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MEMORANDUM

TO: Director USAID/EI Salvador, Car Leonard
17\ /\ }

FROM: RIG/A/San Jose Acting, \@vne stson

SUBJECT: Audit of USAID/EI Salvador’s Credit Activities Component of
the Earthquake Reconstruction Project, October 1, 1991 to
March 31, 1993

This report presents the results of a financial audit of the Credit Activities
Component of the Earthquake Reconstruction Project, USAID/EI Salvador
Project No. 519-0333. for the period October 1, 1991 to March 31, 1993.
The accounting firm affiliate of Price Waterhouse in El Salvador prepared
the report dated July 31, 1993.

The project provided $98.0 million through March 31, 1993, to assist the
Government of El Salvador and the private sector to repair and reconstruct
homes, businesses, basic services, and infrastructure in the metropolitan
zones most seriously affected by the October 10, 1986 San Salvador
earthquake. With a budget of about $11.4 million, the credit activities
component oi the overall project included: (1) a housing credit
subcomponent which provides loans for repair and reconstruction of
individual houses, reconstruction and rehabilitation of rooming houses for
rental, and construction of new low-cost condominium-type apartments to
replace rooming houses and (2) a business credit subcomponent which
provides loans to help revitalize small businesses as well as to repair private
educational and medical facilities.

Under the credit activities component, USAID funds provided to the
Gnvernment of El Salvador were channeled through the Central Reserve
Bank, acting as the funds depositary, to the National Housing Finance
Agency (FINV) and its successor the National Fund for Popular Housing
(FONAVIPO), acting as funds administrator. From this point, the housing
credit subcomponent was administered as a discount credit line to provide



loans for housing repair and reconstruction activities tlirough four savings
and loan associations - CASA. AHORROMET. CREDISA. and ATLACATL.
while the husiness credit subcomponent was implemented through three
commercial hanks.

The objectives of the audit were to determine whether: (1) the fund
accountability statements for the credit activities under the project present
fairly. in all material respeets, the financial situation for these activities
during the audited period, (2) the participating institutions' internal control
structures were adequate for project purposes, and (3} the participating
institutions complied with the terms of the project agreement and applicable
laws and regulations. The scope of the audit included an examination of
the participating institutions' activities and transactions to the extent
considered necessary to issue a report thereon for the period audited. The
audit included coverage of $2,019.671 of disbursements to eredit borrowers
during the andited period.

Price. Waterhouse was of the opinion that the fund accountability
statements present fairly. in all material respects, the loans granted under
the credit activities component of the project during the period audited.
Questionable  costs of $142.027 ($42.247 questioned and  $99,780
unsupported) were identified by the audit.  However, the $42,247
questioned costs were resolved before report issuance, while adequate
support was provided for the $99,780 unsupported costs.

With respect to the participating institutions' internal control structures,
the anditors identified two material weaknesses: (1) one savings and loan
association duplicated documentation for certain loans and thereby
obtained duplicate credit from FONAVIPO and (2) FONAVIPO did not
reconcile its accounting records with those of the savings and loan
associations for FONAVIPO's disbursements to those entities. The first of
these two weaknesses was resolved before issnance of the report.

Regarding compliance with agreement terins and applicable iaws and
regulations, the aunditors noted three material instances of noncompliance:
(1) at one savings and loan association a significant number of loan files
were found to be lacking required documentation, (2) the funds recovered
by FNV/FONAVIPO through colle~tion of loans granted to savings and loan
associations were not promptly deposited in the Central Reserve Bank., and
(3} a number of houses financed under the project remained unoccupied,
evidencing that victims from the earthquake had not benefitted from the
funds in these cases. The reported weaknesses were resolved prior to the
issuance of the report.



The project ended April 30, 1993. However, the unresolved audit issue that
rema.ns needs to be addressed since it potentially could result in
questionable costs that would need to be reimbursed to the project.
Therefore. we are including the following recommendations in the Office of
the Inspector General's andit recommendation folow-up system:

Recommendation No, 1

We recommend that USAID/E] Salvador resolve the questionable costs
of $42,247 (questioned) identified in the Price Waterhouse report dated
July 31, 1993, and recover from the National Fund for Popular Housing
the amounts determined to be unallowable.

Recommende~tion No, 2

We recommend that USAID/El Salvador obtain evidence that the
National Fund for Popular Housing has reconciled its accounting
records with those of the participating savings and loan associations
for the project funds disbursed to these entities, and determine
whether such reconciliation highlights any need to reimburse funds to
the project.

R mmen ion N

We recommend that USAID/EI Salvador perform a final inspection of
the housing units financed under the project to identify any units that
have remained unoccupied for more than three months and, if the
National Fund for Popular Housing has not previously reimbursed the
project for any such units identified, collect from the National Fund
for Popular Housing the amount of project funds used to finance the
units.

Prior to the publication of this report, USAID/El Salvador presented
evidence that the questioned costs were resolved and the Mission
determined that $7.526 of the questioned costs were unallowable. A bill for
collection was issued to collect these costs from FONAVIPO. Therefore, we
consider Recommendation No. 1 closed upon report issuance.

Regarding Reconumendation No. 2, USAID/El Salvador presented evidence
of an acceptable firm plan of action to complete the recommended
reconciliations discussed in Recommendation No. 2. Therefore, we consider
Recommendation No. 2 resolved at report issuance. Recommendation No.
2 can be closed when USAID/EI Salvador presents acceptable evidence that
the required actions have been taken.
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Also prior to the publication of this report, in regard to Recommendation
No. 3, USAID/EI Salvador presented evidence of an acceptable firm plan of
action for the inspectior of the housing -nits.  The Mission also had
completed the recommended inspections which did not identify any
additional questionable costs. Therelore, we consider Recommendation No.
3 closed upon repoit issuence.

The draft report was disenssed with representatives from USAID/EI
Salvador and the participating organizations. Basced upon the comments
and further documentation provided, the final report was modified 2s
deemed appropriate. USAID/E] Salvador provided written comments to the
final report, included as Exhibit IV, in which it agrees with the revised
report.

This final report is being transmitted to you for your action. Please advise
this office within 30 days of actions planned or taken to close
Recommendation 2.



Regional Inspector General for Audit
San José, Cosia Rica
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- / 4 Apartado Postal 635 Telgfonos, del 794745
El Salvador, C A al  79-0/50
FAX 790751

Price Waterhouse Q-»

June 30, 1994

Mr. Coinage N. Gothard
Regional Inspector
General for Audit

United States Agency for
International Development
San Jose, Costa Rica

Dear Mr. Gothard:

This report presents the results of our financial audit of the
fund accountability statements for the period October 1, 1991
through March 31, 1993 of the Credit Activities of the
Earthquake Reconstruction Project, USAID/El Salvador Project
N2519-0333, managed by the Central Reserve Bank (BCR) and the
National Hou51ng Finance Agency (FNV) and its =zuccessor the
National Fund for Popular Housing (FONAVIPO).

BACKGROUND

The Earthquake Reconstruction Project, USAID/El Salvador Project
Ne519-0333, provides after amendments, $98 million through April
30, 1993, to assist El Salvador in restoring the standard of
11v1ng for individuals affected by the October 10, 1986 San
Salvador earthquake. The project immediately followed the
Earthquake Recovery Program, USAID/El Salvador Project N2519-
0331, already completed. The new project provides a long-term
solutlon to the destruction caused by the earthquake, whereas
the initial project provided immediate and 1ntermediate
solutions over an approximate one~year period.

The project purpose is to assist the Government of El Salvador
(GOES), and the prlvate sector to repair and reconstruct homes,
businesses, basic services, and infrastructure in metropolitan
zones most seriously affected by the earthquake. The project
includes credit activities and the infrastructure and project
support components.

The credit activities provided housing loans for repair and
reconstructicn of individual houses; reconstruction and



rehabilitation of rooming houses for rental ("mesones"); and
construction of new, low cost, condominium-type apartments to
replace rooming houses ("mesones") as well as loans for private
health services, private schools, and small businesses. The
credit activities component's presently approved budget amounts
to US$11,393,000 while the original budget was US$44,000,000.

The funds for the program's activities are jointly programmed by
the U.S. Agency for International Development in El1 Salvador
(USAID/El1 sSalvador) and the GOES through its Ministry of
Planning and Coordination for Economic and Social Development
(Ministerio de Planificacidén y Coordinacién del Desarrollo

Econémico y Social - MIPLAN). The funds are channelled through
the Foreign Financing Technical Secretariat (Secretaria Técnica
del Financiamiento Externo - SETEFE), acting as a general

coordinator of foreign financing, and the Central Reserve Bank
(BCR) and the National Housing Finance Agency (FNV), acting as
depositary and administrator of the funds, respectively.

The National Housing Finance Agency's (FNV) legal existence was
terminated by Legislative Decree N2258 of May .3, 1992 and its
functions were assuwed by the National Fund for Popular Housing
(acronym in Spanish-FONAVIPO). By Project Implementation Letter
Ne185 of July 31, 1992, FONAVIPO assumed the responsibility for
managing the project's funds in lieu of the National Housing
Finance Agency (FNV).

The housing credit subcomponent was administered as a discount
credit line by the BCR to provide loans for housing repair and
reconstruction activities through FNV/FONAVIPO and the following
seven selected savings and loan associations:

1. CRECE, S. A.
2. APRISA, S. A. (Ahorro, Préstamos, Inversiones, S. A.)
3. ATLACATL, S. A.

4. AHORROMET (Ahorros Metropolitanos, S. A.)

5. CASA (Construccién y Ahorro, S. A.)

6. CREDISA (Crédito Inmobiliario, S. A.)

7. La Central de Ahorros, S. A.

During 1991 the following associations merged among themselves:

Merging Surviving
Date associations association
August 26, 1991 CASA and CRECE, S. A. CASA
September 6, 1991 AHORROMET, S. A. and
APRISA AHORROMET, S. A.

September 11, 1991 CREDISA and La Central
de Ahorros, S. A. CREDISA



FNV/FONAVIPO is responsible for setting forth overall credit
policies and criteria, establishing specific regqulations,
systems and procedures for funding management purposes, and for
monitoring and evaluating the performance of the savings and
loan associations during the implementation stage.

The business credit subcomponent was managed by the commercial
banks that had expressed their interest in participating in this
program. To date only Banco Capitalizador, Banco Cuscatlén and
Banco Hipotecario have participated in this subcomponent.

A separate audit report was issued on the project's
infrastructure and support components.

AUDIT OBJECTIVES AND SCOPE

We were engaged to conduct a financial audit of the fund
accountability statements of the credit activities of the
Earthquake Reconstruction Project, USAID/El1l Salvador Project
N2519-0333, managed by the Central Reserve Bank (BCR) and the
National Housing Finance Agency (FNV/FONAVIPO) for the period
October 1, 1991 through March 31, 1993. Our audit was performed
in accordance with generally accepted auditing standards and the
United States Comptroller General's "Government Auditing
Standards" and accordingly included such tests of the accounting
records and such other auditing procedures we c¢ nsidered
necessary to determine whether:

1. The fund accountability statements for the credit activities
of the Earthquake Reconstruction Project, USAID/El Salvador
Project N2519-0333, fairly present the financial activities
for the period October 1, 1991 through March 31, 1993.

2. The participating institutions' internal control structures
were adequate for project purposes.

3. The GOES and the participating and coordinating entities
complied with agreement +terms and applicable laws and
regulations which might affect the project’'s goals and costs.

The scope of our work consisted of:

1. Performing a selective review on a judgmental basis of
documentation, accounting records, internal controls, and
loan procedures.

2. Performing on-site tests, visits, inspections, and
observations to determine eligibility of loans, made only to
beneficiaries who suffered damage from the earthquake and
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only for repair and reconstruction of buildings damaged
and/or destroyed by the earthquake.

Performing a selective examination of documentation
supporting loans applied for, approved, and granted.

Reviewing the procedures used to control the funds, including
their channeling from the Central Reserve Bank (BCR) through
the National Housing Finance Agency (FNV/FONAVIPO) to the
participating savings and loan associations and to the
beneficiaries.

Test review of all financial and project reports.

RESULTS OF AUDIT

a.

FUND ACCOUNTABILITY STATEMENTS

The fund accountability statements were prepared on the basis
of cash receipts and disbursements, which is a comprehensive
basis of accounting other than generally accepted accounting
principles.

In our opinion, the fund accountability statements present
fairly, in all material respects, the loans granted under the
credit activities of the Earthquake Reconstruction Project,
USAID/El Salvador Project N2519-0333, for the period October
1, 1991 through March 31, 1993, according to the basis of
accounting described above.

INTERNAL CONTROL STRUCTURE

In planning and performing our audit we considered the
coordinating and implementing institutions' internal control
structures in order to determine our auditing procedures for
the purpose of expressing our opinion on the fund
accountability statements and not to provide assurance on
their internal control structures.

Our avaluation of the credit activities component's internal
control structure included the following major categories: 1)
loans selection and approval; 2) bank accounts and
reconciliations; and 3) controls over subproject progress.
Our evaluation disclosed the following matters involving the
project's execution that we consider to be material
weaknesses.

1. Inadequate procedures to control project funds disbursed
to the savings and loan associations.
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2. Lack of reconciliation between the FNV/FONAVIPO and the
savings and loan associations' balances.

COMPLIANCE WITH AGREEMENT TERMS AND
APPLICABLE LAWS AND REGULATIONS

As part of obtaining reasonable assurance about whether the
fund accountability statements are free of material
misstatement, we performed tests of compliance by the Central
Reserve Bank, the National Housing Finance Agency
(FNV/FONAVIPO), and the implementing financial institutions
with agreement terms and applicable laws and regulations.
However, our objective was not to provide an opinion on
overall compliance with such provisions.

Our tests of compliance disclosed the following material
instances of noncompliance:

1. Some loan files without complete and appropriate
documentation.

2. Funds recovered by FNV/FONAVIPO were not remitted
promptly.

3. Inadequate control procedures on houses financed for
project beneficiaries.

Except as described above, the results of our tests of
compliance indicate that, with respect to the items tested,
the Central Reserve Bank, the National Housing Finance Agency
(FNV/FONAVIPO), and the implementing financial institutions
complied, in all material respects, with agreement terms and
applicable laws and regulations. With respect to items not
tested, nothing came to our attention that caused us to
belleve that the Central Reserve Bank, the National Housing
Finance Agency (FNV/FONAVIPO), and the 1mp1ement1ng financial
institutions had not complied, in all material respects, with
those provisions.

COMMENTS BY THE U.S. AGENCY FOR INTERNATIONAL
DEVELOPMENT MISSION TO EL SALVADOR

USAID/El Salvador provided written comments (included as Exhibit
IV to this report). Based on additional documentation and
comments prov1ded some of the questionable costs and findings
disclosed in the original draft were deleted in the preparation
of the final report. In its comments, the Mission agrees with
the remalnlng findings and recommendations disclosed in this

M M/X;L,,... C
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CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

FUND ACCOUNTABILITY STATEMENTS
FOR THE PERIOD OCTOBER 1, 1991 THROUGH MARCH 31, 1993

REPORT OF INDEPENDENT ACCOUNTANTS

We have audited the accompanying fund accountability statements
of the credit activities of the Earthquake Reconstruction
Project, USAID/El Salvador Project N9519-0333, for the period
October 1, 1991 through March 31, 1993. These statements are
the mutual responsibility of the management of the Central
Reserve Bank, the National Housing Finance Agency
(FNV/FONAVIPO), and the implementing financial institutions.
Our responsibility is to express an opinion on the fund
accountability statements based on our audit.

We conducted our audit in accordance with generally accepted
auditing standards and the United States Comptroller General's
"Government Auditing Standards". Those standards require that
we plan and perform the audit to obtain reasonable assurance
about whether the fund accountability statements are free of
material misstatement. Our audit included examining, on a test
basis, evidence supporting the amounts and disclosures in the
fund accountability statements. Our audit also included
assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall
fund accountability statements' presentation. We believe that
our audit provides a reasonable basis for our opinion.

As described in Note 1, these fund accountability statements
were prer.red on the basis of cash receipts and disbursements,
which 1is a comprehensive basis of acccunting other than
generally accepted accounting principles.

In our opinion, the accompanying fund accountability statements
present fairly, in all material respects, the loans granted
under the credit activities of the Earthquake Reconstruction
Project, USAID/El Salvador Project N2519-0333, for the period
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October 1, 1991 through March 31, 1993, according to the basis
of accounting described in Note 1.

This report is intended solely for the use of the Central

Reserve Bank, the Natirnal Housing Finance Agency
(FNV/FONAVIPO), and the United States Agency for International
Development. This restriction is not intended to 1limit the

distribution of this report which, upon accep*ance by the Office
of -t Iniaj7tor General, is a matter of public record.

e

July 31, 1993

AAc Al



CREDIT ACTIVITIES OF THE

EARTHQUAKE RECONSTRUCTION PROJECT

USAID/EL SALVADOR PROJECT N2519-0333

FUND ACCOUNTABILITY STATEMENT

FOR THE PERIOD OCTOBER 1, 1991 THROUGH MARCH 31, 1993

Net period transactions

Salvadoran

colones
RECEIPTS:

Housing Credit ?13,454,371

Equivalent
U.S. dollars

US$1, 625,144

Business Credit 1,003,911 119,752
214‘458!282 US§1‘744‘896
DISBURSEMENTS TO CREDIT BORROWERS:
Housing Credit -
Repair/reconstruction/upgrade - -
Apartments/houses for sale or
rent €14,272,388 US§1,899,919
14,272,388 1,899,919
Business Credit -
Small businesses - -
Private schools 1,003,911 119,752
Private medical
facilities - -
1,003,911 119,752

£15,276,299 US§2‘0191671
Excess of receipts over
disbursements ¢ (818,017) USS$ (274,775)
Fund balance at beginning of
year 3,492,046 580,615
Fund balance at end of year -
Cash in banks g 2,674,029 US$ 305,840




CREDIT ACTIVITIES OF THE EARTHQUAKE
RECONSTRUCTION PROJECT USAID/EL SALVADOR

PROJECT N2519-0333

FUND ACCOUNTABILITY STATEMENT BY IMPLEMENTING FINANCIAL INSTITUTION
FOR THE PERIOD OCTOBER 1, 1591 THROUGH MARCH 31, 1993

(expressed in salvadoran colones)

-~ .- - - - Loan disbursements by subcomgonent - -

Fund Balance of
receipts Repair/ Apartments Private Total receipts
from FNV  reconstruction/ houses for Small Private medical disbur- over (under)

Institutions and BCR upgrade sale or rent businesses schools facilities sements disbursements
Housing credit:
AHORROMET £11,659,972 £11,659,972 £11,659,972
CASA 2,204,673 2,204,673 2,204,673
CREDISA 407,743 407,743 407,743
ATLACATL - - - -
14,272,388 14,272,388 14,272,388
Business credit:
Banco Cuscatlan - - -
Banco Hipotecario 1,003,911 £1,003,911 1,003,911
Banco Capitalizador - - - - - - -
1,003,911 - - 1,003,911 1,003,911 -
£15,276,299 g£14,272,388 - £1,003,911 £15,276,299
NOTE: This schedule is a breakdown of the receipts collected by the participant

institutions out of a discount credit line opened with funds

to

supplied by USAID

both BCR and FNV as depositary and administrator of the funds, respectively.



CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

NOTES TO THE FUND ACCOUNTABILITY STATEMENTS
FOR THE PERIOD OCTOBER 1, 1991 THROUGH MARCH 31, 1993

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY
OF ACCOUNTING POLICIES:

The purpose of the credit activities of the Earthquake
Reconstruction Project was to assist the Government of El
Salvador (GOES) in financing the following activities:

1. Provide credit for individual home and apartment repairs and
for repair and reconstruction of rooming houses ("mesones")
and,

2. Provide credit to help revitalize small enterprises in the
commercial sector as well as to repair private educational
and medical facilities which were seriously damaged by the
earthquake.

The significant accounting practices and policies adopted by the
Central Reserve Bank (BCR), the National Housing Finance Agency
(FNV/FONAVIPO), and the implementing financial institutions to
record the component's transactions, do not necessarily reflect
the application of accounting principles generally accepted in
the United States of America. The BCR, FNV/FONAVIPO, the
commercial banks, and savings and loan associations, recorded
the component's transactions through their own accounting
systems, generally, using ledger accounts on a cash basis. The
fund accountability statements reflect the balances of cash
receipts and disbursement of loans granted for the period
October 1, 1991 through March 1, 1993.

NOTE 2 - CURRENCY EXCHANGE:

The implementing financial institutions maintain their records
in salvadoran colones, currency of legal tender in El1 Salvador
denoted by the symbol ¢. Since January 22, 1986, the official
exchange rate has been ¢5.00 to US$1.00. Effective July 26,
1989, the Government of E1 Salvador (GOES) authorized the
banking system to purchase and sell U.S. dollars at the exchange
rates established by the supply and demand of U.S. currency,
that differ from the above mentioned exchange rate. At March
31, 1993, the exchange rates in the banking system to purchase
and sell U.S. dollars were ¢8.73 and ¢8.80 to US$1.00,

v
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respectively. The accompanying fund accountability statements
have been expressed in U.S. dollars, with respect to receipts,
at the prevailing exchange rates when USARID/El Salvador
disbursed the monies to the Central Reserve Bank and with
respect to disbursemen®:s by FNV/FONAVIPO to the implementing
financial institutions at the average of the exchange rates
corresponding to the receipts from USAID/El Salvador during the
audited period.

NOTE 3 - BUDGET:

The original budget of the project and the revisions approved
through March 31, 1993 are the following:

---------------- Not audited ----cc-cec---
Components/ original Reprogram- Revised
subcomponents budget mings budget
CREDIT ACTIVITIES

Housing credit
Repair/reconstruction/upgrade us$18,000,000 US$(17,540,762) USS 459,238
Apartments/houses for sale or rent 12,000,000 (1,583,522) 10,416,478
30,000,000 (19,124 ,284) 10,875,716

Business credit
Small business 8,000,000 (7,986,000) 14,000
Private schools 4,000,000 (3,549,000) 451,000
Private medical facilities 2,000,000 (1,948,000) 52,000
14,000,000 (13,483,000) 517,000
44,000,000 (32,607,284) 11,392,716

OTHER NON-CREDIT ACTIVITIES

Infrastructure 23,600,000 40,456,955 64,056,955
Project Support 3,800,000 18,208,298 22,008,298
Audit and Evaluation 500,000 36,038 536,038
Inflation and Contingencies 3,100,000 (3,094,007) 5,993
31,000,000 55,607,284 86,607,284
Total project Uss$75,000,000 uss 23,000,000 uss$98, 000,000

NOTE 4 - TERMINATION OF THE LEGAL EXISTENCE OF
THE NATIONAL HOUSING FINANCE AGENCY (FNV):

The National Housing Finance Agency's legal existence was
terminated by Legislative Decree N2258 of May 28, 1992 and its
functions were assumed by the National Fund for Popular Housing
(acronym in Spanish-FONAVIPO). By Project Implementation Letter
N2185 of July 31, 1992, FONAVIPO assumed the responsibility for
managing the progect s funds in lieu of the National Housing
Finance Agency (FNV).
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CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

INTERNAL CONTRCL STRUCTURE

REPORT OF INDEPENDENT ACCOUNTANTS

We have audited the fund accountability statements of the credit
activities of the Earthquake Reconstruction Project, USAID/E1l
Salvador Project N2519-0333, for the period October 1, 1991
through March 31, 1993, and have issued our report thereon dated
July 31, 1993.

We conducted our audit in accordance with generally accepted
auditing standards and the U.S. Comptroller General's
"Government Auditing Standards". Those standards require that
we plan and perform the audit to obtain reasonable assurance
about whether the fund accountability statements are free of
material misstatement.

In planning and performing our audit of the fund accountability
statements of the credit activities of the Earthquake
Reconstruction Project, for the period October 1, 1991 through
March 31, 1993, we considered the coordlnatlng dnd implementing
institutions' 1nternal control structures in order to determine
our audltlng procedures for the purpose of expressing our
opinion >n the fund accountability statements and not to provide
assurance on their internal control structures.

The management of the Central Reserve Bank, the National Housing
Finance Agency (FNV/FONAVIPO) and the 1mplement1ng financial
institutions are responsible for establishing and maintaining an
internal control structure. 1In fulfilling this responsibility,
estimates and judgments by management are required to assess the
expected benefits and related costs of internal control
structure policies and procedures. The objectives of an
internal control structure are to provide management with
reasonable, but not absolute, assurance that assets are
safeguard:d against loss from unauthorized use or disposition,
and that transactions are executed in accordance with
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management's authorization and recorded properly to permit the
preparation of the fund accountability statements in accordance
with the basis of accounting described in Note 1 to the fund
accountability statements. Because of inherent limitations in
any internal control structure, errors or irregularities may
nevertheless occur and not be detected. Also, prOJectlon of any
evaluation of the structure to future periods is subject to the
risk that procedures may become inadequate because of changes in
conditions or that the effectiveness of the design and operation
of policies and procedures may deteriorate. :

For the purpose of this report we have classified the
51gn1f1cant internal cont-ol structure policies and procedures
in the following categories: 1) loans selection and approval; 2)
bank accounts and reconciliations; and 3) controls over
subproject progress.

For all of the internal control structure categories listed
above, we obtained an understanding of the design of relcvant
policies and procedures and whether they have been placed in
operation, and we assessed control risk.

Our evaluation of the credit activities' internal control
structure disclosed certain matters involving the project's
execution that we consider to be reportable conditions under
standards established by the American Institute of Certified
Public Accountants. These reportdble conditions are described
in finding numbers 1 and 2 in the following pages of this
report, and involve matters coming to our attention relating to
significant deficiencies in the de51gn or operation of the
internal control structure that, in our judgment, could
adversely affect the 1mplement1ng financial institutions®
ability to record, process, summarize, and report financial data
consistent with the assertions of management in the fund
accountability statements.

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

Our consideration of the internal control structure would not
necessarily disclose all matters that might be reportable
conditions and accordingly would not necessarily disclose all
reportable conditions that are also considered to be material
weaknesses as defined above. However, finding numbers 1 and 2
are deemed to be material weaknesses.
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This repcrt is intended solely for the use of the Central
Reserve Bank, FNV/FONAVIPO, and the United States Agency for
International Development. This restriction is not intended to
limit the distribution of this report which, upon acceptance by
the ©ffice of the Inspector General, is a matter of public

U W

July 31, 1993



CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

REPORT ON INTERNAL CONTROL STRUCTURE

AUDIT FINDINGS

1. INADEQUATE PROCEDURES TO CONTROL PROJECT FUNDS DISBURSED TO

THE SAVINGS AND LOAN ASSOCIATIONS
Condition:
FONAVIPO duplicated disbursements to the savings and loan

association CASA for the following loan beneficiaries of the
San Francisco condominium project:

Loan per note Loan per note
Beneficiary dated dated

Concepcidén Valla-

dares Goémez February 3, 1992 December 12, 1991
Rubén de Jesis

Solis February 3, 1992 December 30, 1991
Antonio Martinez

Serrano February 3, 1992 January 14, 1992
José Maria Coérdova February 3, 1992 January 14, 1992

These funds were reimbursed by CASA through the discount of
note N27 dated June 2, 1992.

Criteria:

Adequate internal accounting control procedures require that
all loan transactions be carefully reviewed.

Cause:
Neglect by the credit section of CASA and lack of timely

superv151on by FONAVIPO of the loan granting procedures
implemented by the associations.
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Effect:

Project funds could be used for purposes other than those
approved for the project, thus failing to comply with its
objectives and goals.

Recommendation:

CASA and FONAVIPO's managements should ensure that for future
similar projects, procedures are established to avoid
duplicacion of loan applications by the associations by means
of an adequate supervision.

Management Comments:

As recommended in previous non-federal audits, procedures to
avoid duplication were established. The FONAVIPO had a
computerized system to control loans granted and reduce the
possibility that duplicate loans were made. The mistakes
occurred, however, when the system was out of service. 1In
any event, the condition was identified by FONAVIPO and has
been corrected. Furthermore, the funds have already been
reimbursed by CASA and USAID agrees that for future similar
projects appropriate procedures need to be implemented to
avoid such duplications.

USAID, requests, therefore, that this recommendation be
Closed upon issuance of the final report.

Auditors response:

We agree that since the project is already closed, this
recommendation is applicable to future similar projects.

LACK OF RECONCILIATION BETWEEN THE FNV/FONAVIPO AND THE
SAVINGS AND LOAN ASSOCIATIONS' BALANCES

Condition:
As of March 31, 1993, the comparison of the accumulated fund

disbursed balances per FONAVIPO and the savings and loan
associations showed the following differences:

Funds received per:

Association FNV Association Differences
ATLACATL, S. A. ¢22,325,102 ¢23,621,184 ¢1,296,082
AHORROMET, S. A. 25,378,703 31,026,548 5,647,845
CASA 19,816,202 27,059,667 7,243,465

CREDISA 3,513,306 4,240,613 727,307
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Criteria:

Adequate administrative and accounting policies require that
management periodically reconcile balances of the accounting
information.

Cause:

Lack of adequate communication between the savings and loan
associations and the FNV/FONAVIPO.

Effect:

Errors and irregularities may occur in the handling of
project funds and not be promptly detected by the accounting
staff in the normal performance of their duties.

Recommendation:

The savings and loan associations and FONAVIPO should
reconcile monthly their book balances and investigate and
adjust any resulting differences.

Management Comments:

FONAVIPO sends their books balances each month to the savings
and loan associations in order to make the respective
reconciliations. Balances per records as of March 31, 1993
have been reconciled with CASA, AHORROMET and ATLACATL.
CREDISA has not replied.

FONAVIPO has agreed to provide to USAID copies of the CREDISA
reconciliation. USAID will send a letter to FONAVIPO
requesting assurance that in the future periodic balance
reconciliations with the savings and loan associations be
made.

The actions to fully close the recommendation will be
completed by January 31, 1994. USAID requests that this
recommendation be classified as resolved upon issuance of the
final report.

Auditors response:

We verified that the associations are preparing
reconciliation of the loans granted balances, except for
CREDISA. However the condition of this finding refers to the
reconciliation of project's fund disbursements made by
FONAVIPO to the associations, which has not been carried out.

¥ * *
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CREDIT ACTIVITIZS OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

COMPLIANCE WITH AGREEMENT TERMS
AND APPLICABLE LAWS AND REGULATIONS

REPORT OF INDEPENDENT ACCOUNTANTS

We have audited the fund accountability statements of the credit
activities of the Earthquake Reconstruction Project, USAID/E1l
Salvador Project N2519-0333, managed by the Central Reserve Bank
(BCR), the National Housing Finance Agency (FNV/FONAVIPO), and
the implementing financial institutions for the period October
1, 1991 through March 31, 1993 and have issued our report
thereon dated July 31, 1993.

We conducted our audit in accordance with generally accepted
auditing standards and the U.Ss. Comptroller General's
"Government Auditing Standards". Those standards require that
we plan and perform the audit to obtain reasonable assurance
about whether the fund accountability statements are free of
material misstatement.

The management of the Central Reserve Bank, FNV/FONAVIPO, and
the implementing financial institutions are mutually responsible
for compliance with terms of the agreement and with applicable
laws and regulations. As part of obtaining reasonable assurance
about whether the fund accountability statements are free of
material misstatement, we performed tests of compliance by the
Central Reserve Bank, FNV/FONAVIPO, and the implementing
financial institutions with agreement terms and applicable laws
and regulations. However, our objective was not to provide an
opinion on overall compliance with such provisions.

Material instances of noncompliance are failures to follow
agreement terms and applicable laws and regulations that cause
us to conclude that the aggregation of the misstatements
resulting from those failures or violations is material with
respect to the fund accountability statements. The results of
our tests of ccmpliance disclosed the material instances of
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noncompliance described in findings N21 through 3, the effects
of which have been disclosed in the fund accountability
statements.

We considered these material instances of noncompliance in
forming our opinion on whether the fund accountablllty
statements mentioned above are presented fairly, in all material
respects, in conformity with the accounting basis mentioned in
Note 1 to such statements. This report does not affect our
report dated July 31, 1993 on these fund accountability
statements.

Except as described above, the resvlts of our tests of
compliance indicate that, with respect to the items tested, the
Central Reserve Bank, FNV/I'ONAVIPO, and the implementing
financial institutions complied, in all material respects, with
the provisions referred to in the third paragraph of this
report. With respect to items not tested, nothing came to our
attention that caused us to believe that the Central Reserve
Bank, FNV/FONAVIPO, and the implementing financial institutions
had not complied, in all material respects, with those
provisions.

This report is intended solely for the use of the Central
Reserve Bank, FNV/FONAVIPO, and the United States Agency for
International Development. This restriction is not intended to
limit distribution of this report which, upon acceptance by the
Offlce of the nspector General, is a matter of public record.

July 31, 1993



CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PRCJECT N2519-0333

REPORT ON COMPLIANCE WITH AGREEMENT TERMS
AND APPLICABLE LAWS AND REGULATIONS

AUDIT FINDINGS

l. S8OME LOAN FILES WERE WITHOUT COMPLETE AND \PPROPRIATE
DOCUMENTATION

Condition:

The files supporting credits granted by the association
AHORROMET show the following deficiencies:

a.

The following loan files lack the sworn statement by the
beneficiaries of having been affected by the earthguake:

File N2 User Amount
311-8733-3 Blanca Luz Najarro Amaya ¢£27,500
311-8413-2 Jacobo Jorge Ramirez 21,700
311-8448-2 José A. Quintanilla S. 22,300

£71.500

Files lacking certification that the beneficiary did not
own another house.

File N© Beneficiary Amount
311-8615-3 Rosa Angélica Martinez ¢£28,100
311-7948-0 Olga Cecilia Samayoa 28,300

£56,400

The following loan files were lacking the respective loan
deed/contract.

File N2 Beneficiary Amount
311-8587-3 Mauricio Ernesto Mijango ¢ 23,800
311-8588-0 José Roberto Hernéndez 23,800
311-8698-1 Maria G. Acosta de Pefa 22,600
311-8439-6 Maria Natividad Sanchez 23,800
Carried over . . . ¢ 94,000

/V~



File N¢

Brought forward .

311-8445-2
311-8443-8
311-7947-3
311-8816-7
311-8636-4
311-8642-0
311-8649-6
311-8757-4
311-8670-3
311-8714-5
311-8039-1
311-8360-4
311-8472-8
311-8743-5
311-8750-7
311-8692-1
311-8653-8
311-8462-6
311-8482-1
311-8668-4
311-8216-4

TOTAL

21

Beneficiary

René Aristides Barrera
Sonia Esperanza Rosales
Eduardo Rivas Renderos
Reynaldo M. S&nchez
Maria Rosario Torres
César A. Acevedo S.
Maria Erma de Sanchez
Ana Francisca Amaya
Santos Genaro Aguilar
Susana Y. Bermadez V.
Maria Concepcién Ramirez
Rita Elena Guadrén

José Luis Vasquez G.
Maria E. Olimpia Nolasco
Maria Concepcidén Hernéandez
Javier Ernesto Palma
Carlos A. Vasquez

Alonso Garcia

Maria Luisa Silva

Maria Leticia Rodriguez
Concepcidén de Ledn Rosales

Amount
¢ 94,000

22,300
23,800
29,100
27,500
24,100
30,000
35,000
29,700
28,600
27,700
26,800
25,467
31,708
29,800
28,600
30,600
30,000
27,300
28,306
27,006

31,895

699,282

The following loan applications submitted to the Habitat
Foundation did not show written evidence of their
socioeconomic evaluation for program eligibility purposes:

File N¢ Beneficiary Amount
311-7856-0 José Antonio Leén ¢€27,540
311-7859-0 Rosa Mercedes Amaya 27,540
311-7860-2 Héctor Edgardo Navarrete 27,540
311-7863-2 Carlos Romeo Reyes S. 30,030
311-7861-8 Rosa Lina Agqguilar de Diaz 29,165

Some loan deed/contracts show errors in amounts and terms
as compared with original approvals:

Approved Documented
File N2 Beneficiary Amount Year Amount Year

311-8453-1 Ciro R. Aguilar ¢30,800 20 ¢30,880 20

311-8414-8 Maria Magdalena
Alvarado 23,800 20 23,800 15
311-8321-2 Jorge A. Garcia 26,931 15 29,931 15



22

Criteria:

Both grant agreement N2519-0333 and the FNV/FONAVIPO's
standards and regulations establish that credit files should
have sufficient supporting documentation.

Cause:

The loan departments neglected their obligation to obtain all
supporting documentation and to observe A.I.D. and
FNV/FONAVIPO established regulations.

Effect:

Loans granted for ¢827,182 (US$114,410), mentioned above in
the condition section, were considered unsupported and
consequently they were considered questionable costs when we
finished our audit. Moreover, other loans not audited could
be in the same condition of non-eligibility.

Recommendation:

FONAVIPO should require that AHORROMET provide the
documentation which supports the questioned loans, and file
it under the corresponding credit files.

Management Comments:

FONAVIPO reported to USAID on November 26, 1993 that all
documentation which supports the questioned loans has been
filed under the corresponding credit files, except for: 1)
the sworn statement by Blanca Luz Najarro that she was
affected by the earthquake (loan for ¢27,500), and 2) the
certification that Rosa Angélica Martinez does not own
another house (loan for ¢28,100).

On January 12, 1994, FONAVIPO submitted to USAID copy of the
sworn statement by Blanca Luz Najarro Amaya that she was
affected by the earthquake and copy of the certification that
Rosa Angélica Martinez does not own another house.

USAID requests, therefore, that this recommendation be closed
upon issuance of the final report.

Auditors response:
We verified that the supporting documentation mentioned in

the above management comments were attached to the related
files after the audit completion date.
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2. FUNDS RECOVERED BY FNV/FONAVIPO WERE NOT REMITTED PROMPTLY
Condition:

The funds recovered by FNV/FONAVIPO through collection of
loans granted to the savings and loan associations were not
remitted to the corresponding account promptly.

Criteria:

Both the agreement with USAID/El Salvador and FNV/FONAVIPO's
own regulations require that any loan amounts recovered by
the latter, through the savings and loan associations, be
promptly deposited in the account maintained with the Central
Reserve Bank for such purposes.

Cause:

FONAVIPO overlooked the importance of complying with the
established regulations for remitting recovered project
funds.

Effect:

The GOES is not using these funds efficiently and for the
benefit of other welfare projects. In addition, some errors
or irregularities may occur in handling the related sums when
not deposited with the Central Reserve Bank.

Recommendation:

FONAVIPO management should establish procedures to ensure
that funds recovered are promptly deposited in the Central
Reserve Bank account.

Management Comments:

On November 26, 1993, FONAVIPO committed itself to make
monthly deposits of the credit recoveries in the Central
Reserve Bank. They started to implement this practice in
October, 1993.

Auditors response:

We consider adequate the monthly deposit of funds in the
Central Reserve Bank.
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INADEQUATE CONTROL PROCEDURES ON HOUSES FINANCED FOR PROJECT
BENEFICIARIES
Condition:

Physical inspections of <credit beneficiaries' houses
disclosed the following conditions:

Association Condition Amount
ATLACATL 10 Unoccupied houses #£253,132
CREDISA 3 Unoccupied houses 97,096

Total £350,228

In the condominium, El1 Modelo, there are abandoned
apartments, some of which have been partially dismantled for
lack of appropiate security, which presently are being
occupied by vagrants. This situation represents a risk for
the families occupying some condominium apartments funded by
the project and has caused some families to move to other
more secure places. The El Modelo condominium was funded
with short-term financing from the project and for lack of
earthquake-affected qualified beneficiaries it was not fully
marketed. Therefore, the funds were reimbursed.

Criteria:

The USAID/EL Salvador N2519-~0333 agreement and the standards
issued by FNV/FONAVIPO establish that housing acquired with
project funds should only be for victims of the San Salvador
October 10, 1986 earthquake.

Cause:

Neglect by FNV/FONAVIPO and the savings and loans
associations to make a genuine effort to comply with the
requirements of agreement N2519-0333.

Effect:

Project funds are not being used as intended, which may
jeopardize the achievement of project objectives. Also,
costs amounting to ¢350,228 (US$42,247) were considered
questionable.

Recommendation:
We suggest that USAID/El Salvador attempt to recover

questionable costs for ¢350,228 (US$42,247), and identify all
housing units constructed and already completed with project
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funds which have been unoccupied for more than three months
as well as those that are rented in order to issue a bill of
collection to FONAVIPO.

Management Comments

A bill for collection for unoccupied houses, issued by USAID
to FONAVIPO based on data presented by FONAVIPO, included 263
houses for ¢7,240,219.24 (average cost per unit was ¢27,500).
This bill for collection has been paid.

In order to verify the data presented by FONAVIPO, which was
used for the bill for collection, USAID made an inspection
during the period January - March 1993 of 100% of the units
constructed and sold under the Housing Credit Component.

According to the aforementioned inspection, there were 245
vacant houses. This means that USAID billed FONAVIPO for 18
more houses than the real number of vacant units
(approximately ¢495,000).

The vacant houses repcrted in this audit are from HABITAT
projects which were in the sale process. These projects,
however, have low risk of vacant units due to the high effort
made by the social workers. According to HABITAT reports,
dated September 27 and December 7, 1993, only two houses
remain unoccupied.

USAID agrees to substitute these two houses for the eighteen
occupied houses already paid by FONAVIPO. No additional
bills for collection are required.

Regarding the rented units, PIL 206 dated April 28, 1993
established the policy for resale and rental of housing units
as follows: "In recognition of the great mobility of the
Salvadoran society during this Project as a result of the
war, housing units may be resold or rented without regard to
whether or not the new buyers/renters meet the original
eligibility by requirements. 1In order to demonstrate a good
faith effort, however, all units must have been occupied by
the original owner for a period of at least 90 days".

USAID hereby requests, therefore, that this recommendation be
closed.

Auditors response:

Criteria established by USAID is considered reasonable to
resolve the questionable costs mentioned in the effect
section of this finding.

* * *
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CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

LIST OF REPORT RECOMMENDATIONS

INTERNAL CONTROL STRUCTURE
Recommendation 1:

CASA and FONAVIPO's managements should ensure that for future
similar projects, procedures are established to avoid
duplication of loan applications by the associations by means of
an adequate supervision.

Recommendation 2:

The savings and loan associations and FONAVIPO should reconcile
monthly their book balances and investigate and adjust any
resulting difference.

COMPLIANCE WITH AGREEMENT TERMS AND
APPLICABLE LAWS AND REGULATIONS

Recommendation 1:

FONAVIPO should require that AHORROMET provide the documentation
which supports the questioned loans, and file it under the
corresponding credit files.

Recommendation 2:

FONAVIPO management should establish procedures to ensure that
funds recovered are promptly deposited in the Central Reserve
Bank account.

Recommendation 3:

We suggest that USAID/El Salvador attempt to recover
questionable costs for ¢350,228 (US$42,247), and identify all
housing units constructed and already completed with project
funds, which have been unoccupied for more than three months as
well as those that are rented in order to issue a bill of
collection to FONAVIPO.



EXHIBIT |

CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N2519-0333

FUND ACCOUNTABILITY STATEMENT
ACCUMULATED THROUGH MARCH 31, 1993

Budget Actual
Equivalent Equivalent
Salvadoran Salvadoran
U.S. Dollars Colones U.S. Dollars Colones
Receipts:
Housing Credit $10,760,962 ¢73,707,283
Business credit 515,852 3,598,589

11,276,814 77,305,872
Disbursements to credit borrowers

Housing Credit -

Repair/reconstruction/upgrade $ 459,238 ¢ 3,120,113 717,792 4,876,757

Apartments/houses for sale or
rent 10,416,478 70,770,704 9,737,330 66,156,497
10,875,716 _73,890,817 10,455,122 71,033,254

Business Credit -

Small businesses 14,000 70,000 14,000 70,000
Private schools 451,000 3,276,930 449,852 3,268,589
Private medical facilities 52,000 260,000 52,000 260,000

517,000 3,606,930 515,852 3,598,589

$11,392, 716 g77,497, 747 10,970,974 74,631,843
Cash in banks $__ 305,840 g 2,674,029
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EXHIBIT Il

CREDIT ACTIVITIES OF THE
EARTHQUAKE RECONSTRUCTION PROJECT
USAID/EL SALVADOR PROJECT N° 519-0333

FUND ACCOUNTABILITY STATEMENT BY INiPLEMENTING
FINANCIAL INSTITUTION
ACCUMULATED THROUGH MARCH 31, 1993

(expressed in Salvadoran colones)

------- Loan disbursements by subcomponent - - - - - - -

Fund Balance of
receipts Repair/ Apartments/ Private Total receipts
from FNV  reconstruction/ houses for Small Private medical disbur- over (under)

Institutions and BCR upgrade sale or rent businesses schools facilities sements disbursements
Housing Credit:
AHORROMET g25,378,703 4 9,072 £25,369,631 £25,378,703
CASA 19,816,143 3,026,417 16,789,726 19,816,143
CREDISA 3,513,306 448,213 3,065,093 3,513,306
ATLACATL 22,325,102 1,393,055 20,932,047 22,325,102 -
71,033,254 £4,876,757 266,156,497 71,033,254 -
Business Credit:
Banco Cuscatlan 350,000 g70,000 ¢ 60,000 220,000 350,000
Banco Hipotecario 3,208,589 - 3,208,589 - 3,208,589
Banco Capitaliza-
dor 40,000 - - - - 40,000 40,000 -
3,598,589 - - 70,000 3,268,589 260,000 3,598,589 -
g74,631,843 g4,876,757 £66,156,497 g70,000 g3,268,589 260,000 £74,631,843 -

NOTE: This schedule is a breakdown of the receipts collected
by the participant institutions out of a discount credit line
opened with funds supplied by USAID to both BCR and FNV as
depositary and administrator of the funds, respectively.
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CREDIT ACTIVITIES OF THE EARTHQUAKE RECONSTRUCTION
PROJECT USAID/EL SALVADOR N9519-0333

FOLLOW-UP PROCEDURES ON FINDINGS DISCLOSED IN THE
AUDIT REPORT AS OF SEPTEMBER 30, 1991

The following presents the results of the procedures carried out
to follow up the findings reported in our audit as of September

30,

A.

1991:

REPORT ON INTERNAL CONTROL STRUCTURE

Findings

Lack of subsidiary
records.

Lack of reconcilia-
tion of the bal-
ances payable to
FNV.

Inadequate proce-
dures to control
project funds.

Lack of controls
over funds ob-~-
tained from FNV.

Current
situation

Resolved

Resolved

Resolved

Resolved

Comments

During our examination, we
conf.rmed that subsidiary
records were established
by AHORROMET, CASA, and
CREDISA to control the
funds that they received
through the mergers.

During ocur examination, we
verified that this condi-
tion was resolved since
the balances of both de-
partments were reconciled
as of March 31, 1993.

During our examination, we
did not observe instances
of inadequate procedures
to control project funds.

Refer to finding N21 of
our repocrt on the internal
control structure.
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CREDIT ACTIVITIES OF THE EARTHQUAKE RECONSTRUCTION
PROJECT USAID/EL SALVADOR N2519-0333

FOLLOW-UP PROCEDURES ON FINDINGS DISCLOSED IN THE
AUDIT REPORT AS OF SEPTEMBER 30, 1991

Findings

Lack of reconcilia-
tion between the
FNV and savings and
loan associations
balances

Current

situation

Unresolved Refer to

Comments

finding N2 of
our report on the internal
control structure.

REPORT ON COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE

LAWS AND REGULATIONS

Findings
Loan files with-
out complete and
appropriate docu-
mentation.

Funds recovered by
FNV are not remit-
ted promptly.

Inadequate control
procedures over
houses financed to
project beneficia-
ries.

Current

situation

Resolved

Resolved

Resolved

Comments
Refer to finding NQ1 of
our report on compliance

with agreement terms and
applicable laws and regu-
lations.

Refer to finding Nf2 of
our report on compliance
with agreement terms and
applicable laws and regu-
lations.

Refer to finding N3 of

our report on compliance
with agreement terms and
applicable laws and regu-
lations.
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CREDIT ACTIVITIES OF THE EARTHQUAKE RECONSTRUCTION
PROJECT USAID/EL SALVADOR N2519-0333

FOLLOW-UP PROCEDURES ON FINDINGS DISCLOSED IN THE
AUDIT REPORT AS OF SEPTEMBER 30, 1991

QUESTIONABLE COST

Description

Files with no Ha-
bitat certificate
of socio-econonic
study: ¢269,939.

Credits approved
to several benefi-
ciaries for which
the corresponding
houses are unoccu-
pied: ¢842,500.

Lack
credit

of complete
supporting

documentation grant-

ed by the former

APRISA to Maria
Olivia Ramirez:
¢28,719.

Duplicate credit
obtained by the
former CRECE on
behalf of Rosa

América Monterrosa
Rogel: ¢31,600.

Files lacking cer-
tification that
the beneficiary
did not own an-
other house:

¢64,040

Current

situation

Resolved

Resolved

Resolved

Resolved

Resolved

Comments

Subsequent tests revealed
that the files contained
the required certificates.

These loans were reim-
bursed to USAID/El Salva-
dor.

The corresponding files

afterward
satis-

were requested
and examined with
factory results.

By letter dated March 10,
1992, CASA requested that
FONAVIPO cancel one of the
loans issued to the afore-
mentioned person, and
substitute it with a loan
granted to Jesls Eleazar
Escobar for the same
amount.

The corresponding files
were requested for ex-
amination. Our examination
revealed that the files
included the required cer-
tification.

2\



EXHIBIT IV

COMMENTS BY THE U.S. AGENCY
FOR INTERNATIONAL DEVELOPMENT
MISSION TO EL SALVADOR



TN, AGENCY FCR INTERNATIONAL DEVELCPMENT

)
=== UNITED STATES OF AMERICA A. I D. MISSION
USAID TO EL SALVADOR

C/O AMERICAN EMBASSY,
SAN SALYADOR, Et SALVADCR, 2. A,

Enero 18, 1994

Mr. Gilberto Paniagua
Fartner
Lépez Salgado & Cia.

Dear Mr. Paniagua:

The propose of this letter is to provide USAID El1 Salvador's
comments on the draft non-federal audit report for the Credit
Activities of the Earthquake Reconstruction Project, 519-0333 for
the 18 month period ending March 31, 1993.

Since issuance of the draft report, the Mission has worked jointly
with FONAVIPO (the savings and loan associations), HABITAT and
Price Waterhouse with the purpose of reviewing and implementing the
five recommendations presented in the report.

As a result of this joint effort, we believe that four
recommendations can be closed upon issuance of the final report
including questionable costs for ¢827,182 which have been

appropriately documented. e other recommendation is partially
implemented. Actions to close the pending recommendation will be
completed by January 31, 1994. USAID requests that this

recommendation be modified according to our comments and classified
as resolved upon issuance of the final report.

Comments on each recommendation are presented below.
A. INTERNAL CONTROL STRUCTURE.

Recommendation 1:

"CASA and FONAVIPO‘sS management should ensure that for future
similar projects, procedures are established to avoid duplication

of loan applications by the associations by means of an adequate
supervision."

As recommended in previous non-federal audits, procedures to avoid
duplication were established. The FONAVIPO had a computarizecd
system to control loans granted and reduce the possibility that
duplicate loans were made. The mistakes occurred, however, when
the system was out of service. 1In any event, the condition was
identified by FONAVIPO and has been corrected. Furthermore, the
funds have already been reimbursed by CASA and USAID agrees that
for future similar projects appropriate procedures need to be
implemented to avoid such duplications.

USAID requests, therefore, that this recommendation be closed upon
issuance of the final report.
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Recommendation 2:

"The savings and loan associations and the FNV/FCNAVIPO should
reconcile monthly their book balances and investigate and adjust
any resulting differences."

FONAVIPO sends their book balances each month to the saving and
loan asgsociations in order to make the respective reconciliations.
Balances per records as of March 31, 1993 have been reconciled with
CASA, Ahorromet and Atlacatl. CREDISA has not replied. Attachment

1l to this letter provides copies of the four letters sent by
FONAVIPO and of the three reconciliations.

FONAVIPO has agreed to provide to USAID copies of the CREDISA
reconciliation. USAID will send a letter to FONAVIPO requesting
assurance that in the future periodic balance reconciliations with
the saving and loan associations be made.

The act'ons to fully close the recommendation will be completed by

January 31, 1994. USAID requests that this recommendation be
classified as resolved upon issuance of the final report.

B. COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND
REGULATIONS.

Recomme.:dation 1:

"FNV/FONAVIPO should recover the ¢827,182 (US$99,780) considered
questionable costs; otherwise it should require that Ahorromet
provide the documentation which supports the questioned loans, and
file it under the corresponding credit files."

FONAVIPO reported to USAID on November 26, 1993, that all
documentation which supports the questioned loans has been filed
under the corresponding credit files, except for: 1) the sworn
Statement by Blanca Luz Najarro Amaya that she was affected by the
earthquake (loan for ¢27,500), and 2) the certification that Rosa
Angélica Martinez does not own another house (loan for $¢28,100).

On January 12, 1993, FONAVIPO submitted to USAID copy of the sworn
statement by Blanca Luz Najarro Amaya that she was affected by the

earthquake and copy of the certification that Rosa Angélica
Martinez does not own another house.

Attachment 2 to this letter provides copies of _he referred
FONAVIPO report and supporting documentation.

USAID requests, therefore, that this recommendation be closed upon
issuance of the final report.



Recommendation 2:

"FONAVIPO managment should establish procedures to ensure that
funds recovered should be promptly deposited in the Central Reserve
Bank account."

On Novemper 26, 1993, FONAVIPO committed itself to make monthly
deposits of the credit recoveries in the Central Reserve Bank (See
Attachment 2 to this letter). They started to implement this
practice in Octcber, 1993.

USAID requests, therefore, that this recommendation be closed.

Recommendation 3.

"We suggest that USAID/El Salvador attempt to recover questionable
costs for ¢350,228 (US$42,247), and should identify all housing
units constructed and already completed with project funds which
have been uncccupied for more than three months as well as those
that are rented in order tc issue a bill of collecticn to
FPONAVIPO."

A bill for collection for unoccupied houses, issued by USAID to
FONAVIPO based on data presented by FONAVIPO, included 263 houses
for ¢7,240,219.24 (average cost per unit was ¢27,500). This bill
for collection has been paid.

In order to verify the data prasented by FONAVIPO, which was used
for the bill for collection, USAID made an inspection during the
period January - March 1993 of 100% of the units constructed and
sold under the Housing Credit Component.

According to the aforementioned inspection, there were 245 vacant
houses. This means that USAID billed FONAVIPO for 18 more houses
than the real number of vacant units (approximately ¢495,000).
Attachment 3 presents a copy of the inspection report.

The vacant houses reported in this audit are from HABITAT projects
which were in the sale process. These projects, however, have low
risk of vacant units due to the high effort made by the social
workers. According to HABITAT reports, dated September 27 and
December 7, 1993, only two houses remain unoccupied. (See
attachment 4).

USAID agrees to substitute these two houses for the eigthteen
occupied houses already paid by FONAVIPO. No additional bills for
collection are required.
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Regarding the rented units, PIL 206 dated April 28, 1993
established the policy for resale and rental of housing units as
follows: "In recognition of the great mobility of the Salvadoran
society during this Project as a result of the war, housing units
may be resold or rented without regard to whether or not the new
buyers/renters meet the original elegibility by requirements. 1In
order to demostrate a good faith effort, however, all units must

have been occupied by the original owner for a period of at least
90 days."

USAID hereby requests, therefore, that thisg recommendation be
closed.
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Armand Lanier
Audit Managment Officer

c.c. Lic. Gustavo Mendoza, FONAVIPO



