTROLS






CHAPTER 1

COMMENTS RELATING TO THE GENERAL SECRETARIAT

Issues refated to the General Secretariat have been grouped into three categories as
follows: (1) issues of continuing concern, (2) action on prior issues, and (3) new
issues. Six issues discussed in last year's report related to the General Secretariat
continue to be of concern to the Board members.

ISSUES OF CONTINUING CONCERN

Management Information
Systems

The Department of Management Systems and
Information Technology (DMSIT) is in the process
of implementing corrective measures to enhance
the overall control structure of the Organization’s
information systems environment. The Board
members have identified the MIS system as one of
the most vital issues facing OAS at this time and
feels that much attention and effort needs to be
focused on this area in the next year, especially
considering the unavoidable Year 2000 deadline.
The Board would like to stress the need for
adequate funding for this program on a timely
basis. Also, the Board would like to ensure that
an adequate training program be developed for the
users of the new system.

During its audit, Ermnst and Young, LLP {(E&Y) noted
additional control issues that warrant
management’s consideration:

Physical Access - The data center contains a high
volume of sensitive information focated on small
data cartridges, which could easily be removed
from the premises. Accidental disruption fo
operations can result through inadvertent or
intentional mishandling of computer equipment
located within the computer room. Efficiency
could be compromised if an excessive number of
individuals have access to the computer room.
OAS management has significantly improved the
physical security over the computer room;
however, the Board feeis there is a need for
continued vigilance in this area and recommends
that the list of individuals with access to the data
center be reviewed on a monthly basis and that
those persons who no longer require “routine” or
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“daily” access be deleted from the card key
system.

Program Change Controls - OAS has established
policies and procedures for system development
and maintenance. The policies cover requirements
definition, programming standards, and
documentation standards. However, there are no
policies regarding testing to be performed as part
of the program development and change process.
The lack of guidance could compromise the quality
of newly developed or changed programs. The
Board recommends that procedures regarding
program testing be formalized and communicated
to all personnel involved in the system
development and change process.

Also, there is no formal coordination between the
users and MIS management prior to migration of
new or changed programs to production. Without
formal coordination, the Organization can not
ensure that only authorized, tested, and approved
changes are being migrated to production. The
Board recommends that all changes, independent
of their nature, be initiated by a formal change
request form and that all changes be coordinated
with the users before they are moved to
production.

Disaster Recovery Planning - The OAS
contingency plan is out of date and needs to be
revised to reflect the current systems environment
so that all critical OAS business processes could
be recovered in a timely manner.

Additionally, the Organization needs to develop a
manual on non-automated user procedures that
will be deployed by departmental business users in
the event of computing systems unavailability.
Since OAS is in the process of developing the new
MIS program, the Board believes that it is worth
the risk to wait untift the new system s
implemented before a disaster recovery plan is
developed. However, the Board wants to stress
they believe that this is an important issue and a
plan should be developed immediately after the
system is implemented.



PC User Guidefines - The use of personal
computers (PCs) within the organization becomes
more important as more functions are migrated
from the Mainframe environment to the PC LAN.
With the exception of some memoranda which
have been distributed, there are no user guidelines
for the use of PCs. We recommend that
management develop, distribute, and monitor
compliance with user guidelines, outlining the
basic rules to be observed by the users. These
guidelines could increase user awareness in
relevant areas such as password security, data
backup, use of private software, use of the
Internet, and email. Again, the Board would like
to peint out that since OAS is in the process of
developing the new MIS program, the Board
believes that OAS should wait and develop the PC
user guidelines concurrently with the development
of the new MIS program,

Local Area Network (LAN) - In the past, each
Department within the OAS has been able to
purchase and install software on its PCs without
consulting the MIS department. This practice can
lead to instances where installed software does
not comply with OAS strategies and policies as
well as problems with license agreements.
Furthermore, because MIS would not have
knowledge of the end user applications, the
applications might not be included in the Year
2000 readiness assessment.

At the 1996 General Assembly, the Member
States resolved to centralize all software
purchasing responsibility under the control of
DMSIT. The Board is pleased with the concern of
the General Assembly and believes this will
improve the situation. However, the Board is
providing additional recommendations that we
believe will strengthen this area even more. The
Board believes that additional control will be
realized with the distribution of the above
mentioned PC user guidelines. In addition, the
Board recommends that a centralized policy
regarding use and installation of software be
formulated and communicated to all users. To
further increase user awareness we recommend
having the user sign a declaration of compliance
on an annual basis.
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Conirol Environment

Over the past few vyears, several of the
management area offices of the General
Secretariat have experienced personnel reductions
and as a result, operate with minimal staff levels.
During 1996, further personnel reductions were
experienced, particularly within the Department of
Financial Services. The Board members
understand that downsizing is a necessity for the
Organization. However, the Board members feel it
is important to ensure that adequate staffing is
maintained in the most critical functions and the
most vulnerable areas of the Organization, such as
in the areas of the DMSIT and the Department of
Financial Services. We are pleased that OAS
undertook a review of the Department of Financial
Services during 19297; however, the Board
reiterates its prior recommendation that OAS
management review the staffing of additionat
areas within the Organization. OAS management
would, of course, identify the scope of this review
and determine how the review would be
conducted. While performing the staff review, the
changes envisioned by the MIS system should be
taken into account.

In 1997, the Department of Financial Services
faced other significant and unique challenges. In
addition to planning to reengineer its accounting
and reporting functions to offset human resource
constraints, Financial Services implemented a new
general ledger structure in order to account for the

activities of CIDI. Concurrently, Financial Services

personnel were heavily involved in the initial
planning phase of the Information Systems
Modernization Plan of the Qrganization,

Financial Services outsourced cerfain of its
functions, the most significant of which was the
recording of transactions of the offices away from
Headquarters and the bank account reconciliation
procedures for the OAS’ main operating account
at Headquarters. E&Y believes that the approach
faken by management to address its resource
constraints was prudent. In fact, E&Y noted an
improvement in the timeliness of recording
National Office transactions and approving bank
reconciliations for these offices during 1987. The
Board supports efforts to retrain employees across
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functional areas since such training increases the
employees’ knowledge of the transactions
processed through Financial Services and
enhances their understanding of the impact of
their functions on the Organization as a whole.

E&Y stressed that until employees and contractors
become completely familiar with their new
responsibilities, review functions need to be
strengthened so as to ensure that transactions are
being appropriately recorded. The Board believes
that due diligence must continue to be given by
the Department of Financial Services. Although
E&Y did not identify any material internal control
weaknesses; they did note the following areas
which could be improved.

Bank Reconcifiations - E&Y found that bank
reconciliations for the main operating account at
Headquarters were not consistently being
performed on a timely basis. This lack of
timeliness appeared to have been a direct result of
the competing demands placed upon Financial
Services personnel. Financial Services attempted
to address this issue by outsourcing the
reconciliation of the operating bank account.
Review and approval of the reconciliations and any
required adjustments remained the responsibility of
appropriate Financial Services personnel.

The bank reconciliations were effective in
identifying reconciling items; however, as E&Y
observed in prior years, these reconciliations are
excessively complex. This factor, coupled with
the outsourcing firm’s relative unfamiliarity with
the OAS’ accounting processes and the volume of
transactions processed through this account,
make it particularly important that the reviewers of
these reconciliations remain at all times aware of
all  significant reconciling items identified,
particularly when such items require adjustments
to the accounting records. Adequate review and
approval of the reconciliations and any required
adjustments is an essential component of the
controls to ensure that cash receipts and
disbursements of the OAS are authorized and
recorded in the appropriate amounts. E&Y noted
no instances in which improper adjustments had
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been made to the cash accounts as a result of the
reconciliation procedures; however, E&Y believes
that the complexity of this control procedure can
be reduced.

The Cashiers Division within the Department of
Financial Services monitors the operating account
activity on a daily basis. Accordingly, they are
aware in a timely manner of transactions, which
may require adjustments. Recording these
fransactions by the Accounting Division when they
are identified would limit the number of reconciling
items generated at month-end, reduce the volume
of adjustments, and ensure that transactions are
recorded in a timely manner, The Board
recommends that the Accounting and Cashiers
Divisions coordinate efforts with respect to the
monitoring and recording of operating account
activity, while maintaining the appropriate
segregation of duties, in order to enhance the
timeliness of recording of transactions and
efficiency of the bank reconciliation process.

Adeguate Review of Transactions - During E&Y's
testing of the operating account bank
reconciliations, E&Y noted errors in checks issued
to retirees of the OAS for reimbursements of
taxes. In particular, computer-generated checks
had been issued which were not consistent in the
amounts recorded in words and the amounts
recorded in dollars on the face of the checks. This
occurred because of the inability of the check
writing program to recognize and print amounts in
excess of five digits. These checks were manually
signed by authorized parties, were issued and
presented for payment. OAS canceled the checks
and reissued them.

Although OAS did not suffer financial ioss due to
this error, the underlying risk and susceptibility fo
loss should not be overlooked. Adequate review
of these checks prior to their issuance would have
revealed these errors. E&Y did not identify other
instances in which checks were improperly
prepared. However, the Board would like to stress
the need for proper review and approval of check
issuance by all individuals with check signing
authority. The Board suggests that the OAS
consider requiring dual signatures on checks
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Review of Policies
and Procedures

issued at Headquarters which are in excess of a
certain defined limit,

Maintenance of Documentation - E&Y was unable
to obtain the supporting documentation for certain
expenditures processed during the year, as these
records could not be located. Although this was
not identified as a widespread problem, the Board
recommends that efforts be made to ensure that
expenditure  documentation is  appropriately
maintained for a reasonable period of time.

The Board recognizes that certain of the errors
noted may have occurred as a result of the
significant  changes  experienced by the
Department of Financial Services during the year.
Additional demands may be placed upon its
personnel during the upcoming vyear as the
implementation of the new Information Systems
Modernization Program progresses. It is important
therefore, that an adeguate controf environment is
maintained during the implementation phase of the
Information Systems Modernization Program. The
Department of Financial Services should evaluate
whether greater efficiencies can be achieved in
the processing of transactions and/or consider the
need for additional outsourcing of transactional
responsibility to qualified firms during the
implementation phase. OAS would need to
consider the oversight requirements that additional
outsourcing would create. Whatever strategy is
developed, the Board can not stress enough that it
must be executed without sacrificing the integrity
of the control environment. Individuals with
authority must ensure that important functions are
adequately performed.

As in prior years, we determined that the

Organization’s overall policies and procedures
governing daily operations of the General
Secretariat were in need of being updated. This
includes the Budgetary and Financial Rules of the
OAS, the Field Financial Manual, as well as the
departmental manuals which govern the day-to-
day activities and operations of each Department.
In conjunction with the current year audit, E&Y
noted that the manuals outlining competitive
bidding procedures also require revision.
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Fixed Assets

The Board continues to recommend that the
necessary resources be allocated to facilitate an
Organization-wide review of the General
Secretariat’s policy and procedural guides. It is
important that a consistent body of criteria which
documents the existing rules and regulations of
the Organization exists to ensure that employees
and contractors of the OAS are aware of and
comply with these procedures. OAS should
consider initiating the review and revision
concurrently with its implementation of updated
automated systems or should ensure that this
process is performed as soon as the
implementation phase is completed. While the
Board members recognize that such an
undertaking is not feasible considering the current
staffing levels of the General Secretariat, we
believe a project of this nature could be
accomplished by an outside contractor with
fimited supervision by the Subsecretariat for
Management.

Headquarters’ Assets - The Board is pleased with
the improvements made in this area. However,
we did identify a few areas of concern related to
Headquarters Assets. During its review, E&Y
noted that fixed assets purchased by OAS in
December 1997 had not been recorded. Fixed
assets are entered in the accounting system in
batches of 200 items, and the minimum number
of items was not received in December to be
recorded. The total amount of fixed asset
additions that were not recorded in the balance
was $151,759. The Board recommends that OAS
procedures be changed so that the Master File is
updated whenever a fixed asset is acquired which
meets the capitalization threshold, regardless of
the number of items.

Also, E&Y determined that OAS did not always
record donated artwork immediately upon receipt,
but instead waited until the Art Committee, which
meets twice a year, approved its appropriateness
for the Museum. OAS adjusted the balances
accordingly for the financial statements. The
Board recommends that OAS’ procedures be
changed so that a subsidiary ledger of artwork be
updated when a donation of artwork is made to
the Museum. Once the artwork is accepted, the
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Master File should be updated. At the end of the
year, the Master File should be updated, even if
the Art Committee had not yet made a decision on
the appropriateness of the donated artwork.

During 1995, the Office of the Inspector General
conducted an audit of the Art Museum of the
Americas during which it was noted that the
Museum’s listing of art works in its permanent
collection needed to be updated. Also, it was
found that although the Budgetary and Financial
rules require independent appraisals, they have not
been performed on a regular basis because of the
cost, In 1996, OAS hired Christies Auction House
to perform an appraisal of the Museum’s artwork.
Christies had not vet presented its report.
Unfortunately, the funds obligated for the
appraisal have lapsed. The Board recommends
that OAS reobligate the amount for the appraisal.
Also, OAS should ensure that the person
responsible for the oversight of a contract
understands their responsibilities related to
obligated funds.

It has also come to the Board’s attention that two
related areas in the OAS’s policies and procedures
need review and possible revision. One requires
the OAS to perform a full inventory of its fixed
assets every two years. The other requires the
OAS to perform regular independent appraisals of
the Museum’s artwork. The Board believes that
OAS’s management should review and revise
these policies to ensure that they are as cost-
beneficial as possible. For instance, an OAS
representative indicated that it was impractical to
perform a complete inventory every two years
with the exception of items that are at greater risk
for theft, such as laptop computers. With regards
to the appraisal of the artwork, OAS officials have
indicated that due to budget constraints, they will
be unable to regularly appraise the artwork. Since
the value of artwork does not fluctuate greatly
over time, perhaps a greater length of time
between appraisals would be appropriate, with an
independent appraisal done for all newly donated
artwork. The Board therefore recommends that
the Budgetary and Financial Rules related to
artwork and inventory requirements be reviewed
and revised as appropriate.
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Specific Criteria
for Firm Commitments

National Office Assets - Beginning in 1985, the
Department of Material Resources provided each
National Office a list of fixed assets maintained
away from Headquarters in order to perform a
physical inventory and update the list. Only a
small number of National Offices had returned the
fixed asset listing. At the end of 1996, another
fixed asset listing was sent to each National
Office for verification. According to OAS
management, more than 30 National Offices
responded to the reguest for information. We are
pleased with the progress that has been made in
this area; however, the Organization should
continue its efforts in this area particularly with
regard to those National Offices which have not
yet responded in order to maintain continued
communications with the National Offices. The
Department should also consider the
establishment of policies which foster compliance
with its physical inventory requests,

Project Assets - E&Y noted that the OAS had not
yet established a formal capitalization policy for
Inter-American Council for Integral Development
(CIDI) project assets and that project assets were
being capitalized depending on the office to which
they belonged. For example, assets of the former
area of Education, Science, and Culture were not
capitalized and assets of the former area of
Economic and Social Affairs were capitalized.
0OAS management recognizes this deficiency, but
at this time is unsure if CIDI will maintain any
fixed assets. The Board recommends that OAS
management review the structure of CIDI to
determine whether any fixed assets will be
maintained. If so, we recommend that a policy for
the capitalization of CIDI projects assets be
established and communicated to the appropriate
project administrators.

Previous reports noted instances where the

Organization recorded obligations that did not
appear to be supported by firm commitments as
required by the Budgetary and Financial Rules. In
June 1985, the General Assembly approved a
modification to Article 72 (now Article 24} of the
General Standards to specifically require that
obligations be recorded when the General
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Secretariat becomes legally required to expend
funds. During 1997, the Department of Program-
Budget made efforts to ensure that all the
obligations maintained in the budgetary accounts
represent firm commitments. The Department
conducted quarterly reviews that gave particular
attention to obligation balances that had remained
inactive for more than 180 days. However, during
its audit of the Organization’s 1997 financial
statements, E&Y again noted many instances
where obligations were recorded that were not
supported by firm commitments.

Unliquidated obligations for the Organization at
December 31, 1997, totaled $22.3 million
{(Regular Fund: $7.5 million: FEMCIDI: $8.1
million; Specific Funds: $6.3 million}. During its
review, E&Y identified approximately $500,000 in
unsupported obligations, which represented such a
high error rate that E&Y requested OAS
management to perform an institutional review of
obligations. QAS reviewed approximately $12
million of unliquidated obligations (which included
all obligations that did not have any activity during
the year). As a result of this review, OAS
identified $1.2 million of open obligations which
were not supported {this includes $0.1 million
previously identified by E&Y), The total of
approximately $1.6 million in unsupported
obligations is represented as follows:

DAS E&Y TOTAL
Regular Fund $ 426,222 $320,676 §$ 746,798
FEMCID] $ 48,685 § 342 §¢ 49,027
Specific Funds $ 618,202 $136,887 $_ 755,089
' $1,083,108 $457,805 $1,550,914

Prior to the adjustments, unsupported obligations
represented 9.5% of the unliquidated obligation
balance and 13.6% of the fund balance of the
Regular Fund. Likewise, they represent 11.4%
and 3.2% of the open obligation and fund
balances of the Specific Funds, respectively. E&Y
observed that many of the unsupported amounts
were obligations for travel and fellowships. The
OAS recorded adjustments of $424,000 to
deobligate unsupported balances. The remaining
amount is not material fo the financial statements,
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Art Museum of the Americas

and therefore, OAS will not make any additional
adjustments for the 1997 financial statements.
However, OAS has indicated that it plans to
deobligate all unsupported obligations that were
identified during 1998.

Consistent with findings in prior years, adequate
maintenance and review of these balances at or
near vear-end to determine whether these
obiigations continue to meet the criteria outlined in
Article 94 is not being performed by the
appropriate individuals within the Organization.

As in prior years, the Board members recommend
that the Organization establish detailed review
procedures to be performed in order to ensure that
obligations are valid. Policies should also be
created which ensure compliance with these
review procedures at all levels of the Secretariat.
Further, we continue to stress that efforts should
be made to ensure that all Offices of the
Secretariat adhere to the criteria necessary for
obligating funds. We understand the Department
of Program-Budget, along with the other
departments of the Secretariat, was heavily
invoived in all the tasks leading to the completion
of the modernization plan and expects their
involvement to increase in 1998. It is essential
that the obligation process be more closely
monitored both at the initiation phase and
completion phase of the related activity. This
review should be performed by the appropriate
individuals within the technical areas who are
responsible for the execution of the activity.
During a discussion with the Director of Program
Budget, he suggested that periodic training
sessions be held to provide guidance on adequate
review of obligations. The Board agrees with this
suggestion and hopes that it is implemented in the
following year. As noted in the prior year, the
Field Financial Manual and Budgetary and Financial
Rules do not contain a consistent set of criteria for
obligating funds in Offices Away from
Headquarters as required by Article 94.

The Art Museum of the Americas displays works
of art from numerous American artists. The Board
members feel that the art collection in this
Museum is of extreme educational and cultural
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ACTION ON PRIOR ISSUES

Financial Condition of
the Regular Fund

importance. In 1996, the Board reported that the
Museum did not seem to attract the number of
patrons that the Board members believed such an
important collection should attract. The Board
members felt it was their duty to ensure that OAS’
assets were put to the best use possible, including
works of art. Therefore, the Board members
recommended that OAS management consider
alternatives for displaying these works of art.

During 1997, the Office of the Secretary General
began several initiatives to increase the exposure
of the works of art held by the Museum. For
instance, ' the Museum became part of the
Museum Bus network, a local joint collaborative
transportation project to connect the Mall with
museums not located on the Mall during the
summer months. Also, the Museum loaned works
of art from its permanent collection to outside
institutions to increase visibility and accessibility
to these artworks. Also, partnerships with the
Smithsonian Institution and the Inter-American
Development Bank are under consideration.

We are pleased with the progress made by OAS in
this area. However, we believe that there is still
much to be done in this area in the future. We
encourage the OAS to develop other innovative
methods to display the works of art.

The financial position of the Organization’s Regular
Fund had significantly improved during 1997. As
of December 31, 1997, a $5.5 million balance
existed in the Regular Fund -- an increase of
approximately $2.8 million from December 31,
1986, when the Regular Fund balance totaled
about $2.7 million. Quota collections during 1997
totaled $75 million, with 85% of the 1997
assessment and 30% of prior years’ arrearages
collected. Uncollected quota balances at
December 31, 1997, are $40.7 million, as
compared to $42.2 million at December 31, 1996.

Pledge collections in support of the Fund of the
Inter-American Council for Integral Development
{CIDI) (FET and FEMCIDI totaled $12.6 million
with 99.7% of the current year pledges collected.
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As in prior years, the majority of the outstanding
pledge balances at December 31, 1997, relates to
a 1977 pledge made by the United States of
approximately $8.7 million. In early 1997, the
U.S. Mission to the Organization of American
States informed the Board of External Auditors, in
conjunction with the annual audit of the financial
statements, that the U.S. does not acknowledge
this outstanding $8.7 million balance.

On May 8, 1997, the Board brought this matter to
the attention of the Committee on Administrative
and Budgetary Affairs for consideration and
resolution. The Board has received no indication
from the Committee that this issue was
considered and we have found that the issue
remains unresolved. In December 1997, OAS’
Assistant Secretary for Management requested
that the Board formally recommend to the
Commitiee on Administrative and Budgetary
Affairs that this amount be removed from the
financial records. Although the Board agrees that
this issue needs to be formally resoived, it is not
within the purview of the Board of External
Auditors to resolve disputes between Member
States and the OAS. Since we have not been
informed that any resolution was achieved by the
Committee on Administrative and Budgetary
Affairs during the previous vyear, we are
forwarding the letter from the U.S. Mission which
describes its position to you and request that the
Permanent Council finally resolve this situation in
whatever manner it deems most appropriate. We
have also communicated this decision directly to
the Assistant Secretary for Management and the
U.S. Mission to the OAS.

In early 1998, in conjunction with the annual audit
of the financial statements, the U.S. Mission to
the Organization of American States informed the
Board that with regard to the amount shown due
to the Regular Fund, the U.S. Mission’s records
reflect a $1.2 million difference. OAS
management has informed the Board that they are
attempting to reconcile this difference. The Board
recommends that OAS coordinate with the U.S.
Mission to the Organization of American States to
determine the cause of this difference. The Board
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Fixed Assets

NEW ISSUE

Year 2000 Readiness

hopes this difference is corrected by the next
Board mesting.

Mission Assets - At the end of 1994, as a result
of a CIAV physical inventory, a global entry in the
amount of $1,325,353 was recorded in the fixed
asset file. This entry was added as a global entry
due to time constraints. E&Y had determined that
the effect of this global entry would not materially
misstate the fixed assets, but that it should be
reversed and the assets should be individually
entered into the fixed asset file. During 1997, in
response to E&Y’'s prior management letter
comments and the Board's urging, the Department
of Material Resources removed the global entries
previously recorded for CIAV Il and Haiti mission
assets and replaced the global entry with a
specific listing of the assets. During its review,
E&Y noted that the individual asset entries had
been recorded in the Master File with 1996 and
1997 acquisition dates and with incorrect useful
lives. Because of this error, the fixed assets
account was overstated by approximately
$755,000. E&Y proposed an adjustment to
properly reflect accumuiated depreciation, and the
Department of Material Resources corrected the
Master File and the balances on the financial
statements were appropriately adjusted.

The Year 2000 will focus the world’s attention on
computerized systems and applications not being
able to recognize the Year 2000 in a date field.
This would cause a system to be unable to
process critical applications, The situation is very
complex and serious and threatens virtually ali
areas of the Secretariat’s operations to some
degree and \virtually all computer systems
including financial and measurement systems.
These operations could be significantly affected if
the Organization and its vendors do not deal
effectively with the Year 2000 issue.

E&Y made limited inquiries of selected personnel
regarding the Organization’'s Year 2000 readiness
plan.  Based on these inquiries, management
indicated that they had taken an inventory of
hardware, software, and infrastructure equipment

-17



that may be at risk for Year 2000 related failure
and OAS management believes that at a minimum,
the critical mission systems will be replaced with
Year 2000 compliant software.

In light of the risks posed by Year 2000, the Board
recommends that OAS continue to monitor its
progress, as well as continuously reassess its
systems and operations to identify areas of risk
not previously identified. The Board also
recommends that OAS ensure that these issues
are considered with regard to the systems that
control the physical plant. OAS should assess
exposures to external agents; since OAS cannot
be assured that its vendors and contractors will be
properly prepared for the changeover, the
Organization should consider implementing
additional verification procedures to ensure the
accuracy of information received from the external
agents that is date dependent.
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CHAPTER 2

COMMENTS RELATING TO AUDITS BY THE OFFICE OF
THE INSPECTOR GENERAL

In 1997, the Office of the Inspector General issued 16 audit reports. Fifty-six
percent of the audit reports issued by the IG’s Office were a result of audits at the
General Secretariat Headquarters. The OAS IG audited the system used on flow of
funds and payment procedures; the modernization plans and procedures used on the
Cycle of Funds of the OAS; pensions funded through the OAS budget; the
Department of Public Information; the cost of official headquarters travel: the follow-
on project for the National Alphabetization Campaign for Haiti, Staff Association: the
Inter-American Drug Abuse Control Commission; and the procurement of computer
equipment and supplies. The OIG also reviewed the National Offices and Projects in
Guyana; Suriname; Uruguay; Argentina (including the Inter-American Center on
Taxation and Financial Administration and the Inter-American Center for Social
Development); and Venezuela. The OIG also reviewed the Inter-American Children’s
Institute in Uruguay and the Inter-American Judicial Committee and the Inter-
American Trade Center in Brazil.

AUDITS OF OFFICES PROJECTS OF THE GENERAL SECRETARIAT IN THE MEMBER
STATES

In 1297, the Oifice of the Inspector General conducted audits at Offices and
Projects of the General Secretariat in Guyana: Suriname; Uruguay; Argentina
(including the Inter-American Center on Taxation and Financial Administration and the
Inter-American Center for Social Development): and Venezuela. The OIG also
reviewed the Inter-American Children’s Institute in Uruguay and the Inter-American
Juridical Committee and the Inter-American Trade Center in Brazil.

Guyana
o Director is being transferred to Headquarters, which will create a void in

experienced personnel with knowledge of financial procedures. Consequently,
adequate training in financial procedures must be provided to ensure continuity of

operations.

e |mproved communications between the National Office and Headquarters is
necessary.

Suriname

e The Department of Human Resources violated Staff Rules and procedures in the
payment of Special Duty Allowances and contract approval.

e Several procedures that govern activities and financial transactions were not
followed.

¢ Improved communications between the National Office and Headquarters is
necessary.
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Uruguay

e Improved communications between the National Office and Headquarters is
necessary

e The regulations relating to the quantity and use of official cars should be updated.

e OAS should consider the feasibility of electronic transmittal of supporting
documentation for financial transactions.

Inter-American Children’s Institute, Montevideo, Uruguay

e Controls over petty cash and blank checks needed improvement.

e Inventory items needed to be reported to the Department of Material Resources.

e Personal long distance phone calls needed better control.

e The Institute’s library needs renovation.

« The National Office should discontinue the construction of the building within the
Inter-American Institute premises until the Director studies alternatives or
develops a more adeguate design for the building.

Inter-American Judicial Committee_and the Inter-American Trade Center, Rio de
Janeiro, Brazil

o The Trade Center has stored its assets, including a damaged automobile, for
almost four years. The cost of the storage, $24,000, has been paid by
contributions of the Brazilian Government. These contributions should have been
used for the Center’s main mission.

e The Secretary General needs to consider the offer of office space in a Brazilian
Government building.

s The OAS needs to review the Inter-American Trade Center to determine if the
responsibility should be transferred to Headquarters.

Argentina (including_the Inter-American Center for Tax and Financial Administration,
and the Inter-American Center for Social Develepment)

a The mission needs to ensure that Headquarters has a correct inventory.

o The mail and courier service expense should be reviewed in order to effect cost
savings.

e One of the official automobiles should be soid.

Venezuela

e Control over petty cash needs improvement.

e Personal long-distance phone calls need to be controiled.

e Communications between Headquarters and the National Office need
improvement.

The Board members recommend that the OIG continue to explore the root
causes of issues identified at National Offices and Projects such as lack of guidance
or training and inadequate communications.
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AUDRITS OF HEADQUARTERS OPERATIONS

As previously mentioned, the Office of the Inspector General completed

several audits of headquarters operations. The following summarizes the findings of
these audits.

Review of the System Used on Flow of Funds and Payment Procedures

[:]

At least $400,000 should have been deobiigated.

Fund advances continued to be a weak point in the accounting system because
reports contained discrepancies and because some advances remained
outstanding for too long.

The operational manuals of the General Secretariat need updating.

Assessment of the Modernization Plans and Procedures used on the Cycle of Funds

I

AMS captured and explained the complex interrelationship of the information
needs of the General Secretariat and its functions, procedures, and problems.
AMS recommended the migration from the present system toward modern
technology. The migration plan was well formulated.

AMS was able to capture the complex problems related to the multiple
infrastructure profiles, AMS also identified a number of system duplications
caused by a lack of communication and coordination between various
departments and the Department of Management Systems and Information.
Documentation and training is needed.

Pensions Funded Through the OAS Budaet

@

The pensions for two employees who died in 1994 were still inciuded in the 1997
budget.

One person who should receive a pension was not included in the 1997 or 1998
budget.

The pension beneficiary records should be updated every 6 months, and at that
time, compliance with the requirements to receive the pensions should be verified.

Department of Public Information

L]

The Secretary General needs to issue an executive order which defines the
functions and responsibilities of the Department of Public Information and develop
the lines of authority within the Department and its relationship with the Office of
the Secretary General,

OAS should consider moving the function of liaisoning with U.S. agencies to the
Office of the Secretary General.
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The Revised Policy and Costs of Dfiicial Headguarters Travel

The review identified defects with the decentralization concept and a need for the
Department of Financial Services to reassume the review functions.
Administrative Memorandum Number 78 needs to be reissued so as to staie
policy, definition, instructions, and categorize types of travel, conditions, and
travelers who are exempt from preparing Travel Expense Claims and/or Trip
Reports.

A number of obligations for travel need to be deobligated.

Management of the Operating Funds could be improved by better estirmating
obligations, getting approval for deviating from established policies and
procedures, not allowing the Department of Human Resources to alter Travel
Expense Claims, and ensuring the consistency in the submission of Travel
Expense Claims.

Pilot_Literacy Project of Haiti and an Assessment of the Follow-on Project for the
National Alphabetization Campaign of Haiti

The pilot program provided valuable lessons towards (a) training teachers; (b) the
structure of the organization; and {c) the problems which lie ahead for the
development of the literacy program. These lessons should be used in the second
phase of the project.

Plans for the National Alphabetization Campaign Project are faulty, inconsistent,
and unrealistic. The Resolution does not state program duration. The Financing
request is outdated and needs revision. The Plan states unrealistic time-frames
and goals. As a result, the program can not be implemented within the given
time-frames and the project goals most likely cannot be achieved.

The Secretariat for Literacy Programs has major systemic defects, which seriously
affect the internal control environment. For instance, there are no project
agreements or accounting records and project funds are commingled.

Staff Association *

]

The review of the independent accountant’s financial statements identified a

number of deficiencies, including financial information that did not reconcile with
bank statements, misleading statement presentation, and an emergency fund
account that should be closed immediately.

A number of internal control weaknesses existed, such as irregularities in the
payments to contract employees, inadequate procedures for the Receipt of Funds,
deficiencies in the maintenance of financial records, deficiencies in the inventory
of fixed assets, and inadequate controf over long distance phone calls.

A number of weak administrative procedures existed including inadequate
procedures for approval of official travel and representation expenses,
unsupported advances, and untimely processing of insurance payments.

*Not a financial entity of the General Secretariat
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Inter-American Druq Abuse Control Commission (CICAD)

e CICAD continues to operate without an Executive Order in force. An Executive
Order remains the basic internal document of the General Secretariat, which
establishes both the mandate and the objectives of a Department, and which
forms the basis on which to evaluate the performance of the Department.

= More control over personal long-distance phone calls is needed.

e Travel Expense Claims were not presented in a timely manner.

Procurement of Computer Equipment and Supplies

e There is a need for more effective supervision and improvement in the control of
procurement activities including printing services, purchase of paper supplies, and
monitoring the delivery of goods and services.

e In some cases, the bidding process did not adhere the OAS requirements,

e In some cases, goods were delivered prior to the issuance of purchase orders and
cbligations.

e Procedures for obtaining bids and/or telephone price quotations are sometimes
circumvented. -

e Not all purchases requiring bidding procedures were channeled through the
Selection and Awards Committee.

e Funds need to be deobligated for purchase orders, which have been long
outstanding.
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CHAPTER 3

COMMENTS RELATING TO THE OPERATIONS OF
THE OFFICE OF INSPECTOR GENERAL

In past years, the Board members expressed concern about the Office of
Inspector General's (Q1G) audit coverage, sfaffing, independence, and follow-up on
audit recommendations. As discussed in chapter 2, the OIG performed 56% of their
audits at Headquarters. This rate of audit coverage at Headqguarters’' is fairly
consistent from the 1996 rate of 58%. Although the Board members agree that
there are areas of high risk at the National Offices, it must again stress the need to

maintain significant audit coverage of Headguarters.

The Board members would also like to note three other areas, which have
been discussed in earlier reports and one new issue.

Staffing

The Board would like to reiterate its prior recommendation that the Office of
Inspecior General is below the appropriate level of staffing at this time and that
adequate siaffing is vital to ensure that adequate internal controls are maintained.
The Board believes this position should be filled with an auditor with computer
expertise. Reviews of the new MIS program will be vital in the upcoming years, and
therefore, the OIG should have qualified personne! to examine this area.

The Board is interested in ensuring that employees chosen to fill vacant
positions within the OIG can fulfill the requirements of the position and are located
appropriately. For instance, the Board is concerned with the OIG’s decision to
develop a field office in Panama. Although the Board is pleased that the OIG was
allowed to increase the number of its positions, the Board is concerned that having an
employee located somewhere other than Headquarters limits the flexibility of that
position. The Board wants to ensure that due attention continues to be given to the
coverage of Headguarters’ programs. Although the IG indicated that there would be
cost-savings because the employee lives in Central America, the Board needs to be
fully assured of the validity of this assumption. The Board is also concerned that
supervision of a staff person, especially a junior staff person, will be difficult away
from HMeadqguarters. Another concern is whether the employee will be able to
maintain independence due to reliance on OAS personnel in Panama. In light of these
concerns, the Board recommends that the Acting IG reevaluate the decision to
maintain a field office. Another concern the Board has identified concerns the
qualifications of the new employee. Although the Board did not specifically review
the employee’s qualifications, the Acting inspector General estimated that it could
take 1-2 years of training before the junior employee would be ready to perform an
audit. The Board recommends that OAS management ensures that all employees
assigned to particular duties are adequately experienced to fulfill the requirements of
the job. The Board believes that due to budget and personnel constraints, each
position must be utilized to its fullest potential.
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Audit Follow-up

The Acting Inspector General has assured the Board members that the system
established to track actions on recommendations has been successful and that most
of the Inspector General’s recommendations have been implemented. The Acting
Inspector General indicated that his office is developing a new database to track the
recommendations. The Acting Inspector General stated that there was a major
improvement during the year in the timeliness with which the OAS reported to the
OIG on their compliance with the recommendations directed to them. The Board
members commend the General Assembly, the Secretary General, and the Acting

Inspector General for maintaining this high level of compliance and hopes that this
continues.

Planning

The Board members have noted that the OIG basically plans its audits using a
cyclical methodology, although other work is done as needed. The Board is pleased
that the OIG focused several audits on areas, which the Board felt were potentiaily
high risk, such as the new MIS system and also the Department of Financial Services.
We encourage the OIG to continue reviewing the Board’s annual report and E&Y’s
annual report to identify high risk areas. The Board has identified several areas of
concern for next year, including the MIS project, the oversight of areas outsourced,
the collection of loans from the Leo 8. Rowe Pan American Fund, and internal
controls within the Department of Financial Services. We encourage the OIG to
review these areas appropriately.

OAS Comments to 016G Reporis

Currently there is no formal policy for the consideration and inclusion of
auditee’s comments to OIG reports. The Board feels that obtaining formal comments
to OIG reports and carefully considering the inclusion of the auditee’s comments in
OIG reports would lead to more balanced and accurate audit reports. The Board is
not suggesting that the OIG reports have to be revised based on OAS’s comments,
but appropriate changes to reports could be made and the formal comments could be
included as an appendix to each report.
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CHAPTER 4

COMMENTS RELATING TO THE LEO 8. ROWE PAN AMERICAN FUND

The Rowe Pan American Fund is a trust fund established to provide loans to
students from member countries, other than residents and citizens of the U.S., and
make loans to OAS employees for educational and emergency purposes. During
1997, the fund assets earned $973,851 and the total net assets increased from
$9,329,116 for the year ended December 31, 1996, to $10,100,515 for the vear
ended December 31, 19897.

During testing of the Rowe Pan American Fund, E&Y noted that out of $2.6
million of toans, approximately $500,000 had payments that were overdue and that
payments for these loans were sporadic. Collection efforts are limited because there
is only one person who handles the task for approximately 1000 students. Further,
the Fund cannot force payments from students that return to their countries --
especially if the guarantor is also residing outside the United States. In 1997, E&Y
found that OAS had begun using a collection agency to attempt to collect on some of
the more delinquent loans, with limited success thus far. However, most of the
collection efforts are limited to attempts to contact the students and family through
letters and phone calls. The Board believes that the Rowe Fund should make a
greater effort to have the loan guarantors pay off several of the oldest loans
outstanding (those where payment has not been made in at least & years), or, if that
approach proves futile, they should be written off as uncollectible. The Rowe
Committee continues to be reluctant to write off any loans because the members
believe that collection of these loans will eventually take place. Rowe Fund
management should work closely with the Department of Legal Services to adopt and
implement more aggressive debt collection efforts.

E&Y also found two instances in which loans granted to employees during the
year were not recorded as receivables. The appropriate loan payments were being
deducted from the paychecks of the employees. Even though the loans receivable
balance is not materially misstated, the Board recommends that a thorough review of
all issued and outstanding loans be performed in order to ensure that the receivables
of the Fund are correctly recorded. Additionally, the Department of Financial Services
should institute periodic reconciliation procedures to compare new loans to the
accounting records. Also, the Board recommends that the Rowe loan program be
incorporated into the Systems Modernization Plan concurrent with the other financial
applications utilized by the Organization.
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CHAPTER B
COMMENTS RELATING TO THE PENSION AND RETIREMENT FUND

The Retirement and Pension Fund is comprised of the Retirement and Pension Plan
{(Plan) and the Provident Plan. The Plan is a contributory plan maintained for the
benefit of all “regular” OAS employees and other affiliated agencies. The Provident
Plan is maintained for certain “non-regular” employees of the OAS and other affiliated
agencies. The audit of this fund has not yet been completed because financial
information was not provided within the necessary timeframes. The Board spoke
with an E&Y representative and Pension Fund representatives to establish reasonable
timeframes for each group. We believe that the agreement reached will lead to
timely preparation of financial statements and will aliow these financial statements to

be included in next year's Board report. The Board members will continue to review
E&Y’s and OAS' efforts in this area in future years.
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¥Washington, D.C. 20036
Independent Auditor's Report on Compliance

Board of External Auditors
QOrganization of American States

We have audited the financial statements of the funds of the Organization of American
States {the Organization} as of and for the biennium ended December 31, 1997, as listed in

the accompanying table of contents, and have issued our report {the Audit Report) thereon
dated March 13, 1998.

We conducted our audits in accordance with generally accepted auditing standards and the
external auditing requirements prescribed in Chapter X of the General Standards of the
Organization of American States. Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement.

Compliance with the rules and regulations of the Organization {rules and regulations} is the
responsibility of the Organization's management. As part of obtaining reasonable assurance
about whether the financial statements are free of material misstatement, we performed
tests of the Organization's compliance with provisions included in Chapters IH, 1V, VII and X
of the General Standards. However, the objective of our audit of the financial statements
was not to provide an opinion on overall compliance with such provisions. Accordingly, we
do not express such an opinion.

We aiso tested certain expenditures of senior execuijves concerning executive
compensation, travel, official entertainment, contracting and consulting services, speaking
honoraria and gifts, and executive perquisites to determine compliance with the
Organization's Staff Rules and Chapters Iil and IX of the General Standards.

The results of our tests indicate that with respect to the items tested, the Organization
complied, in all material respects, with the provisions referred to above. We noted certain
immaterial instances of noncompliance with the rules and regulations in the following areas:
unliquidated obligations, fixed assets, interest income related to the International
Commission of Support and Verification I and competitive bidding procedures, in that
international bids were not obtained in every instance. Qur comments on certain of these
matters have been reported to the Board of External Auditors in separate correspondence
dated March 13, 1998,

This report is intended solely for the information of the Board of External Auditors, the
General Secretariat, Permanent Council, and the General Assembly of the Organization. This
restriction is not intended to limit the distribution of this report, which is a matter of public
record.

March 13, 1998
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RESPONSIBILITY FOR FINANCIAL STATEMENTS

The General Secretariat has prepared and is responsible for the integrity of the financial
data included in the accompanying financial statements. The statements have been prepared
in conformity with accounting practices prescribed by the Budgetary and Financial Rules of the
Organization which include the financially oriented General Standards to Govern the Operations
of the General Secretariat and other provisions approved by the General Assembly.

The accounting practices utilized by the General Secretariat differ in certain respects
from generally accepted accounting principles customarily applied in the presentation of
financial statements. A description of the significant differences from generally accepted
accounting principles is set forth in Note 4 to the financial statements. The General Secretariat
maintains an accounting system and related controls to provide reasonable assurance that
financial records are reliable for preparing financial statements. The system includes a program
of internal audit to provide assurance that proper procedures and methods of operations are
used to implement plans, policies and directives of the General Secretariat.

In addition, the Board of External Auditors, which consists of three members elected by
the General Assembly, is authorized to audit all accounts, funds, and operations of the
Organization. The Board of External Auditors has engaged the services of the independent
accounting firm of Ernst & Young LLP to audit the financial statements. Their opinion on the
financial statements is based on auditing procedures which include a review of the internal
control structure and selected tests of transactions and records. These auditing procedures are
intended to provide a reasonable level of assurance that the financial statements are fairly
stated in all material respects. The Board periodically meets with the independent auditors,
officials of the General Secretariat, and internal auditors to review and evaluate accounting,
auditing and financial reporting activities and responsibilities. The Board of External Auditors,
the independent auditors as well as the internal auditors have unlimited access to all records
maintained by the General Secretariat.
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Washington, D.C. 20036

Report of Independent Auditors

Board of External Auditors
Organization of American States

We have audited the combined financial statements of the funds of the Organization of American
States (the Organization) as of December 31, 1997 and for the biennium then ended, listed in the
accompanying table of contents on page 1I-@ herein. These financial statements are the
responsibility of the Organization's management. Our responsibility is to express an opinion on
these financial statemients based on our audits.

We conducted our audits in accordance with generally accepted auditing standards and the
external auditing requirements prescribed in Chapter IX of the General Standards of the
Organization of American States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

As described in Note 4, the Organization of American States prepares its financial statements on
the basis of accounting practices prescribed by the Budgetary and Financial Rules (which include
the applicable financially-oriented General Standards adopted by the General Assembly of the
Organization of American States) which is a comprehensive basis of accounting other than
generally accepted accounting principles.

In our opinion, the financial statements listed in the accompanying table of contents present fairly,
in all material respects, the combined funds' assets, liabilities and fund balances for the funds of
the Organization of American States referred to above at December 31, 1997, and the changes in
fund balances for the biennium then ended on the basis of accounting described in Note 4.

Our audits have been made primarily for the purpose of expressing an opinion on the basic
financial statements listed in the accompanying table of contents for the funds of the Organization
of American States referred to in the first paragraph of this report taken as a whole. The
accompanying supplementary information in Schedules 1 through 9 is presented for purposes of
additional analysis and is not a required part of the basic financial statements. Such
supplementary information has been subjected to the procedures applied in the audits of the
basic financial statements and, in our opinion is fairly stated in all material respects in relation to
the basic financial statements mentioned above taken as a whole.

Ernst & Young 1cp is a member of Ernst & Young International, Ltd.
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El ERNST & YOUNG LLP

We have previously audited and expressed an unqualified opinion on the financial statements of
the above funds of the Organization of American States as of and for the biennium ended
December 31, 1995, summarized comparative information from which is presented herein.

March 13, 1998
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ORGANIZATION OF AMERICAN STATES
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 1997 AND 1995

rganization and Financial men

The General Secretariat is the central and permanent organ of the Organization
of American States (OAS). To ensure observance of limitations and restrictions placed
on the use of resources available to the OAS, the accounts of the OAS are maintained
in accordance with fund accounting principles. Separate accounts are maintained for
each fund. in the accompanying financial statements, the funds administered by the
General Secretariat are grouped in the following categories, according to their source
of financing and purpose:

Reqular Fund, financed mainly by the assessment of quotas to the member states
and contributions from certain other OAS funds (see Note 4D}. The purpose of this fund
is to provide the General Secretariat with general support as weli as technical
supervision and administrative services to the programs;

The Special Multilateral Fund of the Inter-American Council for Integral
Development, financed mainly by voluntary contributions of the member states to
support the programs adopted by the Council and approved by the General Assembly;

nd funds from iaj ibution ific Funds), financed
by grants or bequests to finance activities specified by the donor or legator, and any
other contributions by national or international, public or private entities, for carrying out
or strengthening specific activities or programs of the General Secretariat.

The financial position and changes in fund balances of the Regular and Special
Muitilateral Funds are reflected in Exhibits | and 2 on a combined basis. In addition, the

financial position and changes in fund balances of the Specific Funds are included as
Exhibit 3 on a combined basis.

ration fun

Quota and voluntary pledge contributions and the corresponding costs incurred
in carrying out the budgetary activities of the funds are included in the accompanying
financial statements, where applicable, as operations subfunds activity.

a. Regular Fund
In addition to the activities of the General Secretariat, the following activities are

financed through budgetary appropriations of the Regular Fund and are included in the
financial statements of the Regular Fund:
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General Assembly

Permanent Council of the OAS

Inter-American Commission of Human Rights
Inter-American Commission of Women
inter-American Council for Integral Development
Inter-American Juridical Committee

Inter-American Children’'s Institute

Inter-American Court on Human Rights
Inter-American Commission for Drug Abuse Control
Inter-American Telecommunications Commission

in April 1997, the Special Multilateral Fund of the Inter-American Council for
Integral Development (FEMCIDI) was established to finance the multilateral and national
cooperation programs, projects and activities of the Inter-American Council for Integral
Development {CIDI).

C. Temporar ial ilateral Fun

The Temporary Special Multilateral Fund (FET) was established in January 1986
to finance the cooperation activities of the member states during the period of transition
to CIDI. The Operations and reserve subfunds of the Special Development Assistance
Fund, Special Multilateral Fund of the Inter-American Council for Education, Science and
Culture, Special Account for Cuilture, and Mar del Plata Account including interest
earned and miscellaneous income as of January 29, 1996 were transferred to the FET
afier the statutes of these funds were repealed in the Twentiy-Second Special Session
of the General Assembly.

FET had the objectives of financing ongoing technical cooperation projects with
unobligated appropriations as of December 1985, and new projects for Partnership for
Development. FET was initially under the supervision of the Joint CEPCIES/CEPCIECC
Working Group in Charge of the Transition to CIDI (GTC) and in June of 1996 came
under the supervision of CIDI. The unobligated and unexpended resources of FET at
December 31, 1987 were transferred to FEMCIDI for the financing of CIDI's cooperation
programs, projects and activities.

The assets and liabilities at December 31, 1987 and 1995, and the related
income and expenses for the biennia then ended, of the following organizations, which
are subject to separate budgetary control and financial reporting, are not included within
the accompanying financial statements of the OAS:

Inter-American Defense Board *

Inter-American indian Institute
inter-American Institute for Cooperation on Agriculture®
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2.

R

rv

Inter-American Library Simon Bolivar *
inter-American Music Council *

Leo S. Rowe Pan American Fund *

0OAS Medical Benefits Trust Fund *

OAS Retirement and Pension Fund *

Pan American Development Foundation *

Pan American Health Organization

Pan American Institute of Geography and History
Rowe Memorial Benefit Fund *

fun

Subfunds have been established and are financed under the following criteria:

Reqular Fund - Reserve Subfund is a contingency reserve to provide for the
coniinuous functioning of the regular activities of the General Secretariat. In
accordance with the General Standards to Govern the QOperations of the General
Secretariat (General Standards), the excess of income over obligations and
expenditures of the Operations Subfund is to be added to the Reserve Subfund.
To the extent that there is a Reserve Subfund balance, excess obligations and
expenditures over income in the Operations Subfund is covered by a transfer
from the Reserve Subfund. In addition, the General Standards permit the
temporary use of the Reserve Subfund to finance Regular Fund expenditures
pending the receipt of anticipated income.

As of December 31, 1987, the balance of the Subfund of $5,531,000 is
restricted to finance unobligated appropriations.

FEMCID! - Reserve Subfund is a contingency reserve 1o ensure the normal and
continuous finangial aoperation of FEMCIDI until the General Secretariat receives
pledged contributions. The amount of this Reserve Subfund shall be equivalent
to 10% of the FEMCIDI’s total budget.

ifie Fun Exhibi

These funds include contributions and grants from member states observers and

other interested parties for purposes of conducting special projects and activities. These
funds also include designated funds which have been segregated for specific purposes

and whose use is restricted through designation by the General Assembly or the General
Secretariat.

* Recipients of cash and/or in kind contributions or administrative services from the Regular Fund.
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in 1897, internal service funds which had been previously consolidated in the
Regular Fund, are presented as part of the Specific Funds. In order to permit
comparability between accounting pericds, 1995 statements (Exhibits | and I} have
been modified to reflect these changes.

Biennium Financial Reporting

The CAS operates on a two-year {biennium) budgetary reporting period. As a
result, the aggregate funds appropriated for the biennium are divided into two reporting
periods: 1) the Secretary General approved budget representing that portion of
appropriations allocated to the first year of the biennium; and 2} appropriations
reserved for execution during the second year of the biennium.

To the extent that the appropriations aliocated to the first year are not obligated
at the end of the first year, they are added to the second year's reserved balances and
the aggregate becomes available for obligation in that year. The preparation of financial
statements is based an this biennium cycle, with interim statements being prepared at
the end of the first year, the midpoint:of the biennium. The statements at the end of
a biennium period include the cumulative financial information for the two-year period.
For comparative purposes, interim statements at the midpoint of the biennium are
compared to the most recent previous midpoint; statements at the end of a biennium
are compared to the most recent previous biennium.

The General Standards provide that appropriations are available to meet the
obligations incurred during the fiscal period for which they were approved. At the end
of a fiscal period, unobligated appropriations expire and are not available for future use,
uniess otherwise approved by the General Assembly.

Accounting Principles

The accompanying financial statements have been prepared in accordance with
the Budgetary and Financial Rules of the OAS (Rules). The Rules provide the basis for
the accounting principles applied in the preparation of the financial statements. The
Rules were adopted to meet budgetary and other requirements of the OAS and, as such,
result in accounting principles and a financial statement display which vary in certain
material respects from generally accepted accounting principles. The significant
deviations from generally accepted accounting principles are as follows:

A, The General Secretariat deems it impractical to evaluate the collectibility of
assessed but uncollected quotas and voluntary pledges outstanding; therefore,
quotas and pledges are included in the financial statements of the various funds
only to the extent collected. Contributions from member staies and from other
interested parties for specific purposes are similarly recorded at the time of
collection.
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Unliquidated obligations in certain funds include amounts related to commitments
resulting from offers made by the funds to member states or other institutions
to disburse monies for the procurement of goods or services in future periods.
Such amounts do not represent liabilities or unrelated third party commitments
at the end of the respective periods. They represent amounts anticipated to he
expended in the subsequent year or biennium in the completion of a particular
program or activity.

The OAS provides certain benefits to its employees which accrue to them during

periods of employment and are payable at various times during employment or
upon separation, whether voluntary or involuntary. Costs for such employee

g et )

benefits are recorded upon payment rather than as such benefits accrue.

These expenditures for the biennia ended December 31, 1997 and 1995 are as
follows:

1997 1995
Home travel $ 384,000 $ 446,000
Repatriation of family and household
gaods upon separation 252,000 284,000
Separation Indemnity and
termination pay 2,744,000 1,989,000
Medical benefits
subsequent to separation 2,212 $2.006.000
Total $5.592.000 $4.725.000

Unrecorded earned annual and special leave approximated $8,087,250 and
$17,653,000 at December 31, 1997 and 1995, respectively.

The General Assembly of the OAS adopts a consolidated program-budget which
includes the budgets for the Special Multilateral Fund of the Inter-American Council
for Integral Development in addition to the Regular Fund. in the consolidated
budget, the amounts appropriated for substantially all approved {career) personnel
costs are included in the Regular Fund's budget. In addition, certain other
administrative costs benefiting all funds are included in the budget of the Regular
Fund. In lieu of allocating these costs to various funds on a services-rendered
basis, the General Assembly has provided that the other funds pay a contribution
to the Regular Fund for administrative and technical support. The amount of the
contribution may not bear a direct relationship to the actual cost of the services
provided to those funds during the period.

The Combining Statement of Assets, Liabilities and Fund Balances of the Regular
Fund and FEMCID! include certain amounts to be charged against future
appropriations. These expenditures are deferred as a means of budgetary financing
and not because of or in relation to benefits which may accrue to future periods.

The Statements of Assets, Liabilities and Fund Balances of the Regular and Special
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Multitateral Fund do not include unexpended advances issued in the performance
of certain QAS programs. {See Note 8).

G. Contributions from member states and other interested parties in the form of use
of facilities and services are received by certain of the activities of the funds
administered by the General Secretariat. No amounts are recorded in the
accompanying financial statements relating to the use of such facilities or services
inasmuch as the General Secretariat deems their vaiue inestimable.

H. A Cash Flow Statement is not provided and certain other provisions pertaining to
generally accepted accounting principles related to financial statement display are
not applied. In addition, unrealized gains (losses) on investments are not included
in income and investrnents are not recorded at fair market value.

Use of Estimates

The preparation of financial statements requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

L Buildin nd Equinmen

The General Secretariat foliows the practice of charging to current fiscal period's
appropriations the amount disbursed in acquiring real property, equipment, and works
of art and subsequently capitalizing such acquisitions in a separate Fixed Assets Fund.
This practice allows the OAS to continue to reflect those expenditures for fixed assets
against the amounts appropriated for such purposes while, at the same time, presenting
them as capitalized assets on the Combining Statement of Assets, Liabilities and Fund
Balances. Such assets acquired by the Regular Fund with associated long-term debt are
capitalized in the amount of the total cost including the long-term debt. That portion
of the Regular Fund's purchases not financed by long-term debt is included in
investment in {and, buildings and equipment.

The associated debt is then amortized against current and future vyears'
appropriations ($848,000 in 1997 and $703,000 in 1995) to provide for current
mortgage payments. {See Note 12).

Land, buildings and eqguipment are recorded at cost and depreciated on a

straight-line basis over their estimated useful lives. The composition of fixed assets at
December 31, was as follows:
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Depreciation Basis 1997 1985

Land {Note 12} - not depreciated $ 5,491,306 $ 5,491,305

Buildings {Note 12} - 50 years 30,668,776 28,001,759
Vehicles - b years 2,088,310 1,696,382
Furniture and equipment - 10 years 6,439,440 7,301,959
Technical machinery and - 10 years 7,611,210 6,350,107
gquipment
Works of art - not depreciated 2,026,917 1.828.817
54,326,958 50,670,329
Less: accumulated depreciation {20,191.313) 17,483,669}
Book value as of December 31 $34.135,645 $33.,186.660

Only those assets under direct control of the General Secretariat at its headquarters, its
offices in the member states and ceriain assets within the missions are included in the
financial statements.

Eguity in QAS Tr ry_ Fun

All U.S. dollars available for use in carrying out the activities of the various funds
of the OAS are consolidated in the OAS Treasury Fund. The Regular Fund, the Special
Multilateral Fund , and the Specific Funds maintain an equity to the extent of their cash
balances retained therein. The Treasury Fund is administered by the General Secretariat
and amounts not immediately required for operations are invested. Subject to certain
conditions, income earnad by the Treasury Fund is added to the equities of the various
funds in proportion {0 their equity balances.

The composition of the OAS Treasury Fund at the end of the corresponding periods is
as follows:
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December 31

1997 19985

Demand and time deposits, net of $1,275,000
and $3,065,000 drafts not presented for

payment at December 31, 1997 and 1985, $ 24,307,000 $ 8,418,000
respectively
Overnight repurchase agreements 499,000 904,000

United States Treasury Notes ai amortized cost
(approximate market value of $48,182,000 and

476,322,000 at December 31, 1997 and 19285 49,477,000 74,400,000
respectively *
Accrued interest receivable 1.115.000 1,386,000
$75.398.000 $85,108.000
Less Equity of:
Retirement and Pension Fund $ 289,000 $ 200,000
Trust Funds {(Rowe, Health Insurance 697,000 378,000
Add:
i_.ocal Currency at OAS National Offices 222,000 480,000
Petty Cash and Cash in Transit 26,000 39.000

Equity in Exhibits | and li
274,660,000 £85.048,000

At its Twenty Second Extraordinary Session in January 1996, and within the
context of transition to CIDI, the General Assembly adopted resolution AG/RES.1 (XXII-
E/96) which authorized the re-appropriation of $14 million of unobligated appropriations
in chapter 4 and 5 in the Regular Fund, and Voluntary Funds. The General Assembly
authorized the Secretary General to incur obligations against these appropriations until
March 31, 1996 and expenditures until June 30, 1996. The Permanent Council later
extended the authorization to obligate to May 31, 1996 and to spend until June 30,
1996. Subsequent to this Permanent Council decision, CEPCIDI {Executive Secretariat
of the Inter-American Council for Integral Development) authorized the obligation of the

Maturities of US Treasury Notes at December 31, 1887.

Amartized Cost Approx. Market
Value
Current (1 year or less} $ 9,043,000 $ 7,084,000
1 - B yzars 33,978,000 34,506,000
6 - 8 years 6,456,000 6,612,000

$49.477 000 $48.182 000
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expired appropriations of AG/RES.1 until June 1987 with the requirement that these
obligations be expended by December 1997.

A ntable Advan

In the performance of various activities, the administrators of the various funds may
deem it necessary to advance funds for the conduct of a program or a specific event
prior to the actual occurrence of the expenses. In the opinion of the administrators of
the funds such action is necessary to assure the timely performance
of such activities. Recipients of advances are required to submit an accounting or
suitable supporting documentation for the resulting expenditures in a form deemed
adequate by the administrators of the funds and by the Department of Financial
Services. Advances of this nature are recorded as expenditures in the period in which
funds are advanced. Advances for which a subsequent accounting was required at
December 31, 1997 and 1995, were as follows:

December 31

Regular Fund $189,000 $221,000
Special Development Assistance Fund - 87,000

Special Muitilateral Fund of the Inter- American

Councit for Education, Science & Culture - 177,000

Special Account for Culture - 5,000

Mar del Plata Account - 13,000

Special Multilateral Fund of the Inter-American

Councit for Integral Development 309,000 -
$£498.000 £503,000
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10. ntribution

ific Fun

Contributions to Specific Funds during the biennium ended December 31,
1997 as reflected in Exhibit 3 of the accompanying financial statements were as

follows:

CONTRIBUTOR

Members:
Argentina
Barbados
Belize

Bolivia

Brazif

Canada

Chile
Colombia
Costa Rica
Dominica
Dominican Bepublic
Ecuador

El Salvador
Guatemala
Honduras
Mexico
Nicaragua
Panama
Paraguay
Peru

Saint Lucia
Suriname
Trinidad & Tobago
United States
Uruguay
Venezuela

Observers:
European E.C.
France

Germany

Japan
Netherlands
Spain

Sweden
Switzerland
{nited Kingdom

Non Member and Others:

Denmark
Norway

I-A Development Bank
C.A. Bank for Eco. Int.

United Nations
World Bank
Others

ACTIVITIE ATED TO:

REGULAR FUND

142,574 &

698
175,689

679,827
74,953
79,681
70,232

280

12,027
838,496
250,000

319,753
31,500
454,200
14,388
866,426
1,479
9,427,120
26,846
3,346

207,275
180,180

860,000
519,168
748,181
3,225,338
198,983
220,000

700,000
539,070
236,255

65,948

2 174
$ 23,704,080

1I-28

FET/FEMCIDI

838,465
11,9585
4,000

4,473,381
4,000
659,860
191,890

35,735
4,000
4,000

100,000
202,881
290,211
1,437,564
3,945
2,268,383

12,000

14,000
4,000

3,858,340
146,183
19,246

525,682

514,405

119,019
40,000
2,448,182
737,816
675,790

$ 19,645,633

TOTAL

981,039
11,255
4,699
175,689
4,473,381
683,827
734,813
271,571
70,232
36,735
4,280
4,000
112,027
1,041,477
540,211
1,437,564
3,945
2,588,136
43,500
468,200
18,388
866,426
1,479
13,285,460
173,029
23,292

732,857
180,180
514,405
860,000
519,168
748,181
3,225,338
199,983
220,000

700,000
539,070
355,274
40,000
2,514,130
737,816
3,208,964

$ 43,349,719



11.

12.

13.

14.

Tax Reimbursements
Tax reimbursements represent amounts assessed or to be assessed to

certain member states for reimbursements made to certain employees of the
General Secretariat for income taxes paid to the respective member state.

Long-term Debt

Long-term debt was incurred solely by the Regular Fund under the
following terms and conditions:

A. First Mortgage with Legg Mason Real Estate Services (secured by the
neral retariat Building - 1 F St
Principal amount at
December 31, 1997 $8,408,478 -
Repayment terms 25 years, due in  monthly
installments through November
2004
Annual interest rate 9.375%
Interest expense during
1996/7 $1,725,679
Amortization of principal
during 1996/7 $1,619,901
Principal balance,
December 31, 1995 $9,954,671

Principal payments due for the next five years are as follows: 19298,
$930,723; 1999, $1,021,827; 2000, $1,121,849; 2001, $1,231,661;
2002, $1,352,222.

Leases

The General Secretariat leases certain facilities and equipment. Rental
expense for such leases was approximately $1,430,000 and $1,798,000 for the
biennia ended December 31, 1997 and 1995, respectively. Aggregate rentals
subsequent to December 31, 1997 are not significant.

Retirement Plans

All qualified employees of the General Secretariat are participants in either
ihe Retirement and Pension Plan or the Provident Plan. The plans are funded by
the General Secretariat, other participating agencies and employee contributions
at fixed percentages of salaries. Pension expense aggregated approximately
$13,923,000 in 1996/1997 and $13,416,000 in 1994/1995.
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15.

16.

As of December 31, 1997 accumulated plan benefits and plan net assets were
as follows:

Actuarial present value of accumulated plan benefits:

Vested $212,851,000
Nonvested 15,234,000
Total at December 31, 1997 $228,085,000
Net plan assets available for benefits $344.024,.000

The weighted average assumed rate of return used in determining the
actuarial present value of accumulated plan benefits was 8.5%.

in addition to the retirement plan described above, the General Secretariat
provides a lifetime annuity to former Secretaries General and Assistant
Secretaries General with survival benefits for their spouses and has extended
pension benefits to certain former staff members with expired fixed term
pensions. The cost of these annuities, $582,000 in 1997 and $562,000 in
1995, is budgeted and recognized in the year paid. The approximate present
value of estimated future payments of $4.2 million, and $4.0 million at
December 31, 1997 and December 31, 1995, respectively, is reflected in the
statement of Assets, Liabilities and Fund Balance of the Regular Fund.

In addition to providing pension benefits as described in Note 14 above,
the Genera! Secretariat provides health care and life insurance benefits for
retirees and their dependents. The cost of health care is partially borne by the
retirees. The cost to the General Secretariat for its portion of the health care as
well as the life insurance is recognized when paid. For the biennia ended 1997
and 1995, those costs were $2,546,000 and $2,301,000 respectively.

Foreign Currencies

Certain incoms and expense transactions during 1997 and 1995 were in
currencies other than United States dollars. These transactions have been
transliated into United States dollar equivalents at rates of exchange in effect at
the time of the transactions. Foreign currency assets inciuded in the
accompanying financial statements, consisting principally of cash and time
deposits {$222,000 and $480,000 as of December 31, 1987 and 1995,
respectively) have been translated into United States dollars at the then
applicable rates of exchange. Certain of these currencies are restricted as to
convertibility and, therefore, must be utilized in OAS activities.
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17.

18.

19,

Staff Claims

There are a number of pending and threatened actions before the
Administrative Tribunal (Tribunal) in which it is alleged that the Secretary General
has taken administrative measures which have adversely affected the interest of
the complaining staff members.

On May 13, 1994 the Tribunal rendered Judgment No. 124 in favor of
some 500 complaining staff members and former staff members related to non-
application of the cost-of-living provision of the salary policy adopted in 1983.
The Judgment gave the General Secretariat the option to pay the value of the
indemnity in leave to current staff members. Thus, in May 1995, the
Secretariat, with the approval of the Permanent Council, implemented a plan
under which the indemnities were converted into annual leave with an estimated
value of $6.5 million. The leave is to be utilized or forfeited, if not used, within
an established schedule. The estimated value of the annual leave associated
with Judgement No. 124 at December 31, 1997, is approximately $2.9
million. A number of staff members have filed hearing requests objecting to the
schedule and the mandatory use provisions of the plan.

In the opinion of management, staff claims pending or otherwise
threatened will not result in a material adverse financial effect on the financial
condition of the General Secretariat.

ntingenci

There are several cases pending in the labor courts of Brazil brought by
individuals who allege to have been employees of the General Secretariat. So
far, the Brazilian Courts have handed down judgments in two cases awarding
damages of approximately $410,000 against the General Secretariat. These
cases as well as similar ones are now in various stages of appeal. Additionally
there are several claims asserted by others arising from the normal course of the
Organization's activities. In the opinion of management, these cases and
assertions will not result in a material adverse financial effect on the financial
condition of the General Secretariat.

Impact of Year 2000 (unaudited)

The Year 2000 issue is the result of computer programs being written using two
digits rather than four to define the applicable year. Any of the Organization’s
compuier programs that have iime-sensitive software may recognize a date using
“00" as the year 1900 rather than the year 2000. This could result in system
failure or miscalculations causing disruptions of operations, including among
other things, a temporary inability 10 process transactions, and invoices, or
engage in normal business activities.

The Organization has partially completed an assessment and a process of
modifying or replacing a portion of its software and equipment so that its

computer systems will function properly with respect to dates in the year 2000
and after.
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SECTION
FINANCIAL STATEMENTS
OF THE ROWE MEMORIAL BENEFIT FUND AND
THE LEO 8. ROWE PAN AMERICAN FUND
WITH

REPORTS OF INDEPENDENT AUDITORS






ROWE MEMORIAL BENEFIT FUND AND

LEQ S. ROWE PAN AMERICAN FUND

The Rowe Funds are trust funds established from monies made available by Dr.
Leo 8. Rowe, former Director General of the Pan American Union, the predecessor of
the General Secretariat, and are administered within the General Secretariat by special
committees.

Ernst & Young LLP has audited the accompanying financial statements of these
trust funds and their opinion on the statements of each fund is included in this report.

Rowe Memorial Benefit Fun

The Fund is administered by the Rowe Memorial Benefit Fund Committee. The

Committee is composed of five ex-gfficip members who are officers of the General
Secretariat.

Beginning in 1931, the assets of the Fund have been accumulated principally by
contributions received from Dr. Rowe during his lifetime and are held in trust to provide
certain benefits to staff members of the General Secretariat.

L . we Pan American F

The Fund is administered by the Committee of the Leo $. Rowe Pan American
Fund. The Committee is composed of representatives from four OAS member states,
elected by representatives to the Permanent Council for a four year term and with the
Secretary General of the OAS as a permanent member.

The Fund was established in 1948 as a trust in accordance with the will of Dr.
Rowe. Its purpose is to provide loans to students from member states other than
residents and citizens of the United States and to make loans to OAS staff members for
educational purposes or in emergency situations.
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ROWE MEMORIAL BENEFIT FUND
FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 1997 AND 19986
WITH
REPORT OF INDEPENDENT AUDITORS
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Ell FRNSTE& YOUNG 11P

Report of Independent Auditors

Board of External Auditors
Organization of American States

We have audited the accompanying statements of financial position of the Rowe Memorial
Benefit Fund (the Fund) as of December 31, 1997 and 1996, and the related statements of
activiies and cash flows for the years then ended. These financial statements are the
responsibility of the Fund's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstaterment. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Rowe Memorial Benefit Fund at December 31, 1997 and 1996, and
the results of its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

March 13, 1998
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ORGANIZATION OF AMERICAN STATES

ROWE MEMORIAL BENEFIT FUND
STATEMENTS OF FINANCIAL POSITION

December 31,
1997 1996
Assets
Equity in OAS Treasury Fund (Note 3) $ 15,791 $ 20,681
Investments at market value (Note 4) 272,289 226,992
Total unrestricted net assets $ 288,080 $ 247,673
STATEMENTS OF ACTIVITIES

Year ended December 31

1987 1996

Income

Dividends and Interest $ 7,414 $ 7,357
Capital gains distributions from mutual funds 26,158 11,963
Realized gains on investments - 1,242
Income from OAS Treasury Fund (Note 3) 1,071 1,200
Change in unrealized gains/losses on investments (Note 4) 11,724 2,267
46,367 24,029
Awards and other benefits (Note 1) {5,960) (600)
Change in net assets 40,407 23,429
Unrestricted net assets, beginning of year 247 673 224 244
Unrestricted net assets, end of year $ 288,080 $ 247673

See accompanying notes
in-9



ORGANIZATION OF AMERICAN STATES

ROWE MEMORIAL BENEFIT FUND
STATEMENTS OF CASH FLOWS

Year ended December 31

1997 1996
' Operating activities
Change in net assets $ 40,407 $ 23,429
Adjustments to reconcile change in net assets
{0 net cash provided by operating activities:
Unrealized gains on investments (11,724) (2,267)
Gain on sale of securities - (1,242)
L Net cash provided by operating activities 28,683 19,920
Investing activities
Proceeds from sale of securities - 3,235
} Purchase of securities (33,573) (22,554}
i Net cash used in investing activities (33,573) (19,319)
Net increase in cash and cash equivalents (4,890} 601
Equity in OAS Treasury Fund, beginning of year 20,681 20,080
Equity in QAS Treasury Fund, end of year $ 15,791 $ 20,681

W-10
See accompanying notes



ORGANIZATION OF AMERICAN STATES
ROWE MEMORIAL BENEFIT FUND

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997 AND 1996

Qrganization and Financing

The assets of the Rowe Memorial Benefit Fund (Fund) have been accumulated
principally from contributions received from Dr. Leo S. Rowe, a former Director General
of Pan American Union. These assets are held in trust to provide certain welfare
benefits for employees of the OAS. Administrative functions of the Fund are provided
without charge by the General Secretariat of the OAS. No amounts are recorded in the
accompanying financial statements relating to the use of services and facilities provided
to the Fund as no objective basis is available to measure the value of such contributions.

f Esti

The preparation of financial statements requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Equity in QAS Tr ry Fun

All U.S. dollars available for use in carrying out the activities of the various funds
of the OAS are consolidated in the Treasury Fund. Each fund administered by the
General Secretariat maintains an equity to the extent of its cash balance retained
therein. The Treasury Fund is administered by the General Secretariat and amounts not
immediately required for operations are invested. Income earned by the Treasury Fund
is added to the equity of each fund in proportion to its balance.

Investments

In 1996, the Fund adopted Financial Accounting Standard No. 124 (FAS 124),
"Accounting for Certain Invesiments Held by Not-For-Profit Organizations”. FAS 124
requires the Fund to report investments in equity securities with readily determinable
market values and all investments in debt securities at market value with gains and
losses included in the statement of activity.

Investments are presented in the financial statements at market value as
determined by the latest available published or brokers' prices.

-1



{In Thousands}
December 31, 1997

Gross Gross Net Approximate
Cost Unrealized Unrealized Unrealized Market
—Gains _Losses _Gains . __Value

Miutual funds invested in
Equity and Fixed income
securiiies $238 35 {1) 34 $ 272

{in Thousands)
December 31, 1996

Gross Gross Net Approximate
Cost Unrealized Unrealized Unrealized Market
Gains 1 ogses Gaing Vaiye
Mutual funds invested in
Equity and Fixed income
securities $205 23 (1) 22 $ 227

m-12



LEO 5. ROWE PAN AMERICAN FUND
FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 1997 AND 1996
WITH
REPORT OF INDEPENDENT AUDITORS
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Sl FRNST & YOUNG LLP

Report of Independent Auditors

Board of External Auditors
Organization of American States

We have audited the accompanying statements of financial position of the Leo 8. Rowe Pan
American Fund (the Fund) as of December 31, 1897 and 1996, and the related statements of
activiies and cash flows for the years then ended. These financial statemenis are the
responsibility of the Fund's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted cur audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit o obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Leo 8. Rowe Pan American Fund at December 31, 1997 and 18986,
and the results of its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

March 13, 1998
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ORGANIZATION OF AMERICAN STATES

LEO 8. ROWE PAN AMERICAN FUND
STATEMENTS OF FINANCIAL POSITION

Assels
Equity in OAS Treasury Fund (Note 4)

Investments at market value (Note 7)
Mutual funds invested in equity investments
Mutual funds invested in fixed income securities

Loans receivable (Note 5)
Students
Installments not yet due
Installments past due
Allowance for uncollectible loans

Employees of the Organization of American States

Total Assets

Liabilities and Net Assets
Miscellaneous payables

Unrestricted Net Assets
Commitiee designated (Note 1)
Available for loans

Total Net Assets

Total Liabilities and Net Assets

See accompanying notes

m-17

December 31,

1997 1996
$ 216,863 $ 13,211
2,445 038 1,956,831
4,700,208 4.778,008
7,145 246 6,734,929
2,141,657 1,898,907
527 978 439,256
(423,938) (292,458)
2,245,697 2,145,705
581,219 637,797
2,826,916 2,783,502
$ 10,189,025 $ 9531642
88,510 202,526
1,000,000 1,000,000
8,100,515 8,329,116
10,100,515 9,329.116
$ 10,189,025 $ 9531642

bt Bnihuaihal Rofiiickiity



ORGANIZATION OF AMERICAN STATES

LEO 8. ROWE PAN AMERICAN FUND
STATEMENTS OF ACTIVITIES

income

Dividend and interest income (Note 3)
Capital gain distributions from mutual funds
Realized gains on investments
Miscellaneous income (Note 3)

Unrealized losses on investments (Note 7}

Expenses

Increase in allowance for uncollectible

foans (Note 5)

Investment management and custodian fees
Administrative expenses (Note &)

Other expenses

Change in net assets

Net assets, beginning of year
Net assets, end of year

See accompanying notes
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Year ended December 31,

1997

$ 336,938

638,164
34,277
3,967
(39,495)

973,851

131,481
15,000
20,000
35,971

202,452

771,399

9,329,116
$ 10,100,515

1996

$ 333,255
306,045
66,576

7,385
(201,736)
512,425

94,684
15,000
20,000
27,075
156,759
355,666

8,973,450
$ 9,328,116

—_——



ORGANIZATION OF AMERICAN STATES

LEO 8. ROWE PAN AMERICAN FUND

STATEMENT OF CASH FLOWS

Operating Activities
Change in net assets

Adjustments to reconcile change in net assets
to net cash provided by operating activities:

Unrealized loss on investments

Gain on sale of investments

increase in provision for uncollectible loans

Changes in operating assets and liabilities:
(increase) in loans to students

Decrease (increase) in loans to empioyees
(Decrease) increase in miscellaneous payables

Net cash provided by operating activities

lnvesting activities
Proceeds from the sale of investments
Purchase of invesiments
Net cash used in investing activities

Net increase {decrease) in cash and cash equivalents

Equity in OAS Treasury Fund, beginning of year
Equity in OAS Treasury Fund, end of year

See accompanying notes
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Year ended December 31,

$

$

1997 1996
771,399 § 355,666
39,495 201,736
(34,277) (66,576)
131,480 04,684
(231,472) (344,926)
56,578 (83,163)
(114,016) 134,452
619,187 291,873
500,000 215 500
(915,535) (811,014)
(415,535) (595,514)
203,652 (303,641)
13,211 316,852
216,863 $ 13,211




ORGANIZATION OF AMERICAN STATES

LEOQ S. ROWE PAN AMERICAN FUND
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997 AND 1896

Qrganization and Finanging

The Leo 5. Rowe Pan American Fund {Fund), a charitable trust, was established
in 1948 by the Governing Board of the General Secretariat of the Pan American Union
{PALY} in accordance with the will of Dr. Leo S. Rowe, a former Director General of the
Pan American Union. The purpose of the Fund is to provide loans to students from
member states, who desire to study at colleges in the United States and to provide
education and emergency loans to employees of the OAS. The Committee designated
net assets of $1,000,000 as being comprised of investments not considered to be
available for the purpose of granting loans.

{Jse of Estimates

The preparation of financial statements requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Certain prior year amounts have been reclassified to conform to current year financial
statement presentation,.

Equity in QAS Tr ry Fun

All U.S. dollars available for use in carrying out the activities of the various funds
of the OAS are consolidated in the Treasury Fund. Each fund administered by the
General Secretariat maintains an equity to the extent of its cash balance retained
therein. The Treasury Fund is administered by the General Secretariat and amounis not
immediately required for operations are invested. Income earned by the Treasury Fund
is added to the equity of each fund in proportion to its balance.

lLogan Status

Non-interest bearing loans are granted to students, payable on various terms not
to exceed five years from the termination of the studies for which the loans are granted.
The Committee of the Leo S. Rowe Pan American Fund {Committee} has extended the
repayment dates for certain ioans.
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The activity in the allowance for uncollectible loans was as follows:

Balance, beginning of vear $ 292,458 $ 197,774

Provision for uncollectible loans 131.480 94,684
Balance, end of year $ 423,938 $ 292,458

In the opinion of the Committee, the allowance of $423,938 at December 31,
1987 is sufficient to provide for losses that may be incurred upon the ultimate
realization of these loans.

During 1997 and 1996 the Fund disbursed new student loans aggregating
approximately $687,000 and $680,000, respectively. The Fund received loan
repayments of approximately $456,000 and $333,000 in 1997 and 1996, respectively.

New loans to employees for educational purposes or in emergency situations
aggregated $165,000 and $184.,000 in 1297 and 1996 respectively. The Fund received
loan repayments of approximately $263,000 and $144,000 in 1997 and 1996
respectively. The interest rate on new employee loans granted in 1997 remained at
7.5%. Interest rates on ouistanding loans granted in 1996 varied from 8% to 7.5%.

Administrative Expen

The Committee authorized payments of $20,000 in both 1997 and 1996 to the
General Secretariat of the OAS as a reimbursement for a portion of costs incurred in the
administration of the Fund. The accompanying financial statements include
approximately $35,000 and $28,000 in other expenses related to the services of a
contract employee in 1997 and 1996, respectively. No additional amounts are recorded
in the accompanying financial statements relating to the use of services and facilities
provided to the Fund by the General Secretariat as no objective basis is currently
available to measure the value of such contribution.

Investmenis

In 18986, the Fund adopted Financial Accounting Standard No. 124 (FAS 124},
"Accounting for Certain Investments Held by Not-For-Profit Organizations”. FAS 124
requires the Fund to report investments in equity securities with readily determinable
market values and all investments in debt securities at market value with gains and
losses included in the statement of activity.
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Investments are presenied in the financial statements at markei value as
determined by the latest available published or brokers' prices.

{In Thousands}
December 31, 1997

Mutual funds invested in-

Fixed income securities

Mutual funds invested in
Equity investments

{in Thousands)}
December 31, 1996

Mutual funds invested in
Fixed income securities

Mutual funds invested in
Equity investments

Cost

$

3

$

$

4,670

2.390

2.060

Cost

4,768

1.843
6,611

Gross
Unrealized
Gains

70

koL

Gross
Unrealized

Gains

51

el
[ 3
S

2

-22

Gross Net
Unrealized Unrealized
_Losses _Gaing _

{40) 30
- 55
440) 85

Gross Net
Unrealized Unrealized

Losses Gains

{41) 10

- 114

(41} 124

Approximate
Market
Valye

$4,700

Approximate
Market

Value
$4,778
1.957

$6,.735



SECTION IV
FINANCIAL STATEMENTS
OF THE INTER-AMERICAN DEFENSE BOARD
WITH

REPORT OF INDEPENDENT AUDITORS






gig ERNgy& yOUNG ELP . g 1225 ConnecticﬁtAvenue, N.W. = Phone: 202 327 6000

Washington, D.C. 20036

Report of Independent Auditors

Board of External Auditors
Organization of American States

We have audited the accompanying statements of financial position of the Inter-American
Defense Board (the Board) as of December 31, 1997 and 1996, and the related statements of
activities and cash flows for the years then ended. These financial staiements are the
responsibility of the Board's management. Qur responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting princinles used and significant estimaies made by
management, as weli as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Inter-American Defense Board at December 31, 1997 and 1996, and
the results of its operations and its cash fiows for the years then ended in conformity with
generally accepted accounting principles.

February 20, 1998

Ernst & Young Ltp is a member of Ernst & Young International, Ltd.
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ORGANIZATION OF AMERICAN STATES

INTER-AMERICAN DEFENSE BOARD

STATEMENTS OF FINANCIAL POSITION

ASSETS
Current assets:
Cash and cash equivalents

Prepaid expenses and other assets

Property and equipment, at cost:
Furniture and equipment

lL.ess accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS

Current liabilities:
Accounts payable

Accrued leave (Note 2)

Unrestricted net assets

Total liabilities and net assets

See accompanying notes
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December 31

1997 1996
237.812 $ 180,071
54,092 74,619
291,904 254,690
984,167 706,759
610,513 543,170
373,654 163,589
665,558 418,279
206,552 $ 13,867
162,475 192,379
369,027 206,246
296,531 212,033
665,558 $ 418,279




ORGANIZATION OF AMERICAN STATES

INTER-AMERICAN DEFENSE BOARD
STATEMENTS OF ACTIVITIES

Year ended December 31

1997 1996
Revenue:
Funding received from the Organization $ 2,500,000 $2,151,200
of American States (Note b)
interest and other income 32,760 29,371
Total revenue 2,832,760 2,180,571
Expenses:
Personnel 1,756,769 1,527,508
Building and maintenance 109,509 81,657
Equipment and supplies 161,787 173,918
Other general and administrative 146,148 124,438
Travel 68,722 60,604
Depreciation 67,343 34,442
Documents 54,297 30,421
Contracts 83,677 89,730
Total expenses 2,448,262 2,122,718
Change in net asseis 84,498 57,853
Unrestricted net assets, beginning of year 212,033 154,180
Unrestricied net assets, end of year $ 286,531 $ 212,033

See accompanying notes
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ORGANIZATION OF AMERICAN STATES

INTER-AMERICAN DEFENSE BOARD
STATEMENTS OF CASH FLOWS

Year ended December 31

1997 1996
Operating activities
Change in net assets $ 84,498 $ 57,853
Adjustments to reconcile change in net assets to net cash
provided by {used in) operating activities:
Depreciation 67,343 34,442
Changes in operating assets and liahilities:
Decrease in prepaid expenses and other assets 20,627 27,463
Increase in accounts payable 122,685 7,491
Decrease in accrued leave ) {29,904) (2,739)
Net cash provided by operating activities 335,149 124,510
investing aciivities
Purchase of property and equipment {277,408} {(81,577)
Net cash used in investing activities (277 ,408) (81,577}
Net increase in cash and cash equivalents 57,741 42,933
Cash and cash equivalents at beginning of year 180.071 137,138
$ 180,071

Cash and cash equivalents at end of year $ 237,812

See accompanying notes
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ORGANIZATION OF AMERICAN STATES

INTER-AMERICAN DEFENSE BOARD
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997 AND 1996

raanization

The Inter-American Defense Board (the Board) was established on
March 30, 1942 and was designated, by executive order, as a public
international organization on March 26, 1951. The Board is comprised of
military officers representing the highest echelons of their nations' defense
establishmentis. Ks mission is to maintain the collective self-defense of the
Western Hemisphere with peace and security as primary objectives.

The Inter-American Defense College was established in 1962 as a
suborganization of the Board. Iis primary goal is the preparation of future
military and civilian leaders for their role in hemispheric security.

f Significant A niing Polici

Basis of presentation - The accompanying financial statements are prepared
on the accrual basis of accounting.

Cash and Cash Eguivalenis - The Board considers highly liguid investments

with original maturities of three months or less to be cash equivalents.

Depreciation - Depreciation expense is recognized using the straight-line
method over the estimated useful life of the assets. The useful life of
furniture and printing equipment is estimated at ten years, and the estimated
life of other equipment is five years.

In-Kind Contributions - Significant contributions are received by the Board
from the Organization of American States (OAS) and member countries in
the form of use of facilities, services of military personnel and air
transportation. No amounts are recorded in the accompanying financial
statements relating to the use of such facilities or services since the Board
deems it impractical to measure the value of such contributions.

Empiovee benefits - The Board provides certain benefits to its employees,
which accrue to them during periods of employment and are payable upon
separation. All employees are entitled to accrued vacation; certain other
employees receive terminal pay, merit awards and special leave. The
payments made during 1997 and1996 for these benefits amounted to
approximately $177,000 and $4,200 respectively.

Income faxes - The Board is a pubiic international organization, and as such
is exempt from paying income tax.
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Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Pension Plan

Substantially all of the employees of the Board participate in a
contributory multi-employer pension plan administered by the Retirement
and Pension Committee of the Organization of American States (OAS).
Contributions to the Plan by the Board and employees are based on fixed
percentages of annual pensionable salaries. Pension expense approximated
$202,000 and $213,000 in both 1997 and 1996, respectively.

Funding

The Board is an affiliated agency of the OAS, and as such receives
a substantial portion of its funding through OAS appropriations; however,
the two organizations maintain separate management structures.

Funding received from the OAS in the form of direct cash
contributions decreased from $2,151,200 in 1996 to $2,500,000 in 1997.
The OAS has currently appropriated $2,192,500 for 1988. The Board relies
upon the OAS for funding substantially all of its operating activities and is
dependent upon the continued financial support of the CAS.

The headquarters of the Board is housed in a building owned by the
General Secretariat of the OAS; therefore, expenditures incurred for building
renovation and improvementis are not capitalized by the Board.

Proaram E

The Board incurred approximately $1,210,430 and $1,086,000 in
1997 and 1996, respectively, related to the Inter-American Defense College.
Al other expenses incurred were classified as General and Administrative
Expenses.

im i Year 2 n i

The Year 2000 issue is the result of computer programs being written
using two digits rather than four to define the applicable year. Any of the
Board’s computer programs that have time-sensitive software may recognize
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a date using “00" as the year 1800 rather than the year 2000. This could
result in system failure or miscalculations causing disruptions of operations,
including among other things, a temporary inability to process transactions,
and invoices, or engage in normai business activities.

The Board has substantially completed an assessment and a process of
modifiying or replacing portions of its software and equipment so that its
computer systems will function properly with respect to dates in the year
2000 and after.
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@ ERNST& YOUNG g.!.i) . @ 1225 Connecticut Avenue, N.W. & Phone: 202 327 6000

Washington, D.C. 20036

Report of Independent Auditors

Board of External Auditors
Organization of American States

We have audited the accompanying statements of assets, liabilities and fund balance of the Fund
for the International Commission of Support and Verification !l of the Organization of American
States (the Fund), pursuant to the agreement between the Organization of American States (the
OAS) and the United States Department of State (the Agreement), as of December 31, 1997 and
the related statement of activity and changes in fund balance from July 1, 1993 (inception) to
December 31, 1997. These financial statements are the responsibility of the Fund's

management. Qur responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that.
our audit provides a reasonable basis for our opinion.

As described in Note 2, the financial statements of the Fund have been prepared on the basis of
accounting practices prescribed by the Budgetary and Financial Rules of the Organization of
American States (which include the applicable financially-oriented General Standards adopted by
the General Assembly of the OAS) which is a comprehensive basis of accounting other than
generally accepted accounting principles.

in our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Fund at December 31, 1997, and its activity and its changes in fund

balance from July 1, 1993 (inception) to December 31, 1997 on the basis of accounting described
in Note 2.

Our audit has been made primarily for the purpose of expressing an opinion on the basic financial
statements mentioned above for the Fund taken as a whole. The accompanying supplementary
information in Schedule 1 is presented for purposes of additional analysis and is not a required
part of the basic financial statements. Schedule 1 has been subjected to the procedures applied
in the audit of the basic financia! statements and in our opinion is fairly stated in all material
respects in relation to the basic financial statements mentioned above taken as a whole.

March 13, 1998

Ernst & Young LLp is a member of Ernst & Young International, Ltd.
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ORGANIZATION OF AMERICAN STATES
INTERNATIONAL COMMISSION OF SUPPORT AND VERIFICATION [l

-STATEMENTS OF ASSETS, LIABILITIES AND FUND BALANCE

AS OF DECEMBER 31, 1987

December 31

ASSET 1997
Equity in OAS Treasury Fund (Note 4) $ 44,920
Other assets -
44,920 »

LIABILITIES AND FUND BALANCE

Unliquidated Obligations 286,221
Accounts payable 18,689
Fund balance

$ 44,920

See accompanying notes
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ORGANIZATION OF AMERICAN STATES

INTERNATIONAL COMMISSION OF SUPPORT AND VERIFICATION i
NOTES TO FINANCIAL STATEMENTS
December 21,1997

rganization

On August 7, 1989, the five Central American Presidents met in Tela, Honduras,
and entered into what is commonly known as the Tela Agreement {(Agreement).

The Agreement provided for the demgbilization and voluntary repatriation or
relocation into Nicaragua and third countries of members of the former Nicaraguan
Resistance and their families. The agreement also provided for the assistance to persons
involved in combat operation in the countries of the region at their voluntary request.
On September 6, 1989, the Tela agreement further established the International
Commission of Support and Verification {CIAV) to execute and fulfill the objectives of
the agresment. This commission is composed of the Secretaries General of the United
Mations (CIAV/UN) and of the QOrganization of American States {(CIAV/OAS).

In general, CIAV/UN is responsible for the activities conducted outside of
Nicaragua, whereas CIAV/OAS is responsible for activities within Nicaragua.

The Secretary General of the OAS established an QOAS International Commission
of Support and Verification (CIAV |} to account for the proceeds and disbursements
pursuant to CIAV's activities. On December 31, 1993, CIAV | was closed. The
Secretary General of the OAS established an QAS International Commission of Support
and Verification Il {The Fund} to account for the on-going proceeds and disbursements
pursuant to CIAV's activities. All unexpended balances of CIAV | were transferred 1o
the Fund.

On December 31, 1987, CIAV Il was closed. Certain amounts were refunded to
the European Economic Community in accordance with donor specifications. The
remaining fund balance was transferred to the Unit for Promotion of Democracy.

Basis of Accounting

The accompanying financial statements have been prepared in accordance with
the Budgetary and Financial Rules of the OAS (Rules). The Rules provide the basis for
the accounting principles applied in the preparation of the financial statements. The
Rules were adopted 1o meei budgetary and other requirements of the OAS and, as such,
result in accounting principles and a financial statement display which vary in certain
material respects from generally accepted accounting principles. The significant
deviation from generally accepted accounting principles is as follows:

Unliquidated obligations include amounts related to commitments resulting from
offers made by the Fund to vendors to disburse monies for the procurement of goods
or services in future periods. This amount represents liabilities to unrelated third party
at December 31,1997 and activities related to the completion of the project.
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Use of Estimates

The preparation of financial staterments requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual resuits could differ from those estimates.

Faguity in QAS Tr rv Fun

All U.S. dollars available for use in carrying out the activities of the various funds
of the OAS are consalidated in the OAS Treasury Fund. Each fund administered by the
Genera! Secretariat maintains an equity to the extent of its cash balance retained
therein. The OAS Treasury Fund is administered by the General Secretariat, and amounts
not immediately required for operations are invested. Subject to certain conditions,
income earned by the OAS Treasury Fund is added to the equity of each fund in
proportion o its balance.

Funding

The Government of the United States has contributed to CIAV/OAS a total of
$13,137,100 from its inception to December 31, 1997. In addition CIAV/OAS received
$ 1,196,772 from the European Community Commission.

fth mrmission
CIAV/OAS was headquartered in Managua, Nicaragua and its activities included
a number of stages: demobilization, repatriation and monitoring of guaranteed human
and civil rights, programs for development areas, and assistance to members of the
Resistance and their families. CIAV/OAS ended its activities on December 31, 1997.
Administrativ r

The General Secretariat of the OAS has provided non-reimbursable administrative
support in the form of personnel, communication and office space to CIAV/OAS.
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Washington, D.C. 20036

Report of Independent Auditors

Board of Externat Auditors
Organization of American States

We have audited the accompanying combined statement of assets, liabilities and fund balance of
the activities of the Unit for the Promotion of Democracy of the Organization of American States
(the Unit) as of December 31, 1997, and the related combined statement of activity and changes
in fund balance for the biennium then ended. These financial statements are the responsibility of

the Unit's management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As described in Note 2, the financial statements of the activities of the Unit have been prepared
on the basis of accounting practices prescribed by the Budgetary and Financial Rules of the
Organization of American States (which include the applicable financially-oriented General
Standards adopted by the General Assembly of the OAS) which is a comprehensive basis of
accounting other than generally accepted accounting principles.

in our opinion, the financial statements referred to above present fairly, in all material respects,
the Unit's assets, liabilities and fund balance at December 31, 1997, and the activity and changes
in fund balance for the biennium then ended on the basis of accounting described in Note 2.

Our audit has been made primarily for the purpose of expressing an opinion on the basic financial
statements mentioned above for the Unit taken as a whole. The accompanying supplementary
information in Schedule 1 is presented for purposes of additional analysis and is not a required
part of the basic financial statements. Schedule 1 has been subjected to the procedures applied
in the audit of the basic financial statements and in our opinion is fairly stated in all material
respects in relation to the basic financial statements mentioned above taken as a whole.

As explained in Note 1, the financial statements being presented are only for the funds referred to
above, which was established by the Organization of American States to account for the assets,
liabilities and fund balance and the support, revenues and expenses of activities of the Unit for
the Promotion of Democracy.

March 13, 1998

Ernst & Young tLe is 2 member of Ernst & Young International, Lid.
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CRGANIZATION OF AMERICAN STATES

UNIT FOR THE PROMOTION OF DEMOCRACY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1297

Qrganizatign

In Resolution AG/RES.1063/90, the General Assembly requested the Secretary
General to establish within the General Secretariat a Unit for the Promotion of
Democracy. On October 15, 1990, the Secretary General by Executive Order 90-3
created the Unit for the Promation of Democracy, assigning the following functions:

Develop standards and procedures for organizing electoral observation missions
Plan and coordinate electoral observer missions

Develop inventories and data banks of individuals and institutions specializing in
political studies on democratic systems and institutions as well as human and
material resources for carrying out missions, training, and other activities

Coordinate with other multilateral organizations, and governments and private
institutions activities, and missions concerned with democratic development

Plan, and coordinate courses, seminars, and training programs to facilitate
exchange of information and expertise in order to strengthen political institutions
and demaocratic procedures in member states

The Secretary General established various OAS funds (the Funds} to account for
the proceeds and disbursements pursuant to the activities coordinated by the Unit for
the Promotion of Democracy.

Pasis of A ntin

The accompanying financial statements have been prepared in accordance with
the Budgetary and Financial Rules of the OAS {Rules). The Rules provide the basis for
the accounting principles applied in the preparation of the financial statements. The
Rules were adopted to meet budgetary and other requirements of the OAS and, as such,
result in accounting principles and a financial statement display which vary in certain
material respects from generally accepted accounting principles. The significant
deviation from generally accepted accounting principles is as follows:

Unliquidated obligations include amounts related to commitments resulting from
offers made by the Funds to vendors to disburse monies for the procurement of goods
or services in future periods. This amount does not represent liabilities to unrelated third
party commitments at December 31, 1997. It represents amounts anticipated to be
expended in the subsequent year in the completion of these projects.
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Use of Estimates

The preparation of financial statements requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Fquity in QAS Tr ry _Fun

All U.S. dollars available for use in carrying out the activities of the various funds
of the OAS are consolidated in the OAS Treasury Fund. Each fund administered by the
General Secretariat maintains an equity to the extent of its cash balance retained
therein. The OAS Treasury Fund is administered by the General Secretariat, and amounts
not immediately reéquired for operations are invested. Subject to certain conditions,
income earned by the OAS Treasury Fund is added to the equity of each fund in
proportion to its balance.

f Mission
HAITI

At the Ad Hoc meeting of Ministers of Foreign Affairs held on October 2, 1821,
it was resolved to establish an OAS civilian mission entrusted to facilitate
reestablishment and strengthening of the democratic institutions in Haiti. To this end,
financing from Member States and Permanent Observers totaling $31,124,127 was
received from inception unti! December 31, 1997. In addition there were in-kind
contributions by other countries such as an aircraft by Argentina, Canada, Colombia,
Chile and Venezuela.

PERU

On May 18, 1992, the President of Peru made a commitment to the OAS XXl
General Assembly in Bahamas to hold elections for the Constituent Assembly. In
subsequent meetings held by the Ministers of Foreign Affairs, the General Secretaniat
was requested to observe the electoral process leading to the elections which took place
on November 22, 1992. Subsequently the OAS participated in the observation of
municipal constituent elections, observation of a Constitutional Referendum and
continued to provide long term technical assistance for electoral systems improvement.
Total contributions to the mission since inception are $5,644,880, out of which the
United States contributed $4,510,263; Japan $1,000,000; E.E.C. $100,207 and
Argentina $20,000.

SURINAME

On July 21, 1992 an agreement signed between the Secretary General of the
Organization of American States and the Government of the Republic of Suriname

VI-8



established the “Special Mission to Suriname”. The purpose of the Mission is to assist
the Government of the Republic of Suriname in formalizing and safeguarding durable
peace, and in strengthening of the national institutions and the democratic order.
Initially the Mission was established for a period of two years (1992-1994) but its
mandate has been renewed for two additional two-year periods. The current mandate
of the Mission will expire on July 21, 2000.

DEMIOCRATIC INITIATIVES

The Unit of Democracy undertook a number of additional activities with the
contributions of member states and observer states, including the electoral observation
in Honduras, Venezuela, Dominican Republic and Panama. Among the largest
contributors was the United States Government who contributed a total of $3,861,366
since the inception of the Unit to December 31, 1997. Certain of these contributions are
restricted as to their use.

MINE CLEARING ASSISTANCE PROGRAM [N CENTRAL AMERICA

At its XXII Regular Session, the General Assembly asked the Secretary General
"to establish a Special Fund to accept contributions and pledges from those countries
that wish to cooperate in mine-clearing operations in Central America"[AG/RES.
1191 (XXN-0/92].

At the meeting of the Commission on Central American Security held in San
Salvador, June 15-16, 1992, the Secretary General was asked to expand the mine
removal program from Nicaragua to include the other Central American nations, Costa
Rica, Et Salvador, Guatemala and Honduras. The Secretary General, in turn, sought the
assistance of the Inter-American Defense Board (IADB) in extending the mine removal
program. Such a program would be implemented by each nation's army and, in the case
of Costa Rica, specialized personnel.

The Secretary General made appeals for funding to member countries, observer
countries, and members of the Partnership for Democracy and received affirmative
responses from the Governments of Argentina, Brazil, Chile, Colombia, Peru and
Uruguay. Grant funds were additionally received from the Governments of Germany,
kaly, France, Spain, Sweden, and the United States.

ELECTORAL OBSERVATION AND TECHNICAL ASSISTANCE GUATEMALA

In a letter to the Secretary General of the OAS dated July 25, 1995, the
Guatemalan Government invited the Organization of American States “fo observe the
generai election process” in Guatemala. The objectives of the Mission were to observe
the conduct of participants in the electoral process with the aim of verifying its
conformity to prevailing election norms, observing the organization and management of
the electoral process, the degree of freedom of expression, and the electioneering
process. The general elections filled the offices of president and vice-president,
congressional deputies, deputies to the Central American Parliament, mayors, council
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members, and aiternates from the country’s municipalities. There were two rounds of
glections, on November 12, 1995 and the second on January 7, 1296. From inception
io December 31, 1987, financing in the amount of $1,889,003 was received from
Member States and Observer Couniries.

in late 1894, the Guatemalan Government, through its National Fund for Peace
(FONAPAZ), requested an OAS mission to deveiop a program designed to strengthen the
capacity of Guatemalans to prevent and peacefully resclve conflicts affecting the
population. After a series of meetings with Guatemalan authorities, the OAS proposal
for a “Program for the Prevention and Resolution of Community Conflicts in Guatemala”
was accepted. The program was subsequently renamed “Culture of Dialogue in
Guatemala: Program for the Development of Resources for Peacebuilding” (PROPAZ).
FONAPAZ and the Presidential Secretariat for Peace, Development and National
Reconciliation (SEPAZ) were designated as the government counterparts for the
Program,

The first pilot phase of the program is financed by a special contribution from the
Guatemalan government, which agreed to contribute foriy percent of the budget, and
the remainder with DEMOC funds and special contributions by the Canadian and U.5.
governmenis. In September 1996, a letter of understanding was signed by the OAS and
the governments of Guatemala, Sweden, Norway and Denmark, which enhanced the
Program to provide technical support and training to State institutions and civil society
institutions at a naticnal level. From inception to December 31, 1997, financing in the
amount of $1,994,875 was received from Mamber States and Observer Countries.

ELECTORAL OBSERVATION PROCESS IN NICARAGUA

In an effort to address the concerns of its people, the Nicaraguan Government
formally requested that the OAS field an observation mission that could monitor the
entire process leading up to the national elections, scheduled for October 1286,
including registration, the campaign and the preparations for the national elections. The
Government extended this information at the OAS General Assembly Meeting in June
19295 in Montrouis, Haiti. From inception to December 31, 1996, financing in the
amount of $2,137,072 was received from Member States and Observer Countries. In
addition CIAV provided the mission on a temporary basis, the use of its vehicles and
communication equipment to the extent possible without impeding on the work of the
Commission.

tfina and Adminisirativ r

Appropriations for the approved personnel posts budgeted on a recurring basis
for the Unit for Promotion of Democracy, are financed by the Regular Fund of the
Organization. Financing for experts or ohservers in specific missions of the Unit are, for
the most part, financed by special contributions either for that mission or for missions
of the Unit in general.
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SUPPLEMENTARY INFORMATION
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