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SUBJECT: Audit Report No. 1-525-87-29, Audit of AID-Assisted Shelter
Sector Activities in Panama, Projects No. 525-HG-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 becen 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 implemeéptation problems
limited the effectivencss with which program objéctives were being
achieved.

The audit found a number of deficiencies in the Housing Guaranty Program
in Panama: beneticiary 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 been achieved; beneficiary sub-loan
repayment delinquency rates threatened program replicability; the large
Torrijos-Carter sub-project nccded management attention to contiol
prohibited renting/selling practices; home improvement sub-loans were
used in many cases to construct new units and the execution of home
improvements necded better supervision; and overall Housing Guaranty
Program monitoring Dby the Regional Housing Office and USAID/Panama
required suhstantial improvements.



The seven recommendations included in the audit report are designed to
correct the weaknesses and deficiencies disclosed during the course of
the audit, Therefore, we have recommended that RIHUDO/PSA, in
consul tation with  USATD/Panama,  suspend  further  disburscments  of
AlD-guaranteed housing program loan funds until beneficiary selection
criteria are improved; periodically revise the program beneficiary income
table, verify applicants' income before granting stib-loans, and ensure
that shelter 'solutions' are sold only to eligible beneficiaries; obtain
evidence that the bank has established and maintained a separate
accounting system and an effective system for monitoring sub-loan
delinquencies; obtain evidence that the Ministry of Housing has
established and implemented a systematic follow-up mechanism to see that
housing units are in fact occupied by program beneficiaries; review and
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 UUSAID/Panama provided comments to
the draft report of this audit. In response we have made a number of
changes. Mission comments arc summarized as they pertain to each finding
and are included in full as Appendix 3.

Please advise us within 30 days of any additional information relating to
actions planned or taken to implement the recommendations. We appreclate
the cooperation and courtesy extended to our audit team,
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EXECUTIVE SUMMARY

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 lman package were to support the concentration of housing
resources and  selected growth and services centers for low-income
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. 525-1G-011, -012 and -013). Under Projects No.
525-11G-010 and -0171 a tectcal of 5,699 housing 'solutions'" (serviced lots,
house shells, houses or apartments) had been delivered as of November 30,
1086, at a cost of $z8.7 million. Also 7,422 home improvement sub-loans
had been granted for a total of $8.3 million.

The Office of the Regional Tnspector 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 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.
Recause 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 llousing Guaranty Program in Panama had accomplished AID's
primary objective of providing or improving over 13,000 units of low-cost
housing. The Regional Housing Office encouraged the Government of Panama
to pass scveral policy reform laws, strengthening the financial position
of the National Hortgage Bank, motivating institutional changes at the
Ministry of Housing and most importantly, providing housing ''solutions
for low-income Panamanian families. Summanies of program accomplishments
provided by the Regional lousing Office are included as Appendices 1
and 2. BRI

The audit found a number of deficiencies in the lHousing 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 been achieved; beneficiary sub-1loan
repayment delinquency rates threatened program replicability; the large
Torrijos-Carter sub-project necded management attention to control
prohibited renting/celling practices; home improvement sub-loans were
used in many cases to comstruct 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.



ATD-guaranteed housing program benefits should be available impartially
to all Panamanian citizens whose gross family income falls below the
local median.  Audit results disclosed that the benceficiary selection
criteria employed by the Government of Panama included political party
affiliation and inaccurate calculation of family incomes. This occurred
because neither the Regional Housing Of fice nor USAID/Panama had approved
or c¢ven 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 equaily deserving of
obtaining housing assistance were denied ecqual 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, statcd selection criteria. The Mission also felt tha¢ the use of
net income criteria was more limited than we had found.

Pertinent provisions of the Housing Guaranty Program agreements having to
do with beneficiary eligibility limited participation in the program to
familics whose gross income fell below the local median,  Tn addition to
the previous 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 rvemained
unverificed 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 equally or more deserving
applicants await a solution to their housing needs. We recommended
revision of the income tables, verification of. incomes and assurancg that
loan reccipients met income criteria.  The Mission added that a new
revision had becn recenily made and will be repeated periodically. They
will recmphasize income 1limits 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 and records. The audit found that the National Mortgage Bank had
not maintained separate accounting rzcords to segregate program financial
resources. Although the cstablisnment and maintenance of separate
accounting records by the bank was a condition precedent to AID's initial
disbursement of AID-guarantecd 1oan$ funds, the Regional Housing Office
did not obtain compliance. The ?bsence of separate accounting for
program financial resources denicdd management timely and reliable
information needed for decision making, reporting, and monitoring. 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 systen.

U'\



The project implementation agrecments 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 excessive.  The high rate of delinquencies had been caused by the
absence  of an  effective system for managing and monitoring the
AlD-guarantecd sub-loan portfolio. This situation, if left uncorrected,
could adversely affect the bank's cash flow, jeopardize the recovery of
the capital investment necded to replicate low-cost housing ''solutions,"
and  thus adversely affect the institution-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
recommendation is resolved and will be closed by evidence of improved
collection =fforts and results,

Other findings include the fact that many wunits 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 ecach 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 HG program
financing was often insufficient for this purpose. Tn addition,
supervision provided by cognizant GOP authorities over the use of the
construction materials provided was either too lax or non-existent.

Of greatest concern, however, was the fact that RIUDO/PSA and
USAID/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 implementation is  exclusively the responsibility of
Panamanian officials. We disagrec both because pertinent AID 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
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AUDIT
OF AID-ASSISTED SHELTER SECTOR
ACTIVITIES IN PANAMA
PROJECTS NO. 525-1G-010 AND 525-HG-011

PART I - INTRODUCTION

A. Background

AID's Housing Guaranty (HG) 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 AID's Private Enterprise Burcau.
Individual country programs are the responsibility of AID's field
Missions and the cognizant Regional Housing and Urban Development Office
(RHUDO).  The RIUDO responsible for this program is located in Panama
City and covers the housing programs in Panama and South America
(RHUDO/PSA).

Housing Guaranty Project No. 525-HG-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 scrved to
encourage  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 which $5.4 million was an AID-financed housing guaranty and $1.4
million was a host country counterpart contribution, :

Based on AlD-financed reports and studies which described the shelter
problems in Panama, and the 1979 Torrijos - Carter Panama Canal Treaty,
an AID housing guaranty loan package of $75 million was recommended. The
purposc 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 million cach, As a result, Projects No.
525-HG-011, -012 and -013 were developed to implement the program.

The first tranche (Project No. 525-HG-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 (o the Government of Panama (GOP). $0.2 million AID grant
funding, and $5.5 million a host country counterpart contribution.
Institutional objectives in this first tranche focused on strengthening
key GOP institutions in the shelter sector so as to improve their
capacity to plan, execute and manage  housing  programs for
below-median-income families.



The second tranche (Project No. 525-HG-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
Fconomic Policy (MIPPE), the Ministry of Housing (MIVI), and the National
Mortgage Bank (BHN) (Spanish acronyms by which these agencies are
known). The third tranche (Project No. 525-HG-013) had been authorized
at the time of the audit and was to be implemented through the private
sector.

Under Projects No.  525-11G-010 and -011, a total of 5,699 housing
nsolutions” 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. AID guaranteced 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
P was to absorbh the remaining 20 percent). Project No. 525-HG-010 was
complete and project No. 525-HG-011 was 98 percent complete at the time
of the audit. No disbursements had been made for projects No. 525-HG-012
and -013.

B. Audit Objectives and Scope

At the request of the USAID/Panama Director, the Office of the Regional
Inspector  General for Audit, Tegucigalpa, Honduras, made a program
results audit of the lousing Guaranty Program in Panama. The aqudit
included activities from November 27, 1979 through November 30, 1986, and
covered $28.9 million in AID disbursements for Projects No. 525-HG-010
and -011. Audit field work was conducted from October 27, 1986 through
February 10, 1987, These activities had not been audited previously.

Audit objectives werc to ecvaluate: (a) the program's effectiveness in
achieving planned results, (b) the cfficiency with which the program was
managed and implemented, and (c) compliance with AID regulations and
requirements, To accomplish these objectives, we reviewed program .files,
records and other pertinent data at USATD/Panama, RHUDO/PSA, MIVI, and
BN,  Also, we interviewed Mission, RIUDO/PSA and Government of Panama
(GOP)  officials and conducted field wvisits to program sites.
Specifically, we selected 9 of the sub-projects (5 under the housing
construction mortgage program and 4 under the home improvement program)
and reviewed a sample of 320 sub-loan (beneficiary) files (249 home
mortgages and 71 home improvement sub-loans) sclected at random, and
condicted  personal  interviews with 254 beneficiaries (223 mortgage
beneficiaries and 31 home improvement beneficiaries) in 3 provinces in
the Republic of Panama. Also, during the survey phase we reviewed a
sample of 30 mortgage files and interviewed 12 beneficiaries.  Because of
the size and stratification of the beneficiary universe, no attempt was
made to arrive at statistically valid sampling results. Instead,
judgment samples of certain sub-projects were made for the purpose of
testing the presence or abscnce of management controls only.

Of the 23 sub-projects financed under the program (Project No. 525-11G-010
financed 14 housing sub-projects and a home improvement component and
Project No. 525-11G-011 Ffinanced 9 housing sub-projects and a home
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improvement component), the audit team decided to sclect 2 sub-projects
from each project for field visits and interviews with beneficiaries. A
third (reserve) sub-preject was also sclected in cach case for a field
visit if time permitted.  The largest sub-project in cach program was
selected because it was most likely to be representative. The rest of
sub-projects were sclected at random, Beneficiaries in cach sub-project
were randomly selected for file reviews, field visits and interviews.,
Photos tuken at the sub-projects show benefits of the program as well as
problem arcas (sce Fxhibit 1).

We audited $28.9 miltion in AlD-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
improvement construction materials, issuance and delivery of mortgage
documents, and collection of sub-loan repayments. The audit was made in
accordance with generally accepted government auditing standards.



AUDIT
OF AID-ASGISTED SHELTER SECTOR
ACTIVITIES IN PANAMA
PROJECTS NO. 525-HG-010 AND 525-HG-011

PART I1 - RESULTS OF AUDIT

The audit disclosed that, while certain aspects of AIDN's shelter program
in Panama had been or promised to b: successful, the program did not
receive sufficient monitoring by RHUDO/PSA or USAID/Panama. Because of
this and deficiencies in  the procedures and operations of GOP
implementing agencies, the program was not cffectively managed and
implemented,  Basic, important implementation requirements and conditions
were not met.  These implementation problems limited the effectiveness
with which program objectives were being achieved.

Overall, the housing guaranty program in Panama had accomplished AID's
primary objective of providing or improving over 13,000 units of low-cost
housing. RHUD/PSA had encouraged the GOP to pass several policy reform
laws, strengthening the [inancial position of the National Mortgage Bank
(BHN), wmotivating institutional changes at the Ministry of llousing (MIV1)
and  most  importantly, providing housing 'solutions' for “low-income
Panamanian fwmilies.  Summaries of program accomplishments provided by
RIVDO/PSA are included as Appendix 1 and 2.

The audit found a number of deficiencies in monitoring and managing the
housing guaranty prograr in Panama: beneficiary selection procedures had
not been formalized and included criteria contrary to the letter and
spirit of the AID-GOP  agreements; beneficiary income levels were
disregarded; separate accounting to control program financial resources,
a condition precedent to initial disbursement, had not been achieved;
bencticiary sun-loan repayment delinquency rates  threatenced program
replicability; the large Torrijos-Carter .sub-project neceded management
attention to control prohibited renting/selling practices; home
improvement sub-loans were used in many cases to construct.new units and
the exccution of home improvements needed better supervision; and overall
HG program monitoring by RHUDO/PSA 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 audit, Therefore, we have recommended  that  RHUDO/PSA, in
consultation with USAID/Panama, suspend  further disbursements of
AID-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 shelter "solutions' are sold only to
eligible beneficiaries; obtain evidence that the BHN has established and
maintained a  separate accounting system and an effective system for
monitoring sub-loan delinquencies; obtain  evidence that MIVI  has
established and implemented a systematic follow-up mechanism to sece that
housing units are in fact occupied by program beneficiaries; review and
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approve the implementation procedures for the home improvement program
and cnsure supervision of this program; and improve monitoring of tie
housing guaranty program and compliance with an outstanding condition
precedent, covenants and requirements.



A. Findings and Recommendations

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

AlD-guaranteed housing program bencfits should be available impartially
to all Panamanian citizens whose gross family income falls below the
local median.,  Audit results disclosed that the beneficiary selection
criteria cmployed by the GOP included political party affiliation and
inaccurate calculation of family incomes.  This occurred because neither
RIUNO/PSA nor USALD/Panama had approved or even reviewed housing guaranty
program beneficiary selection criteria.  In certain instances, persons
not otherwise eligible for AlD-guaranteed housing program benelits were
sclected as program beneficiavies.,  More importantly, however, persons
cqually deserving of obtaining housing assistance were not given coual
consideration because they lacked political support.

Recommendation No. 1

We recommend  that the Regional tHousing 0Office, in consultation with
USAID/Panama, suspend  further disbursements of  AlD-guaranteed housing
program loan funds until such time as the Government of Panama has
adopted and AID has approved heneficiary selection criteria in accordance
with housing guaranty program gross family median income Timits, and
which Jo not discriminate against any prospective candidate for any
reason,

Discussion

AlD-gnaranteed housing program henefits shonld be cqually available to
all Panamanian citizens whose gross family income falls below the local
median without discrimination of any kind.

We found that the sclection criteria,used. by GOP implementing agencies
under the housing guaranty program included a pelitical factor and
inaccurate calculation of family income. In fact, the audit Jound that
MIVI's internal procedures for the selection of program beneficiaries had
never bheen formalized, and appearced in a draft document neither formally
adopted by MIVI and BIN nor sanctionced by AID.  (See Ixhibit 2.)  The
document included three factors -- social, cconomic, and political -- for
the selection of beneficiaries.  MIVE accepted political recommendations
in the process of selecting beneficiaries and likewise appliced a net
income [ormula instead of using gross family income.  Two key selection
criteria factors were thus contrary to the letter and spirit of the
Tmplementation Agreements. "

Political Af(iliation - Our sample review of 249 mortgage (heneficiary)
Files at BN Tor the housing guaranty program in Panama showed that 13 (5
percent)  beneficiaries'  folders included  political  recommendations.
Letters of  recommendation from  senior GOP officials requesting  that
positive action be taken on behalf of the applicant's request for a
sub-loan were found in the files. Internal memoranda by MIVI officials
demonstrate that these letters of reference were heeded repgardless 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 Panamnian families in need of
housing.

Income Criterion - The family income (net family income) criterion
applicd by MIVI was contrary to the income criterion (gross family
income) 1/ intended in  the implementation 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). Lven though the implementation agreements did not
specifically refer to gross income, RHUDO/PSA officials told us, and we
agree, that the intent of such agrcements was meant to be gross family
income.

Since MIVI and BIN selected beneficiaries based on their net income,
familics with gross incomes above median income limits were gualified to
participate in the program and more necdy applicants were not given
priority. Fourteen percent or 34 sampled beneficiaries had gross incomes
which exceeded median gross family income limits.

The main reason for these deviations was that RHUDO/PSA failed to approve
or even review housing guaranty program beneficiary selection criteria.
RHUNDO/PSA officials directed most of their efforts toward dealing with
policy issues and reforms for the housing sector in Panama, concentrating
on the institutien-building aspects of GOP shelter sector agencies.
Important implementation elements, such as the review and approval of
program bencficiary selection criteria, were neglected. In fact, RHUDO
officials advised us that they had not approved eligibility criteria as
they felt this was the résponsibility of the GOP. Consequently,
benceficiaries not otherwise cligible for AID-guaranteed housing program
benefits were selected to obtain housing units.

RIUDO /PsA-USATD/Panama Comments

"The audit report states that 'the criteria employed by the GOP in
selecting beneficiaries for the Housing Guaranty Program in Panama
included political party affiliation and inaccurate calculation of family
income.' We have found no evidence to support the allegation that the
(OP uses poiitical party affiliation to select beneficiaries. The
application forms which are filled out by beneficiaries do not include
party affiliation.

1/ Gross income represents total family 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 bhe noted that it is not
uncommon  for an applicant to request recommendavions 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 nced references and
according to MIVI spokespersons, a person who is recommended must meet
the eligibility requirements of  the program,. Unless ineligible
applicants werc granted housing loans, we fail to see how deserving
Panamanian families werce denied equal opportunity,

"With repard to the use of net income versus gioss income, this scems to
have occured in one project in the interior which indicates a management
problem with one of the ten regional offices of MIVI rather than a
deviation from the norm which nhas been and remains gross family income.
USAID believes that action ... planned will resolve this diftficulty.
USATD/Panama  recommends  that  this  recommendation and  the discussion
related to selection criteria be eliminated."

Of fice 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 sclecting 1G program beneficiaries. The fact that
recommendations  from  government officials  were found in  certain
beneficiaries' files, and apparently heeded, is of less concern than the
fact that government officials included political party atfiliation as
one of threc proposed selection criteria. It is also a fact that a GOP
employce 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
RINDO/PSA, we find it difficult to accept the auditees' response at face
value. . . .

As to the usc of gross vs. net family income, this criterion 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 sclection 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
RHUDO/PSA-USALD/Panama approve definitive, non-discriminatory selection
criteria in accordance with the letter and spirit of the HG program
guidelines and the pertinent project agreements.



2. Beneficiary Income Levels Were Disregarded

Pertinent provisions of the G Program agreements having to do with
beneficiary eligibility limited participation in the program to families
whose gross income fell below the local median.  Tn addition to the fact
that program selection criteria called for net vs. gross family income
calculations, as described in the previous finding section, thrce other
deficienciov 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. And 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 program benefits  while other equally or more deserving
applicants await a <olution to their housing nceds.

Recommendation No. 2

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

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

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

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

Discussion T

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 require that
the program beneficiary income table be adjusted every six months,
starting six months from the date of the agrcement, on the basis of (a)
income distribution variations determined by a formula agreed upon
between borrower and AID, and (b) overall financial costs of the
Borrower. Implementation Agrecments No. 525-HG-010 and -011 were signed
on November 27, 1979 and September 12, 1979, respectively. We found that
the program bencficiary income table was revised on August 24, 1981 but
no further revisions were made. This revision was made in preparation
for implementing the housing program in Panama (Projects No. 525-HG-010
and -0l1). Moreover, the audit found no evidence that RIHUDO/PSA had
established and implemented procedures to develop median income data to
revise periodically the median income limits applied under the progranm.
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RHUDO/PSA  stated that the development of statistical data for the
periodic revisions of the median income limits was the responsibility of
the OP.  According to RIUDO/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 requiring 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 Mortgage Loans, never formally adopted but nonctheless
used jointly by MIVI and BHN, required that all family income reported by
applicants be  verified. Fmployers are asked to provide salary
certification and self-employed workers are required to produce income
tax returns or other duly authenticated documents to verify income.

A random sample of 249 beneficiaries' files at the five sub-projects
showed that MIVI 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 cffort was directed toward the verification of family income.
Further, in Mi Dulce Hogar sub-project at David City the lots on which
the units were built already belonged to the applicants, and all of them
thereby became cntitled 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 cstablished limits. ‘The solution to this
problem is the strict enforcement of regulations already in place within
MIVI and BIN, with RHUDO/PSA oversight.,

Limits Fxceeded - 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
implementat.on 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 families who ecarned more than the

1/ The audit team selected five housing sub-prejects under the housing

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

To illustrate, of the 25 houses included in the review at the Mi Dulce
Hogar 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 ecvident that the program has not fully
fulfilled its goal of improving the housing situation of families carning
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 suggests 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 MIVI
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 Hogar, MIVL felt that applicants qualified for a sub-loan on the
basis that they alrcady owned the lots on which the houses were to be
built. This problem can be climinated by reasserting the importance of
income level to responsible personnel in MIVI and by RHUDO/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.

RHUDO/PSA-USAID/Panama Comments

"The audit report noted that income tables for 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, RHUDO has
completed a review of income levels for the period 1981-1986 and has
determined that no adjustments were nccessary other than those noted
above; i.e. GDP grew at only about 0.5 percent per year during this
period. In the future RIUDO will review annually maximum income levels
and advise the GOP if any changes are required. We request that this
recommendation be closed.

"While the verification problem 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 request MIVI to ensure compliance with established
regulations and procedures.
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"The problem detected by the auditors of incomes in excess of established
targets was concentrated in one of ten regional offices of MIVI. USAID
concurs that this is a problem that necds to be corrected and plans to
communicate this concern to the Ministry in the same letter which deals
with verification of income."

ODffice of Inspector General Comments

The auditees' assertion that income tables were revised in 1986
constitutes new information for the auditors. Despite the fact that the
Exit Conference concluding our ficldwork 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
recommendation  is  considered resolved based upon  the information
provided, it will remain open until we are provided evidence that the
income taliles were in fact revised last year.

In the past, RHUDO/PSA has requested corrective actions and expressed its
concern at program deficiencies on several occasions to GOP program
officials without notable results. For this reason, parts b) and c) have
been framed in such a way as to cnsure that ccorrective action is in fact
taken, anld not merely requested.
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3. Scparate 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 BHN was a condition precedent to initial
disbursement  of  AlD-guaranteed loan funds, RHUDO/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 rccommend that the Regional Housing Office, in consultation with
USAID/Panama  obtain evidence that the National Mortgage Bank has
established and maintained separate accounting books and records related
to AlD-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.

Discussion

The implementation agreements stated that the borrower was '"to maintain
or causc 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 agrcements,
adequate to show without Timitation, the receipt and use of funds, the
relending ot funds and the usc of goods and services acquired under the
loan." '

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

The establishment and maintenance of scparate accounting records by BHN
was a condition precedent to initial disbursement of AlID-guaranteed loan
funds. However, RHUDO/PSA had never requested BHN to set up separate
accounting records, Thus, the requirement was not met because RIHUDO/PSA
did not adequately scek or ensure compliance.

The absence of separate accounting denied management timely and reliable

information needed for decision-making, reporting and monitoring. Tt
also preduced 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 wmanually. In fact, an analysis of
delinquent accounts for the home improvement program could not he made
becausc¢ BN could not produce a delinquency report for this purposec.
Future audits would also be hampered. Further, the abscnce of these
management tools could jeopardize the replicability of the program. Fund
utilization could not be managed and monitored separately by BHN and
RHUDO/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 BIN 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 amomt came from recoveries of the AID-guaranteed sub-loans.

RHUDO /PSA-HUSAID/Panama Comments

"The audit report notes that 'the BHN did not maintain separate
accounting records for the AID guaranteed housing program, a condition
precedent  to first disbursement contained in Section 5.02.C of the
Implementation Agreements No. 525-HG-010 and -011.' Documents in RHUDO
files indicate that a plan to establish and maintain separate accounting
books and records was accepted for mecting the conditions precedent for
Program No. 525-HG-011 .... The BHN submitted the plan for an accounting
system  but  failed tec  implement the system. USAID has suspended
disbursements ntil  the system is implemented and has included a
condition for further disbursement under the HG-011 and HG-012 Programs
in Implementation Letter Nos. 4 and 7 ... as follous:

A formal statement by BHN with full desgriptions 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, and
Panama's own resources broken down by sub-programs as
well  as  the  recuperation of  the investmént = by
sub-program by BHN arc¢ being recorded and maintained
in separate accounts as mandated by Section 6.01(F) of
the Implementation Agreement dated September 12, 1979,
modificd by Amendment No. 1 dated August 25, 1981,

The Mission requests that based on the action above the recommendation be
closed."

Office of Inspector General Comments

In our view, RHUDI/PSA cleared this condition precedent prematurely, Tt
should not have done so until the scparate accounting system was in fact
established, as required. Failing that, RHUDO/PSA should have followed
up to verify that the system had in fact been put into place. The audit
demonstrated that, not only is the system not in place, but also that
MIVI has yet to transfer to the BIN the majority of HG Program loan

- 14 -



files. These were commingled with GOP-financed home 1loans 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 HG loan
disbursements should occur until a separate accounting system has becn
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 program in conformity with sound financial
practices.  The audit found that the delinquencies For mortgage sub-loans
were excessive.  The high rate of delinquencies had been caused by the
absence of an  effective system for managing and monitoring the
AID-guarantecd sub-loan portfolio. This situation, if left uncorrected,
could adversely affect BIN's cash flow, jeopardize the recovery of the
capital investment necded to replicate low-cost housing 'solutions,' and
thus adversely affect the institution-building objectives of the program.

Recommendation No. 4

We recommend that the Regional Housing OCfice, in consultation with
USAID/Parama, obtain cvidence that the National Mortgage Bank has
established  and  implemented an  effective system for managing and
monitoring ATD-guaranteed housing program sub-loan repayment
delinquencies.,

Discussion

The project implementation agrecments provided that the implementing
agencics, the BHN and MIVI, were to carry out the program or cause it to
he carried out with due diligence and efficiency, in conformity with
sound technical, financial, and management practices. Preject tetlows
were to enhance the capacity of the BIN as the f{inancial arm of the (OP
for low-income housing. The additional source of investment and capital
was to complement the efforts of the BIN in raising additional local
resources,

Delinquencies Cor mortgage sub-loans financed under. the Housing Guaranty
Program (Projects No. 525-1G-010 and -011) werc excessive. As  of
November 30, 1986, 5,667 sub-loans valued at $26.5 million were
outstanding under the AID financed program (Projects No. 525-HG-010 and
-011).,  Of the 5,667 outstanding sub-loans, 2,520 (45 percent) were in
arrcars for 90 days or more for a total of $2 million. Of the 2,520
sub-Toans in arrears for more than threc months, 513 (20 percent) were
delinquent under Project No. 525-HG-010 for a total of $149,192 and 2,013
(80 percent) were delinquent under Project No. 525-HG-011 tor a total of
$1.9 million (refer to Exhibits 3 and 4 for further details). Because
these sub-loans had been in effect for relatively short periods of time,
the total amount delinquent in relation to  the amounts outstanding
balances was $149,192 (only scven percent of $2,143,813) for Project No.
525-1G-010 and $1,879,057 (only cight percent of $24,349,097) for Project
No. 525-HG-011.

While the delinquency rate of total amount delinquent in relation to the
outstanding balances was not significant, the number of delinquent
sub-loans overdue 90 days or over warrants management concern. In
several instances the beneficiaries were in arrears for almost five years.
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The  delinquency  situation of  the AID-guaranteed mortgage sub-loan
portfolio was caused by several factors which contributed to delayed
recoveries and growing arrearvages. We feound that the BHN did not have an
appropriate reporting system to manage and monitnr  recoveries and
delinquencies.  Although three reports were being produced every month
with information reclated to recoveries and delinquencies, they were of
limited use for management,  For instance, one report on  mortgage
sub-loans contained a list of beneficiaries on projects guaranteed by Al
or sponsored by other financial institutions, without proper
identification of source of tunds. Another vep~rt for aging accounts
showed arvearages for 30 days, 60 days and 90 days or morc. However, it
was not possible for BHN and other interested parties to manage and
monitor delinquencies over 90 days. In fact, the audit found that at
Loma Colorada 21 of 60 bencliciaries were in arvears [or over a year.
Another report on delinquency contained the amounts in arrears for the
BHN as a whole, which included the total loan portfelio, without
separation by sources of financing. We believe, therefore, these reports
were of  limited value for managing and monitoring the A/D-guarantecd
sub-toan portfolio.

Further, collection efforts by the BUN were inadequate to ensure an
acceptable level of mortgage sub-loan recoveries and delinquencies.  We
determined that 08 percent of sub-loan recipients were paying their
monthly installment through direct payroll deduction. This system, when
properly implemented, would guarantee sub-loan recoveries on a timely
basis. However, the system did not work as expected because payroll
deductions made by cmployers were sometimes taking months to reach the
Bank, A final factor adversely affecting sub-loan recove.ies had to do
with poor economic conditions in Panama, resulting .in lost jobs for many
benef iciaries, who had to stop making payments.

This high delinquency situation, if not properly addressed, could
adverscly alfect BHN's cash flow and jeopardize the reccovery of the
capital investment needed to replicate low cost housing 'solutions."
This, in turn, could adversely affect the Institution-building objectives
of the progranm, I

RHUDO /PSA-USATID/Panama Comaents

"USAID became concerned about delinquencies more than a year ago and
requested that MIVI and BIIN take corrective action, Various memoranda of
conversation between the RHUDO, Minister of Housing and the Manager of
the BHN cite this problem as carly as February 14, 1986. This concern
was raised to the level of a condition fov disbursement of HG resources
in Implementation Letter No, 6, dated July 2, 1986, which stated the
following:

USAID is concerned about the intended institutional
and financiul impacts of the overall HG program, and
even though we understand that the physical execution
of the project is proceeding well, we feel that
dishursements  wmust  be  linked to  improvements iIn
program implementation procedures.  We request that
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the following issues be addressed to USAID's
satisfaction before 1resources are dishursed under
Program 525-HG-012.

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

"On February 18, 1987, the implementing institutions responded to this
point stating that actions were being taken. After 2 review of these
actions we concluded that adequate progress had not becn 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 Dby the number of loans, amount of funds
due, number of months overdue, by region, by project
and by type of solution. This will be used as base
data against which progress can be measured in
reducing delinquencies. The base case analysis should
also include a review of those projects which have an
extraordinarily high rate of delinquency aad the
special measures which BHN and MIVI plan to take to
resolve these problems.

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

NDffice of Inspector Gencral Comments

When one considers that the Government of Panama is donating HG loan
proceeds costing 12% per annum in order to capitalize the BHN, the
gravity of this situation bccomes more apparent. The recommendation is
considered resoived upon issuance of the report. However, in view of the
seriousncess  of  the delinquency  situation  ($2 million in  payment
arrearages over 90 days due) and in the light of the GOP's record of
inadequate responses in the past, the rccommendation will remain open
until such time as an adequate response has been forwarded to this office
and cvidence of an improvement in GOP collection efforts and results has
been provided.

\



5. Numerous Units at the large Torrijos-Carter Project Had Been
Abandoned, Rented or Sold

The Joint Selection and Adjudication Commission, staffed by MIVI and BHN
and established under the draft Procedures Manual for the Selection and
Adjudication of Mortgage loans, was entrusted, among other things, with
the specific function of oversceing the housing sub-projects to ensure
that housing units were being occupied by approved bencficiaries. A
sample  taken from  the Torrijos-Carter Housing Sub-project showed  that
many housing units were rented,  sold, vacant or abandoned.  The main
reason for this situation was that the Commission was not formally
established to  oversee the housing  sub-projects. Concequently, a
systematic follow-up mechanism to visit the sites to ensure that housing
units  werce being  occupied by authorized vencficiaries was not
established.  The lack of such a mechanism might cncourage project
beneficiaries to continue this selling/renting practice, thus preventing
the project from serving its target group.

Recommendation No.o 5

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

Discussion

The draft Procedures Manual for the Selection and Adjudication of
Mortgage Loans utilized jointly by MIVI and BHN called for the creation
of a joint commission between MIV] and BHIN for the sclection of
beneficiaries and the adjudication of mortgage sub-loans., Specifically,
the Commission, in coordination with Department chiefs, was to ensurc
that housing units were being occupied by program beneficiaries. To
accomplish this end, the Commission. was. to make periodic visits to
project sites, accompanicd by the respective project manager, to ensuce
that housing units were being occupiced by authorized beneficiarics.

The audit found that 6 (9 percent) of the 70 sample bencficiarics
interviewed 1/ had rented their houses, 3 (4 percent) had sold the
houses, 1 (1 percent) had left the house vacant and 1 (1 percent) owned 2
houres.  Although the finding cannot be scientifically extrapolated to
the universe of 4,292 housing units in Torrijos-Carter sub-project, the
above statistics are indicative of a potential problem that could pervade
the entire program.

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

~  sub-projects under Project No. 525-1G-010. We randomly sclected 80
beneficiaries, reviewed their files at BIN and conducted personal
interviews witn 70 occupants.
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A joint Commission was informally established between MIVI and BHN to
oversee the utilization of housing projects., However, we learned that
the Commission was not operational, as no follow-up system was in place,
and periodic visits were nat made to Torrijos-Carter to scc that housing
mits were being occupied by the designated beneficiaries.  The Social
Department of MIVI 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 the
effectiveness of the program in achieving its objectives. The absence of
periodic follow-up efforts by MIVI/BIN scrves as a temptation to project
beneficiaries to misuse pcogram resources. Conversely, the
implementation of an effective mechanism to verify end-users would deter
misuse.

RIINO/PSA-USAID/Panama Comments

"The Ministry of lousing does have a mechanism to ensure that housing
units are occupied 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 amocunt of movement could
and does occur in any housing market. Indced, a commonly accepiad
principle exists in housing known as the "filtration process', which
describes  the phenomenon of how housing, over time, filters down to
successively lower income groups.  The Mission supports a free and open
market system and disagrees with the recommendation that the government
restrict occupancy of housing mnits subsequent to initial occupancy. We
recommend that this Finding and Recommendation be eliminated."

Office of Inspector General Comments

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

SIXTH:  This purchase is subject to the following
restrictions with which the purchaser agrces to
comply: 1) Neither to transfer nor create -a- lien
against the property, in whole or in part, without
prior written authorization of the Bank; . .

NINTH: The purchaser may not rent the property while
it remains mortgaged; ecxcept in special cases as it
may decem appropriate, the Bank may authorize rental
for a limited period, which shall not exceed one (1)
yedr at a time.

The foregoing provisions are contained in ail HG Program sales agrecments
and, in our opinion, they constitute calid restrictions on program
benericiaries' ability to speculate and profit from their AlD-guaranteed
units, save those cases where sales o rventals are reasonable and
warranted, The  recommendation will  therefore  remain  open  until
corrective action is taken and completed.



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
management practices. However, MIVI lacked clear implementation
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 achicvement of the program objective: benefiting low-income
familics 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 umits, and that MIVI was to carry out the
program in conformity with sound technical, financial and management
practices.  Specifically, Scction 1,6 of Anncx A of Implementation
Agreements No. 525-1HG-010 and -011 defined shelter improvement loans as
"loans to owner/occupants of existing housing to improve, expand or
modify his/her home;" and Scction 7.04 of Implementation Agreements
No.525-1G-010 and -011 provided that: ‘'Ixecution of the Program.
Borrower [MIVI] and Panama will: A, Carry out the Program or cause 1t to
be carried out with due diligence and cfficiency, in conformity with
sound technical, financial and management practices..." However, the
audit found that these loans were used inappropriately because 1) they
financed new construction rather than improvements and 2) improvements
were badly designed or poorly constructed.

New Units -- Fifteen (48 percent) of the 31 benceficiaries interviewed 1/
had uscd the improvement sub-loans to build new structures rather than

1/ We randomly sclected 71 home improvement sub-loans at Arraijan,

T David, Penonome, and Veracruz, from the universe of 7,422 sub-loans
granted under the Home Improvement Program (Projects No. 525-HG-010
and -0l11). We reviewed the sub-loan files at BHN and conducted
personal interviews with 31 sub-loan vecipients,
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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 existirv one. In fact, the agirector
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 RHUDO/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 buiit 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 matecrials were
misused. Specifically, the interviews with 31 home improvement
beneficiaries, selected at random 1/, showed the following situations.
Eight houses built were larger than the 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 situavions 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 USAID/Panama or RHUDO/PSA considered this the responsibility of the
GOP. In implementing the program, MIVI felt that a sub-loan for the
construction of a housing unit on an empty lot represented ap- 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 appcars to stray wide of the intent of the
implementation agreements. On the other hand, problems in the
utilization of sub-loans occurred because MIVI 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 Dbeneficiaries
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 Evalnation Report of November 1983 also concluded that,
while the subprogram was meeting 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 adsquate home improvements to meet the
beneficiaries' housing needs. This lack of program supervision could
also expose AID and the GOP to criticism because of shoddy construction
and the potential for waste and wbuse.

RHUDO/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 build new units on family owned lots.

'"While the Implementation Agreewent 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 specifically states that loans may be made available to
families who own a lot (See Attachment 11),

'"We request that the recommendation [6a] be.eliminated. .

'"MIVI has always had at least one architect or enginéer 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 ecach regional office to provide technical assistance to
beneficiaries receiving materials loans. We request that recommendation
[6b] 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 Home 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 wupgrading
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 USAID/Panama feel that home improvement program
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resources should be wused to finance new housing 'solutions,'" the
agreements should be amended accordingly. The recommendation remains
open until implementation activities are in accordance with agreement
provisions.

Regarding  technical  supervision, the program had been  Tlacking  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 ihe
weakest, in structure at least, was the monitoring
phase, or, the follow-up on the loan recipi:nts to
verify the intended use of the loan material.

First of all in the Documento de Implementacion no
formal mention 1s 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 observed, 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 beneficiaries that no
supervision was being provided under the .home improvement program.
Consequently,  the recommendation remains open until such  time
RHUDO /PSA-USAID/Panama obtain evidence from MIVI that a supcrv1510n 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 definc 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 RHUDO/PSA's (AID's
primary implementing and oversight wunit) failure to establish and
implement an effective monitoring mechanism to oversce program
activities. Accordingly, RHUDO/PSA had not obtained compliance with an
important condition precedent, covenants, and requirements established in
implementation agrecments and the effectiveness of the program was
diluted.

Recommendation No. 7

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

a) establish and implement ecffective 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 requirecments established in Housing
Guaranty Implementation Agreements.

Discussion

AID Handbook 3, Chapter 11, Section 11A defines monitoring as the action
relevant 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 documentation. Monitoring requires the timely
gathering of information regarding inputs, outputs and actions that are
critical to project success, and the comparison of such' informaticn with
plans and schedules for the purpose of aierting AID and Borrower/Grantee
management about potential implementation problems. Further, monitoring
is of great importance because AID must assure itself that funds are
being disbursed in accordance with statutory requirements and that goods
and services financed are utilized effectively to produce intendid
benefits. AID Handbook 7, Chapter 5 makes it clear that the foregoing
monitoring concepts apply to implementation of the HG Program.

Although the Ilousing Guaranty Program in Panama was effectively providing
low-cost housing, it did not receive adequate monitoring from RHUDO /PSA
or USAID/Panama. Basic and important implementation requirements had not
been met. This occurred because neither RHUDO/PSA nor USAID/Panama
established or implemented an cffective monitoring mechanism to oversce
implementation  requirements, and further, RIUDO/PSA did not obtain
compliance with 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.
he BIN did not maintain separate accounting records for the AID
guarantecd housing program, a condition precedent to AID's guaranty
initial disbursement contained in Section 5.02.C of the Implementation
Agreements  No.  525-HG-010 and  -O11. The audit demonstrated that
RIUDO/PSA had not approved or concurred in the design, plans or site
locations of the housing projects. MIVI's internal procedures for the
selection of program beneficiaries had never been formalized, and were
listed in a draft document neither approved by MIVI and BHN nor
sanctioned by RHUDO/PSA. The document included two selection criteria
which were contrary to the implementation agreements. The home
improvement program had been used to finance construction of new
structures rather than improving, expanding or modifying existing ones,
as required by the agreements. Periodic reports and information related
to the program were equired by a covenant but had neither been submitted
by the GOP nor requested by RHUDO/PSA, thus eliminating an important
management tool for control and monitoring. Finally, the master file of
the mortgage portfolio had been under the control of MIVI, even though a
covenant held the BHN responsible for sub-loan recoveries. It is to the
advantage of all parties concerned that this master file be transferred
to BHN, so that the sub-loan portfolio can be managed, administered, and
controlled by BHN through its own computer system. The absence of
effective monitoring limited the effectiveness by which progranm
objectives were being achieved.

RHUDO/PSA-USAID/Panama Comments

"In gencral, 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 1is
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 Housing Guaranty Program. There is
also a significant disagreement regarding the amount of monitoring that
was actually exercised by RHUDO/PSA and USAID/Panama.- - These specific
concerns are addressed in our response to individual Findings and
recommendations and especially in regard to [this] recommendation.'

Office of Inspector General Comments

The draft report contained twelve finding sections; this has been reduced
t0 seven in the final report in an attempt to achieve greater balance.
lurther, we have included as Fxhibits a telegram and memorandum requested
of the RHUDO which present the positive aspects of the program. If there
is a disagreement about the level of monitoring required to manage an HG
activity, this stems from our view that housing programs arc among the
most visihble and politically sensitive forms of AID assistance. Given
the size of this program in relation to other AID activities in Panama,
the high-profile nature of this form of assistance is further magnified.
Accordingly, it is our considered opinion that the high-profile nature of
this activity warrants at least as much implementation oversight as other
forms of AID assistance. Morcover, AID Handbook 7 clearly states that
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program monitoring for HG projects is to be found in AID ilandbook 3; that
is, the guidance is the same for HG as for other AID activities.

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

"The necgative 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 1loans 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 RHUDO/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 nowWw wish to portray as 'housing
solutions." While it is true, as the reports point out, that many home
improvement loan beneficiaries used their ioans 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 1less than the level of
accomplishment claimed by program managers..

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

"More important were the program's policy achievements. 1In 1984, the GOP
reformed the National Mortgage Bank (BHN) by establishing the General
Manager as its legal representative and a orivate sector board to oversec
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 and
RHUDO also played a key role in implementing a BHN 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
accompl ishments achieved by the program. Finally, the USAID and RHUDO
have promoted the implementation of improved management systems for the
BHN 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 the government in line with GOP efforts to meet World Bank and IMF
restrictions related to the deficit and public sector employment (Sce
Panama 2649 sent to RIG/A/T, February 27, 1987). This magnitude of
impact required suustantial effort on the part of the relatively small
staff implementing this $50 million program which, when implemented, will
provide 22,000 Panamamian famities with improved housing.,"

i d

[

Office of Inspecter General Coimients

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 ESF cash
transfer agrecments regarding the issuance of a revised national housing
policy. A discussion draft of the policy statement has been circulating
within cognizant G)P ministries for more than one year now. Also
mentioned is the fact that MIVI seems extremely reluctant to turn over to
the BIHN the balance of its home loan portfolio. In fact, MIVI continues
to retain the great majority of the over 42,000 1loans that wiil
eventually, it is hoped, make up BHN'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 in%z
operational realities.

RHUDO/PSA-USAID/Panama Commencs (cont'd.)

"Another issue rclates to the use of data. The Mission requested that a
scientific sample of the housing solutions (e.g. hame 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 initigqlly 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 HG 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
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used to illustrate the lack of administrative program controls and
oversight being exercised by AID and GOP officials.

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

"The audit report siates that AID iandbook 7, Chapter 5 and Handbock 3,
Chapter 11, should be used to monitor the lousing Guaranty Program. This
guidance is very general. We believe that the PRE/I Manual, Chapter 0,
on lousing Guaranty Implementation Guidance more clearly defines RIUDO
monitoring and management responsibilities. These guidelines take into
consideration the fact that HG rescurces are not appropriated funds and
states that the RHUDO is primarily concerned with policy and
institutional objectives, the disbursement of the HG loan, and the
overall implementation of the project by the institutions involved. The
extent to which the RIUDO 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 delivery of the project. AID is not the "owner' of the project and a
local entity invariably has legal responsilility for project
imlementation....The Project  Paper  for  525-HG-011  defined the
implementation responsibilities and roles of the various participant
agencics and RIUDO....RIUNDO is primarily responsible for review of
project feasibility plans. All pertinent feasibility studies have been
received, reviewed and approved by RIUDO.  The Project Paper for
525-HG-012, pages 41  through 43, further describes GOP  and  AID
implementation and management responsibilities....

"RIUE) staff made numerous field trips to visit projects both in Panama
City and the countryside. These vists are documented on RHUDO files; for
example, sec¢ Attachment 4 and 5.  During the seven year life of the
program, we have conducted meetings almost weckly with BIN, MIVI and
MIPPE staff. When important problems emerged during implementation,
(e.g., arrearages, mortgage registration, etc.), the RHUDO took action to
resolve the problems. Many of the actions.recommended in the draft audit
report were documented and action taken by the Mission prior to the
audit. Disbursements have been suspended and will not be. resumed until
the MP takes appropriate actions to comply with the deficiencies we have
identified....This demonstrates that the RHUDO and USAID were making a
number of difficult management decision regarding the implementation of
the program. However, this is not reflected in the report....

Office of Inspector General Comments

While the MRE/I Manual may more clearly define RIUDO monitoring and
management responsibilitics, any interpretation of that subordinate
guidance that would detract from or limit the guidance set forth In AID
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 RHUDO/PSA staff. ~In fact, during the audit we
were advised by RHUDO/PSA members that they did not feel it was their
responsibility to approve these studies because responsibility for
program management lay primarily with the GOP.

We also reviewed the two site visit reports attached to the auditees'
response during the audit. But we found only those two in RHUDO/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 Cforegoing 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, convinde an
objective reader of this report that AID's management and monitoring of
the 116G Program in Panama has been seriously deficient. The
recommendation will therefore remain open until such time as effective
action is taken by management to correct the problems noted in this
report and until such time as RHUDO/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. Comgliance

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 No. 3 disclosed that a condition
precedent to AID's first disbursement to set up separate accounting
records was never verified. Finding No. 5 disclosed that periodic
follow-up visits were not conducted to the Torrijos-Carter housing
sub-project to see that houses were orcupied 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 existing unit as required by the
implementation agreements. Other than the conditions cited above and in
the Other Pertinent Matters section following, tested items were in
compliance with applicable laws and regulations and nothing else came to
out attention that would indicate that untested items were not in
compliance with applicable laws and regulations.

2. Internal Controls

RHUDO/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 @OP
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 supegvision
to ensure proper use of resources. Finding No. 7 disclosed a need for
substantially more AID involvement in HG program activities. .
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C. Other Pertinent Matters

Four other matters warrant management's attention.

Economic Support Fund Agreement Policy - AID's Fconomic Support Fund
(ESF) cash transfer 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
beth 1985 and 1986 was one by which the QP agreed (by August 1986) to
“prepare and publish a national housing policy which sets forth
objectives and strategy for mecting low income housing needs over the
next five years, and which defines tic respective roles of public and
private sectors in meeting the needs." While RHUDO/PSA and USAID/Panama
have had certain success in moving the GOP toward this goal (see
statement of accomplishments attached as Appencix 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 auditces 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 implementation agreements required ihat
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
AlD-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 AlD-guaranteed sub-loan reimbursements was in
violation of implementation agreement provisions. This practice
developed because the GOP could not meet the legal requiremepts in
acquiring and registering urban renewal laads in a timely fashion. The
absence of a duly executed and properly registered - mortgage could
complicate AID'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 lHousing (GC/H) had determined that the Sales
Contracts were valid and binding documents under Panamanian and U.S. law
and that the QOP would be so informed.

Delivery of Deeds - The implementation agreements required that property
decds Dbe 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 correspording homeowners.  However, the audit
disclosed that 43 percent of the homeowners intervicwed had not received
the corresponding property «:ed.  This was duc to both ineffective
program implementation and lack of e¢ffective 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, but 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 vesponsibility of the
beneficiary family, The OIG believes, however, that this remains an
important psychological aspect of the program and would expect RHUDO/PSA
and USAID/Panama to continue to make appropriate representations to the
BHN and MIVI in this matter.

Construction and Maintenance Prcblems - 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 problems to MIVI, many
were still awaiting remedy., These problems developed becausz:  nobody
appeared to have responsibility for repairs and maintenance, especially
in the cevent the contractor or his insuror ccased operations or defaulted
on their responsibilities; the resident associations of some buildings
were not operating for various reasons; no social action plan had been
developed by MIVI for these residents; and there was no maintenance
program. The failure to correct these construction 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 thé need for  improved
monitoring of contractor performance and inspection procedures and stated
that MIVI had taken alequate actions 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 owner/resident as -government involvement <in  the
post construction and occupation phase will result in reliance on  the
public sector to maintain and repair private property. - - Further, the
Mission indicated 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 houses in the futurc. The 016G
believes that although these residents have demonstrated  substantial
capacity to organize in the past, this was largely due to the
coordinating role undertaken by MIVI at the beginning of the project.
Alsn, the OIG 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 responsibilities include activities such as these.
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Front . and  back  view of a house at
Torrijos-Carter sub-project, Overgrown
weeds  and  junk  piles  show  lack  of
post-occupancy cducation and supervision.
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AUDTT
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ACTIVITIES TN PANAMA
PROJICTS NO. 525-11G-010 AND 525-1G-011

Two houses showing "FOR  SALE" signs at
Torrijos-Carter sub-project. Home — owners
sold houses without notifying the Ministry
of Mousing, showing the effect of a lack of
post-ocupancy supervision.
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Front view of building constructed at the
Chorrillo urban renewal sub-project.
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New AID funded
construction on
left and original
wooden structures
on right -
Chorrillo.

\/ \



EXHIBIT 1
(Page 4 of 9)
AUDIT
OF AID-ASSISTED SHELTER SECTOR
ACTIVITIES IN PANAMA
PROJECTS NO. 525-HG-010 AND 525-HG-011

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 hazard. This
shows the lack of supervision and maintenance. As a result the owner had
not beecn making payments.
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Addition  to  an  apartwent,  Chorrillo urban  renewal
sub-project.  This addition was built on the sidewalk and
blocked the rainwater drainage system, showing the offect
of a lack of supervision, :
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New construction started with a  home
improvement  subloan at Penonome arca.  The
front wall was made with a poor mixture of
sand and  cement  but  flailed in the wind,
showing a lack of supervision,
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Suspended  construction on  serviced lot at  lLoma Colorada sub-project
showing the effect of lack of selection criteria. The funds loancd were
insufficient to complete construction,
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Basic Unit and improved house at Mi
Hogar sub-project,

Dulce
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EXHIBIT 2
Page 1 of 3

Translation of
Pertinent Excerpts from the

PROPOSAL FOR THE (REATION OF A [BINEFICIARY] SELECTION COMMITTEE

[TI. PROCEDURES

1. Transmittal and reccipt of the application

1.3 Letter of  Employment for all members of tae group who
declare income; the letter of employment must include any
withholdings aside [rom the net income which should be well

specified.  (Underline added)

2. Analysis and sclection

On the basis of the analysis made [of the application],
Commi ttee members must select three (3) applications for cach
housing wunit, in accordance with the established social,
cconomic and political criteria. (Underline added)
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EXHIBLT

Adjudicar las viviendas de los diferentes
proycctos del Miniatcrio de Vivienda,

1.3.1. Proyectos en proceso de cons-
truccibn.

1.3.2. Proyectos facturacdos y/o fina-
lizados.

Funciones Erpecificas.

Recihir las solicitudes de vivienda que san-
vfe 1la Seccidn de Procesamiento de Scolici-
tudes, analizar las mismas sobre lo bawe de

1a informacidn pbocial y econbmica que éstns
contengan.

Seleccionar tres (3) molicitudes por cada

solucibn habitacional, sobre la baso de los
criterios socji;
estnvlecidom p

Presentar y sustentar la seleccidn efectua-
da al Director dz Bienes Refces ¥y de Asun-
tos Sociales ¢ en su defecto a quien me de-
signe para c¢fectuar la seleccidn firal,

Adjudicar a las familias seleccionadan pNiD=

tiftcar por eserito a-ambos directoercs.

das al Dejpto. de Desarrollo Comunitario para
reslizar la charla de orientacibn y partici-

par en dicha actividad pnras expdicar la ad ju-

dicacibn realizada a los beneficiarios segln
los criterios estaoblecidon. Enviar informa-

cibn de los familias adjudicadss a la Seccibn
de Reubicaciones con el fin de controlar uni-

dodes de vivienda para la reubicacidn futura
de otras familias,

Citar v gurantizar quo se realicen los_ trémi-
tes administrativos ;Prrespondientou.c‘Enviar

f

a(ln Direccibn deBiencew Rafces los expedien-

tes adjudicados para finalizarm, los trdmites

adminintrutivoz;”zfé?y
.y
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2.7. Mantener mctuealizado al 6r, Ministro
y al 5r, Vice-Ministro a travls de
las Direcciones de Asuntos Sociales ¥y-
1a Ae-Bienes Rpften sobre la condi-
cibn de los provector en términos de
Jos soluciones ndjuiicedus y pendien-
twre.

2.8, Gerrantisar en coordinacibn con el Je-
fo del Departamento reepectivo, que
las viviendas adjudicadas en los dife-
renies proyectos estén hatitedas por
sus resperctivos adjuvcdicaterios.

11, FROCEDIM1.LNTOS.

1. Envio y recibo de 1n soliciiud

La Seccibn de PMrocesamiento de Solicituder en-
viart lus solicitudes procesadss por proyecto & la
CoTuinidn ce Adjudicacidbn, con- imto Bueno del Jefo
del Departarentc correspondiente, con coplas pura
les Direcciones de Bienes Rufces y Amuntom bocisles.

et

Las solicitucen deberdn llegar a ls Comistbn
con los sigulenter requisitos complctos:

1,1« Solicitud

1,2« Informe Social, resultado de la investigacibn
socio-economica renlizads. ‘

1,3« Carta de Trsbajo de todos los mierbros del
grupo que declaren ingresos; en la curta

de trabajo debu aparecer todo tipo de des-

cuentos ademir del ingireeo neto bien espo-
cificedo.

Ficha del Seguro Social, Declaracién de Ren-
ta y 1la constancia de cualquier otro ingreso
declarado. En caso de cue amerite debe apa-
recer el Telonario de Cheque.

1.4~ Fotocopis de CBdule de Identidad Personal
dol solicitante y cbnyuge,
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EXHIBIT 3

AUDIT OF THE HOUSING GUARANTY PROGRAM IN PANAMA

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

Number of Sub-loans Percent
Project Sub-project Qutstanding  Delinguent Delinquent

(90 days or more)

525-HG-010 Loma Colorada 508 310 52
Paraiso | 41 0 ()
Paraiso 11 29 7 24
Mi Dulce Hogar 48 18 38
Solano 39 18 46
El'isa Chiari 190 59 31
la Feria 68 17 25
Nata 4 1 25
Pczo Azul 52 27 52
Las Penitas 73 50 68
La Villa 27 0 0

¥ Juan XXIII (1) 20 0 0
* Juan XXIII (1) 28 0 0
San Martin de Porres 33 6 18
Sub-Total . 1,250 513 41

525-11G-011 Chorrillo 553 , 299 54 .
Sainta Ana 678 407 60
San Miguel 324 182 56
Llano Bonito 228 166 7
Curundu 168 L11 60
Torri jos-Carter 2,292 761 33
Luzon 160 85 53
Anton 14 2 _14
Sub-Total 4,417 2,013 _46

Total Both Projects 5,
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* Beneficiaries of these two sub-projects had not been billed,



AUDIT OF THE HOUS ING GUARANTY PROGRAM IN PANAMA

EXHIBIT 4

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

Project

Sub-Project

525-HG-010

525-1G-011

Loma Coloraca
Paraiso 1
Paraiso I

Mi Dulce Hogar
Solano

Elisa Chiari

L.a Feria

Nata

Pozo Aznl

l.as Penitas

La Villa

Juan XXITT (1)
Juan XXIIL (I1)
San Martin de¢ Porres

Sub-Total

Chorrillo

Sanca Ana

San Miguel
Llano Bonito
Curundu
Torrijos-Carter
Luzon

Anton

Sub-Total

Total Both Projects

* Less than 1 percent,

Value of Sub-loans

Percent

DeTInquent

Outs tanding Delinquent
(90 days or

$ 362,945 $ 96,738
249,497 0
186, 840 2,512
97,737 5,252
21,606 2,394
311,406 14,122
147,833 4,337
15,627 176
111,331 5,584
166,518 15,201
120,657 0
51,416 0
83,618 0
216,782 2,876

$ 2,143,813 $ 149,192
$ 3,205,010 $ 248,584
4,741,425 382,528
2,147,886 195,185
1,535,371 197,358
1,129,863 149, 245
11,441,948 697,455
104,892 8,422
12,702 280
124,349,097 $1,879,057
$26,492,910 $2,028, 2490
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UNITED STATES GOVERNMENT

memorandum

DATE: February 3, 1987

RN Be:  William Gelman, hief RIUDO/PSA APPENDIX 2
Page | of 3
sumect:  AID's (ongressional Presentation on Panama's Housing Sector
Operations
TO: Carlos Cabrera MISSION COMMENTS ON AID'S

CONGRESSIONAL PRESENTATION ON
PANAMA'S HOUSING SECTOR OPERATIONS
ne of AID's primary housing ohiectives 1s to meet low cost housing
needs by promwoting greater private sector involvement in the
proluction and finance of low cost housing. Me rationale for tiis
objective is that GOP debt problems will restrict, to some extent,
the level of GOP support for thie housing sector, and, from a
strategic standpoint, AID should promte the involvement of Panama’'s
strongest financial institutions, private sector barks, in the
financing of low cost shelter solutions. Te underlying assumption
was that, if the bhanks were to provide mortgage financing to low
income families and the experience proved to be successful, the
banks would continue to do so with their own resources in the
future. On September 29, 1986 a new housing program was authorized
vhose desiqn called for Housing Guarantee resources to be channeled
throuch a trust to be established hy a major private bank to
Pananamian mortgage banks.

Since Aauthorization, USAID/Panama and RJUDO have been negotiating
the terms of the Implementation Agreement with the three Panaminian
private mortgage banks who have made comments. The document is
expected to he signed March, 1987, :

As a campanion activity, AID authorized a technical assistance qrant
whose purpose was to support the objective cited abave.
Specificaliy, the Project Paper for 525-HG-013 in its analysis
demnstrated that the production and financing of low cost shelter ,
throwh the private sector was constrained by a series of factors.
Among these were: ' '

1. Some private sector housing finance institutions such as the
Savings and lLoan Associations vhidh traditionally served AID's
target group werc weak and relat ively ineffective. Tecnical
Assistance was to be provided to see if these associations
could be reorganized to hecome more effective.

9. Tow cost housing production is affected by costly norms and
standards as well as poorly designed administration and public
reqistry procedures. Tedinical assistance was to be provided
to make recommendations which would reduce housing production
costs, thereby improving the affordability of low income
families in Panama.

OPTIONAL FORM NO. 10
(REV. 1-80)

GSAFPMR {41 CFR)101-11.8
8010-114
{t 1.8, G&/—I;RNHQJT PRINTING OFFICE : 1984 O - 421-526 (923R)
.
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1,  Saviigs mobilization is 2 major source on housing investient.
Tedh1ical assistance is to be provided to the institutions
imp! menting the progran as well as to the GOV to increase the
moh, lization of savings.

ATD will continue its current activities with the GOP that are tied
to the Toorijos Carter Treaty Agreement. Approximately $25 million
remiins t be disbursed ander the 525 HG-012 program. The
activitier to he funded are urban renowal walk up apartments, home
improvemen- loans anvl other minimal costs solutions. We have
attempted to encourage the GOP institutions to only finance
solutions that the private sector will not finance at this time
(i.e. the lowest cost or most problematic housing solutions) and
that private contractors he used to build solutions rather than
constrction throwg force accounts.

Te GO . tiroudh the Ministry of Planning and Feonomic Policy,
issuel a draft report vhich was financed by an AID IY5. Tis
documvent represents, to my knowledge, the first GOP attempt at a
secto-ial policy based on the current economic conditions of the
ocountry. A copy of said document has heen shared with you.
Issuance of a GOP policy was made a condition of USF assistance for
FY 86.

Te GP his embarked on a series of policy refcrms to stimulate
private investment in housing. These reforms were largely the
result of AID policy dialogue with the GOP amd the private sector
and were implemented through leqislation or regulations listed below:

1. I.FY 36 DFE 8 DE NOVIFMBRE I¥, 1984

mis law eliminates a subsidy on intarest rates for low cost |
housing based on a surcharge on commercial and personal loans.

3

2. IEY 37 DE 8 DE NOVIEMBRE DF 1984

Allows a contractor or construction firm a deduction of $1,000
on net taxable income on the first sale of each new social
interest 1nouse huilt hereafter.

3. [FY 38 DE 8 DE NOVIEMBRE DE 1984

All newly constructed housing (and other types of building)
were exempt from rent controls nre-ostabhlished in Taw No. 93 of
october 4 of 1974.

4, LFY 39 DF 8 DF NOVIFMBRE DE 1984

T™e Banco Hipotecario Macional was reorganized and separated
administratively from MIVI, e.q. legal representation was given
to the General Manager, n Board of Directors was cstabl ished
and with ample representation from the private sector. Also

2
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the same law promotes derequlation of the savings and loan
inlustry, e.q. the savings and loan associations may he
converted to stock companies, and interest rate caps on lending
and deposits were eliminated,

DACRETO NUMERD 33 DE 3 Dt MAYO DF 1985

T™Mis decree vequlates and establishes procedures to facilitate
and expedite all mitters related to Government tendering and
contracting in general. MIVI has used these procedures in
building most of its recent housing projects.

TFY NO. 3 DR 20 DR MAYO DR 1985

Fstabligies a system of preferential interest rates on mortgage
loans granted by both public and private banks as well as
savings and loan associations. AID did not advocate this law
but was qgiven the opportunity to comment.

RESOLICION NO. 228 DRI, MINTSTERIO DE COMERCIO F INDUSTRIA
(JULIO TE 1985)

SUCASA a private corporation is authorized to issue bonds to be
offered to the public, the procedures of whidh to he used to
finance construction of popular housing. AID™hMas advocated
secondary mortgage markete operation in Panama and this is an
example of the implementation of that concept.

IFY NO. 6 DI 30 DF JUNTO D 1985

Improvements built between July 1, 1982 and December 31, 1987
will be exempt from real estate taxes for 20 years.

WG AS: ks



UNITED STATES GOVERNMENT

e vt 1 0 memorandum
— AE%{%’;{W APPENDIX 3

ATTN OF: Deri Barson, Acting Director, SAID/PANPM\ Page 1 oi 10
William (elman, Chief, RHUDO/PSA l‘u(u»é(,_)/,—-
SUBJECT: Draft aulit report in AID Assisted Sheltér Sector Activities in Panama.
MIS3ION COMMENTS ON DRAFT
To: Mr., Coiruge N. Gothard, RIG/A/T

AUDIT REPORT

We have .eviewad the subject report and have included specific comments
on each finding and recommendation together with a report of actions
taken or planned to implement the recomnendations.

In genenl, we are disappointed in the audit report in that we believe it
does 1ot present a balanced view by giving credit for accomplishments and
actions taken by the Mission to correct deficiencies. There is obviausly
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 Aiw in impiementing a Housing Guaranty Program. Ther2 is also a
significant disagreement regarding the amount of monitoring that was
actually exercised by RHUDO/PSA and USAID/Panama. These specific
conrern: are addressed in our response to individual findings and

rec sunerdations and especially in regard to Recommerdation No. 1.

The negative tone of the report detracts from the significant

accorpli: hments that have been achieved by the Housing Guaranty Program
in Parama. 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 cver 60
percent. This was accomplished by convincing the GOP to finance a much
larger pioportion of home improvement loans for low income Panamanian
families. This created some management and monitoring problems but
pramised to assist a far larger number of people. :

More important were the program's policy achievements. -1In 1984, the GOP
reformed the Natiomal Mortgage Bank (BHN) by establishing the General
Manager as its legal representative and a private sector board to oversee
the BN's financial management. ‘This separation from the Housing
Ministry (MIVI) will ensure better financial management of the BN, the
country's major institution financing low cost housing. The Mission and
IHUDO 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

OPTIONAL FORM NO. 10
(REV. \-80)
GSA FPMR (41 CFR) 101-11.8
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accomplishments achieved by the program. Finally, the USAID and RHUDO
have promoted the implementation of improved management systems for the
BHN and MIVI, more efficient organization of those institutions,
reductions in work force amd other reforms geared to minimizing the role
of the govermment in line with GOP efforts to meet World Bank and IMF
restrictions related to the deficit amd 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 willion 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 nf 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 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 be selected for sampling. This also was ignored. As a result,
the draft audit report includes findings based on questiorable sampling
procedures and conclusions drawn from data that were not gtatistically
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 comments ard report of actions taken or planned are keyed to
each recamendation as follows:

Recommerdation No. 1

The audit report states that AID Handbock 7, Chapter 5 and Handbook 3,
Chapter 11, should be used to monitor the Housing Guaranty Program. This
gquidance is very general. We believe that the PRE/H Manual, Chapter 6, .
on Housing Guaranty Implementation Guidance more clearly defines RHUDO
monitoring and management responsibilities. These gquidelines take into
consideration the fact that HC resources are not appropriated funds and
states that the FHUDO is primarily oconcerned with policy amd
institutional objectives, the disbursement of th HG loan, and the
overall implementation of the project by the institutions inwolved. The
extent to which the RHUDO should be involved in ; atters related to
construction, financing, management anmd marketing of new or improved
shelter is to be addressed in the PP. The guidance also states that the
RIUDO 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 and roles of the various
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participant agencies and RHUDO (See Attachment 2). RHUDO is primarily
responsible for review of project feasibility plans. All pertinent
feasibility st\ lies have been received, reviewed aml approved by RHUDO.
The Project Pap r for 525-1G-012, pages 41 through 43, further describes
GOP and AID imp.ementation and management responsibilities. (See
Attachment 3).

RIUDO staff mad.: jumerous field trips to visit projects both in Panama
City and the ccutryside. These visits are documented on RHUDO files;
for example, sec Attachments 4 and 5. puring the seven year life of the
program, we have co vucted meetings almost weekly with BHN, MIVI anmd
MIPPE staff. When ivwportant problems emerged during implementation,
(e.g., arrearages, Ix rtgage registration, etc.), the RHUDO tock action to
resolve the problems. Many of the actions recommerded in the draft audit
report were documented and action taken by the Mission prior to the
audit. Disbursements have been suspended and will not be resumed until
the GOP takes appropria“e actions to camply with the deficiencies we have
identified (See Attachments 6 and 7). This demonstrates that the RHUDO
and USAID were making a number of difficult management decision regardirg
the implementation of tre program. However, this is not reflected in the
report. We believe the Executive Summary discussion on management and
Recammendation la should be eliminated. Recommendation 1b is requested
to be closed.

Recommendation No. 2:

The audit report noted that income tables for eligibility were
established in 1979 and revised in 198l. Incame tables were also revised
in 1986. The audit report should be so noted. In addition. RHUDO has
coanpieted a review of incame levels for the period 1981-1986 ard has
determined that no adjustments were necessary other then those noted
above; i.e. GDP grew at only about 0.5 percent per year during this
periad. In the future RHUDO will review annually maximum- income levels
anl advise the GOP if any changes are required. We request that this
recammendation be closed. '

Reccmmendation No. 3

The audit report notes that "the BHN did not maintain separate accounting
records ior the AID guaranteed housing program, a condition precedent to
first disbursement contained in Section 5.02.C of the Implementation
Agreements No. 525-HG-010 and -0l1." Documents in RHUDO files indicate
+ a plan to establish and maintain separate acoounting hooks and
records was accepted for meeting the conditions precedent for Program No.
525-HG-011 (See Attachment 8), The BHN sulmitted the plan for an
acoounting system but failed to implement the system. USAID has
suspended disbursements until the system is implemented and has included

3
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a comlition for further disbursement under the HG-011 and HG-012 Programs
in Implementation Letter NOs. 4 amd 7 (Attachment 7) as follows:

"aA formal statement by BHN with full descriptions of the systems
and procedures to be employed during a specific timeframe, to
create separate acocounts for the mortgage amd loan portfolio as
well as for recuperations for each Housing Guaranty program, "

“Evidence that Loan proceeds, their utilization, ard Panama's own
resources broken down by sub-programs as well as the recuperation
of the investment by sub-program by BN are being recorded and
maintained in separate acoounts 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 Mission requests that based on the action noted above the
recanrendation be closed.

Recommendation No. 4

USAID became concerned about delinquencies more than a year ago and
requested that MIVI and BN take corrective action. Various memorarda of
conversation between the FHUDO, Minister of Housing and the Manager of
the BN cite this problem as early as February 14, 1986. This concern
was raised to the level of a comlition for disbursement of HG resources
in Implementation Letter No. 6, dated July 2, 1986, (See Attachment 6)
which stated the following:

"USAID is concerned about the intended institutional and financial
impacts of the overall HG program, ani even though we understand
that the physical execution of the project is proceeding well, we
feel that disbursements must be linked to improvements in program
implementation procedures. We request that the following issues be
addressed to USAID'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, among a series of
other problems, is affecting the financial viability of BHN. We
pbelieve, that corrective actions are necesgsary now. In particular,
we suggest several changes in procedures: 1) joint selection by
BN and MIVI staff of heneficiaries; 2) issuance of mortgages prior
to occupancy of units; and 3) more vigorous collections of
payments. We also would like to know what the BN and MIVI plan to
do about arrearages problems in buildings already occupied.”
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on February 18, 1987, the implementing institutions responded to this
point stating that actions were being taken. After a review of these
actions we conc uded that adequate progress had not lzen made. We
camunicated tt .s decision to the govermment in Implementation Letter No.
7 (Attachment 7) which included the following requirement for
dishursements t)» continue:

5

"An analysis of the current level of arrearages, quantified by the
mumber of loans, amount of furds due, number of months overdue, by
region, b’ project and by type of solution. This will be used as
pase data against which progress can be measured in reducing
delinquencies. The base case analysis should also include a review
of those projects which have an extiaordinarily high rate of
delinquency amd the special 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 noted above.

Recommendat E?.’ No. 5

As requested by the auditors, the RHUDO has consulted with the RLA. The
RLA and GC/H have determined that the Lease-Purchase contracts are valid
and binding documents urder Panamanian 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
because it actually transfers property rights to beneficiaries. The
Mission has been aware of difficulties in the mortgage registration
process for a considerable period of time and has addressed the problem
in PIL No. 6 {See Attachment o), which stated:

5. we understand that the urban renewal projects are subject to
very camplicated procedures with regard to mortgage registry.
Nevertheless, since the urban renewal program is such an important
feature of the Goverrment's low cost housing activities, it seems -
essential that procedures be established to enable the tracking and
execution of mortgage documents in a more efficient and systematic way.
We would like to have the MIVI and BHN present such a mortgage
registration prccedure and we want to sece evidence of progress in issuing
mortgages in urban renewal projects as has been the case in other
MIVI-BHN hcusing projects.”

The implementing institutions responded to this point on February 19,
1987 citing the various procedures established under Panama's Civil ccde
which cause delays in mortgage registration amd indicated that they have
taken several actions to facilitate the registration process such as

/\\
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periodic meetings for coordination and monitoring. Nevertheless, in PIL
No. 7, the Mission requested additional information frcm the Ministry as
a condition for disbursement as follows:

"1, copy of the Evaluation Cammissicn's report on the process of
generating mortgages and BHN-MIVI plan for implementing the
recomendations of that report along with a quarterly report which
includes informaticn on loan recuperation, arrearages, mor tgage
generation, and general project progress, in acoordance with our
cfgg\éeﬁsation with BHN officials in our meeting of February 14,

Basied on actions already taken and planned, we request that the
recamnendation be closed.

Recommendation No. 6

The Mission concurs that the delivery of deeds has Leen a problem.
Current practice is for the MIVI to call mortgagees to inform them that
mortgage documents are available for pick up. This -~rocedure does not
work because people do not pick them up. The Mission believes that the
govermment shouldn't be responsible for actually delivering deeds; this
is the responsibility of the beneficiary family. The recammendation
should he eliminated.

Recannenlation No. 7

The Ministry of Housing does have a mechanism to ensure that housing
units are occupied by program beneficiaries at the time of purchase.
However, there is no requirement that original beneficiaries occupy the
units forever. On the countrary, a considerable amount of movement could
and does occur in any housing market. Indeed, a commonly accepted
principle exists in housing known as the "filtration process", which
describes the phenomenon of how housing, over tine, filters down to
successively lower incame groups. The Mission supports a free and open
market system and disagrees with the recomnendation that the government
restrict occupancy of housing units subsequent to initial occupancy. We
recommerd that this Finding and Recammendation be eliminated.

Recommendation No. 8

With regard to recammerdat ion 8a, the Mission has recognized the need for
improved monitoring ¢f contractor performance and inspection procedures.
In the July 2, 1986 Implementation Letter (Attachment 6), USAID tied

2 isbursements of HG 012 to the following:
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"6. There have been camplaints about quality of construction work
in same 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 resporded 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 personrel;

- the Panamanian &3c1ety of Engineers and Architects has agreed
to give ten seminars to improve the staff's technical capacity
to begm next month;

- a commission has heen created amd 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 Government of Panama to be responsible for réeactivation of
the residents asscciations. 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 govermment 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 hames
in the future.

With regard to 8c, the goverrment presented a social action plan as part
of its presentation of the Project Feasibility Document. This plan was
carried out during the phase of project development. However, we believe
that goverrment involvement in the post construction and occupation phase
of this program should be kept to a minimun, This is espec1ally
important because of the GOP debt burden and need to reduce govermment
employment.,

OQur response to recommerdation 84 is similar to 8b and 8¢ re government
invalvement in post construction activities. The owner/residents, and

10
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not the govermment, should maintain privately owned condaminium
apartments.

We request that all rab-recommerdations under 8 be eliminated.

Recammendation No. ©

The rationmale for the Finding anl Recammendation is that the auditors
apparently believed that hame improvement loans should be used to improve
existing units, not to build new units on family owned lots.

while the Iinplementation Agreement states that home improvement loans are
to expamd or improve existing structures, many existing structures are so
precariously built that a beneficiary must start from scratch and build a
hew unit. Moreover, this ie 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 staye. The Project Paper for
HG-010 spec. fically states that loans may be made available to families
who own a lot (See Attachment 10).

Moreover, the AID Folicy Paper on Shelter published in February 1986
states: "Upgrading projects may also include home improvement loans to
residents in project areas. These projects are designed to assist
families in the informal sector.... Core Housing: Including a sites and
services approach with the addition of a basic housing shell (typically a
batiiroan and a small multipurpose living area) on each lot, designed to
be improved ard expanded by the owner. Building materials loans may be
provided." (See Attachment 11).

We request that the recommendation be eliminated.

Recammerdation No. 10

MIVI has always had at least one architect or engineer to supervise hame
improvements in every regiomal office of the Ministry. In addition, the
MIVI has recently hired experienced construction supervisors (maestyros de
obras) in each regiomal office to provide technical assistance to ~
peneficiaries receiving materials loans. We request that the
recanmerdation be closed.

Recammerdation 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 income of
applicants. We will communicate this concern to the Ministry and request
MIVI to ensure compliance with established regulations and procedures.
However, we do not feel the Mission is in a position to “"ensure full



o APPENDIX 3
Page 9 of 10

compliance" as stated. We request the reconmendation be reworded, as
follows:

"ie recommend that USAID/Panama request that the Ministry of
Housing issue a directive to all offices that they must fully
comply with MIVI's intermal regulations and procedures in verifying
applicants' incame before granting sub-loans."

Recamendation No. 12

The problem detected by the auditors of inoomes in excess of established
targets was concentrated in one of ten regional offices of MIVI. USAID
concurs that this is a problem that needs to be correcved ard plans to
cammunicate this concern to the Ministry in the same letter which deals
with verification of income. USAID/Panama requests that this
recamendaticn be reworded as follows:

mje recammend 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 O Cetermine eligible
beneficiaries for HG Programs."
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addenda recomme xlation No. 1

The audit repor: states that “"the criteria employed by the GOP in selecting
henef iciaries for the Housing Guaranty Program in Panama included political
party affiliation and inaccurate calculation of family income." We have fourd
no evidence to support the allegation that the GOP uses political party
affiliation to select beneficiaries. The application forms which are filled
out by beneficiiries are included as Attachment 12. They do not include party
affiliation.

The report nutes that thirteen (5 percent) of beneficiaries' folders included
"political recommendation”. It should be noted that it is not uncommon for an
applicant to request recammendations fram the representative of their
corregimientos, fram a govermment official, or from the parish priest. These
Tecommerdat lons are not necessarily politically motivated. These are
character and need references and according to MIVI spokespersons, a person
o 1s recamended must meet the eligibility requirements of the program.
Unless ineligible applicants were granted housing loans, we fail to see how
deserving Penamanian families were denied equal opportunity.

With regard to the use of net income versus gross income, this seems to have
occurred. in one project in the interior which indicates a management problem
with on2 of the ten regiomal offices of MIVI rather than a deviation fram the
norm which has been amd remains gross family income. USAID believes that
action plan.sxl to implement Recammendation No. 12 will resolve this
difficulty. USAID/Panama recommends that this recommerdation amd the
discussion related to selection criteria be eliminated. :-

Doc. 0009A
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Recommendation No. 1 6

We recommend that the Regional Housing Office, in consultation
with JSAID/Panama, suspend further disbursements of
AlD-guaranteed housing program loan funds until such time as
the Government of Panama has adopted and AID has approved
bencficiary seclection 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 heneficiary income
tables and revise same accordingly;

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

c) obtain further evidence that income 1limits, once

established, are properly disseminated and observed in the
beneficiary selection process.

Recommendation No. 3 13

We recommend that the Regional Housing Office, in consultation
with USAID/Panama obtain evidence that the National Mortgage
Bank has established and maintained separate accounting books
and records related to AID-guaranteed Thousing program
activities, and suspend further preogram disbursements until
such time as an independent auditing firm certifics that such a
system is in place and operating.
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Recommendation No, 4 16
We recommend that the Regional Housing Office, in consultation
with USAID/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 delinquencies.
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 benef iciaries.
Recommendation No. 6 _ 21

We recommend that the Regional liousing 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 agrecments in  conjunction with
cognizant Government of Panama officials; and S

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 USAID/Panama:

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

b) obtain evidence that the Govermment of Panama has complied
with conditions, covenants and requirements established in
Housing Guaranty Implementation Agrecments.
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Director, USAID/Panama 5
Director, RHUDO/CA 5
AA/LAS 2
LAC/CAP/P 1
FLAC/IR 1
LAC/DD 1
LLAC/PS 1
FAC/CONT 1
LAC/GC 1
LAC/RIAs 1
AA/PRE 1
PRE/PR 1
PRE/PD 1
PRE/H 1
A/M 2
GC 1
LEG 1,
M/FPM/ASD 3
PPC/CDIE 3
AA/XA 2
XA/PR 1
IG 2
AIG/A 1
IG/PPO 2
IG/PSA 1
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[G/IMS/CER 12
1G/11 1
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