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SUBJECT: 	Audit Report No. 1-25-87-29, Audit of AID-Assisted Shelter 
Sector Activities in Panama, Projects No. 525-IIG-010 and 
525-HG-011 

This report presents the results of audit of AID-Assisted Shelter Sector 
Activities in Panama, Projects No. 525-HG-010 and 525-HG-011. The Office 
of the Regional Inspector General for Audit, Tegucigalpa, Honduras made a 
program results audit of the Housing Guaranty Program in Panama, Audit 
objectives were to evaluate program effectiveness and efficiency and 
compliance with AID regulations and requirements. 

The audit disclosed that, while certain aspects of AID's shelter program 
in Panama had been or promised to be successful, the program did not 
receive sufficient monitoring by the Regional . Housing Office or 
USAID/Panama. Because of this and deficiencies in the procedures and 
operations of Panamanian implementing agencies, the program was not 
effectively managed and implemented. Basic, important implementation
requirements and conditions were not met. These implemetation problems 
limited the effectiveness with which program objectives were being 
achieved. 

The audit Found a number of deficiencies in the Housing Guaranty Program 
in Panama: beneficiary selection procedures had not been formalized and 
included criteria contrary to the letter and spirit of the AID-Government 
agreements; beneficiary income levels were disregarded; separate

accounting to control program Financial resources, a condition precedent
to initial disbursement, had not beern achieved; beneficiary sub-loan 
repayment delinquency rates threatened program replicability; the large 
Torrijos-Carter sub-project needed management attention to contr'ol 
prohibited renting/selling practices; home improvement sub-loans were 
used in many cases to construct new units and the execution of home 
improvements needed better supervision; and overall Housing Guaranty 
Program monitoring by the Regional Housing Office and USAID/Panama 
required substantial improvements. 



The seven recommendations included in the audit report are designed to 
correct the weaknesses and deficiencies disclosed during the course of 
the audi t. Therefore, we have recommended that RIRUDO/PSA, in 
consul tat ion with lHSAli)/Ianama, suspend further dishirs ements of 

AID-guaranteed housing program loan funds until beneficiary selection 
criteria are improved; periodically revise the program beneficiary income 
table, verify applicants' income before granting sub-loans, and ensure 
that shelter "solutions" are sold only to eligible beneficiaries; obtain 
evidence that the bank has established and maintained a separate 

effective system for monitoring sub-loanaccounting system and an 
delinquencies; obtain evidence that the Ministry of Housing has 

established and implemented a systematic follow-up mechanism to see that 
are in fact occ~ipied by program beneficiaries; review andhousing units 

approve the implementation procedures for the home improvement program 

and ensure supervision of this program; and improve monitoring of the 

Housing Guaranty Program and compliance with an outstanding condition 
precedent, covenants and requirements. 

Both the Regional Housing Office and IJSAID/Panama provided comments to 

the draft report of this audit. In response we have made a number of 

changes. Mission comments are summarized as they pertain to each finding 

and are included in full as Appendix 3. 

us within 30 days of any additional information relating toPlease advise 
or taken to implement the recommendations. We appreciateactions planned 


the cooperation and courtesy extended to our audit team.
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EXECUTIVE SUM4ARY
 

AID's Housing Guaranty Program provides U.S. investors with a full-faith 
U.S. Government all-risk guaranty for loans made to authorized borrowers 
in less developed countries. Housing Guaranty Project No. 525-HG-010 and 

a follow-up loan package were to support the concentration of housing 
and selected growth and services centers for low-incomeresources 

Panamanians in rural areas near population centers. The loan package of 
$75 million was to be authorized in three equal tranches of $25 million 

each (Projects No. 525-HG-0il, -012 and -013). Under Projects No. 

-011 total of (serviced lots,525-tlG-010 and a 5,699 housing "solutions" 

house shells, houses or apartments) had been delivered as of November 30,
 
1986, at a cost of $28.7 million. Also 7,422 home improvement sub-loans
 
had been granted for a total of $8.3 million. 

The Office of the Regional Inspector General for Audit, Tegucigalpa, 
Honduras made a program results audit of the Housing Guaranty Program in 
Panama. Audit objectives were to evaluate program effectivenes, 
efficiency and compliance with All) regulations and requirements. The 

audit disclosed that, while certain aspects of AID's shelter program in 
Panama had been or promised to he successful, the program did not receive 

by Regional IJSAID/Panama.sufficient monitoring the Housing Office or 
Because of this and (deficiencies in the procedures and operations of 

Panamanian implementing agencies, the program was not effectively managed 
and implemented. These implementation problems limited the effectiveness 
with which program objectives were being achieved. 

Overall, the Housing Guaranty Program in Panama had accomplished AID's 
over 13,000 units of low-costprimary objective of providing or improving 

housing. The Regional Housing Office encouraged the Government of Panama 
to pass several policy reform laws, strengthening the financial position 
of the National Ivlortgage Bank, motivating institutional changes at the 

Ministry of Housing and most importantly, providing housing "solutions" 
for low-income Panamanian families. Summalies of program accomplishments 

are included as Appendices Iprovided by the Regional Housing Office 
and 2. 

The audit found a number of deficiencies in the Housing Guaranty Program 

in Panama: beneficiary selection procedures had not been formalized and 
included criteria contrary to the letter and spirit of the AI)-Government 

levels were disregarded; separateagreements; beneficiary income 
accounting to control program financial resources, a condition precedent 

sub-loanto initial disbursement, had not been achieved; beneficiary 
repayment delinquency rates threatened program repl icability; tihe large 

Torrijos-Carter sub-project needed management attention to control 
wereprohibited renting/selling practices; home improvement sub-loans 

used in many cases to construct new units and the execution of home 

improvements needed better supervision; and overall Housing Guaranty 
USAID/Panamaprogram monitoring by the Regional iousing Office and 


required substantial improvements.
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AID-guaranteed housing program benefits should be available impartial l.y 
to all Panamanian citizens whose gross family income falls below the 
Ioca I median. Aid i t resul ts ( isc Ios ed tha t the benef i c iary se Iec t ion 
criteria employed by the Government of Panama included political party 
affiliation and inaccurate calculation of family incomes. This occurred 
because neither the Regional Housing Office nor USAID/Panama had approved 
or even reviewed Housing Guaranty Program beneficiary selection 
criteria. In certain instances, persons not otherwise eligible for 
AID-guaranteed housing program benefits were selected as program 
beneficiaries. More importantly, however, persons equally deserving of 
obtaining housing assistance were denied equal access to that benefit 
because they lacked political support. We recommended suspension of 
disbursements of loan funds until approved beneficiary selection criteria 
are established. While the Mission felt that political recomaendations 
were character and need references only, the Inspector General reiterated 
that the main concern is the inclusion of political affiliation among the 
formal, stated selection criteria. The Mission also felt thai the use of 
net income criteria was more limited than we had found. 

Pertinent provisions of the lousing Guaranty Program agreements having to 
do with beneficiary eligibility limited participation in the program to 
families whose gross income fell below the local median. In addition to 
the prev i ous finding, three other deficiencies prevented this key 
selection criterion from operating as planned. First, median income 
levels for the various localities in which the program was to operate 
were not periodically updated as required. Second, income figures
 
alleged by candidates in their home applications frequently remained 
unverified by government authorities. And finally, income limits were 
simply ignored in certain cases and locations.; These shortcomings 
existed because of lax Government program oversight and control. As a 
result, persons who did not qualify for housing guaranty loan-financed 
units obtained program benefits while other equatl y or more deserving 
applicants await a solution to their housing needs. We recommended 
revision of the income tables, verificatio, of incomes and assuranco that 
loan recipients met income criteria. The Mission added that a new 
revision had been recently made and will be repeated periodically. They 
will reemphasize income limits to the government. The recommendation 
remains open pending proof that corrective action has been taken.
 

The implementation agreements required the borrower to maintain adequate 
books aod records. The audit found that the National Mortgage Bank had 
not maintained separate accounting records to segregate program financial 
resources. Although the establisjnment and maintenance of separate 
accounting records by the bank was a condition precedent to AID's initial 
disbursement of AID-guaranteed loan funds, the Regional Housing Office 
did not obtain compliance. The lbsence of separate accounting for 
program financial resources deni~l management timely and reliable 
information needed for decision making, reporting, and moni toring. We 
recommended suspension of further disbursements until separate accounts 
and records are established. The Mission noted that separate accounts 
had been planned and disbursements have been suspended until they are 
implemented. The recommendation is considered resolved and will be 
closed by receipt of evidence of a functioning separate accounting system. 
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The project implementation agreements required that the implementing 
agencies carry out the program in conformity with sound financial 
practices. The audit Found that the delinquencies for mortgage sub-loans 
were exce,;sive. The high rate of delinquencies had been caused by the 
absence of an effective system for managing and monitoring the 
AID)-guaranteed sub-loan portfolio. This situation, if left uncorrected, 
could adversely affect the bank's cash flow, jeopardize the recovery of 
the capital investment needed to replicate low-cost housing "solutions," 
and thus adversely affect the ins titution-building objectives of the 
program. We recommended that the bank improve monitoring of sub-loan 
delinquencies. The Mission has stressed the need for corrective actions 
and has conditioned disbursements on improved monitoring. The 
recommrendation is resolved and will be closed by evidence of improved 
collection nfforts and results. 

Other findings include the fact that many uni ts at the large 
Torrijos-Carter housing project near Panama City had been abandoned, 
rented or sold. These practices are prohibited in the sales agreements 
signed by each program beneficiary. The home improvement loan program 
had been less effective than planned because many such loans had been 
used to build new units "from scratch'' despite the fact that lIG program 
financ ing was often insufficient for this purpose. In addi tion, 
supervision provided by cognizant G)P authoritie; over the use of the 
construction materials provided was either too lax or non-existent. 

Of greatest concern, however, was the fact that RIIlJDO/PSA and 
IJSAD/Panama had distanced themselves from these implementation 
deficiencies, many of which they were unaware of until brought to their 
attention through audit. AID officials in Panama have taken the position 
that project implemehtation is exclusively the responsibility of 
Panamanian officials. We disagree both because pertinent All) Handbook 
guidance states otherwise and because of the high-profile nature of 
housing assistance -- especially when it is of the scale of this program 
in a country so small and politically sensitive to U.S. interests as 
Panama. 
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AUD IT
 
OF AID-ASSISTE1) SHELTER SECTOR
 

ACFIVITIFES IN PAN/NA
 
PROJECTS NO. 525-11G-010 AND 525-HG-011
 

PART I - IN'RODUCTION 

A. Background
 

AID's Housing Guaranty (IG) Program provides eligible U.S. investors with 
a full faith and credit U.S. Government guaranty against all risks for 
loans made to authorized borrowers in less developed countries under Sec. 
222 and others of the Foreign Assistance Act. The program is managed and
 
implemented by the Office of Housing in AIl)'s Private Enterprise Bureau. 
Individual country programs are the responsibility of AID's field 
Missions and the cognizant Regional lousing and Urban Development Office 
(RiIJDO). The RtIUDO responsible for this program is located in Panama 
City and covers the housing programs in Panama and South America 
(RIRJDO/PSA). 

lonsing Guaranty Project No. 525-IG-010 was signed on November 27, 1979 
to support the concentration of housing resources and selected growth and 
service centers for low-income Panamanians. This approach served to 
e~vcourage the integrated development of rural areas located near 
population centers by providing improved infrastructure, transportation 
and marketing services. Total funding for this project was $6.8 million,
 
of wh icl $5. 4 iiIIion was an AII)-f inanced housing guaranty and $1. 4 
million was a host country counterpart cont ribution.;
 

Based on ND)-financed reports and studies which described the shelter 
problems in Panama, and the 1979 Torrijos - Carter Panama Canal Treaty, 
anl AID housing guaranty loan package of $75 million was recommended. The 
purpose of this loan package was to assist the Government of Panama in a 
national program to provide shelter and to improve community services for 
low-income Panamanians. The loan package- was to be authorized in three 
equal tranches of $25 inill ion each. As a resul t', Projects No. 
525-1-011, -012 and -013 were developed to implement the program. 

The first tranche (Project No. 525-1IG-011) was signed on September 12, 
1979 to continue providing shelter "solutions" (serviced lots, house 
shells, houses or apartments) and related services and facilities for 
low-income families. Total funding for this project was $30.7 million, 
of which $25 million was an AID-guaranteed private sector loan from Riggs 
National Bank to the Government of Panama (GOP). $0.2 million All) grant 
funding, and $5.5 million a host country counterpart contribution. 
Institutional objectives in tiils first tranche focused on strengthening 
key GOP institttions in the shelter sector so a, to improve their 
capacity to plan, execute and manage housing programs for 
helow-median-income families.
 



The second tranche (Project No. 525-11(;-012) was authorized on August 19, 
1983, and represents a continuation of the first. The implementing 
agencies under these two projects were the Ministry of Planning and 
Economic Policy (MIPPIE), the Ministry of Housing (MIVI), and the National 
Mortgage Bank (1IIN) (Spanish acronyms by which these agencies are 
known) . The third tranche (Project No. 525-1IG-013) had been authorized 
at the time of the audit and was to he implemented through the private 
sector. 

Under Projects No. 525-11G-010 and -01 1, a total of 5,699 housing 
a cost of $28.7"solutions" had been delivered as of November 30, 1986 at 

mill ion. Also, 7,422 home improvement sub-loans had been granted for a 
total of $8.3 million. All) guaranteed disbursements amounted to $28.9 
million ($22.3 million for housing "solutions" and $6.6 million for home 
improvements), representing about 80 percent of the total investment (the 
COP was to absorb the remaining 20 percent). Project No. 525-1-G-010 was 
complete and project No. 525-tIG-011 was 98 percent complete at the time 
of the audit. No disbursements had been made for projects No. 525-1tG-012 
and -013. 

B. tudit Objectives and Scope 

At the request of the IJSAIl)/Panama Director, the Offic of the Regional 
a programInspector General for Atid it, Teguc igalpa, Honduras, made 

resul ts audit of the 1Housing Guaranty Program in Panama. The ju(di t 

included activities from November 27, 1979 through November 30, 1986, and 

covered $28.9 in disbursewM nts Projects No. 525-1tG-010million AID for 
and -011. Audit field work was conduicted from October 27, 1986 through 
February 10, 1987. These activities had not been audited previously. 

(a) the program's effectiveness inAudit objectives were to evaluate: 
wasachieving planned results, (b) the efficiency with which the program 

.111d (c) compliance with AID regulations andmanaged and implemented, 
requi remen ts. 1o accomplish these objectives, we reviewed program.files, 
records and other pertinent data at 1SAIl/Panama, RIRII)O/PSA, MIVI, and 

PIr. Also, we interLviewed Mission, RIRJI)O/PSA and GoverFmenlt of Panama 

(COP) off ic i als and conducted f ield visi ts to program si te.. 

Specifically, we selected 9 of the sub-projects (5 under the housing 
improvement program)constrmiction mortgage program and I under the home 

and reviewed a sample of 320 sil)-l01u (beneficiary) files (249 home 

mortgages an(I 71 home improvement sub-loans) selected at random, and 

cond ic ted per5nai interviews wi th 254 beneficiaries (223 mortgage 

benef ici aries and 31 homo improvement beneficiaries) in 3 provinces in 
we reviewec1 athe Republic of Panama. Also, during the survey phase 

sample of 30 mortgage files and interviewed 12 beneficiaries. Because of 

the si ze* and stratification of the b)eneficiary universe, no attempt was 

made. to arrive1 at statist'ically va Iid sampling resul ts. Instead, 
we.re made for the Irpose ofjmudgmen t samples of certain si b-proj ects 

testing the presence or absence of management, controls only. 

(Project No. 525-lIG-010Of the 23 sub-projects financed under the program 
financed 1,H housing sub-projects and a home improvement component and 
Project No. 52S-IIG-011 financed 9 hous ing sub-projects and a home 
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improvement component), the audit team decided to select 2 sub-projects 
from each project for field visits and interviews with beneficiaries. A 
third (reserve) sub-pr.ject was also selected in each case for a field 

v is it if time p r'mi tted. [he largest sub-project in each programi was 
selected because it was most likely to be represen tative. The rest of 

sub-projects were selected at random. Beneficiaries in each sub-project 
for file reviews, field visits and interviews.were randomly selected 

Photos Miken at the snnb-proj,cts show benefits of the program as well as 

problem areas (see Exhibit 1).
 

We audited $28.9 million in AIl)-guaranteed loan disbursements and tested 

$1.3 million in program expenditures. Internal controls were examined as
 

they related to selection of program beneficiaries, delivery of home 

improvemient construction materials, issuance and delivery of mortgage 

doculments, and collection of sub -loan repayments. The audit was made in 

accordance with generally accepted government auditing standards. 
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At JII)I T 
OF AII)-ASSISTI) siJEITIiR Sric-O)R
 

ACTIVITIFS IN PANAMA
 
PIOJECTS NO. 52S-11G-010 AN]D 525-HG-011 

PART IT - RFSIJL'P OF AIJI)IT 

The audit disclosed that, while certain aspects of AII's shelter program 
in Panama had been or promised to K successful, the program did not 
receive sufficient monitoring by RHIJX)/PSA or USAID/Panama. Because of 
this and deficiencies in the procedures and operations of GOP 
implementing agencies, the program was not effectively managed and 
imp leImen ted. Basic, important imlementation requirements and conditions 
were not met. These implementation problems limited the effectiveness 
with which program objectives were being achieved. 

Overall, the hou sing giuaranty program in Panama had acconplished AIT)'s 
prinary objective of providing or improving over 13,000 units of low-cost 
housing. RtIIII)/PSA had encoirnared the CG)P to pass several policy reform 
laws, strengthenino the financial position of the National Mortgage Bank 
(BIIN), motiwting institntional changes at the Ministry of ltouing (MIVI) 
aid mos t i nportal1 Y, prov iding hotis ing "'solutions" for ',low-income 
Panamaniain fmi lie s. Sruirrrirrs of program accomplishments provided by 
RIIRJP/I<i';A are! included as Appendix I and 2. 

The ;udit Found a number of def iciencies in monitoring and managing the 
housirg guaranty program in Panama: beneficiary selection procedures had 
not been formalized and included criteria contrary to the letter and 
spirit of the AIl)-Q) 1' agreements; beneficiary income levels were 
disregarded; separate accounting to control program financial resources, 
a co iitlion precedent to initial disbrsement, had not been achieved; 
beneficiary sub-loan repayment delinquency rates threatened program 
repl icab I i ty; the large Torrijos-Car ter sub-project needed ,managenment 
attention to control iprohib i ted renting/selling practices; home 
improvemient sub-loans were utsed in many cases to construct. new unit; and 
the execution of horme improvements needed better supervision; and overall 
I(; program rmonitoring by RIII IDO/PSA and USAID/Panamna required substantial 
impilrovemrenits. 

The seven recommnda Lions included in the audit report are designed to 
correct the weaknesses and deficiencies disclosed during the course of 
the andi t. Therefore, we have recommended that RItJ )/PSA, in 
consul tat ion wi th USAID/Panama, suspend further disbursements of 
AIT-guaranteed housing program loan funds until such time as the 
beneficiary selection criteria are improved; periodically revise the 
program beneficiary income table, verify applicants' income before 
granting sub-loans, and ensure that shel] er "solutions" ai-e sold only to 
eligible beneficiaries; obtain evidence that tthe IIN has established and 
maintainedt a separate accourting system and an effective system for 
moni t:or iug sub- loan delinquencies; obta in evildence that MIVI has 
established and implemented a systematic follow-up mechanisn to see that 
housing units are in fact occupied by prograi beneficiaries; review and 
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approve the implementation procedures for the home inmprovement program 
and ensure supervision of this program; and improve monitoring of the 
housing guaranty program and compliance with an outstanding condition 
preceden t, COVellanl ts and requ i remen ts. 
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A. Findings and Recommendations
 

1. Of Three Criteria Used to Select HG Program Beneficiaries, Two Were 
Inappropriate
 

AID-guarai;teed housing program benefits should be available impartially 
to all Panamanian citizens whose gross family income falls below the 
local 11redian. Audit resil ts disclosed that the beneficiary selection 
criteria employed by the GOP included political party affiliation and 
inaccurate calculation of family incomes. This occurred because neither 

RI IlIHJ)/PSA nor IISAI11/Panama had approve(d or even reviewed hoursingr guaranty 
program beneficiary selection criteria. In certain inslances, persons 
not otI ,:wise eligible for AIl)-giaranteed! lous ing prog ran benhefits we!re 
selecttd as program beneficiarieOs. More importantly, howeve r, persons 
eqiually deserviig )f obtainig hotusing assistance were not g ivei ekual 
consi derati(,i because they lacked political support. 

Recomnmendat ioai No. I 

We recommend that the Regional Hloiusing Office, in consultation wi th 
IlSAID/Panama, suspend furthe|r disbursements of AID-guaranteed houisin, 
prog ram loan ftunds tin i I such time as the Gove rntent of Panama has 
adopted and AIl) has approved beneficiary selection criteria in accordance 
with housing 
which do not 

guaranty 
discrimi

program 
nate ag

gross 
ainst 

family 
any pros

median 
pective 

income 
candidate 

limits, 
for 

and 
any 

reason. 

Discussion
 

AI1-gIaranteed housing program benefits shou|ld he equally available to 
all Panamanian citizens whose gross family income falls below the local 
median without discrimination of any kind. 

We fouid, that the selection criteria.used. by )GOP implementing ag4.ncies 
u[tcr t1he hotusing guaraity prog ram incliided a political factor and 
inacciurate calciilation of family income. In fact, the Ildit ounld that 
IIV I' s int,.i-na! procedure's for the selection of programibenefciaries had 
never been formalized, and appeared in a draft document neither formally 
adopted by MIVI and BIIN nor sanctioned by AID. (See Ex!ib i t 2.) The 
document inc]lu[ d three factors -- social, economic, and political -- for 
the selection of beneficiaries. MIIV accepted political recommendations 
in the process of selecting beneficiaries and likewise applied a net 
income focmila instead of t sing gross family income. Two key selection 
cri teria factors worie ttis contrary to the let ter and sipi t of- the 
Imp IeAlgi I.a Li emgr emen ts. 

Political Affiliation - Our sample-review of 249 nortgage (beneficiary) 
Tfiles at BIIN for tCinousing gharanty program in Panama showed that 13 ( 
percen t) beneficiaries' folders inclIIi -;:i pol i tical recoinienda t i ons. 
Letters of recoimenda tion from senior (Ol' officials requesting that 
positive act ion he taken on heha IF of the appl icant' s request for a 
sub- loani were foid in the f i Ies. I nternal mmnoranda by NilVI officials 
demonstrte that these letters of reference were heeded cegirdless of 
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beneficiary income level. Although beneficiaries with political
 
recommendations, with rare exceptions, were indeed eligible to
 
participate in the program, the practice effectively denied equal
 
opportunity to other equally deserving Panamminiaa families in need of 
housing.
 

Income Criterion - The family income (net family income) criterion 
applied by 71IVT was contrary to the income criterion (gross family 
income) 1/ intended in the implelmentation agreements, but was 
nevertheless included in an internal draft procedures manual for the 
selection of beneficiaries (Manual for the Selection and Adjudication of 
Mortgage Loans). Even though the implementation agreements did not 
specifically refer to gross income, RtIXI)/OPSA of:ficials told us, and we 
agree, that the intent of such agreements was meant to be gross family 
income.
 

Since MIVI and BHN selected beneficiaries based on their net income, 
families with gross incomes above median income limits were qitalified to 
participate in the program and more needy applicants were not given 
priority. Fourteen percent or 34 sampled beneficiaries had gross incomes
 
which exceedud median gross family income limits.
 

The main reason for these deviations was that RIUIJDO/PSA failed to approve 
or even review housing guaranty program beneficiary selection criteria. 
RII)O/PSA officials directed most of their efforts toward dealing with 
policy issues and reforms for the housing sector in Panama, concentrating 
on the institution-building aspects of GOP shelter sector agencies. 
Important implementation elements, such as the review and approval of 
program beneficiary selection criteria, were neglected. In fact, RtJUDO 
officials advised us that they had not approved eligibility criteria as 

Program in Panama
 

they felt this 
beneficiaries not 

was the 
otherwise 

responsibility of the GOP. 
eligible for AID-guararnteed 

Consequently, 
housing program 

benefits were selected to obta inhousing units. 

RI HI1I)O/I [SA-ISAl /Pauiama Comments 

''The audit report states that ' the criteria employed by the COP in 
selecting beneficiaries for the Housing Guaranty 
included political party affiliation and inaccurate calculation of family 
income.' We have found no evidence to support the allegation that the 
O)P uses pol itical party affiliation to select beneficiaries. The 

application forms which are filled out by beneficiaries do not include 
party affiliation.
 

I/ Gross income represents total fami ly members' income or earnings 
without deductions of any kind. Net income represents total family 
members' income or earnings less payroll deductions and installment 
or monthly payments for consumer goods.
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"The report notes that thirteen (5 percent) of beneficiaries' folders 
included 'political recommendations.' It should be noted that it is not 
uncommon for an applicant to reques t recommendations from the 
representative of their corregimientos, from a government official, or 
from the parish priest. These recommendations are not necessarily 
politically motivated. These are character and need references and 
according to N4IVI spokespersons, a person who is recommended must meet 
the el igibi Ii ty requirements of the program. Unless ineligible 
applicants were granted housing loans, we fail to see how deserving 
Panamanian families were denied equal opportunity. 

''With r(gard to the use of net income versus gross income, this seems to
have occured in onc project in the interior which indicates a management 

problem with one of the ten regional offices of MIV rather than a 
deviation from the norm which has been and remains gross family income. 
USAID believes that action ... planned will resolve this difficulty. 
UlSAID/Panama recommends that this recommendation and the discussion 
related to selection criteria be eliminated.'' 

Office of Inspector General Comments 

Exhibit 2 to this report and our limited review of beneficiary files 
provide sufficient evidence that political party affiliation is indeed a 
consideration in selecting HG program beneficiaries. The fact that 
recommendations from government officials were found in certain 
beneficiaries' files, and apparently h eded, is of less concern than the 
fact that government officials included political party affiliation as 
one of three proposed selection criteria. It is also a fact that a GOP 
employee involved in the selection of beneficiaries at the large 
Torrijos-Carter housing complex near Panama City had to leave her post 
because she refused to accede to political pressures being applied to the 
selection process. Since the person in question is currently employed by 
RIlIIDO/!PSA, we find it diff icu l t to accept the audi tees' response at face 
value. 

As to the use of gross vs. net family income, this cr.iteiion was used 
throughout the program and not confined to just "one project in the 
interior." Since program managers readily admit, and have even attempted 
to defend, their lack of participation in reviewing selection criteria 
and other administrative aspects of this program, we cannot explain how 
they can now assert that this condition was confined to only one location.
 

The recommendation will remain open until such time as the GOP issues and 
RlIJDO/PSA-USAI1)/Panama approve definitive, non-discriminatory selection 
criteria in accordance with the letter and spirit of the IIG program 
guidelines and the pertinent project agreements. 
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2. 	Beneficiary Income Levels Were Disregarded
 

Pertinent provisions of the HG Program agreements having to do with 
beneficiary eligibility limited partici)ation in the program to families 
whose gross income fell below the local median. In addition to the fact 
that program selection criteria called for net vs. gross family income 
calchlations, as described in tie previous finding section, three other 
deficien;> prevented this key selection criterion from operating as 
planned. First, median income levels for the various localities in which 
the program was to operate were not periodically updated as required.

Second, income figures alleged by candidates in their home applications
frequently remained unverified by GOP authorities. Arid finally, income 
limits were simply ignored in certain cases and locations. These 
shortcomings existed because of lax GOP program oversight and control. 
As a result, persons who did not qualify for HG-.loan-financed units 
obtained pro9 ram benefits while other equally or more deserving
applicaints await a nolution to their housing needs. 

Recommendation No. 2 

We recommend that the Regional Housing Office, in consultation with 
IJSAII)/Panama and appropriate Government of Panama officials: 

a) 	periodically review the accuracy of beneficiary income tables and 
revise same accordingly; 

b) 	 obtain from cognizant Governme'it of Panama officials evidence that 
they have taken appropriate mea.;ures to ensure that the incomes of 
candidates 
and 

for IHousing Guaranty-financed units are properly verified; 

c) obtain fu
properly 
process. 

rther 
disse

evidence 
minated 

that income 
and observed 

limits, 
in the 

once 
bene

established, are 
ficiary selection 

Discussion 
The application of the income criterion was flawed in several ways. 

Income Limits - The implementation agreements require that the program
beneficiary income table be revised periodically to adjust the monthly
family median income limits. Specifically, the agreements reqfnire that 
the program beneficiary income table be adjusted every six months,
starting six months from the date of the agreement, on the basis of (a)
income distribution variations determined by a formula agreed upon
between borrower and AID, and ) overall financial costs of the 
Borrower. Implementation Agreements No. 525-HG-010 and -011 were signed 
on November 27, 1979 and September 12, 1979, respectively. We found that 
the program beneficiary income table was revised on August 24, 1981 but 
no further revisions were made. This revision was made in preparation
for implementing the houising prcgram in Panama (Projects No. 52S-1IG-010 
and -011). Moreover, the audit found no evidence that RHIUDO/PSA had 
established and implemented procedures to develop median income data to 
revise periodically the median income limits applied under the program.
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RHUJDO/PSA stated that the development of statistical data for the 
periodic revisions of the median income limits was the responsibility of 
the 	(TP. According to RIIJIX)/PSA officials, periodic revisions were not 
conducted because such actions could have resulted in higher income 
limits due to inflation, thus diluting participation of the lowest family 
income strata. They further stated that the office lacked the necessary 
human resources for these revisions. 

Although the rationale for requii ring adjustments to the program 
beneficiary eligibility table every six months may be questionable, 
periodic revisions (annually at least) are necessary to update income 
levels. The absence of periodic revisions could restrict the number of 
families who could qualify for sub-loans under the program. 

Income Verification - The draft Procedures Manual for the Selection and 
Adjudication of lortgage Loans, never formally adopted but nonetheless 
used jointly by MIVI and BIN, required that all family income reported by 
applicants be verified. Employers are asked to provide salary
 
certification and self-employed workers are required to produce income 
tax returns or other duly amthenticatod documents to verify income. 

A random sample of 249 beneficiaries' files at the five sub-projects
showed that MIV[ did not verify the family income of 33 applicants (13 
percent).
 

MIVI had not verified family income in 33 cases because it had 
concentrated its evaluation on the social aspects of the applicant and 
less effort was directed toward the verification of family income. 
Further, in Mi Dulce logar sub-project at David City the lots on which 
the units were built already belonged to the applicants, and all of them 
thereby became entitled to participate in the program, regardless of 
family income. 

It is evident that the failure to verify, family income could result in 
granting loans to beneficiaries whose income is insufficient to meet 
scheduled payments or exceeds established limits. 'The solution to this 
problem is the strict enforcement of regulations alrady in place within 
MIVI and B1IN, with RHIIX)/PSA oversight. 

Limits Exceeded - The implementation agreements specified that sub-loans 
will be made only to families whose income falls below the median. 
Further, the Program Beneficiary Eligibility Table in Annex D of the 
implementatlon agreements, as revised, sets forth different levels of 
median income for Panama City, Colon, other urban, and rural areas. The 
audit found that 34 (14 percent) of the 249 houses selected at random at 
five sub-projects 1/ were sold to famiilies who earned more than the 

1/ 	 The audit team selected five housing sub-projects under the housing 
construction mortgage program. From these five sub-projects, the 
audit team selected 249 sub-loan beneficiaries files at MIN for 
review and conducted field visits and interviews of 223 home 
occupants.
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median family income. Despi te the established criteria limiting
 
sub-loans to families earning less than the median income, income level
 
did not serve as a barrier to sub-loan applicants under the program.
 

1'o illustrate, of the 25 houses included in the review at the Mi Dulce 
Ilogar sub-project, 14 (56 percent) were sold to families whose reported 
income exceeded the median income of $307. Of these 14 families, 6 
reported income greater than $500, and 1 reported income of $1,000. 

From the above statistics, it is evident that the program has not fully 
fulfilled its goal of improving the housing situation of families earning 
less than the median income. While the results of a random but limited 
sample do not necessarily represent the entire universe, the audit
 
findings confirm the presence of serious lapses of internal controls in 
the selection process in MIVI, and soggests the likelihood that these 
problems persist throughout the program.
 

The failure to apply the income level provisions of the implementation 
agreements can be traced to the relative lack of importance that MINA 
assigned to income relative to other factors in the selection process.
 

If the applicant appeared to qualify for a sub-loan using other 
indicators, these could override income levels. In the specific case of 
Mi Dulce itogar, MIVI felt that applicants qualified for a sub-loan on the 
basis that they already owned the lots on which the houses were to be 
built. This problem can be eliminated by reasserting the importance of 
income level to responsible personnel in MIVI and by RItUDO/PSA's 
monitoring the selection process to ensure that the income criterion 
established by the implementation agreements is met.,
 

Failure to abide by income 'restrictions in qualifying applicants for 
sub-loans resulted in the project not fully accomplishing its objective
 
of benefiting only families earning less than the median income.
 

RIlIDOl/PSA-IJSAII)/Panama Comments
 

"The audit report noted that income tables fot eligibility were
 
established in 1979 and revised in 1981. Income tables were also revised
 
in 1986. The audit report should be so noted. In addition, RtlJJDO has
 
completed a review of income levels for the period 1981-1986 and has
 
determined that no adjustments were necessary other than those noted 
above; i.e. GDP grew at only about 0.5 percent per year during this 
period. In the future RIIRJDO will review annually maximum income levels 
and advise the GOP if any changes are required. We request that this 
recommendation be closed. 

'"hile the verification p)roblem noted by the auditors does not s-em to be 
pervasive, the Mission agrees that MIVI should make every effort to 
verify income of applicants. We will communicate this concern to the 
Ministry and reques t MIVI to ensure complliance with established 
regulations and procedures. 
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"The probliem detected by the auditors of incomes in excess of established 
targets was concentrated in one of ten regional offices of MIVI. IJSAID 
concurs that this i ; a problem that needs to he corrected and plans to 
communicate this concern to the Ministry in the same letter which deals 
with verification of income.'' 

Office of Inspector General Comments
 

The atditees' assertion that income tables were revised in 1186
 
constitutes new information for the auditors. Despite the fact that the 
Exit Conference concluding our fieldwork occurred in early February 1987, 
this is the first time we have been advised of such a revision. 
Furthermore, no evidence of such action was provided among the 
attachments to the comments on the draft report we received. While the 
recommenda tion is considered resolved base(] upon the informa tion 
provided, it will remain open until we are provided evidence that the 
income tables were in fact revised last year. 

In the past, RIIIDO/PSA has requested corrective actions and expressed its 
concern at program deficiencies on several occasions to (OP program 
officials without notable results. For this reason, parts b) and c) have 
been framed in such a way as to ensure that corrective action is in fact 
taken, an.! not merely requested. 
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3. Separate Accounting for HG Program Financial Resources Was Not
 
Established
 

The implementation agreements required the borrower to maintain adequate 
books and records. The audit found that the National Mortgage Bank (BHN) 
had not maintained separate accounting records to segregate program 
financial resources. Although the establishment and maintenance of 
separate accounting records by BIN was a condition precedent to initial 
disburserrment of AID-guaranteed loan funds, RHJUDO/PSA did not obtain 
compliance. The absence of separate accounting for program financial 
resources denied management timely and reliable information needed for 
decision making, reporting, and monitoring.
 

Recommendation No. 3 

We recommend that the Regional Housing Office, in consultation with 
IISAI)/Panama obtain evidence that the National Mortgage Bank has 
established and maintained separate accounting books and records related 
to AID-guaranteed housing program activities, and suspend further program

disbursements until such time as an independent auditing firm certifies 
that such a systen is in place and operating.
 

Discussion
 

The implementation agreements stated that the borrower was "to maintain 
or cause to be maintained, in accordance with generally accepted 
accounting principles and practices consistently applied, books and
 
records relating to the program, to the loan, and to the agreements,
adequate to show without limitation, the receipt and use of funds, the 
relending of funds and the use of goods and services acquired under the 
loan." 

The audit found that the BIN did not maintain separate accounting records 
to segregate program financial resources. .Also, a review of the Cart of
 
Accounts used by the bank showed only two accounts for transactions 
related to the AID-guaranteed houising program. Hlowe.ver, as.,a result of 
technical assistance provided by Deloitte, Hlaskins & Sells, a new 
automated accounting system was designed, tested and ready to be 
implemented by BttN. According to BIEN officials, implementation of this 
new system began in January 1987 and will be fully operational by 
mid-1988. This new accounting system would permi t a more complete 
recording of the transactions, segregation of financial resources, and a 
better management information system.
 

The establishment and maintenance of separate accounting records by BIEN 
was a condition precedent to initial disbursement of AID-guaranteed loan 
funds. However, RtIIDO/1NA had never requested BIIN to set up separate
accounting records. Thus, the requirement was not met because RIIUDO/PSA 
did not adequately seek or ensure compliance.
 

The absence of separate accounting denied management timely and reliable 
information needed for decision-making, reporting and monitoring. It 
also produced undue delays in the completion of our audit field work as 
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most of the data requested by the audit team was not readily available, 
taking several days to produce manually. In fact, an analysis of 
delinquen t accounts for the home improvement prog rain could not be made 
because I1IN could not produce a delinquency report for this purpose.
Future audits would also be hampered. Further, the absence of these 
management tools could jeopardize the replicability of the program. Fund 
utilization could not be managed and monitored separately by BIN and 
RHI-IIO/PSA and therefore program benefits could not be extended to 
additional low-income Panamanian families as envisioned by the program. 
In fact, the Finance Manager of IN told us that $4.5 million of reflows 
from payments had been budgeted to be reused during 1987 in housing
"solutions" for low-income families. However, he could not tell us how 
much of this amount came from recoveries of the AID-guaranteed sub-loans. 

RI111),/PSA-! ISA II)/Panana Cronmen ts 

"The audit report notes that 'the BHN did not maintain separate
account'ng records for the AID guaranteed housing program, a condition 
precedent to first disbursement contained in Section 5.02.C of the 
Inplementation Agreements No. 525-tfG-010 and -oil.' Documents in RIIUDO 
files indicate that a plan to establish and maintain separate accounting 
books and records was accepted for meeting the conditions precedent for 
Program No. 525-It(G-011 .... The BIIN submitted the plan for an accounting 
sys ten but failed to implement the sys tem. IJSAID has suspended 
disbursements unti . the system is implemented an has included a 
condition for further disbursement inder the IIG-Oll and IIG-012 Programs 
in Implementation Letter Nos. 4 and 7 ... as follows: 

A formal statement by BIN with full descriptions of 
the systems and procedures to be employed during a 
specific timeframe, to create separate accounts for 
the mortgage and loan portfolio as well as for 
recuperations for each lousing Guaranty Program. 

Evidence that Loan proceeds, the ir utilization, and 
Panama's own resources broken (]own by sub-programqs as 
well as the recupera t ion of the investm6nt " by 
sub-program by BltN are being recorded and maintained 
in separate accounts as mandated by Section 6.01(F) of 
the Implementation Agreement dated September 12, 1979, 
modified by Amendment No. 1 dated August 25, 1981. 

The MIission requests that based on the action above the recommendation be 

closed." 

Office of Inspector General Comments 

In our view, RIRJIY)/PSA cleared this condition precedent prematurely. It 
should not have done so until the separate accoun ting system was in fact 
established, as required. Failing that, RIII)O/ISA should have followed 
up to verify that tile system had in fact been put into place. The aud it 
demonstrated that, not only is the s.,ystem not in place, but also that 
MIVI has yet to transfer to the BHN the majority of IIG Program loan 
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files. These were commingled with GOP-financed home loans at MIVI to 
such an extent that we were never able, during our four-month stay in 
Panama, to identify the housing guaranty loans (about 13,000 or 31 
percent) within the portfolio of approximately 42,000 mortgage loans. 
For this reason, we believe the condition precedent to disbursement was 
never met and is Far from being met at the present time. Thus, unless 
the CP is formally waived (which we would advise against if this 
situation is to be resolved at all expeditiously), no further HlG loan 
disbursements should occur until a separate accounting system has been 
established and is independently certified to be actually functioning. 
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4. Many Beneficiaries Were Seriously Delinquent in Their Loan Repayments 

The project implementation agreements required that the implementing 
agencies carry out the prograi in conformity with sound financial 
practices. The audit found that the del inquencies for mortgage sub-toans 
were excessive. Ile high rate of delinquencies had been caused by the 
absence of al effect ive system for managing and monitoring the 
AID-guaranteed sub-loan portfolio. This situation, if left uncorrected, 
could adversely affect BIIN's cash flow, jeopardize the recovery of the 
capital investment needed to replicate low-cost housing "solutions," and 
thus adversely affect the instituttion-building objectives of the program. 

Recommendation No. 4 

We recommend that the Regional Housing Olfice, in consultation with 
IJSAID/Parama, obtain evidence that the National Mortgage Bank has 
established and implemented an: effective system for managing and 
moni toring AID-guaranteed housing program sub-loan repayment 
del inqlincivs. 

liscuss ion 

The project implementation agreements provided that the implementing 
agencies, the BuIN and MIVI, were to carry out the program or cause it to 
be carried out with due diligence and efficiency, in conformnity with 
sound technical, f-inancial, and management practices. Project fefllows 
were to enhance the capacity of the BIN as the financial arm of the GknP 
for low-income housing. The additional source of investment and capitaI 
was to complemInt the efforts of the BItN in raising additional local 
resources. 

Delinquencies for mortgage sub-loans financed under- the Housing Guaranty 
Program (Projects No. 525-HIG-010 and -011) were excessivc. As of 
November 30, 1986, 5,667 sub-loans vadued at $26.5 million. were 
outstanding under tie All) financed program (Projects No. 525-11G-010 and 
-011). Of the 5,667 outstanding sub-loans, 2,526 (45 percent) were in 
arrears for 90 days or more for a total of $2 million. Of the 2,526 
sub-loans in arrears for more than three months, 513 (20 percent) were 
delinuent under Project No. 525-IHG-010 for a total of $140, 192 and 2,013 
(80 percent) were delinquent inder Project No. 525-HG-01l for a total of 
$1.9 million (refer to Exhibits 3 and 4 for further details). Because 
these sill-loans had been in effect for relatively short periods of time, 
the total amount. delinqu ent in relation to the amounts outstanding 

balances was $149,192 (only seven percent of $2,143,813) for Project No. 
525-lG-010 and $1,879,057 (only eight percent of $24,349,097) for Project 
No. .25-I1G-011. 

While the delinquency rate of total amoun t delinquent in relation to the 
outstanding balances was not significant, the number of delinquent 
sub-loans overdue 90 days or over warrants management concern. 1In 

several instances the beneficiaries were in arrears for almost five years. 
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The del inquency s i tua t ion of the AID-guaranteed mor tgage sub-loan 
portfolio was caused by several factors which contributed to delayed 
recoveries and growing arrearagus. We found that the BIN did not have an 
appropriate reporting system to manage and monl or recoveries and 
delinquencies. Although three reports were being produced every month 
with information related to recoveries and delinq.eincies, they were of 
limited use for management. For instance, one report on mortgage 
sub-loans contained a list of beneficiaries on projects guaranteed by All) 
or sponsored by other financial institutions, without proper 
identification of source of funds. Another rep'rt for aging accounts 
showed arrearages for 30 days, 60 days and 90 day's or more. However, it 
was not possible for BtN and other interested parties to m'nage and 
monitor delinquencies over 90 days. In fact, the audit found that a t 
Loma Colorada 21 of 60 beneficiaries were in arrears for over a year. 
Another report on delinquency contained the amounts in arrears for the 
BtN as a whole, wh i ch included the total loan portfolio, without 
separation by sources of financing. We believe, therefore, these reports 
were of limited value for managing and monitoring the AD-guaranteed 
sub-loan portfolio. 

Fur ther, collection effor ms by the BHtN were inadequate to ensure an 
acceptable level of mortgage suib-loan recoveries and delinquencies. We 
determinied that 68 percent of sub-loan recipients were paying their 
monthly installment throu gh direct payrol deduction. This system, when 
properly implementt,-d, would gmarantee sub-loan recoveries on a timely 
basis. However, the system did not work as expected because payroll 
deductions made b) e(ployers were sometimes taking months to reach the 
3ank. \ final factor advers,-ly affecting sub-loan recove;'ies had to do 
with poor economic conditions in Panama, resulting in lost jobs for many 
benefficiaries, who had to stop making payments. 

This ii gh de I inqi ienc y situ ation, if not properly addressed, coul d 
adversely atI fec t IIN' s cash fl ow alid jeopardi z(- the recovery of the 
capital investment needed to replicate low cost housing "solutions." 
!his, in tirn, coilId adversely affect the insti tution-bui lding objectives 
of the p rogram. 

R[IIDI[) /13A-ISA I1)/ Panarma Colunen t

"USAI I)became concerned about delinquencies more than a year ago and 
requested that MlVI and BIN take corrective action. Various memoranda of 
conversation between the RIlUl)M., Minister of Housing and the Manager of 
the 1lIN cit this proliem as early as February 14, 1986. This concern 
was raised to the level of a comdition for ,disbursement of tI; resources 
in Implementation Letter No. 6, dated July 2, 1986, wiich stated the 
following: 

IUSAIl) is concerned about Ihe iiitended insti tut ional 
and finan cil impacts of the overall HIG program, and 
even though we understand tlia t the physical execution 
of the project is proceedinlg well, we feel that 
di sbursemen ts mu s 1. he inked to imp rovenen ts in 
program implementation procedures. We request that 
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the following issues be addressed to USAID's 
satisfaction before resources are disbursed under 
Program 525-HG-012. 

2. A recent analysis of the BIN portfolio suggests 
that arrearages are a problem. The level of 
lelinqulent payments, among a series of other problems, 
is affecting the financial viability of BIN. We 
believe, that corrective actions are necessary now. 
In particular, we suggest several changes in 
procedures: 1) joint selection by B'IN and MIVI staff 
of beneficiaries; 2) issuance of mortgages prior to 
occupancy of units; and 3) more vigorous collections 
of payments. We also would like to know what the BIN 
and MIVI plan to do about arrearages problems in 
buildings already occupied.
 

"On February 18, 1987, the implementing institutions responded to this 
point stating that actions were being taken. After a review of these 
actions we concluded that adequate progress had not been made. We 
communicated this decision to the government in Implementation Letter No. 
7 which included the following requirement for disbursement to continue: 

An analysis of the current level of arrearages, 
quantified by the number of loans, amount of funds 
due, number of months overdue, by region, by project 
an(d by type of solution. This will be used as base 
data against wh ich progress can be measured in 
reducing delinquencies. The base case analysis should 
also inc lude a review of those projects which have an 
extraordinarily high rate of delinquency aad the 
special measures which BIIN and NIIVI plan to take to 
resolve these problems. 

The Mission requests that the recommendation be closed based on actions 
taken as noted above.'' 

Office of Inspector General Comments 

When one considers that the Government of Panama is donating HG loan 
proceeds costing 12% per annum in order to capitalize the BUN, the 
gravity of this situation becomes more apparent. The recommendation is 
considered resolved upon issuance of the report. However, in view of the 
seriousness of the de-l inquency situation ($2 mil lion in paymen t 
arrearages over 90) days 'lue) and in the light of the GOP's record of 
inadequate responses in the past, the recommendation will remain open 
until such time as an adequate response has been forwarded to thits office 
and evidence of an improvement in c)P collection efforts and results has 
been provided. 
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5. Numerous Units at the Large Torrijos-Carter Project Had Been 

.aEridoned, Rented or Sold 

The .;oin t Selection and Adjudication Commissiop, staffed by MIVI and MIIN 

and established under tile draft Procedures Manual for the Selection and 
among other things, withAdjudication of Mortgage loans, was e!n tillsted, 

of overseeing the housing sub-projects to ensure
the specific function 
that housing tnits were being occupied by approved beneficiaries. A 

taken froi the 'rorrijios-Carter lousing Sub-project showed that 
samp I 

rented, sold, vacant or abandoned. The main 
many housing ini ts were 
reason for this situation was that the Commission was not forma Ily 

the ho1Is ing sub-projects. Con.equently, a 
es tahI ished to oversee 

sites to ensure that housing
systematic follow-up mechanism to visit tle 

was not
inits were being occup ied by auithorized benefi ciaries 

es tabl isihed. The lack of such a mechanism might encourage project 

beneficiaries to continue this selling/renting practice, thus preventing 

the project from serving its target group. 

Recommenda t ion No. S 

that the Regional lousing Office, in consultation with
We recommend 

that the Mi n is try of Ilousing has
UJSAID/Panama, of ta in evidence 

mechanism to ensure
establ ish'd and implemented a systematic follow-up 

actual ly occupied by program beneficialr ies.
that 1Ii wis ing tn its are 

1)i scIIss ion 

Adjudication of
The draft Procedures Manual for the Selection and 

by M VI and BIIN called for the creationMortgage Loans utilized jointly 
for the selection of

of a joint commission between MIVI and BILN 
the adjudication of mortgage sub-loans. Specifically,beneficiaries and 

the Comnission, in coordination with Departmnent chiefs, was to ensure 

units were being occulpied by progran beneficiaries. To
that housing 
accomp 1ish this end, the Commission. was, to make periodic visi.ts to 

project manager, to ensure
project sites, accompanied by the respective 

being occuipied by au thorized beneflciarics.that housing units were 

that 6 (9 percent) of the 70 sample beir-ficiariesThe audi t found 
in terv iewed I/ had rented their houses, 3 (4 percent) had sold the 

I (1 percent) owned 2
houses, I (1 -ercent) had left the house vacant and 

cannot be scientifically extrapolated to
hou.es. Although tie finding 

universe of 4,292 hotising units in Tl'orrijos-Carter sub-project, the
the 
above statistics are indicative of a potential problem that could pervade 

the entire program. 

the of the 
1/ Torrijos-Carter was selected because it is by far largest 

sub-projects under Project No. S25-l1G-010. We randomly selected 80 
conductedbeneficiaries, reviewed their files at BIIN and personal 

interviews wi th 70 occupants. 
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A joint Commissikn was informally established between IVI and BWN to 
oversee tle utilization of housing projects. However, we learned that 
the Commission was riot operational, as no fol tow-up system was in place, 
and periodic visi ts were not made to Torrijos-Carter to see that housing 
Iini ts were behinI occt ied by he designated benef iciaries. le Social 
l)epar ment of NIVl blamed scarce staff resources as the basic reason for 
not visiting Torrijos-Carter. The failure of the Commission to comply 
with its own implementation and monitoring requirements d luted tie 
effectiveness of the program in achieving its objectives. The absence of 
periodic follow-up efforts by MILVI/BIIN serves as a tellptation tk.c project
benef ic i aries to misuse program resources. Conversely, the 
implemc.ntation of an effective ,mechanism to verify end-users would deter 
misuse. 

RItlI !sA-I ISA I1)CPanama Conments 

''The '.linistry of lousing does have a mechanism to ensure that housing 
units are occipied by program beneficiaries at the time of purchase. 
However, there is no requirement that original beneficiaries occupy the 
units forever. On the contrary, a considerable amount of movement coold 
and does,( occur in iny hois ing market. Indeed, a com~only accep nd 
principl, exists in housing knoi as the "filtration process", which 
describes the phenoienon of how housing, over time, fitters down to 
successively lower income groups. The Mission supports a free and open 
market system and disagrees with tihe recomlllendation that the governiment 
restrict occupancy of housing units simbsequent to initial occupancy. We 
recommend tha t this Finding and RecommendaLtion be eliminated.' 

Off ice of Inspector General Comments 

The following excerpts are taken from the Sales Agreements of the HG 
Program on file with participating COP agencies: 

SIX°n: This purchase is sub ject to tl'e fo1lowing 
restrictions with wh i ch the purchaser agrees to 
colp 1y: I) Neither to transfer nor create -a- .1ien 
against the property, in whole or in part, wi thout 
prior written authorization of the Bank;... 

NINTHt: The purchaser may not rent the property white 
it remains mortgaged; except in special cases as it 
may deem appropriate, the Bank may authorize rental 
for a limited period, which shall riot e.xceed one (1) 
year at a time. 

The foregoing provisions are contained in all IHKU Program sa es agreements 
and, in omur opinion, they constitute :alid restrict ions on program 
beneficiaries' ability to speculate and profit from their AlI)-guaranteed 
unLi. s, save those cases where sales or ren tals are reasonable and 
warranted. The recommenda t i on wi II therefore rema in open un ti I 
corrective action is taken and completed. 

- 20 



6. 	 Deficiencies Limited the Effectiveness of the Home Improvement Program 

The Implementation Agreements established that the home improvement 
program was to provide sub-loan financing to low-income families to 
improve existing housing units. MIVI, the implementing agency, was to 
carry out the program in conformity with sound technical, financial, and 

However, MIVI lacked clear implementationmanagement practices. 

procedures and did not provide adequate technical supervision. As a 

result, home improvement sub-loans were made for ineligible construction, 
new buildings and poorly built improvements. This absence of supervision 
hindered the achievement of the program objective: benefiting low-income 
families with existing housing units in need of improvement or repair. 

Recommendation No. 6 

We recommend that the Regional Housing Office, in consultation with 
USAID/Panama: 

a) 	 review and approve the implementation procedures for carrying out the 
home improvement program in accordance with the implementation 
agreements in conjunction with cognizant Government of Panama 
officials; and 

b) 	 obtain evidence that the Ministry of Housing has established and 
implemented a supervision plan to ensure proper utilization of 
construction materials provided under the home improvement program. 

Discussion
 

The implementation agreements established that the home improvement 
program was to provide sub-loan financing to low-income families to 
improve existing housing units, and that MIVI w~s to carry out the 
program in conformity with sound technical, financial and management 

Section 1:6 of Annex A of Implemerqtation
practices. Specifically, 
Agreemeuts No. 525-11G-010 amnd -Otl defined shelter improvement loans as 
"loans to owner/occupants of existing housing to' improve, expand or 

modify his/her home ;" and Section 7.04 of Implementation Agreements 
of 	 the Program.No.S25-IHG-010 and -011 provided that: "Execiation 

Borrower [tIVI and Panama will: A. Carry om-t e )rogram or cause it to 
be 	 carried out with (III(. diligence and efficiency, in conformity with 
sound techni ca I, Financial and management practices..." Ilowever, the 

audit found that these loans were used inappropriately because 1) the), 
financed new construction rather than improvements and 2) improvements 
were badly ,hesigned or poorly constructed. 

New Units -- Fifteen (48 percent) of the 31 beneficiaries interviewed 1/ 
had 10S(T Ihe i fip rov,-eIn t Stil-loaris to build new structures rather than 

1/ We randomly selected 71 home improvement sub-loans at Arraijan, 
from the universe of 7,422 sub-loansDavid, Penonome, and Veracruz, 

granted under the Home Improvement Program (Projects No. 525-1iG-010 
and -011). We reviewed thl sub-loan files at BHN and conducted 
personal interviews with 31 sub-loan recipients. 
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improving, expanding or modifying existing ones. These statistics 
suggest that many home improvement sub-loans were being used to build new 
structures rather than improving the existi>t one. In fact, the oirector 
of the home improvement program at MIVI indicated that a large portion of 
the sub-loans granted were used for the construction of new housing
"solutions." Further, an Evaluation Report commissioned by RtIDO/PSA and 
published by the National Council of Savings Institutions in November 
1983, concluded that 59 percent of the 1,200 home improvement sub-loans 
made to that time were used for building a basic unit, while 27 percent 
went to home completion. In one case, we found that a beneficiary 
received a sub-loan to build a house for her mother; instead she built a 
house at a resort area for herself. Another beneficiary used the 
construction materials for unknown purposes. 

Poor Design and Construction -- In a number of cases, the audit found 
that house construction exceeded MIVI's basic unit design, or that 
completed units were defective resulting from poor workmanship and 
inadequate construction materials, or that construction materials were 
misused. Specifically, the interviews ,4ith 31 home improvement 
beneficiaries, selected at random 1/, showed the following situations. 
Eight houses built were larger thanthe basic unit designed by MIVI, thus 
the house construction could not be completed with the materials 
provided. Three houses showed poor workmanship and wasteful use of 
construction materials: walls were not aligned, a recently constructed 
concrete wall used a poor mixture of materials and had been blown over by 
a gust of wind, and concrete beams exceeded design structure as they were 
larger than needed. A latrine was built alongside one kitchen creating a 
health problem. Zinc roofing materials delivered to a beneficiary were 
not of the specified length, thus rain water was leaking through the roof. 

The primary reason for the above situations was the absence of clearly 
defined implementation procedures and the lack of -technical supervision 
to carry out the program. However, the audit could not find evidence 
that IISAID/Panama or RIIJDO/PSA considered this the responsibility of the 
GOP. In implementing the program, 4IVI felt that a sub-loan for the 
construction of a housing unit on an empty lot representQd apn improvement 
to the lot and should be allowed under the program. Likewise, MIVI 
believed that a sub-loan for the replacement of a hut (construction based 
on mud and straw) was also an allowable program cost. Although the 
latter situation could be considered as an improvement to an existing 
housing unit, the former appears to stray wide of the intent of the 
implementation agreements. On the other hand, problems in the 
utilization of sub-loans occurred because MlVI did not provide adequate 
supervision of construction activities. In fact, all beneficiaries 
interviewed confirmed they had never been visited by MIVI's supervisors 
or by any other official personnel. MIVI's officials told us the main 

1/ We randomly selected 71 sub-loan (beneficiary) files at BHN for
 
review and conducted personal interviews with 31 beneficiaries
 
located at Arraijan, David, Penonome, and Veracruz.
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reasons for not conducting supervisory visits were lack of staff
 
resources and transportation facilities. Since the home improvement
 
program was being implemented all over Panama, MIVI can not exercise
 
adequate supervision unless sufficient staff resources and transportation
 
facilities are provided to the implementing office.
 

MIVI's failure to abide by the agreements' provisions resulted in the
 
program not fully accomplishing its objective of benefiting low-income
 
families with existing housing units in need of improvement or repair.
 
In fact, the Evaluation Report of November 1983 also concluded that,
 
while the subprogram was weeting a demand for basic units, albeit in an
 
imperfect way, through home improvement, the purpose of the program was 
not being met. The absence of adequate supervision meant that the 
program was not providing ad,-quate home improvements to meet the 
b)eneficiaries' housing needs. rhis lack of program supervision could 
also expose AID and the GOP to criticism because of shoddy construction 
and the potential for waste and Tbuse.
 

RItUDO/PSA - USAID/Panama Comments 

"The rationale for the Finding and Recommendation is that the auditors
 
apparently believed that home improvement loans should be used to improve
 
existing units, not to b)uild new units on family owned lots.
 

"While the Implementat:ion Agreeient states that home improvement loans 
are to expand or improve existing structures, many existing structures 
are so precariously built that a beneficiary must start from scratch and 
build a new unit. Moreover, this is clearly meant to be part of the
 
program and often reaches the families most in need. This issue was
 
dealt with several years ago at the project design stage. The Project
 
Paper for HG-010 specificallystates that loans may be made available to
 
families who own a lot (See Attachment 11).
 

"We request that the recommendation [6a] beeliminated. 

"MIVI has always had at least one architect or engineer to supervise home 
improvements in every regional office of the Ministry. In addition, the 
MIVI has recently hired experienced construction supervisors (maestros de 
obras) in each regional office to provide technical assistance to 
beneficiaries receiving materials loans. We request that recommendation 
[61)] be closed."
 

Office of Inspector General Comments
 

The implementation agreements clearly indicated that home improvement
 
loans were to be used to improve, expand, or modify existing housing. In
 
fact, an Evaluation Report on the Hlome Improvement Program in Panama
 
dated November 1983 also noted that "previous discussions in the study
 
have brought out the tendency of this Program to become a full-fledged 
shelter delivery system instead of remaining a shelter upgrading 
mechanism." Therefore, the position of the OIG is that program documents 
called for improvement of existing units and not building new units. 
However, i. RHUDO/PSA and USAII)/Panama feel that home improvement program 
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resources should be used to finance new housing "solutions," the 
agreements should be amended accordingly. The recommendation remains 
open until implementation activities are in accordance with agreement 
provisions. 

Regard in t.clin ical suipe rv i s ion, the program lad been 1ack ing this 
management tool since the beginning of the program. The 1983 Evaluation 
Report described this deficiency as follows:
 

Of all the operational phases of the loan process 4he 
weakest, in structure at least, was the monitoring 
phase, or, the follow-up on the loan recipients to 
verify the intended use of the loan material. 

First of all in the Documento de Implementacion no 
formal mention is made, nor norms established, for 
this important aspect of building loan process. 
Secondly, lack of transportation facilities in the 
Provinces has hampered seriously any follow-up visits 
to the construction sites after the building materials 
had been picked up. 

It was ob.,erved, in general, on the field trip that 
the houses were overbuilt. Cement beams and columns 
were more massive - and therefore, more expensive 
than their functions required. Similarly, there was a 
great deal of cement wastage round and about the 
units. The plaster (cement) wall finishings were 
frequently much thicker than was necessary. A simple 
awareness of cost factors, easily instilled through
 
meetings, could reduce materials needs considerably.
 

The audit confirmed through field interviews with fbeneficiaries that no 
supervision was being provided under ttie home improvement program. 
Consequently, the recommendation remains open until such time 
RIJDO/PSA-USAID/Panama obtain evidence from MIVI that a- supervision plan 
has been established and implemented.
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7. Monitoring of the Housing Guaranty Program in Panama Needed 
Improvement 

AID 	 Handbook 7, Chapter 5 and AID Handbook 3, Chapter 11 define Housing 
Guaranty (HG) Program monitoring responsibilities. The audit showed that 
the program had not received adequate monitoring from RHUDO/PSA or 
USAID/Panama. The basic cause for this deficiency was RHDO/SA's (AID's 
primary implementing and oversight unit) failure to establish and 
implement an effective monitoring mechanism to oversee program 
activities. Accordingly, RII)O/PSA had not obtained compliance with an 
important condition precedent, covenants, and requirements established in 
implementation agreements and the effectiveness of the program was
 
diluted.
 

Recommendation No. 7 

We 	 recommend that the Regional Housing Office, in consultation with 
IJSAID/Panama:
 

a) 	 establish and implement effective procedures as required by AID 
Handbooks 3 and 7, to monitor housing guaranty program activities; and
 

b) 	 obtain evidence that the Government of Panama has complied with 
conditions, covenants and requirements established in Housing 
Guaranty Implementation Agreements. 

Discussion 

AID Handbook 3, Chapter 11, Section llA defines morniitoring as the action 
relevanlt to AID's observations and tracking of the project environment 
and its activities. Monitoring enables AID to understand progress being 
made in implementing the project, and whether or not methods and 
procedures are in accordance with the terms or conditions of the project 
agreement and subsidiary documentatiop. Monitoring requires the *timely 
gathering of information regarding inputs, outputs and actions that are 
critical to project success, and the comparison of such informatioa with 
plans and schedules for the purpose of alerting AMD and barrower/Grantee 
management about potential implementation problems. Furthr, monitoring 
is of great importance because AID must assure itself that funds are 
being disbursed in accordance with statutory requirements an that. goods 
and services financed are utilized effectively to produce intend~d 
benefits. All) Handbook 7, Chapter 5 makes it clear that the foregoing 
monitoring concepts apply to implementation of the IG Program. 

Although the Housing Guaranty Program in Panama was effectively providing 
low-cost housing, it did not receive adequate monitoring from RI-RIDO/PSA 
or IISAID/Panama. Basic and important implementation requirements had not 
been met. This occurred because neither RIUDO/PSA nor IJSAI)/Panama 
established or implemented an effective monitoring mechanism to oversee 
implementation requirements, and further, RIt1JI)O/PSA did not obtain 
compliance wi th an important condition precedent, covenants and 
requirements established in the implementation agreements. 
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The lack of effective monitoring is illustrated in various implementation 

elements of the housing guaranty program as noted in this audit report. 

The BIN did not maintain separate accounting records for the AID 

guaranteed housing program, a condition precedent to AID's guaranty 
contained Section of Implementationinitial disbursement in 5.02.C the 

Agreements No. 525-11G-010 and -011. The audit demonstrated that 

not or 	 design, plans or siteR,1UDO/PSA had approved concurred in the 
housing projects. MIVI's internal procedures for thelocations of the 

selection of program beneficiaries had never been formalized, and were 

listed in a draft document neither approved by MIVI and BHN nor 
included two selection criteriasanctioned by RlIlJDO/PSA. The document 

which were contrary to the implementation agreements. The home 

had been used to finance construction of newimprovement program 
existing ones,structures rather than improving, expanding or modifying 

as required by the agreements. Periodic reports and information related 
but had neither been submittedto the program were :squired by a covenant 

by the GOP nor requested by RIIJDO/PSA, thus eliminating an important 

management tool for control and monitoring. Finally, the master file of 
of MIVI, even though athe mortgage portfolio had been under the control 

held the BIN responsible for sub-loan recoveries. It is to thecovenant 
advantage of all parties concerned that this master file be transferred 

to BIN, so that the sub-loan portfolio can be managed, administered, and 

controlled by BIN through its own computer system. The absence of 

effective monitoring limited the effectiveness by which program 

objectives were being achieved.
 

RIDOW/PSA-JSAII)/Panama Comments 

in the audit report in that we believe"In general, we are disappointed 
a balanced view by giving credit for accomplishments
it does not present 

taken the deficiencies. There isand actions by Mission to correct 

obviously a difference of opinion between the auditors and the Mission 

regarding the degree of direct intervention and monitoring that should be 

exercised by AID in implementing a Hlousing Guaranty Program. There is 

regarding the amount of monitoring thatalso a significant disagreement 
was actually exercised by RIUDO/I.A and USAID/Panama. -The4se specific 

concerns are addressed in our response to individual findings and 
recommendation."recommendations and especially in regard to [this] 

Office of Inspector General Comments
 

The draft report contained twelve finding sections; this has been reduced
 

to seven in the final report in an attempt to achieve greater balance. 

have included as Exhibits a telegram and memorandum requestedItrther, we 
of the RI{iDO which present the positive aspects of the program, If there 

is a disagreement 	 about the level of monitoring required to manage an IN 
our view that housing programs are among theactivity, this stems from 

most visible and 	 politically sensitive forms of All) assistance. Given 

program in relation to other AID activities in Panama,the size of this 
is further magnified.the high-profile nature of this form of assistance 

it is our considered opinion that the high-profile nature ofAccordingly, 

this activity warrants at least as much implementation oversight as othier
 

forms of AID assistance. Moreover, AID Handbook 7 clearly states that
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program monitoring for HG projects is to be found in AID Htandbook 3; that 

is, the guidance is the same for HG as for other AID activities. 

RItUDO/PSA-USAID/Panama Comments (cont'd.) 

"The negative tone of the report detracts from the significant 

accomplishments that have been achieved by the Housing Guaranty Program 
in Panama. The RHUDO and USAID believe that the report should 
acknowledge more forthrightly the fact that the program exceeded its 
planned physical outputs by 5,000 "housing solutions" or over 60 
percent. This was accomplished by convincing the GOP to finance a much 
larger proportion of home improvement loans for low income Panamanian 
families. This created some management and monitoring problems but 
promised to assist a far larger number of people." 

Office of Inspector General Comments
 

This report goes to substantial lengths, in our 'iew, to give program 
managers all the credit they are due for HG program accomplishments. 
According to a status report prepared at our request by RHUIO/PSA in 
November 1986, the number of units originally planned (Nov. 1979) was 
8,127. The revised total as of April 1986 was 13,305 units. Not 
included in the original total were 7,422 home improvement loans which, 
it would appear, program managers now wish to portray as "housing 
solutions." While it is true, as the reports point out, that many home 
improvement loan beneficiaries used their joans to build units "from 
scratch," not all of them were able to complete those units because HG 
financing was insufficient for this purpose. As a result of our field 
visits, contacts with GOP officials, and reviews of. pertinent documents, 
we would estimate that perhaps half the home improvement loans resulted 
in completed new units (many times with additional financing from other 
sources). Thus, while we would agree that the program has exceeded its 
production targets, it is substantially less than the level of 
accomplishment claimed by program managers., 

RHUDO/PSA-IJSAID/Panama Comments (cont'd.)
 

'More important were the program's policy achievements. In 1984, the GOP 
reformed the National Mortgage Bank (BIN) by establishing the General 
Manager as its legal representative and a private sector board to oversee 
the BHN's financial management. This separation from the Housing 
Ministry (MIVI) will ensure better financial management of the BHN, "he 
country's major institution financing low cost housing. The Mission ind 
RIUDO also played a key role in implementing a BIN debt restructuring 
plan with the Social Security System which now puts the bank in a 
position to continue financing low cost housing in the future. Also, 
policies on market interest rates, private sector construction of 
publicly financed projects and the promotion of the concept of having 
market forces resolve low cost housing problems are among the 
accomplishments achi'eved by the program. Finally, the IJSAII) and RHUDO 
have promoted the implementation of improved management systems for the 
BIN and MIVI, more efficient organization of those institutions, 
reductions in work force and other reforms geared to minimizing the role 
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of tile government in line with GOP efforts to meet World Bank and IMF 
restrictions related to the deficit and public sector employment (See 
Panama 2649 sent to RIG/A/T, February 27, 1987). This magnitude of 
impact required stiostantial effort on the part of the relatively small 
staff implementing this .$50miII ionprogram which, when implemented, will 
provide 22,000 Panamamian families with imiproved housing." 

Office of Inspector General Co ,oents
 

This report also attempts to give full marks to program managers for 
their accomplishments in the area of shelter sector policy reform. The 
telegram cited above was appended to the draft as well as to the final 
report. The report also notes (see Other Pertinent Matters) that the GOP 
has yet to comply with important covenants in the last two AID lMF cash 
transfer agreements regarding the issuance of a revised national housing 
policy. A discussion draft of the policy statement has been circulating 
within cognizant GOP ministries for more than one year now. Also 
mentioned is the fact that MIVI seems extremely reluctant to turn over to 
the BIN the balance of its home loan portfolio. In fact, MIVI continues 
to retain the great majority of the over 42,000 loans that will 
eventually, it is hoped, make up BtN's mortgage loan portfolio. This 
delay in following through on promised shelter sector policy reform 
measures casts doubt on whether promised reforms can be transformed itt: 
operational realities. 

RHUDO/PlA-IJSAID/Panama Commencs (cont'd.)
 

"Another issue relates to the use of data. The Mission requested that a 
scientific sample of the housing solutions (e.g. home improvement loans, 
serviced lots, core units, urban renewal units, etc.) financed under the 
program be carried out so that representatives and reasonable conclusions 
of the program could be made. The audit team initially agreed in October 
1986 to scientific sampling, but when the audit team returned to Panama 
in December 1986, the Mission was informed that a scientific sample would 
not be made. The Mission then asked that, at least, representative 
projects be selected for sampling. This also was ignored.. As a result, 
the draft audit report includes findings based on questionable sampling 
procedures and conclusions drawn from data that were not statistically 
accurate. The Mission believes that adequate sampling and statistical 
procedures are essential when dealing with 13,000 housing units built 
throughout the Republic of Panama."
 

Office of Inspector General Comments
 

Our use of random albeit judgmental sampling techniques is adequately 
explained in the scope section of this report. The Panama ttG Program 
subject of this review is divided into several different categories of 
housing "solutions" at over twenty locations throughout the country. To 
conduct a statistically valId, stratified random sample of this 
variegated and disperse universe was deemed beyond the resources of the 
RIG office. The report plainly states that no attempt was made to 
project our limited sampling results to the universe. Rather, they were 

- 28



used to illustrate the lack of administrative program controls and
 

oversight being exercised by AID and GOP officials.
 

RItJDO/PSA-[ISAID/Panama Comments (con t'd.) 

"The audit report states that AID Handbook 7, Chapter S and Handbook 3, 
Chapter 11, should be used to monitor the Housing Guaranty Program. This 
guidance is very general. We believe that the PRE/IH Manual, Chapter 6, 
on IHousing Guaranty Implementation Guidance more clearly defines RIIJDO 
monitoring and management responsibilities. These guidelines take into 

are andconsideration the fact that HG res&,:rces not appropriated funds 
states that the RHIJDO is prima- ily concerned with policy an(I 
institutional objectives, the disbursement of the HG loan, and the 
overall implementation of the project by the institutions involved. The 
extent to which the RItJDO should be involved in matters related to 

shelter is to be addressed in the PP. The guidance also states that the 

RHUDO should be careful not to assume direct control over construction 
and detivery of the project. All) is not the "owner' of the project and a 

local entity invariably has legal responsi ility for project 
implemen tation....The Project Paper for 52S-11G-011 defined the 
implementation responsibilities and roles of the various participant 
agencies and RIIIJX) ....RlIRJIX) is primarily responsible for review of 
project feas ibiIi ty plans. All pertinent feasibility studies have been 
received, reviewed and approved by RIIJIX). The Project Paper for 
525-I1IG-12, pages 41 through 43, further describes GOP and All) 
implementation and management responsibili ties .... 

"RIRU[) staff made numerous field trips to visit projects both in Panama 
City and the countryside. These vists are documented on RIIfIX) files; for 
example, see Attachment 4 and 5. D)uring the seven year life of the 
program, we have conducted meetings almost weekly with BIN, MIVI and 
MIPPE staff. When important problems emerged during implementation, 
(e.g., arrearages, mortgage registration, etc.), the RllUDO took action to 
resolve the problems. Many of the actionsrecommended in the draft audit
 
report were documented and action taken by the Mission prior to the 
audi t. )isbursements have been suspended and will not ie.resumed unt il 
the )tPtakes appropriate actions to comply with the deficiencies we have 
identified ....This (emonstrates that the RItJDIO and ISAID were making a 
number of difficult management decision regarding the implementation of 
the program. Iowever, this is not reflected in the report.... 

Office of Inspector General Comments
 

While the IRE/Il Manual may more clearly define RllJIDO monitoring and 
management responsibilities, any interpretation of that subordinate 
guidance that would detract from or limit the guidance set forth in All) 
Handbook 3 would be improper, in our view and understanding of overall 
Agency program guidance procedures.
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Feasibility studies were in fact received and on file in the RHUDO/PSA 
office in Panama City. However, we found no evidence that they had been 
reviewed or approved by RlItJDO/PSA staff. In fact, during the audit we 
were advised by R1IflDO.'PSA members that they did not feel it was their 
responsibility to approve these studies because responsibility for 
program management lay primarily with the OOP. 

We also reviewed the two site visit reports attached to the auditees' 
response (uring the audit. But we found only those two in RMIUDO/PSA's 
files. Furthermore, at many project sites visited we were advised by 
local project officials that the auditors were the first AID officials 
they had ever met. 

The foregoing observations, taken together with the preceding six 

findings and the deficiencies included in the Other Pertinent Matters 
section of this report (following) will, we feel confident, convince an 
objective reader of this report that AID's management and monitoring of 
the HG Program in Panama has been seriously deficient. The
 

until such time as effectiverecommendation will therefore remain open 
action is taken by management to correct the problems noted in this 
report and until such time as RItUDO/PSA-USATD/Panama provides this office 
with evidence that it has become substantially more involved in the 
operations of the HG Program and the resolution of its defects. 
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B. Compliance and Internal Controls
 

1. Compliance
 

RHUDO/PSA needed to ensure compliance with key provisions of the
 
implementation agreements to achieve fully program objectives. Finding 
No. 1 disclosed that of three criteria used to select HG Program 
beneficiaries, two were inappropriate. Finding No. 2 disclosed that 
earnings of program beneficiaries exceeded gross median family income and 
that the beneficiary income table was not revised periodically as 
required by the agreements. Finding Nc. 3 disclosed that a condition 
precedent to AID's first disbursement to set up separate accounting 
records was never verified. Finding No. S disclosed that periodic
 
follow-up visits were not conducted to the Torrijos-Carter housing
 
sub-project to see that houses were o,'cupied by approved beneficiaries, a
 
contractual requirement. Finding No. 6 disclosed that the majority of 
the home improvement sub-loans were used to construct new housing
 
"solutions" instead of improving an exsting unit as required by the 
implementation agreements. Other than 
the Other Pertinent Matters 3ection 

the conditions cited above and 
following, tested items were 

in 
in 

compliance with 
out attention 

applicable 
that would 

laws and regulations and 
indicate that untested 

nothing 
items 

else 
were 

came 
not 

to 
in 

compliance with applicable laws and regulations. 

2. Internal Controls 

Ri-lRDO/PSA needed to improve internal controls. Finding No. 2 disclosed 
that verification of family income was not given the required attention 
to ensure that only applicants with income below the median would 
participate in the program. Finding No. 3 disclosed that the HG 
loan-generated portfolio had not been segregated or reported on by GOP 
officials. Finding No. 4 disclosed that sub-loan delinquencies were not 
sufficiently managed and monitored. Finding No. 6 disclosed that the 
home improvement program was not receiving sufficient field supervision 
to ensure proper use of resources. Finding No. 7 disclosed a need for 
substantially more AID involvement in HG program acti'vities.. 
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C. Other Pertinent Matters
 

Four other matters warrant management's attention.
 

Economic Su povt Fund Agreement Policy - AI)'s Economic Support Fund 
(ESF) cash ransfer agreements with the Government of Panama for 1985 and 
1986 concained several covenants by means of which AID sought to achieve 
certain policy reforms by the GOP. First among the stated covenants for 
both 1985 and 1986 was one by which the GOP agreed (by August 1986) to 
"prepare and publish a national housing policy which sets forth 
objectives and strategy for meeting low income housing needs over the 
next five years, and which defines the respective roles of public and 
private sectors in meeting the needs." While RHUDO/PSA and lSAID/Panama 
have had certain success in moving the GOP toward this goal (see 
statement of accomplishments attached as Appenix 1), this covenant had 
yet to be complied with at the time of our review. The GOP had issued a 
draft policy statement in March 1986 which, one year later, was still 
circulating within cognizant executive branch agencies of the GOP. 
However, it had not been adopted by the GOP or published as its formal 
policy statement for the sector. Since the auditees failed to comment on 
this important area of non-compliance, we can only assume that the policy 
remains at the discussion draft stage. In that case, the GOP has yet to 
comply with the covenants. 

Sales Contract - The implementatiou agreements required Lhat 
reimbursement requests prepared and submitted by MIVI for AID 
reimbursements of completed housing "solutions" be supported by duly 
executed and properly registered mortgages. The audit showed that
 
AID-guaranteed sub-loans made under the urban renewal sub-projects had 
been reimbursed based on Sales Contracts - temporary legal documents 
pending the issuance of the corresponding mortgage. The use of this 
document as support for AID-guaranteed sub-loan reimbursements was in 
violation of implementation agreement provisions. This practice 
developed because the GOP could not meet the legal requiremeUts in 
acquiring and registering urban renewal ta.ids in a timely fashion. The 
absence of a duly executed and properly registered mortgage could 
complicate AIl)'s liability as guarantor of the U.S. investor in the event 
loans were defaulted. The audit questioned this practice and requested a 
legal opinion on the validity of the contract. In response to the draft 
auait report, the Mission indicated that the Regional Legal Advisor (RLA) 
and the General Counsel for Housing (GC/i) had determined that the Sales 
Contracts were valid and binding documents under Panamanian and U.S. law 
and that the GOP would be so informed. 

Delivery of Deeds - The implementation agreements required that property 
deeds be registered and issued to beneficiaries participating in the 
program. The deeds were to be recorded in the Public Registry and were 
to be delivered to corresporling homeowners. However, the audit 
disclosed that 43 percent of the homeowners interviewed had not received 
the corresponding property (;ed. This was due to both ineffective 
program implementation and lack of effective communication between 
MIVI/BhN and the homeowners. The beneficiaries felt that true ownership 
of the property was still uncertain without a legal document, affecting 
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their morale and, ultimately, property maintenance. In response to the 
draft audit report, the Mission agreed that the delivery of deeds has 
been a problem. Further, the Mission indicated that current practice is 
for the MIVI to call mortgagees to inform them that mortgage documents 
are available for pick up, biut the procedure is ineffective because 
people do not collect them. Notwithstanding, the response went on to say 
that the Mission believed that the GOP should not be responsible for 
actually delivering deeds as this was the Yesponsib il i ty of the 
beneficiary family. The 01(3 believes, however, that this remains an 
important psychological aspect of the program and would expect RI-tDO/PSA 
and IJSAID/Panama to cont.nue to make appropriate representations to the 
BIN and MIVI in this ,hatter. 

Construction and Maintenance Problems - MIVI was expressly charged in the 
project paper with post-occupancy management and administration of the 
AID-guaranteed housing sub-projects. The audit found that some buildings 
at Santa Ana and Chorrillo sub-projects had construction and maintenance 
problems. Although the tenants had reported these prob lems to MIVI, many 
were still awaiting remedy. These problems developed becaus-e: nobody 
appeare(d to have responsibiLity for repairs and maintenance, especially 
in the event the contractor or his insuror ceased operations or defaulted 
on their responsib I i ties; the resident associations of some buildings 
were not operating for various reasons; no social action plan had been 
develope-d by MIVI for these residents; and there was no maintenance 
program. The failure to correct these constriction and maintenance 
problems led to reduced satisfaction by the tenants, contributed to 
long-term deterioration of the apartments and buildings, and, in our 
view, tended to increase sub-loan delinquencies. In response to the 
draft audit report, the Mission recognized thi need for improved 
monitoring of contractor performance and inspection procedures and stated 
that MlVI had taken atequate act ions to resolve the construction 
problems. Regarding the resident associations, the social action plan, 
and the maintenance program, the Mission indicated that these are the 
responsibility of the oner/resident, as -government involvement -in the 
post construction and occupation phase will resuIlt in reliance on the 
public sector to maintain aird repair private prolprty. - Further, the 
Mission indicated that the residents of urban renewal inits have 
demonstrated substantial capacity to organize in the past and are capable 
of organiz ing to better maintain their own houses in the future. The OIG 
believes that altiouglh tlese residents have demonstrated substan tial 
capacity to organize in the past, this was Iarge Iy due to the 
coordinating role undertaken by MIV1 at the beginning of the project. 
Also, the O1(, believes that these services are an integral part of the 
Program, as set forth at great length in the Project Paper. Furthermore, 
MIVI has a well-staffed but largely inoperative social affairs department 
whose responsibitities include activities such as these. 

- 33 -


VJ\
 



AUD IT
 
OF AID-ASSISTED SIWLTER SECTOR
 

ACrIVITIFS IN PANAMA
 
PROJECrS NO. 525-1tG-010 AND 525-1tG-011 

PART III - EXHIBITS AND APPENI)CES
 



1 lIXI Il B[T 

(Page 1 of 9) 

AUDIT' 
OF AIl)-ASS IST ) SHIIT1-R SECTOR
 

AC'IITIIL IN PANAMA
 

i~ A 

ITO I 

.. 

CN 

,,''," 5 

.Cs-

" '; 

c [ 

,4 
Ito 

,UotI( l" 

weed dUljnk 

0iO 

ples 
of " 

sho 
o s 

lak 
a 

of 

po '-cc .I' ((lia on:.a"" s,•ier S Oi .' 

•Front, and Iac 1, v ie of a holl s I at 
Tot ~ ~ ,Stpro j (1ct, O~ve rg rownr-o-Cre 

WC~eeds and .jlk pilIes shlow I a c I of 
posL-occilpallC)' (,dcALcaionl 11nd S1117101visioll. 



(page z ot 9) 

ECTORM:1Al B-A.SSISI ED Sill-TE Sl'E 
ACTIIITI ES IN IPANAM 

PRo~jECTrs No. 525-1IG-OlO AND S25-II;-0l11 

SALF"' sign1s a LTwo oiisc s s hotwIp "g'FOR 
. H ome olI'[orhIOS-~!~t suSbl-prFOoc t 

Wth it nO~Sfi in l t Ile Ili Ili st Iuviot.s01(1 
Owe of Inc of 'i 1 ick of

of H1ous'ing, shiowinug 
post -ocupanwy ueviso. 



1 EXHIBIT 

(Page 3 of 9)
 

AUDIT
 
OF AID-A&SISTED SHELTER SECTOR
 
* ACTIVITIES IN PANAMA
 

PROJECTS NO. 525-IIG-010 AND 525-11G-011
 

Front view of building constructed at the 

Chorrillo urban renewal sub-project....
 

S1- ./New 

AID funded
 

construction on
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wooden structures 
on right -
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.13" 

Human sewage leaking from a blocked waste pipe in upper apartment in
 
building No. 11 at the Chorrillo urban renewal sub-project. The blockage
 
occurred shortly after the owner moved in and had not been repaired. The
 
overflow leaked down the outside wall creating a health iazard. This
 
shows the lack of supervision and maintenance. As a result the owner had
 
not been making payments
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EXHIBIT 2 
Page 1 of 3 

Translation. of 
Pertinent Excerpts from the
 

PROPOSAL FOR Tu; (]{EAT[ON O1: A [BImWEIcIARY] SiECrION GYOtlrmEE 

H I. PROCIM)Ifl(R 

1. 	Transmittal and recipt of the application 

1.3 	 luetter of lEployment for all members of tie group who 
declare incowe; thu letter of employment imist include any 
withholdings aside from the net income which should be well 
spec if i ed. (Underl ine added) 

2. 	 Analysis and selection 

On the basis of the anailys is made [of the application], 
Committee members must select three (3) applications for each 
housing unit, in accordance with the established social, 
economic and poli tical criteria. (Underline added) 

i'l
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EXIIBIT 	 2PROPUESTA PARA LA CREACION DE LA 

Page 2 o1! 3
COMISION DE AIjJUIICACION 

PAGINA 	 A 3 

1.3. 	 Adjudicar Iin viviendna do lox diferentel
 
proyrctos del Iiniaterlo de Vivienda.
 

1.3,1. Proyectos en proceso do cons
6
trucci	 n.
 

1.3.2. 	 Proyecton facturado i y/o finn
lizadon.
 

2. Funclones Empecifics.
 

2.1. 	 IRecibir lam solicitudes de vivi-nda que in

ie. In Seccibn do Procesamirnto do Solici

tudes, antii'nr lns iismiix sobre la bakas de 

ia informaci~n nocial y econ6mica que 'ate" 

co------n -

(3) solicitudes por cndo
124!. 	 Seleccionar tree 
soluci6n habitacional, sobre la basei de lon
 

criterion so)&Y.AD , I , i
 

S 2.B. Pregentar y nuutentar la selecci~n fectun

: da &l Director de Bines Rlacees -y do Asun-
Stoo Sociales o en fn defecto a quien Fe de

signe 	porn ,fectuar ln selecci 6 n final.
 

2.4. 	 Adjudicar a ln familfns seleccionan,:Y

tiftcn Paor -Ve-r441Lo a-ambo dir etivLes. 

,. 4.'Enviar informnaci6n de las familiao adjudica-

N y-. " I des al Dejpto. do Deiarrollo Comunitario pare 

charla do orientacin y particireelizar In 

par en diche actividad pnra expbicar In adju-


A dicaci6n realiada a loa beneficiarion moepn
 

lo criterios estahlecidon. Envinr irlorma
6


cibn de 	I s families adjudicadas a la Secci n
 

do Reubicacionen con al fin de controlar uni

dodes do vivionda pare la reubicaci~n futura
 

do otram familiam.
 

Citar y gi,rantizar quo se roalicen lo trAmi

tea admniitrativou,ofrespondienteL. Enviar 

ieneu Raleem los expediena(ln -Direeei6n .-

te adjudicedon parn finalizqrhloo trAmites
 

admnistrtivo. 

http:so)&Y.AD
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pROPUESTA PAR{A LA CIU*.ACION 1VE LA 
EXH1ITiT 2

COMISION D'E ADJUi IC AC) ON 
P3age 3 	of 3 

PAGINA P 4 

2.7. 	 Mantener actualizado &I Sr. )'inistro 
y &I Sr. Vice-Minintro n trovIs do 

lea Dirccciones de Abunton bucialem 
~ sobreli condi

citn de log provecton en tOrwinoz de 

lor, solucioneb ttdju(;i c&.d&* y pexidion

2.8. 	 Grrontiknr en coordinaci~fl con e1 Jo

fo del Departamento rerpectivo, quo 

lasi viviendam adjiidicidia on los dif.

renl es proyecton est~n,1101itLdB5 por 

mum resectivofl adjudicaterion. 

1. Envio yrecibo de In~ Bolicitud 

La Seccitn de Procpt,-amipntn de EFoicitiuder en

vi btIis solicitules procesadan por proyecto a la 
del JefeCo6i1; iit~nz de Adjxidicoci6fl, 

del Departarento correspondiente, con copiaoE paira 
Rbicem y ;Amurntoi" Socirer.laif; Eireccioneki de~ Bienes 

deber~n liegar a In Coml-siliLas aooicitu-eer 
conflo05siguiefltCe reqii.tos cowplrtos: 

11. Solicitud 

1.2- Inforvie Social., r'rsul tado de in inveztitnci~fl 

socio-econoricti renlizclti. 

do Tr~bajo de todom Ior fbienbros del
1.3- Cartit 

grupo quo declaron in~ret~om; on In cbrts 

do tabao parcertodo tilro de des.dbo 

ompecuentos aderiip del iixo t blen 

cificedo. 

Ficha del Seguro Social., IDec~nrncitmf de Hen

otro ingrosota y 10 constancin do cunlquior 
caro cque dohe apadeciarado. En de amerite 

recer 	el Tnlonnrio de Cheque.,
 

1.4. 	 Fotocopiv do Clidula do Identidad Personal 

del nolicitanto y cbnyuge, 



EXIIBIT 3
 

AUDIIT OF TilE IOIJSING GUARANTY PROGIAM IN PANAMA
 

Sub-loan Delinquency by Sub-projects and Number of Sub-loans
 

Project Sub-project 
Number of Sub-loans 

Outs tanding Del iol nt 
(90 days 

Percent 
Del inquent 

or more) 

525-HG-010 

* 
* 

Loma Colorada 
Paraiso 1 
Paraiso It 
Mi Dulce Ilogar 
Solano 
El isa Chiari 
la Feria 
Nata 
Pezo Azul 
Las Penitas 
La Villa 
Juan XXIII (1) 
Juan XXIII (II) 
San Martin de Porres 

598 
41 
29 
48 
39 

190 
68 
4 

52 
73 
27 
20 
28 
33 

310 
0 
7 

18 
18 
59 
17 
1 

27 
50 
0 
0 
0 
6 

52 
0 
24 
38 
46 
31 
25 
25 
52 
68 
0 
0 
0 
18 

Sub-Total 1,25O0 513 41 

525-11G-011 Chorril lo 
Santa Aria 
San Miguel 
Llano Bonito 
Curundu 
Torrijos-Carter 
luzon 
Anton 

553 
6"78 
324 
228 
[68 

2,292 
160 
14 

299 
107 
182 
166 
111 
761 

85 
2 

54. 
60 
56 
73 
66 
33 
53 
14 

Sub-Total 4,417 2,013 46 

Total Both Projects 5,067 2,526 45 

* Beneficiaries of these two sub-projects had not been billed. 

/ 



EXIII I4
 

AUDIT OF TIlE tlIJSING GUARANTY I1ROU(AM IN PANN4A
 

Sub-Loan Delinquency by Sub-projects and Value of Sub-Loans
 

Value of Sub-loals Percent 
Project S1b-Project Ou ts tanding Del rilquent D,i ilen t 

(90 days or more) 

525-1tG-0t0 Loma Colorada $ 362,915 $ 96,738 27 
Paraiso 1 249,497 0 0 
Para iso I 186,8,10 2,SI2 I 
Mi I)ulct! [loga 97,737 5,252 5 
Solano 
Elisa Chiari 
La Feria 

21,606 
311,406 
147,833 

2,394 
14,t22 
4,337 

it 
5 
3 

Nata 15,627 176 1 
Pozo AzIul 
Las Penitas 

111,331 
106,518 

5,584 
15,201 9 

La Villa 120,657 0 0 
Juan XX[I (1) 51,416 0 0 
Juan XXIII (I ) 83,618 0 0 
San Martin de Porres 216,782 2,876 1 

Sub-Total 2,143,813 , .149, 192 7 

525-HiG-011 Chorril to $ 3,205,010 $ 218,584 8 
Sanca Ana 4,7,1,425 382,528 8 
San Miguiel 2)1,17,886 195,185 9 
liano Bonito 1,535,371- 197,358 13
 
Curundu 1,129,863 119,245 13
 
Torrijos-Carter 11,441,948 697,455 6
 
Luzon 104,892 8,422 8
 
Anton 42,702 280
 

Sub-Total $24,349,097 $1,879,057 8 

Total Both Projects ,;26,492,910 12,028,249 8 

* Less than 1 percent. 
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UNITED STATES GOVERNMENT
 

memorandum
 
DATE: Fehnirurv 3, 1987 

APPENDIX 	 2REPLY TO 
William Gelman, hief 9TL O/Pif 	 Page I of 3ATTNOF 

SUBJECT: 	 AID's (ongressional. Presentation on Panama's Housing Sector
 

q3erat ions
 

MISSION 	COMMENTS ON AID'S
TO: Carl os Cabrera 
CONGRESSIONAL PRESENTATION ON
 

PANAMA'S HOUSING SECTOR OPERATIONS
 

One of AID's prilmary housing objectives is to meet low cost housing 

nee]s by promotinq greater private sector involvement in the 
for thisproluction aryl finance of low cost housinq. Mhe rationale 

debt problems will restrict, to some extent,objective is that GMX 
athe level of GOP support for Cie housing sector, and, from 

strateqic standpoint, AID should promote the involvement of Panama's 

strongest financial institutions, private sector banks, in the 

financing of low cost shelter solutions. The underlying assumption 

the banks were to provide mortgage financing to lowins that, if 
income families and the experience proved to be successful., the 

banks would continue to do so wit-h their own resources in the 
was authorizedfuture. On September 29, 1986 a n&4 housing program 

Whose design called for Housing Guarantee resources to be diannele

thro4i a trust to be established by a major private bank to 

Pananamian mortgage banks. 

14RDO have been negotiatingSince authorization, UTSAID/Panama and 
with the 	three Panamanianthe terms of the Implementation Agreement 

private mortgage banks Aho have made ccmmuents. The document is 

expectel 	 to be signed March, 19R7. 

As a ccmpanion activity, AID authorized a technical assistance qrant 

whose pxirpose was to support the objective cited above. 
in its analysisSpecificaliy, the Project Paper for 525-W--013 


demonstrated that the production and financing of low cost !ielter
 

throtyw the private sector was constrained by a series of factors.
 

Among these were:
 

Some private sector housing finance institutions sdii as the
1. 

Savings and Loan ssociations whiri traditionally served AID's 

target group were weak and relatively ineffective. Tedinical 
to see if these associationsA/ssistance was to be provident 


could be reorganized to become more effective.
 

Tw cost housing production is affected by costly norms and
 

standards as well as poorly designed administration ary rxihlic
 

registry procedures. Tednical assistance was to be providce
 

o 

'hic would reduce housing productionto make reccnmnendations 
costs, therebyr improving the affordability of lo4 income 

families in Panama. 
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3. 	 Srivi igs mobil ization is a major source on housing invesrmnti. 

Tedv -ioal assistance is to be provided to the institutions 
imp] !nenting the proqram as well as to the GO" to increase t:1xe 
mo')lization of savings. 

AID will -ontinne its current activities with the GOP that are tied 
to C-he "lo:rijos Carter Treaty Agreement. Approximately t25 million 
rem-iins t ,be disbursed undter the 525 11G-012 program. The 

onvactivit.i-s to he funded are urban renowal walk up apartments, 
improver-n- loans and other minbil xosts solutions. We have 
at.tempted to encourage the GCP institutions to only finance 
solutions that the private sector will not finance at this time
 

(i.e. Oh'e lowest cost or most problentic housing solutions) and 
tiat private contractors be used to bulild solutions rather than 
constrtiction throucti force acoutints. 

Tie (.;01 troiu the Ministry of Planning and Economic Policy, 
issuel a draft report Oiidi was financed by an AID I1). Mis 
doctxwynn represents, to my knwl--dqe, thie first G0) attempt at a 

secto-ial pxlicy bhased on the current economic cmlitions of tie 
crintry. A ccpjy of said docnment has been -iared with you. 
Issuance of a GOV policy was made a condition of ESP assistance for
 
FY R6.
 

The G,(P h ts embarked on a series of policy refc;rms to stiniate 
private investment in housing. These reforms were largely the 
result of All) pxlicy dialogue with the COP anid the private sector 
and were jmploTmented U-rowh legislation or regulations listed below: 

1. ,EY36 DE 8 DE NCYIIF4BTRE r E 1984 

qhis law eliminates a subsidy on. interest rates for lcw cost 

housing based on a surdiarge on cinwmrcial and personal loans. 

2. 	 IEY 37 DE 8 DE NGIT mBME DE 19R4 

Allcyws a contractor or construction firm a deduction of $l,O00 
new socialon net taxable income on the first sale of eadf 


interest house built hereafter.
 

3. 	 IEY 38 DE 8 DE N/IFEMBRE NE' 1984 

All. newly constructed housing (and other types of buildinq) 
were exempt from rent controls pre-establi died in Iaw No. 93 of 
Octoly-.r 4 of 1974. 

4. 	 IY 39 DE 8 DE_N(JIFMRE_ F, 1984 

The Ranco Nacionalaiotecnariowas reorqanized and separated 
givonadministratively from MV1i, e.g. legal representation was 

to the General ranager, a Board of Directors was establ i.4ed 

and with ample representation from te private sector. Also 
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the same law pronotes dereglation of the savings and loan 
indlustry, e.g. the savings and loan associations may be 
converted to stck corpanies, ary' interest rate caps on ldedling 

and deposits were elimin-ited. 

r. iI)-RIMO NIMIET) 33 DF, 3 IV MAYO DE 1985 

Tis decree regulates ancl establi hes procedures to facilitate 
and ex["2ite all in-tters related to Covernment tendering and 
contracting in general. MIVI has used these procedures in 
building most of its r(cent hiousinq projects. 

6. WY NO. 3 DE. 20 Dn MYO WE 1(985 

EstAhl i.qies a !3ystem of proferent ial interest rates on mortgage 
loans grante(d b V )th Fthtic and private banks as well as 
savings and Ioan associations. AID did not advocate this law 
hut was given the opportunity to ,(munrvnt,. 

7. 	 PJqFOUKIICJ NY).228 DEL[,MINIS7ERIO DE ( E,-W.IO E INDLJSTRIA 

TlIIO I-E, 19F85-Y 

SATASA a private corporation is authorized to issue bonds to be 
offered to the pihl ic, Oie procelures of thidi to be used to 
finance coYstruction of popular housing. AID has advocated 
secondary mortgaqe virket.s operation in Panama and this is an 
example of the implementation of that concept. 

A. I'" NO. 6 DE 30 D JIJNTO DR 1985 

'1987Improvements built between July T, 1982 and December 31, 

will be exempt from real estate taxes for 20 years.
 

S: dc:ks 
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UNITED STATES GOVERNMENT
 

memorandum
 
Ari1 13 1987 APPENDIX 3 

Den-Eon E. L rs-dn, Acting Director, SAID!PANAMA. ge OI 10 

William Celman, Chief, 1iUDO/PSA \Y , 
Draft au lit report in AID Assisted Shelttr Sector Activities in Panama.
 

MISSION COMMENTS ON DRAFT
 

Mr. Coinage N. Gothard, RIG/A/T AUDIT REPORT
 

We have .eviewed the subject report and have included specific comments 

on each finding arr1 recmmendation together with a report of actions 

taken or k]arued to implement the recommendations. 

In gee:,-J, we are disappointed in the audit report in that we believe it 

does not present a balanced view by giving credit for accomplishments and
 

actions taken by the Mission to correct deficiencies. There is obviously
 

a dif :2rence of opinion between the auditors and the Mission regarding
 

the de ee of direct intervention and monitoring that should be exercised
 

by Ni, in inpiementing a Housing Guaranty Program. Thera is also a
 

significant disagreement regarding the amount of monitoring that was
 

actually exercised by PliUDO/PSM and USAID/Panama. These specific 

coiyrrm are addressed in our response to individual findings and 

rec xuneidations and especially in regard to Recomunendation No. 1. 

The negative tone of the report detracts from the significant
 

pli,hments that have been achieved by the Housing Guaranty Program
acccr 

that the report shouldin Pktrama. The 141JX and USAID believe 

acknowledge more forthrightly the fact that the program exceeded its 

planned 1:hysical outputs by 5,000 "housing solutions" or over 60 

percent. This was accomplished by convincing the GOP to finance a much
 

larger p oportion of hom improvement loans for low incime Panamanian 

families. This created some management and monitoring problems but
 

promised to assist a far larger numiber of'people.
 

More important were the program's policy achievements. - Ini 1984, the GOP 

reformed the National Mortgage Bfank (IiN) by establishing the General 

Manager as its legal representative and a private sector board to oversee 

the NN's financial management. This separation from the housing 

Ministry (MIVI) will ensure better financial manigement of the P31N, the
 

country's major institution financrxj low cost housing. The Mission axll
 
role in implementing a BHN debt restructuringIM0UI) also played a key 

plan with the Social Security System which now puts the bank in a 

position to continue financing low cost housing in the future. Also, 

policies on market interest rates, private sector construction of 

publicly financed projects ard the promotion of the concept of having
 

market forces resolve low cost housing problems are among the 

OPTIONAL FORM NO. 10 
(RKV. -80) 

0 BA FPMR (41 CFR) 101-11 .6 
$010-114 
* U .GPO: 104042146AdITO 

(f)\ 



3 APPENDIX 


2 P ge 2o-- -TO
 

accomplishments achieved by the program. Finally, the USAID ai-d RHUDO 
have promoted the implementation of improved management systems for the
 

EUN arix MIVI, more efficient organization of those institutions,
 
reductions in work force and other reforms geared to minimizing the role
 
of the goverlment in line with GOP efforts to meet World Bank and IMF
 
restrictions related to the deficit and public sector employment (See
 
Panama 2649 sent to RIG/A/T, February 27, 1987). This magnitude of
 
impact required substantial effort on the part of the relatively small
 
staff implementing this $50 million program which, when implemented, will
 
provide 22,000 Panamanian families with improved housing.
 

Another issue relates to the use of data. The Mission requested that a
 
scientific sample of tOe housing solutions (e.g. hcme improvement loans, 
serviced lots, core units, urban rc;newal units, etc.) financed under the
 
program be carried out so that representative and reasonable conclusions
 

of the program could be made. The audit team initially agreed in October
 
1986 to scientific sampling, but when the audit team returned to Panama
 

in December 1986, the Mission was informed that a scientific sample would
 
not be made. The Mission then asked that, at least, representative
 
projects he selected for sampling. This also was ignored. As a result,
 
the draft audit report includes findings based on questior ble 'iampling
 

procedures and conclusions drawn from data that were not statistically
 
accurate. The Mission believes that adequate sampling and statistical 
procedures are essential when dealing with 13,000 housing units built 
throughout the Republic of Panama. 

Detailed commnents and report of actions taken or planned are keyed to
 
each recarmiendation as follows:
 

Recommendation No. 1
 

Tihe audit report states that AID Handbock 7, Chapter 5 and Handbook 3,
 

Chapter 1i, should be used to monitor the Housing Guaranty Program. This 
guidance is very general. We believe that. the PRE/H Manual, Chapter 6,. 

on Housing Guaranty Implementation Guidance more clearly defines RHUDO 
monitoring ard management responsibilities. These guidelines take into
 

consideration the fact that HG resources are not appropriated funds and
 
states that the FrHUDO is primarily concerned with policy and 
institutionaL objectives, the disbursement of th HG loan, and the
 
overall implementation of the project by the inst itutions involved. The
 

extent to which the RHUDO should be involved in latters related to
 
construction, financing, management and marketing of new or improved
 

shelter is to be addressed in the PP. The guidance also states that the
 
R11I)O should be careful not to assume direct control over construction
 

and delivery of the project. AID is not the "owner" of the project and a
 

local entity invariably has legal responsibility for project
 
implementation (See Attachment 1). The Project Paper for 525-HG-011
 

defined the implementation responsibilities ad roles of the various
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2). MIIJDO is primarily(See Attachmentparticipant agencies and IM1UDO 
All pertinent


responsible for review of project feasibility 
plans. 


feasibility stt lies have been received, reviewed and approved by 
RHUDO.
 

The Project Paj r for 525-HG-012, pages 41 through 43, further 
describes
 

GOP and AID imp.'.ementation and management responsibilities. (See
 

Attachment 3).
 

field trips to visit projects both in Panama numerous 
are documented on RHJDO files;RI{UDO staff mad.-

City and the ccitLryside. These visits 

for example, see Attachments 4 and 5. During the seven year life of the 

with HiN, MIVI and 
program, we have c; 'ducted meetings almost weekly 

iportant problems emerged during implementation,MIPPE staff. When i 
took action to
 

(e.g., arrearages, irmrtgage registration, etc.), the 
RHUIDO 

the actions reccanme ded in the draft audit 
resolve the problems. Many of 

report were documented and action taken by the Mission 
prior to the
 
be until 

a dit. Disbursements i~ave been suspended 	and will not resumed 

the GOP takes appropriate actions to comply with 
the deficiencies we have
 

ident if ied (See Attachm, ints 6 ad 7). This demonstrates that the 141UDO
 

.a number of difficult management decision regarding

ary] USAID were making 

However, this is not reflected in the 
the implementation of the program. 

the Executive Sumunary discussion on management and
 report. We believe 
Recommendation lb is requested
Recommendation la should be eliminated. 


to be closed. 

2:
Recommedation No. 

The audit report noted that income tables 	for eligibility 
were
 

Income tables were also revised
 
establishod in 1979 and revised in 1981. 


The audit report should be so noted. In addition: IHUDO has
 in 1986. 

1981-1986 ard has 

canpieted a review of ircarvn levels for the pariod 


determined that no adjustnents were necessary other then those noted
 

i.e. GU? grew at only about 0,5 percent per year during 
this
 

above; 

In the future RiUDO will review annually maximum income 

levels
 
period. 


if any changes are required. We request that this 
and advise the GOP 

recommendat ion be closed.
 

Reccmmendation No.. 3 

The audit report notes thlat "the BHN did not maintain separate 
accounting
 

to
records L'r the AID guaranteed housing program, a condition precedent 

first distursement contained in Section 5.02.C of the Implementation
 

Agreements No. 525-IG--010 and -011." Documents in IRUDO files indicate
 

that a.plan to establish ard maintain separate accounting books and
 

records was accepted for meeting the conditions 
precedent for Program No.
 

an8). The IN submitted the plan for525-4iG-Oil (See Attachment 
USAID has
 

accounting system but failed to implement 
the system. 


suspended disbursements until the system is implemented and has 
included
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under the 	HG-011 and 11G-012 PrograLSa corition for further disbursement 

in Implementation Letter Nos. 4 and 7 (Attachment 7) as follows:
 

"A formal 	statement by BtN with full descriptions of the systems 

and procedures to be employed during a specific timeframe, to 

create separate accounts for the mortgage and loan portfolio as 

well as for recuperations for each Housing Guaranty program." 

"Evidence 	 that Loan proceeds, their utilization, arnd Panama's own 

broken dcwn by sub-programs as well as the recuperationresources 
of the investment by sub-program by BULN are being recorded and 

maintained in separate accounts as mandated by Section 6.01(F) of 
12, 1979, 	 modified bythe Implementation Agreement dated September 


Amenir'nt No. 1 dated August 25, 1981".
 

The Mission requests that based on the action noted above the 

reccmnendation be closed. 

Recoinerdat ion N0. 4 

USAID became concerned about delinquencies more than a year ago and
 

BHN take corrective action. Various memoranda of
requested that MIVI and 
conversation between the RIUD, Minister of Housing and the Manager of 

the BHN cite this problem as early as February 14, 1986. This concern 

was raised to the level of a condition for disbursement of HG resources
 

in Implementation Letter No. 6, dated July 2, 1986, (See Attachment 6)
 

which stated the following:
 

"USNID is concerned about the interded institutional and financial 

the overall HG program, ari even though we understandimpacts of 
that the physical execution of the project is proceeding well, we
 

fee]. that disbursements must be linked to improvements in program
 

implementation procedures. We request that the following issues be 

addressed to USID's satisfaction before resources are disbursed
 

under Program 525-HG-012.
 

"2. A recent analysis of the BHN portfolio suggests that arrearages 

are a problem. The level of delinquent payments, cnong a series of 

other problems, is affecting the financial viability of BHN. We
 
In particular,
believe, that corrective actions are necessary now. 


we suggest several changes in procedures: 1) joint selection by 

1EN and MIVI staff of beneficiaries; 2) issuarKce of mortgages prior 

to occupancy of units; and 3) more vigorous collections of 
the I3HN and MIVI plan topayments. We also would like to know what 


do about arrearages problems in buildings already occupieA."
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implementing institutions responded to this
On February 18, 1987, the 

After a review of these 
point stating that actions wre being taken. 


actions we conc uded that adequate progress had not "-_en mae. We
 

s to the government in Imp!eu.ntation Letter No. 
communicated tT decision 

the following requirement for7 (Attachment ',)which included 
disLbursements t) continue: 

level of arrearages, quantified by the"An analysis of the current 
number of months overdue, by

number of loans, anount of funds due, 
region, b" project and by type of solution. This will be used as 

base data against which progress can be measured in reducing 

delinquenci.es. The base case analysis should also include a review 

of those projects which have an extLaordinarily high rate 
of
 

delinquency and the spcial measures which BHN and MIVI 
plan to
 

take -o resolve these problems." 

The Mission requests that the recommendation be closed based on actions
 

taken as rnted above.
 

Recomnendat Lot. No. 5 

the RHUDO has consulted with the RLA. The
As requested by t-e auditors, 
RLA and GC/H have determined that the Lease-Purchase 

contracts are valid
 

and binding documents under Panaanian and U.S. Law (See 
Attachment 9).
 

A letter is being drafted to advise the 
GOP of this decision.
 

Although the Lcase Purchase agreements meet legal requirements for 

reimbursements we feel that the issuance of mortgages 
is important
 

it actually transfers property rights to beneficiaries. The
because 
Mission has been aware of difficulties in the mortgage 

registration
 
time and has addressed the problem

process for a oonsiderable period of 

in PIL No. 6 (See Attachment 6), which stated:
 

are subject to"5.We understand that the urban renewal projects 
with regard to mortgage registry. 

very conplicated procedures 

Nevertheless, since the urban renewal program is such an important
 

loi cost housing activities, it seem
feature of the Govermint's 
essential that procedures be established to enable the tracking 

and
 
a more efficient and systematic way.
execution of mortgage documents in 


to have the MIVI and BHN present such a mortgageWe "would like 
and we want to see evidence of progress in issuing

registration procedure 
in other
 mortgages in urban renewal projects as has been the case 


MIVI-BHN hcusing projects."
 

The implementing institutions responded to this point on February 
?.9, 

1987 citing the various procedures established 
under Panama's Civil code
 

which cause delays in mortgage registration and indicated that they have
 

taken several actions to facilitate the registration 
process such as
 

http:delinquenci.es
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monitoring. Nevertheless, in PIL
 
periodic meetings for coordination and 


No. 7, the Mission requested additional information 
frotm the Ministry as
 

a condition for disbursement as follows:
 

"T. copy of the Evaluation Conisslon's report on the process of 
plan for implementing the
 generating mortgages and BiN-MIVI 

recommerdations of that report along with a quarterly report which 

includles informaticn on loan recuperation, arrearages, 
mortgage 

generation, ard general project progress, in accordance with our
 

conversation with HiN officials in our meeting of February 14,
 

1986." 

Bas d on actions already taken and planned, we request that the 

reccimnrdation be closed. 

Reconwierdation No. 6 

The Mission co)ncurs that the delivery of deeds has been a problem.
 

Current practice is for the MIVI to call mortgagees to inform 
them that
 

ibis -rocedure does not
 mortgage documents are available for pick up. 

The Mission believes that the
 work because people do not pick them up. 


government shouldn't be responsible for actually delivering 
deeds; this
 

The recommendation
is the restponsibility of the beneficiary family. 

should be eliminated.
 

Recamwn-lation No. 7 

mechanism to ensure that housing
'TheMinistry of Housing does have a 


units are occupied by program beneficiaries at the 
time of; purchase.
 

no requirement that original beneficiaries occupy the
 However, there is 

units forever. on the c'cntrary, a considerable amount of movement 

could
 

and does occur in any housing market. Indeed, a ccnmnly accepted 

principle exists in housing known as the "filtration 
process", which
 

over tie, filters down todescribes the Fhenmnenon of how housing, 
lower income groups. The Mission supports a free and open
successively 

market system and disagrees with the reccmnendation that 
the governtuent
 

of housing units subsecent to initial occulancy. We 
restrict occupancy 

and Recamnerdation be eliminated.recomend that this Finding 

Reccmedation No. 8 

With regard to recounendation 8a, the Mission has recognized 
the need for
 

improved monitoring cT contractor performance 
and inspection procedures.
 

U.iID tied
 
In the July 2, 1986 Implementation Letter (Attadment 

6), 


disbursements of HG 012 to the following:
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"6. TItere have been complaints about quality of construction work
 
in some of the urban renewal projects. We would like to know how
 
MIVI plans to ensure quality control of the work carried out by its
 
contractor."
 

On February 19, 1987, the implementing institutions responded as follows:
 

"In relation to quality control of work carried out by contractors,
 
the Ministry of Housing has taken the following actions:
 

- evaluated the personnel in the Inspection Department and fired
 
six of twenty seven inspectors who have been replaced by more
 
experienced personnel; 

- the Panamanian Society of Engineers and Architects has agreed 
to give ten seminars to improve the staff's technical capacity 
to begin next month; 

- a commission has been created and named to standardize 

inspection procedures; 
- increased supervision of inspection staff; 
- increased number of quality control tests and MIVI now 

requires that suppliers provide specifications on the material 
they are providing." 

We have reviewed these actions with MIVI and have concluded that the
 
actions taken together with implementation plans.to resolve construction
 
problems are adequate.
 

With regard to Recommendation 8b, we question the advisability of
 
requiring the Goverrnent of Panama to be responsible for reactivation of
 
the residents associations. We feel that government involvement will
 
result in reliance on the public sector to maintain and repair private
 
property. This is the responsibility of the residents, and we should not
 
encourage goverment intervention. We believe that the residents of
 
urban renewal units have demonstrated substantial,capacity to organize in
the past and are capable of organizing to better maintain their own hcmes
 
in the future.
 

With regard to 8c, the government presented a social action plan as part
 
of its presentation of the Project Feasibility Document. This plan was
 
carried out during the chase of project development. Hoever, we believe
 
that vovernment involvement in the post construction and occupation jihase 
of this program should be kept to a minimum. This is especially
 
important because of the GOP debt burden and need to reduce goverment
 
employment.
 

Our response to recommendation 8d is similar to 8b and Bc re government 
involvement in post construction activities. The owner/residents, and
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cned condominiumnot the goverment, should maintain privately 

apartments.
 

We request that all Fab-recomendations under 8 be eliminated.
 

Reccomndation No. c, 

The rationale for the Fitding and Recommendation is that the auditors
 

apVarently believed that home improvement loans should 
be used to improve
 

existing units, not to build new units on family owned lots.
 

that home improvement loans are 
While the Implementation Agreement states 

to expwd or improve existing structures, many existing structures are so 

precariousl built that a beneficiary must start from scratch ad build 
a
 

rew unit. Moreover, this is clearly meant to be part of the program and
 

This issue was dealt with
often reaches the families most in need. 

The Project Paper for
several years ago at the project design stage. 


spec.fically states that loans may be made available to families
H3-0l 
who own a lot (See Attachment 10).
 

Moreover, the AID Policy Paper on Shelter published in February 1986 

may also include home improvement loans to 
states- "T.'grading projects 

These projects are designed to assist
residents in project areas. 

families in the informal sector.... Core Housing: Including a sites and
 

services approach with the addition of a basic housing shell (typically a
 

bathroan and a small multipurpose living area) on each lot, designed 
to
 

be improved and expanded by the owner. Building materials loans may be
 

provided." (See Attachment 11).
 

We request that the recommendation be eliminated.
 

Reccrmerdation No. 10 

MIVI has always had at least one architect or engineer to supervise home
 
In addition, the
improvements in every regional office of the Ministry. 


MIVI has recently hired experienced construction supervisors (maestros de
 

obras) in each regional office to provide technical assistanceto
 
We request that the
beneficiaries receiving materials loans. 


recomendation be closed.
 

Recoxmnendation No. 11 

While the-problem noted by the auditors does not seem to be pervasive,
 

the Mission agrees that MIVI should make every effort to verify 
inccme of
 

applicants. We will comunicate this concern to the Ministry and request
 

MIVI to ensure comp] iance with established regulations and procedures.
 
position to "ensure full
However, we do not feel the Mission is in a 
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compliance" as stated. We request the reconnendation be reworded, as 

follows: 

"We recommend that UJS\ID/Panama request that the Ministry of
 
fully

Housing issue a directive to all offices that they must 

comply with MIVI's internal regulations and procedures in verifying 

applicants' income before granting sub-loans."
 

Recimunenation No. 12 

the audiitors of incomes in excess of established
The problem detected Iy 
USNID
 

targets was concentrated in one of ten regional offices 
of MIVI. 


concurs that this is a problem that needs to be correct.ed 
and plans to
 

this corcern to the Ministry in the same letter which deals
catimunicate 
with verification of income. U9JID/Panama requests that this 

be rewrded as follows:reccndmeraticn 

"We rec-mmend that USAID/Panama request that the Ministry of 

Housing issue a directive to all offices that 
they must fully
 

comply with the guidelines on income to determine eligible
 

beneficiaries for HG Programs."
 

(
 

http:correct.ed
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reccne -ation No. 	 1Addenda 

criteria cmployed by the GCOP in selectingThe audit rejx)r- states that "thue 
politicalthe Housing Guaranty Program in Panama included

beneficiaries Ior 
party affiliation and inaccurate calculation of family income." We have four-d 

GOP uses political partythe allegation that the no evidence to support 
filled
 

affiliation to select beneficiaries. The application forms which are 


].2. They do not include party
kiy heneficii rics are included as Attachmentout 

affiliation.
 

thirteen (5 percent) of beneficiaries' folders included
The report r.tes that 

It should be noted 	that it is not unccnon for an"political recommendation". 


applicant to request reccmnendations from the representative of their
 
from parish priest. These a 	 official, or thecorregimientos, from goverment 

These are
reconendatons are not necessarily politically motivated. 

spokespersons, a person
character and need 	 references and according to MIVI 


must meet the eligibility requirements of the program.

who is recnmend-e 

we fail to see how were granted housing loans,
Unless ineligible applicants 

were denied equal opxortunity.deserving P,-namanian families 

use of net income versus gross income, this seems to have 
With regard to the 

in the interior which indicates a management problem
occurredl, in one project 

of MIVI rather than a deviation from the 
of ten regional officeswith orv the 

has been and remains gross family income. USAID believes that 
norm which 


to implesment Recommendation No. 12 will resolve this
 
action plan id 

reco nendation and 	 the
difficulty. USAID/Paiiama recommends that this 


related to selection criteria be eliminated.
discussion 

Doc. 0009A
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Recommendation No. 1 
 6
 

We 	 recommend that the Regional. Housing Office, in consultation 
with !SAID/Panama, suspend further disbursements of 
AID-guaranteed housing program loan funds until such time as 
the 	 Government of Panama has adopted and AID has approved 
beneficiary selection criteria in accordance with the housing 
guaranty program gross family median income limits, and which 
do not discriminate against any prospective candidate for any 
reason.
 

Recommendation No. 2 
 9
 

We recommend that the Regional Housing Office, in consultation 
with USAID/Panama and appropriate Government of Panama 
officials: 

a) 	periodically review the accuracy of beneficiary income
 
tables and revise same accordingly;
 

b) 	obtain from cognizant Government of Panama officials 
evidence that they have taken apprQpriate measures to 
ensure that the incomes of candidates for Housing 
Guaranty-financed units are properly verified; and 

c) 	obtain further evidence that income limits, once
 
established, are properly disseminated and observed in the
 
beneficiary selection process.
 

Recommendation No. 3 
 13
 

We recommend that the Regional Ilousing Office, in consultation 
with USAID/Panama obtain evidence that the National Mortgage
Bank has established and maintained separate accounting books 
and records related to AI)-guaranteed housing program 
activities, and suspend further program disbursements until 
such time as an independent auditing firm certifies that such a 
system is in place and operating. 

.t
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Page 

Recommendation No. 4 


We recommend that the Regional Housing Office, in consultation 
with IJSAID/Panama, obtain evidence that the National Mortgage 
Bank has established and implemented an effective system for 
managing and monitoring AID-guaranteed housing program sub-loan 
repayment delinqllencies. 

Recommendation No. 5 	 19 

We recommend that the Regional Housing Office, in consultation 
with USAID/Panama, obtain evidence that the Ministry of Housing 
has established and implemented a systematic follow-up 
mechanism to ensure that housing units are actually occupied by 
program beneficiaries.
 

Recommendation No. 6 	 21
 

We recommend that the Regional Housing Office, in consultation 
with USAIT)/Panama: 

a) 	 review and approve the implementation procedures for 
carrying out the home improvement program in accordance 
with the implementation agreements in conjunction with 
cognizant Government of Panama officials; and . 

b) 	 obtain evidence that the Ministry of Housing has 
established and implemented a supervision plan to ensure 
proper utilization of construction materials provided under 
the home improvement program. 
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Recommendation No. 7 25 

We recommend that the Regional Housing Office, in consultation 
with IJSAID/Panrna : 

a) 	 establish and implement effective procedures as required by 
All) Handbooks 3 and 7, to monitor housing guaranty progr;1m 
activities; and 

b) 	 obtain evidence that the Government of Panama has complied 
with conditions, covenants and requirements established in 
Hlousing Guaranty Implementation Agreements. 
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