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SIBJECT: 	 Audit Report No. 1-519-89-10-N, "Limited Pre-award Survey of 
the Credit Component of the Earthauake Reconstruction Project 
with Credito Inmobiliario, S.A. in E1 Salvador" 

This report presents the results of a non-Federal limited pre-award 
survey reauested by your Mission of the Credit Component of the 
Ea rthcniake Reconstruction Project, USAID/EI Salvador Project No. 
519-0333, with Credito Inmobiliario, S.A. (CREDISA), a savings and loan 
association in El Salvador. The certified public accounting firm of 
Price W'laterhouse in El Salvador prepared the report, which is dated 
December 12, 1988. 

The P11-pose of this limited pre-award survey was to determine whether: 
(1) CREDISA's accounting system contains sufficient capacity to 
accurately capture accounting data under the project and the internal 
accounting and administrative controls are adequate for USAID/EI Salvador 
purposes, and (2) CREDISA has financial and administrative capability for 
performing the proposed work. 

In the opinion of Price Waterhouse, CREDISA's accounting system and 
internal controls, its financial capability, and its management 
capability are adeauate for undertaking and administering the project 
within the general project design. 

The Price Waterhouse report contains 3 recommendations concerning
CREDISA's management capability and its accounting system and internal 
controls. We believe that the findings are significant and should be 
implemented. CREDISA's management comments indicated that actions had 
been taken or were underway to implement Price Waterhouse's 
recoinmend a t ions. WIe believe the Mission should oversee this 
implementation process as follows: 



Recommendation No. I 

We recommend that USAID/EI Salvador require Credito Inmobiliario, S.A.
(CREDISA) to implement, as soon as possible, the 3 recommendations 
concerning its management capability and its accounting system and 
internal control, contained in the Price Waterhouse report dated I)ecembe.r 
12, 1988.
 

This report is advisory only, since it is our policy not to include 
pre-award survey recommendations in the Office of the Inspector General's 
audit recommendation follow-up system unless the recommendations involve 
potential savings or cost avoidance. 
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December 12, 1988
 

Mr. Coinage N. Gothard
 
Regional Inspector General for Audit
 
U.S. Agency for International Development

Tegucigalpa, Honduras, C. A.
 

Dear Mr. Gothard:
 

This report presents 
the results of our limited pre-award survey
of the credit component of the Ea-t.hquake lI ,onstruction Project
assigned to Credito Inmobiliario, Sociedad Anonima 
(CREDISA), a
Savings and Loan Association, USAID/El Salvador Project No. 519
0333.
 

BACKGROUND
 

Credito Inmobiliario, S. A. (CREDISA) was organized October
on

30, 1964 to receive funds from 
the public and grant loans.

Management rests with the Board of Directors by delegation of the
 
stockholders' assembly.
 

The Earthquake Reconstruction Project, USATI)/El Salvador Project

No. 519-0333, will provide $75 million over a month period
36

through September 30, 1990 to assist El 
Salvador to restore the
standard of living for Salvadorans affected by the October

1986 earthquake. The project will immediately 

10,
 
follow the $50


million Earthquake Recovery Program, USAID/El 
Salvador Project
No. 519-0331 and will strive 
to provide a long-term solution to
the destruction caused by the earthquake. The initial project

provided immediate and intermediate solutions over an 
approximate
 
one year period.
 

The project purpose 
is to assist the Government of El Salvador
and the private sector to repair and 
 reconstruct homes,

businesses, basic services, and infrastru:tture in metropolitan

zones most seriously affected by the earthquake. The project

includes two major components: credit and non-credit activities.
 



The credit component's aim is to provide housing loans for repair
and reconstruction of individual houses; and
reconstruction
rehabilitation of hostelries for rental housing; 
and construction
of new, low cost, condominium type apartments 
 to replace
hostelries. 
 The credit component's 
aim is to also provide
business credit for private health services, private schools, and
small business establishments.
 

The non-credit component will 
 provide direct 
 financing
construction 
of 
 public schools, repair of municipal 
for
 

markets,
highways reconstruction, repair of the ANDA water system, repair
and reconstruction 
of health facilities, 
and development of
relocation 
 sites for families. Also, 
 Private Voluntary
Organizations (PVO) 
 activities 
 will be directly funded
USAID/El Salvador by
to provide housing assistance to 
low income
families 
affected by the earthquake who have not 
been able to
marshall the resources necessary 
to repair or replace their

shelters.
 

The credit activities component 
includes housing 
credit
business credit. and
The housing credit will be administered by way
of credit 
lines discounted 
with the Central 
Bank of Reserve
(Banco Central de Reserva - BCR), will

the 

which provide local
currency to National 
Housing Financier (Financiera Nacional
de la Vivienda - FNV), which will 
in-turn provide funding to
seven savings and loan associations in El Salvador, 
as needed, to
provide loaris 
for housing 
repair and reconstruction 
activities.
The seven savings and loan associations involved are:
 

(1) Crece, S. A.

(2) APRISA, S. A. (Ahorro, Prestamos, Inversiones, S. A.)

(3) Atlacatl, S. A.

(4) AHORROMET (Ahorros Metropolitanos, S. A.)
(5) CASA (Construccion y Ahorro, S. A.)
(6) CREDISA (Credito Inmobiliario, S. A.)

(7) La Central de Ahorros, S. A.
 

The business credit will 
be administered as 
a rediscount credit
line by the Central Bank ot Reserve 
(BCR) to nine commercial
banks, Banco Hipotecario 
 t private mortgage bank, FondoFinanciamiento 
y Garantia para la Pequefia Empresa (FIGAPE) -
de
aGOES financial institution, and Banco Nacional de Fomento
Industrial (BANAFI) 
- a GOES bank. The nine commercial 
banks


involved are:
 

(1) Banco Agricola Comercial
 
(2) Banco Capitalizador

(3) Banco de Comercio
 
(4) Banco de Credito Popular

(5) Banco Cuscatlan
 
(6) Banco de Desarrollo e Inversion
 
(7) Banco Financiero
 
(8) Banco Mercantil
 
(9) Banco Salvadorefio
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AUDIT OBJECTIVES AND SCOPE 

The specific objectives of 
our limited pre-award survey were to

determine whether:
 

1. 
 CREDISA's accounting system contains sufficient capacity to
accurately capture accounting data under the project and the
internal accounting and administrative controls are adequate
for USAID/El Salvador purposes, and
 

2. 	 CREDISA has financial and administrative 
capability for
performing the proposed work.
 

The survey was performed in accordance with generally accepted
auditing standards and 
 with the U.S. Comptroller General's
"Standards 
for Audit of Governmental Organizations, Programs,
Activities, and 
 Functions" 
 (1981 Revision) and accordingly
included such tests as considered necessary in the circumstances.
 

The scope of our work consisted of:
 

1. 
 Reviewing CREDISA's accounting system. 
This review included
 
the evaluation of:
 

a. Internal accounting controls.

b. Policies for the management of funds and loans.
c. Procedures 
to request project funding, promote and
receive credit applications, approve 
 and 	 disburse
credits, and prepare periodic reports on credit lines.
 

2. 
 Evaluating CREDISA's financial and administrative capability
for performing the proposed work. 
This 	task included:
 

a. 
 Evaluation of past performance in administering similar
 
credit lines.
 

b. 	 Ascertaining that current assets on hand are sufficient
for CREDISA to 
function until USAID/El Salvador funding

is received.
 

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

RESULTS OF AUDIT
 

Financial Capability
 

CREDISA appears 
 to have sufficient 
 financial capability
undertaking 	 for
project No. 519-0333 under 
the 	system of fund
requests submitted to the 
National Housing Financier (FNV)
cover the approved credits.	 
to
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Management Capability
 

CREDISA appears to have the management capability for undertaking
the 
Earthquake Reconstruction 
Project No. 519-0333, except that
it had not defined the format of the 
monthly
submitted reports to be
to FNV the
and chief of the loan department position

was vacant.
 

Accounting System and Internal Accounting Controls
 
CREDISA's accounting system is adequate and its internal controls
are sufficient 
 to record, identify and control
operations related data and
to the 
Earthquake Reconstruction Project No.
519-0333, except 
that 
its chart of accounts 
did not include
accounts for project operations.
 

MANAGEMENT COMMENTS:
 

1. As per recommendation No. 
1, regarding the design of project
progress report 
form, this was 
received afterward from the
National 
Housing Financier 
and will be incorporated 
to the
computer system.
 

2. Recommendation 
No. 2 indicates 
the necessity 
to hire and
contract 
the chief of the loan 
department. 
 CREDISA's
established 
organization 
and its system and procedures do
not allow dependence 
on 
a single official 
or employees,
these functions 
and responsibilities have 
been assigned
other officials, to
in this 
manner CREDISA has
does manage a loan portfolio amounting 
and presently
 

to g280 million for
credit lines similar or more complex than the aforementioned
credit line. 
In this 
sense CREDISA 

recruiting, promotion, personnel 

has its own policy for
 
rotation, etc. 
and the
vacant position 
of chief of the 
loan department will
filled opportunely, with be


the appropriate person, 
as it has

been programmed.
 

3. Recommendation 
No. 3 concerns 
the lack of specific ledger
accounts 
and subsidiary accounts 
to record 
and control
project operations. CREDISA 
believes 
that, notwithstanding
accounting records easily 
 provide information
transactions on
pertaining 
 to all credit lines, with the
additional 

has 

support provided by subsidiary records. 
 CREDISA
requested authorization to 
include such modification in
its chart of accounts.
 

The entire 
text of management comments is 
 included 
in
Appendix I.
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CREDITO INMOBILIARIO. S. A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT


USAID/EL SALVADOR PROJECT NO. 
519-0333
 

REPORT ON FINANCIAL CAPABILITY
 

AUDITOR' S OPINION
 
We have performed a limited 
 pre-award survey
Inmobiliario, S. A.'s of Credito
(CREDISA), 
financial capability to manage
the credit component 
of the Earthquake Reconstruction 
Project,
USAID/El Salvador Project No. 519-0333. 

pursuant The survey was performed
to the statement 
of work for the 
limited pre-award
survey in accordance with the United States Comptroller General's
"Standards 
for 
Audit of Governmental Organizations,
Activities, and Functions" Programs,


(1981 Revision).

to The survey included,
the extent we considered necessary, 
a review 
of audited
financial statements as 
of December 31, 
1987, unaudited financial
statements as of June 30, 
1988 and the operating budget for 1988.
 
Based on our review, as described in 
the first paragraph above,
we believe 
that Credito Inmobiliario, 
S. A. (CREDISA),
sufficient has
financial capability 
 for undertaking 
 the housing
credit component of 
the Earthquake Reconstruction 
Project
519-0333, No.
under the system of fund 
requests submitted to
cover the approved loans FNV to
in accordance with the credit agreement
between the parties.
 

This report is intended solely for the
Inmobiliario, S. A. 
use of Credito
(CREDISA) and 
the United States
International Agency for
Development. 
 This restriction 
is not intended to
limit distribution of this 
report which, upon acceptance by the
0f ce of th Inspector General, is a matter of public record.
 

August 2, 1988
 
El Salvador, C. A.
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CREDITO INMOBLIARIO, S 
 A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT No. 519-0333
 

REPORT ON MANAGEMENT CAPABILITY
 

AUDITOR'S OPINION
 
We have performed a 
limited pre-award
Inmobiliario, survey of Credito
S. A.'s 
 (CREDISA) management
managing capability for
the credit component 
of the Earthquake Reconstruction
Project, USAID/El Salvador 
Project No. 
519-0333.
covered those areas The survey
we considered 
 relevant 
to the
established criteria
by the statement 
of work for
survey. the limited pre-award
Our work was performed in accordance 
with the United
States Comptroller General's "Standards for Audit of Governmental
Organizations, 
Programs, Activities, 
 and Functions" (1981

Revision).
 

Based on 
our study and understanding of the criteria
the statement included in
of work mentioned in
believe the preceding paragraph, we
that Credito Inmobiliario, 
S. A. (CREDISA), has
management the
capability 
 for undertaking
component of the housing credit
the Earthquake Reconstruction Project No. 519-0333,
except for findings 1 and 2 described in the following pages.
 
This report is intended solely 
 for the use of
Inmobiliario, Credito
S. A. (CREDISA) and 
the United States
International Agency for
Development. 
 This restriction 
is not
lim. distribution of this report which, upon 

intended to
 
acceptance by the
0 fi e of th Inspector General, 
is a matter of public record.
 

August 2, 1988
 
El Salvador, C. A.
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CREDITO INMOBILIARIO. S. A.
CREDIT COMPONENT OF THE EARTHOUAKE RECONSTRUCTION PROJECT
 
USAID/EL SALVADOR PROJECT No. 
519-0333
 

REPORT ON MANAGEMENT CAPABILITY
 

FINDINGS
 
1. CREDISA Had not 
Defined the Format of the Monthly ProQress
 

Reports to Be Submitted to FNV.
 

Condition:
 

As of the date of our evaluation, CREDISA had not 
designed the
format of the 
monthly "Project Progress Report" required 
to be
submitted to FNV 
for managing and monitoring the housing credit
component of the credit line.
 

Criterion:
 

According to 
Clause 9, Paragraph 
(e) of the Agreement with FNV
related 
to the credit component of project No. 519-0333, 
CREDISA
is required to 
submit "Project Progress Reports" 
to FNV every

month.
 

Cause:
 

The format of the project progress reports to be submitted to FNV
had not been designed because there 
was no project related data
 
to report.
 

Effect:
 

Lack of an approved format for the project progress reports to be
submitted 
to FNV could result 
 in untimely submission
information; noncompliance of
with credit agreement terms;
incorrect or and
incomplete submission of required information.
 

Recommendation:
 

The format of the project progress reports should be designed by
CREDISA in cooperation with FNV, as soon as possible and approved
by CREDISA's management, prior 
to initiating the housing 
credit
component operations of the Earthquake Reconstruction Project No.
 
519-0333.
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CREDITO INMOBILIARIO, S. A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT

USAID/EL SALVADOR PROJECT No. 519-0333
 

REPORT ON MANAGEMENT CAPABILITY
 

FINDINGS
 

2. 
 The Chief of the Loan Department Position Was Vacant.
 

Condition:
 

The organization chart of 
CREDISA provides for
chief the position of
of the loan department. 
 At the 
date or our evaluation,
this position was vacant.
 

criterion:
 

Sufficient, competent and 
full-time

positions with CREDISA 

staff should occupy all key
in order to 
properly carry-out project
related activities.
 

Cause:
 

The former CREDISA loan department 
chief resigned for personal
 
reasons.
 

Effect:
 

Lack of a full 
complement of competent, full-time key staff with
sufficient knowledge in 
managing credit lines 
could lead 
to
deficient management of the project.
 

Recommendation:
 

CREDISA should hire as 
 soon as possible 
an experienced
competent individual and
for the position of chief
department. of the loan
This individual should be fully informed of project
requirements.
 

8
 



A4,0 3do N u1t11 I h, td,'k,,1 1 , 

El billv,Wi I. ', . 1,.:,
 

Price fhiterhouse 0
 

CREDITO INMOBILIARIO, S. A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT No. 519-0333
 
REPORT ON THE ACCOUNTING SYSTEM AND INTERNAL ACCOUNTING CONTROLS
 

AUDITOR'S OPINION
 

We have performed 
a study 
 and evaluation
accounting of the internal
and administrative 
 control 
 systems of
Inmobiliario, S. A. (CREDISA) in connection with the limited preaward survey 

Creditc
 

of the credit component
Reconstruction of the EarthquakEProject, USAID/El Salvador ProjectThe purpose of our No. 519-0333.study and 
evaluation
adequacy of the control was to determine the
systems to
agreement. record transactions under the
Our study and evaluation was 
performed in accordance
with the United States Comptroller General's "Standards for Audit
of Governmental 
 Organizations, 
 Programs,
Functions" Activities, 
 and
(1981 Revision) and pursuant to the criteria set forth
in the statement of work 
for the
work was limited pre-award survey.
limited Our
to an evaluation of
procedures used to 
the key controls over the
request project funding, promote
credit applications, and receive
approve


periodic reports 
and disburse credits, prepare
on credit lines and 
the record-keeping of such
transactions.
 

The management 
of CREDISA 
is responsible
maintaining for establishing
adequate internal and
control
significance systems in areas
to the program covered by the above 
of
 

agreement. mentioned
In fulfilling 
that responsibility,
judgments by management estimates and
are required 
to assess 
the expected
benefits 
internal 

and related costs of control procedures. The objectives
of control systems

reasonable, are to provide management with
but not 
 absolute, 
assurance
safeguarded against that assets
waste, loss, are
and misuse;
properly used that resources are
and in compliance 
with established 
policies and
procedures and applicable laws and regulations; and that reliable
data are obtained, maintained, and fairly disclosed in management

reports.
 

Because 
 of inherent 
 limitations 
 in any system of internal
accounting and administrative controls, 
errors
may occur or irregularities
and not be 
 detected.
evaluation Also, projection
of the systems to future of any
periods is 
subject 
to the
risk that procedures may become inadequate because of changes in
conditions, 
or that 
the degree of compliance with the procedures
may deteriorate.
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CREDITO INMOBILIARIOj S. A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT

USAID/EL SALVADOR PROJECT No. 519-0333
 

REPORT ON THE ACCOUNTING SYSTEM AND INTERNAL ACCOUNTING CONTROLS
 

AUDITOR'S OPINION
 

Based on 
our study and the 
criteria referred
paragraph of this report, we believe that 
to in the first
 

Credito Inmobiliario,
S. A. (CREDISA) has an 
adequate accounting system and sufficient
internal controls to record and 
control data and the 
operations
related to 
the housing credit 
 component of 
 the Earthquake
Reconstruction 
Project No. 519-0333, 
except for finding No. 1
described in the following page.
 

This 
 report is intended solely for
Inmobiliario, the use of Credito
S. A. (CREDISA), 
and the United States Agency for
International Development. 
 This restriction 
is not intended
limit distribution of this to
report which, 
upon acceptance by the
Of 1 e of t e Inspector General, is a matter of public record.
 

August 2, 1988
 
El Salvador, C. A.
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CREDITO INMOBILIARIO. S. A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT No. 
519-0333
 

REPORT ON THE ACCOUNTING SYSTEM AND INTERNAL ACCOUNTING CONTROLS
 

FINDING
 

1. The Chart of Accounts of CREDISA Did not 
Include Specific
Project Credit 
Line General 
LedQer Accounts and Subsidiary
Accounts to Record and Control Project Operations
 

Condition:
 

CREDISA had 
not defined, approved and included in 
its chart of
accounts specific 
accounts and subsidiary accounts to record,
identify and control 
the subcomponents 
and credit beneficiaries
of the business credit component of project No. 519-0333.
 

Criterion:
 

According to Section B.5 
(b) of Annex II 
to the agreement, the
fund administrators 
should establish adequate accounting records
to control separately specific project operations.
 

Cause:
 

The above mentioned specific 
 general ledger accounts
subsidiary accounts had and
 
not been defined because project
operations had not yet begun.
 

Effect:
 

Lack of specific 
accounts to identify project related operations
could result in inadequate recording of 
project operations and
unreliable financial data.
 

Recommenfdation:
 

USAID/El Salvador 
should require CREDISA

specific general 

to define and approve
ledger accounts and subsidiary accounts
identify, record to
and control 
project operations by subcomponent
and credit beneficiaries.
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CREDITO INMOBILIARIO. S. A.
CREDIT COMPONENT OF THE EARTHQUAKE RECONSTRUCTION PROJECT

USAID/EL SALVADOR PROJECT No. 
519-0333
 

LIST OF REPORT RECOMMENDATIONS
 

Management Capability
 

Recommendation 1:
 

The format of the project progress reports should be designed by
CREDISA in cooperation with FNV, as soon as possible and approved
by CREDISA's management, prior 
to initiating the housing credit
component operations of the Earthquake Reconstruction Project No.
519-0333.
 

Recommendation 2:
 

CREDISA should hire 
as soon as possible an experienced
competent individual and
for the position of chief of
department. the loan
This individual should be fully informed of project

requirements.
 

Accounting System and Internal Accounting
 

Controls -


Recommendation 1:
 

USAID/El Salvador 
should require CREDISA to
specific general define and approve
ledger accounts and subsidiary accounts to
identify, record and 
control 
project operations by subcomponent

and credit beneficiaries.
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Sefior
 
Wilfredo L6pez Salgado
 
Socio de
 
L6pez Salgado y Compaia
 
Representantes de
 
Price Waterhouse
 
Presente
 

Estimado Senor L6pez Salgado:
 

En relaci6n a su carta de 
fecha 3 de noviembre del corriente afio,
donde se adjuntaba infornme sobre revisi6n limitada a esta 
Asocia
ci6n, elaborado por su despacho, con el 
objeto de evaluar la capa
cidad administrativa, capacidad financiera y control Interno. 
De
rivandose de dicho 
informe observaciones, que 


progreso del proyecto; 6ste 


me permito comentar 
en el mismo orden que fueron planteadas: 

1) En lo referente a la recomendaci6n N2 
del formato de los informes de 

1, relativa al diseho 

ya
fue recibido de la Financiera Nacional de la Vivienda, y se 
es
 
tfi incorporando en 
el computador.
 

2) La recomendaci6n N9 
2, manlfiesta la 
necesidad de contratar el

Jefe del Departamentu de Pr~stamos. 
 Al respecto quiero hacer
de su conociniento qie CREDISA, tiene 24 afios de desempefiar su

papel de intermediari. tinanciera, con 
una estructura organiza
tiva funcional, con 
sLstemas y procedimientos que permiten 
 no
depender del empleado //o funcionario, ya que las dtribuciones
 y funciones del carpu 
st son desempefiadas por otro funcionarlo,

prueba de ello es el cuntar con una cartera de pr6stamos dearriba de 
los q 280.0 ,illones, 
con lineas igual o mayormente
complejas,que se 
puede calificar se han manejado y se manejan
a satisfacci6n. 
 En ese sentido, la'Asociaci6n tiene 
 sus pro

pias poltticas de reclutaniento, ascensos, rotac16n 
 de perso
nal, etc., y se cubrir5 la 
vacante de Jefe del Departamento de
Prfstamos al momento uportuno, con la 
persona id6nea, tal y co
 
mo se tiene programado.
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3) La recomendaci6n NQ 	3, referente a que 
 se defina y apruebe
cuentas y subcuentas auxiliares, especficas para 
 registrar
las opeaciones de la 
]fnea; le comunico, que no obstante que
en nuestros registros contables 
son ffcilmente 
 identificables
las transacciones de 
todas 
las lneas de cr~dito, 	con el apoyo
inclusive de los 
regIstros auxiliares; 
estamos gestlonando an
te la 
autoridad competente la creaci6n de las cuentas pertinen
 
tes.
 

Atentamente,
 

iPRES ID 17N CI A 

Lic. Manuel Rivera Castro
 
Presidente en 
Funciones
 

MRC/medes.
 

.
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APPENDIX 2 

REPORT DISTRIBUTION 

No. of Copies 

Director, ISAID/E1 Salvador 5 

AAA/SR-IZ 

AA, LA( ! 

LAC/CAP/ MS 
F'1 1 

LAC/CONT I 

ILAC/P 1 

LAC/DR 1 

IG 1 

AIG/A 1 

IG/PPO 
2 

IG/PSA 1 
IG/LC 1 

I G/Al/C&R S 

IG/I 
1 

RIG!I/T 1 

Other RIG/As 1 


