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PEAT, MARWICK, MITCHELL & CO. 

1025 CONNECTICUT AVENTTE, N W. 

WASHINGTON, D C 20036 

(202) 223-9525 

September 29, 1978 

Mr. Arthur Smith 
U.S. Agency for International Development 
1875 Connecticut Avenue, N.W. 
Washington, D.C. 20523 

Dear Mr. .mith: 

Peat, lMarwick, Mitchell & Co. is pleased to submit its final report, AID 
Housing Guaranty Program Financial Management Analysis and Systems Study. 

This report presents the findings and recommendations on financial manage­
ment operations which have resulted from our study of the Housing Guaranty 
Program (HGP) conducted between May and September of i973. 

This report addresses the results of our study from three perspectives. First, 
in a diagnostic examination and evaluation sense, the financial management 
of HGP is discussed in a manner that identifies those current practices or 
elements of the HOP operating environment inhibiting the effective or effi­
cient financial management of the program. Second, the findings of the diag­
nostic review are combined with the needs identified of AID mnana'ement, bor­
rowers, and investors to evolve, at the conceptual level, a system for coi,­
trolling and monitoring transactions of the H[OP within the constraints of the 

current and generally projected loan agreement provisions. Third, this re­
port develops an alternative model system for HGP operations that involves 
a scenario for program control without extensive AID involvernent and thai fos­
ters a considerable amount of direct borrower/investor interaction. 

PNIM&Co. appreciates the cooperation and nany courtesies extended to our 
staff by officials of NSLL and ASB and, in particular, by the AID staff during 
this study. The Firm is pleased to have participated in this impo'tant effort 
to substantially contribute to the effective and efficient financial management 
of HGP. If we can be of further assistance, please call either Jonathan '.Vallnan 
or David Halwig at 223-9525. 

Very truly yours, 

C.
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December 5, 1978
 

Mr. Arthur Smith
 
Chief, Loan Division
 
Office of Financial Management
 
U.S. Agency for International Development
 
1875 Connecticut Avenue, N.W.
 
Washington, D.C. 20523
 

Dear Mr. Smith:
 

PMM&Co. is pleased to provide this letter supplementing our final report,
AID Housing Guaranty Program - Financial Management Analysis and Systems

Study, dated October 1, 1978. 
 As you recall, our mutual review of this
report upon delivery revealed three items which warrant further clarification
 
or augmentation to ensure 
the highest level of integrity and quality in the
 
end product of our study.
 

First, the report places considerable emphasis on 
the complexity of the
 
current Housing Guaranty Program (HGP) financial management operations.
Although this condition is in part attributable to several discrete but
substantial historical changes in HGP operating philosophy, it specifically
emanates from the terms of individually negotiated project implementation

agreements which may vary considerably with respect to reporting and
repayment provisions. 
 The section of our report titled Implementation

Management (pages 11.12-11.14) states, in part, "In 
the past, many of these
documents were prepared without sufficient input from officials other than
legal counsel, according to the AID officials interviewed. The lack of
input from financial and program managers may have resulted in the prepara­
tion of documents that do not reflect the requirements of these areas."

This statement should not be construed to 
imply that AID legal counsel
 
are solely responsible to independently negotiate loan agreements or
negligent in carrying out related HGP responsibilities. Rather, the intent
of this observation and its related recommendation is to encourage greater
participation in the definition of project terms by program and financial
 
management, whether the agreements are negotiated wholly or in part by

legal counsel or any other Agency representative.
 

Second, Chapter V of the report addresses a number of organizational re­
sponsibilities for HGP financial management. 
 One set of conclusions and
recommendations deal with the need for a procedure by which consistent
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accounting policies can be developed for program financial management.
Specifically, on page V.13, it is recommended that, "An assignment should
be made of responsibility and authority for making final accounting policy
determinations." This recommendation first appeared in the draft final
 
report and was to have been deleted in the fia.l report. In that the
referenced authority had been assigned and responsibility had been exercised

prior to 
the PMM&Co. study, the recommendation is superfluous and was re­
tained in the final report due to editorial oversight.
 

Third, the Executive Summary of the final report contains a section on the
alternative model concept of retaining an independent trustee to 
oversee

borrower repayments. 
As in the case of other sections of the Executive

Summary this discussion summarizes major arguments developed in the body
of the report. In addition, however, the summary of the Model System

Concept synthesizes a number of points of both the detailed chapter of the
report and discussion of pertinent issues held with your staff and senior
 
management of the Office of Housing. 
For this reason, the summary augments,

rather than strictly parallels the report narrative.
 

We recommend that our couments on these three area- be distributed to all
holders of the final report. 
 If we can be of further assistance, please

call David Falwig or me at 223-9525.
 

Very truly yours,
 

P WICK, MITCHELL & CO.
 

Jonathan M. Wallman, Principal
 

JMW:MEM
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-.	 EXECUTIVE SUMMAIRY-

EXECUTIVE SUMMARY 

This report examines the c:irrent operations of the All) Housing Guaranty 

Program (HGP). Its purpose 1,3 Ewdfold: to identify those operational aspects 

of the HGP that are inconsistent with efficient operations or that mhivit linaa.. 

cial and program control; and cc aevelop, at tne conceptual level. a system 

design tor HGP financial management wNhich refle,.ts modification and incurpor­

ation of the above identified operational aspects. The report also addresses 

nine specific accounting issues that were raised by AID offic'als. 

BACKGROUND
 

The AID HGP is one mechanism used to attract U.S. investors to provide 

long-term financing for low-income housing programs in developing countries. 

Cfriginally authorized by the Foreign Assistance Act (FAA) of 1961, the HG? 

provides a U.S. Government full-Faith and credt guaranty to investor's who 

supply capital for construction of low-cost housing, sites and services, and 

slum improvement. This assistance is expected to-increase in-country hous­

ing investments in lower-income shelters, upgrade community facilities, max­

inize use of existing housing stock, upgrade housing and building materials 

industries, and improve the organization of housing adrmin'strative services. 

The program has undergone significant changes since it incepiun. As 

originally conceived, the program relied upon U.S. builders to oonstruct hous­

ing in Latin America. For a number of reasons, tais progranm format was 

terminated. In its place, AID developed a format us.ng host country list'tu­

tions to channel funds among homeowners, AID, and investors. A fu. thf.r i­

finement required a host country gcvernm.nt guaranty of r- payiment as part 

of the contractual agreements. AID also br'oadened the geographic scxope ut 

the program to include developing courc.ries othee than those in Latin Amesica. 

GENERAL FINDINGS 

A significant amount of management complexity is associated with the op­

e'ation of the 1-IGP. This coa'plexity appears due to the: 

" 	evolation of the HGP as a consequence of various legislative
 

actions; and
 

" 	variations in project legal documents ihat establish require­

ments of progran participants and, therefore, drivu financial
 

and program management.
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I EXECUTIVE SUMMARY 

The lack of standard reauirements has resulted in different payment and
 
reporting procedui-es for different projects. 
 For example, variations in pay­
ment channels and intervals, reporting requirements, ann resevve require­
ments are the result of individually negotiated legal documents. These vaqra­
tions tend to reduce management control and ease of program operations. 

Two requirements of future legal documents are recommended. First,
 
borvover/investor rkequirements 
 should be consistent fo' all projpcts. While
 
a specific project may warrant 
some modification, unifornm contractual ar­
rangements should be encouraged. Increased uniformity can reduce com­
plexity and improve management control and efficiency. Second, AID finan­
cial and program 
managers should assist in the dev(lopment of umform legal
 
documents. These documents 
should reflect the needs of financial'and pro­
gram managers; their 
input into document development is therefore essential. 

Current operations force AID into a reactive mode of operations. In other 
words, AID managers must roly on information provided externally (i.e. , froth 
borrowers and investors) to determine the current status of irdividual projects.
In some cases, project requirements are minimal, reducing AID's capacity to 
tu:iill dtvariCt ut potentlai prooitems. 

CUNChPTLAL bYbTL1T.I DESiGl" 

Tite cJ.)Uosed systeun design untained ithl :.iis report is alre,ttud it 
rJiacting -\IDn p.'rU ctlve raller i"Ia-I redLt'.'u mu "u -)Ii t ' . The ( in-
CdlJt JulCis g1 QS*-o,0liSes thz: principal te tur's pric-s's whicti mnust be 
itiip, ineiited to pcovid. a 'utiy inttgrt1(id ,,stern jic h. Ls ,thl, i ..,tq p" ­
glru Lm alli Wllc I CcuiipliPexlLy il[IeIs: 

t,*it level ul tin nciict! i L, -,ero eiLltlr',quirec to 1u*LI[[:nana-. 
,tleflt nlLedS Wi' COnLtrol a uroglmlal mloiitu , ; 

tin coil ty t, monitoir -,:d contrl tile Cash trcj 'sit'tom , ,.. 

,Ail 1lntt. ctiv,: L.p.ioilLt1 t;.) operate in nciriiony \'ith i-,ajor .\gency 
,\CCuitlllI g Sy.sttemS; 

a muthud ul anticipv.ting thie long-range impact of snort-tt'm .c-
IVt ties tthUIgii p !,11111 igIand oudgtetinrg; and 

' niti 

UlogLllIz.tlionls ad CO.lt letOL"s 


-in i . elti , oi -esponsioLlites tor var.ious itetrnil AID 
tn tiInc. mana *m,en ol thl pro'ram. 
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EXECUTIVE SUMMARY
 

The systen concept offers three principal featares which facilitate its
 
ease of operation and productivity:
 

* the creaticn of an integr.ated data base for transaction and static 
information no% contained in a variety of ledgers and files main­
tained lo.ntly by AID, NSLL. and A1B3: 

the use of a highly modulai'izea approach to rinancial tnainagement 
that includes the major processes of planning, budgeting, project 
transaction accounting, and reserve control as 'building blocks" 
within the total system design; and 

* the use of single-transaction processing which maximizes the use
 
of each piece o. data that is input to the system.
 

Furthermore, the system fosters interaction at the three uaer levels -­

appropriations, program, and project - so that AID financial and program 
managers can exert comprehensive control over HtC;P operations. It is the 
integration of the management of the three user levels that is Elt i to t!I 
conceptual design. At the appropriation level, AID must manage current 
obligations and expenditures hich include administra1 tive custo '3uch -as pay­
roll, contracts, and gaaranty claims and payments. These current obliga­
tion and payments must be controlled in accordance .vtith the apporLionmr ent 
issued'annuail oy the Office of :Janaaemnt and 3udget as ifHGP were ti­
nanced from funds appropriated annually. In fact, the H6-(.;p fna iced ,'run 
a revolving fund, witlh expenses otfset b,, various tees cnurged to prtogram] 
participants and by recoveries from host country gArantoo->. 

The financial management nfor-mation required for managenient at the 
appropriation level is, in many cases, quite ditfereat from that required A, 
the program level. Many transactions will therelore oe clussfieu so that 
they aftect both the appropriation and program accounts .within tnc system. 
Other cratnsactions will be classified initiaLly at the appropriation leveL un!vand subsequently allocated by the system to the progran lcvl. Still other 

transactions will oe input only at the prograi.- ltvel and hav n,) i-pact 
on appropriation accounts. 

The lowest level of financial managernent information to be maiitained in 
the system is the project level. Records ,;ill be maintained on all the inu,'­
cial aspects of each po'oject undertaKen by HiUP, including borrower tiimnents. 
The project information will be structured in such a way that it can be readily 
summarized to proauce program-level ±afurmrr tion. Sine,- all appropriation­
level data will oe allocated to the progranle'el, the system will also require 

_ I'c;i,t airwirk, Mitt iv! &Co. 



EXECUTIVE SUMMARY
 

that all program-level data be allocated to projects. In this way, the two
 
following major financial management goals will be realized:
 

. Each financial event will be recorded only once and will affect 
the appropriation, program, and project levels, resuJting in a 
completely self-reconciling set of records. 

. Each project will be fully costed with all direct and indirect 
expenses, making it possible for HGP to manage individual 
projects based on AID's net investment in the project. 

The employed system design enables implementation of stand-alone mod­
ules to allow the maximum flexibility to AID in system development. Maxi­
mum efficiency and effectiveness, however, 
 are derived from fully implement­
ing system design features at a highly integrated level. 

The system described by this report is far reaching in scope. It encom­
passes the traditional financial management aspects of an 
automated account­
ing and reporting system and the associated program support operations which 
enhance the effectiveness of information consistency, control, and flow. The 
design spans the entire life of a project, from initial contact by a potential

borrower through liquidation. Within the 
context of the financial complexiies
of the many varieties of loan agreements, the system design accomodates pro­
jects internal or external to the central reserve, with or without intermediary
fiscal agents or reserve provisions and maintained on a monthly, quarterly,
 
or sernrlalnual uasis.
 

IMPACT ON THE ORGANIZATION 

The Impact of such a broad-based system design is particularly critical 
for the Loan Division where responsibility for system development, imple­
mentation, cna maintenance would probably be assigned. In view of the lin­ited resources in LD available for HGP activities, the implementation of tne 
system must be carefully planned. The systems implementation quesLion also 
hinges on the issue of whether LD should absorb the monitoring, accounting,
analytical, and reporting functions of NSLL. The impact of this decision on 
LD staffing is not clear-cut due to the duplication of certain functions by LP. 
and NSLL and the use of NSLL personnel time to perform functions not cur­
rently consiaerect by AID. The results of this study indicate no reasons why
AID could not perform such NSLL functions other than the availability of per­
sonnel. In fact, the integrated design concept supports unified function and 
control. However, the impact of tnis action in the near term must be care­
fully assessed to ensure a smooth transition of both function and experience 
at the detailed level and to ensure adequate staff in AID to maintain the oper­
ation in the future. 

iv 
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EXECUTIVE SUMiNiARY 

IM.PLL'AEIN l'ATIO'N 

Tix repuri puvidtes guidancu or: the - unsiderations 'vhich -,astbe ad­
clires-,d in inplenenting the system design. The implementation chapter
 
recumnends t1it lIlowing three- orouged approach 
to expedite the transition
 
process ,r a increase program control in the near term;
 

General Program Improvements - including those elements of the 
systems design which can provide advantages irrespeutive of the 
automated system, 

Phased Assumption ot NSLL Activities by AID - including those 
consioeratuns lor ensuring A smooth, orderly transition; and 

Develuoment ol Automated Systems - including those considera­
tions nor planning the developn.ent and implementation of an inte-­
gratecl system. 

The scope oi the systems design is substantial. Therefore, the emphasis of 
the tnplementctton guidance is on positive control all facets of imple­over 

n-nentdtion.
 

THE ALTERNATIVE MODEL CON :EPT 

The coanceptual system design presented in this report addresses the needs 
u' thte Agginc to control ,_urrent and projected project varieties. It empha-
s!zeS Me .)r'h"ctiVe role AID should.h.ch the Firm leels take to maintain a 
r.naoie leveli oi control, given the present operating environment. It is 
re,.~gni/., WwO.Ver, that this proactive philosophy notis the only techniciu. 
dp-)icLoie to HGP tinancial mariagement for all time. In tnis regard, th, re­
,)ort ue eiops a conceptual model tor operations under' an alternate co'-,"eDt.

r-xis 
 nocli isconstructed to oe viable in an entvironment which de-emphaslzas 
AID's alruct invulvtement in borrowerinvestor transactions and emphasizes 
',,e a rtct intera:'tion oetween the financial institutions of lesser develoj.od 
coauniries and :he U.S. capital markets. 

As a concept, this alternative model presents a workaLble philosophy ot 
'1naincLal nan,1gemr ent and control through the use of a commercai trustee 
.,cting ,as ,n intejrmediary tor atll transactions between b,.,r'rwer's, lenders, 
.- rao All). In applicztion, n-wever, tnis model must be approached with great 
care btecaUSe t rtpr'esents signiA'2ant chnges to clurrent operations. It 

ailst-s CrIny questions ot propriety, etintrol, cost, and responsibility which 
mus oc studied carefully be:ore any attempt at implementatior is made. 

V 
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I. INTRODUCTION 

As a principal arm of U.S. economic foreign assistance, AID must be suf­
ficiently flexible and responsive to adapt quickly to frequent changes in both 
the direction and detailed implementation procedures of national foreign policy. 
Its programs and supporting management systems must be formulated to be 
equally flexible in their ability to deliver needed assistance in host countries, 
protect U.S. interests, and, in particular, provide Agency management with thC 
required data for executive control and program development. 

The Housing Guaranty Program (HGP) is one of many programs imple­
mented by AID to provide economic assistance to developing nations that have 
been subjected over the years to major policy and, therefore, directional shifts 
to accommodate changes in broader overall foreign policy. These changes 
have resulted in the development of new organizations within AID, the assump­
tion of additional responsibilities by its existing organizations, and ex:pansion 
of the number and type of external institutions with which it must coordinate 
in program management and administration. 

BACKGROUND
 

The HGP is one of the vehicles of the U.S. Government to help emerging 
countries develop sufficient housing stock an6 simultaneously achieve some 
degree of competcncy in providing shelter for th-ir low-income populations. 
The Extended Risk Guaranty Program was authorized by the Foreign Assist­
ance Act (FAA) of 1961 (P L. 87-195). The program was extended by the 
FAA of 1962 (P.L. 87-55) and the establishment of reserve requirements to 
guard against loss within the program. The FAA of' 1974 (P.L. 93-559) au­
thorized the transfer of the Agricultural and Productive Credit and Self-Help 
Community Development Programs from OPIC to AID, and it provided var­
ious stipulated requirements. The program has expanded from a $10 million 
experiment in 1961 to a present resource of S1 billion; there are indications 
that this expansion will continue. 

The HGP is a neans of encouraging private sector U.S. investors to pro­
vide long-term financing for low-income housing programs in developing coun­
tries. The encouragement takes the form of underwriting (guarantying) the 
loans (mortgages) though the provision of a full faith and credit guaranty by 
the U.S. Government administered by AID. The administrative cost of the 
program is financed by iftes charged for the guaranty. The fees albo provide 
a reserve fund from which investors' claims can be paid. 

. 1
 



However, from its initial concept of providing guaranties to provide sup­
pliers of capital (investors) for constructton of low-income housing in develop­
ing countries, AID has initiated actions to encourage developing countries to 
formulate and implement national housing policies. These initiatives are ex­
pected to: increase in-country housing construction investments in lower-in­
come shelter; upgrade community facilities; maximize use of existing housing 
stock; upgrade housing and building materials industries; and improve organi­
zation of housing administrative services. 

PURPOSE OF THE STUDY 

The life of this program has been relatively long, and its history has been 
one of fairly regular administrative changes. The evolution of the HGP has 
embodied a number of procedures and policies designed to compensate for 
this change by accommodating'the peculiarities of individually negotiated loan 
guaranty instruments within a single operating environment. In any dynamic 
environment such as HGP's, periodic evaluations are needed of direction, 
controls, and management decision-making information to effectively carry 
out the intent of underlyng program objectives. 

This report presents an examination of the current operations of the AID 
HGP. Its purpose is twofold: 

• 	 to study HGP operations and identify aspects that are inconsistent 
with efficient operations or that inhibit program and financial con­
trol; and 

• 	 to develop, at the conceptual level, a system design for HGP opera­
tions which reflects incorporation of recommendations for improve­
ment in the above identified operational aspects. 

The report also addresses nine specific accounting issues which were raised 
by AID officials. 

THE MODEL SYSTEM CONCEPT 

As orginally conceived, this study was to include a description of a model 
financial management system that was unconstrained by legislation, regula­
tions, or other limitations. As the study progressed, however, it became 
evident that such an exercise as originally was intended would not be meaning­
ful for the purposes of the study. 
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The development of a model system was originally included in this study as 
a way to describe a "perfect" recommended system of HGP financial manage­
ment based on a correspondingly "perfect" loan instrument. This concept was 
not intended to provide a recommendation for wholesale conversion of existing 
guaranties to the model format. Rather, it Nas intended to provide a desirable 
target framework that would incorporate the goals and objectives of HGP oper­
ations and that could be used to guide the formulation of future agreements. 

To be applicable, the evolution of any model must take into account certain 
basic hypotheses. Such an hypothesis for HGP might be "all projects will use 
the central reserve," or "no projects will use the central reserve." Based on 
the selected hypothesis', the model system could be built. However, the real­
ities of HGP do not allow such black and white restrictions. There is a nec­
essary gray area which represents the requirements for individual project 
flexibility and accommodation of unique circumstances. An example of this is 
the recent Israeli agreement in which the central reserve is not employed, even 
though the general direction of other recent agreements emphasizes use of this 
central reserve. 

The key issues, therefore, in the development of a model HGP system as 
identified during this study are embodied in the degree of involvement and 
direct control which AID maintains in the detailed transactions between bor­
rowers and investors. There are two prevalent philosophies at work in this 
area. The first, total involvement, prescribes a role for AID of complete 
control over all loan transactions. Taken to its farthest extreme, total con­
trol would include the issuance of payments to investors by AID irrespective 
of receipts from borrowers and might include the sale of securities or similar 
participations by the Agency. The second philosophy is one of minimal in­
volvement by AID, with transactions occuring externally. Taken to its ex­
treme, this concept would place the Agency in a role requiring only the pro­
cessing of claims for investors. 

In reality, neither of these extremes is applicable, given the basic goals 
and objectives of HGP. In the first case, total involvement would eliminate 
any interaction between borrowers and the U.S. capital markets. In the sec­
ond case, AID would not have the minimum controls considered essential 
either to protect the interests of borrowers and investors or to provide an 
adequate basis for claims. Unlike such issues as use of the central reserve, 
the philosophical basis of involvement can easily enter a "gray" area. By 
working from the two extremes and eliminating the features of each which 
seem to prescribe completely untenable conditions (i.e., no capital involve­
ment or no control), it is possible to arrive at two model system concepts 
which are both workable in the HGP environment and which reflect the two 
prevalent philosophies of management. 
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This report addresses both of these model concepts but each is discussed 
in a different way. The fie'st, extensive control, is in many ways similar to 
most current and projected future projects. The bulk of thiis report there­
fore takes the perspective of placing AID in a position of heavy involvement 
with borrower/investor transactions to address the current financial manage­
ment needs of HGP. However, to present the concept of minimum acceptable
AID "nvolvement, an alternative system model is developed in Chapter VII. 

GENERAL FINDINGS 

Current operation of the HGP requires conrdination by AID of its contrac­
tors, the National Savings and Loan League (NSLL) and the American Security 
Bank (ASB), program borrowers/administrators and investors/ fiscal agents,
and host country governments. Because of changes in program formats and 
variations in project requirerients resulting from individually negotiated legal 
documents, the HGP is a complex operation. 

Program complexity is manifested in numerous ways. For example, bor­
rower and investor reporting requirements differ among projects. Similarly,
there are varied repayment channels. In some cases, borrowers remit pay­
ments through the AID central reserve fund to the investor. In other cases,
borrowers make repayments directly to investors. These types of variations 
limit management efficiency and control over operations. Furthermore, they
require AID to react to problems rather than act in advance of potential 
difficulties. 

Structurally, the financial management considerations of HGP fall into 
three categories, corresponding to the components of operations: 

• 	 Project - any individual guaranty instrument as the basic compo­
nent of HGP; 

• 	 Program - the cumulative operations of all projects; and 

" Appropriation - the fiscal and operational interrelationships of the 
program to the general financial structure of AID. 

The use of the term "appropriation" with respect to HGP is not entirely 
accurate. The recognition that HGP is not dependent an annual appropriations
from Congress is important to understanding many facets of financial manage­
ment. However, the revolving funds which are used for claims and operat­
ing expenses and replenished by fee revenues are held in Treasury accounts. 
Access to these funds is, in general, provided through the usual methods of 
apportionment and control employed for funds that are truly appropriated. 
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Similarly, budgeting and accounting for fund status and usage are also gener­
ally performed in accordance with appropri-ted techniques and must be com­
patible with overall Agency accounting procedures. For these reasons, the 
use of the term "appropriatior," in the context of this report is warranted. 

One of the basic purposes of this study was to develop a "system" for HGP 
financial management operations. In this sense, a system is a collection of 
interrelated procedures, processes, and controls, both manual and automated, 
which encompasses the total financial management function. No system exists 
solely for its own sake; it must serve the information needs of various syste-m 
users. In the context of the HGP system, users include both individuals and 
organizations concerned with HGP operations. Insofar as the system is inter­
active with other Agency or Federal Government systems, these too are users. 

There is a distinct interrelationship between the user concept and the three 
categories (project, program, and appropriation) of HGP financial management. 
These categories comprise a hierarchy of HGP control, with each category 
representing a "level" of financial management. Each level, in turn, repre­
sents a discrete set of financial management considerations and processes. 
Therefore, each has its own set of inforrr-Ation users. 

The concept of system user levels is employed throughout this report. It 
is important to recognize that user levels are not always mutually exclusive. 
That is, the concerns of the Director of Housing or the Chief of the Loan Divi­
sion are- on an HGP-wide basis. They each represent, then, all three user 
levels. The use of this cuncept, however, is considered invaluable to the 
successful analysis of complex HGP operations and the evolution of a concep­
tual system design. 

It appears likely that, in the near term, some of the contractor responsi­
bilities will be assumed by AID. Specifically, the Office of Housing and the 
Loan Division have indicated their joint desires to place much of the financial 
management and accounting respensibilities for the HGP in the hands of FM/ 
LD. Currently, NSLL performs much of the detailed accounting and some of 
the financial management functions for the HGP and provides general financial 
technical assistance. However, assumption of this function by AID apears to 
be a logical consequence of program maturity. 

It is to this end that the proposed system design concept is offered. The 
design is aimed at the many aspects of HGP financial management. It estab­
lishes the principal features/processes which must be implemented to provide 
a fully integrated system which is viable within program complexity and which 
delivers: 

the level of financial information detail required to fulfill man­
agement needs for control and program monitoring; 
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• 	 the ability to monitor and control the cash transactions of the
 
central reserve;
 

" 	an interactive capability to operate in harmony with major Agency 
accounting systems; 

• 	 a method of anticipating the long-range impact of short-term
 
activities through planning and budgeting; and
 

• 	 an effective definition of responsibilities for various internal AID 
organizations and contractors in the management of thp nrn__rr, 

The system concept offers three principal features which facilitate its ease 
of operation and productivity: 

" the creation of an integrated data base for transaction and static in­
formation now contained in a variety of ledgers and files maintained 
jointly by AID, NSLL, and ASB; 

" the use of a highly modularized approach to financial management 
that includes the major processes of planning, budgeting, project
transaction accounting, and reserve control as "building blocks" 
within the total system design; and 

• 	 the use of single-transaction processing which maximizes the use 
of each piece of data that is input to the system. 

Furthermore, the system fosters interaction at the three user levels--ap­
propriations, program, and project--so that AID financial and program man­
agers can exert comprehensive control over program operations. 

REPORT STRUCTURE 

The remainder of this report is divided into six chapters, as follows: 

" 	Chapter I, Current System and General Requirements Analysis, 
presents the major analytical findings concerning existing program 
operations. These findings are translated into general requirements 
which drive the development of the system concept. 

" 	Chapter II, System Design: Program and Financial Management,
describes the basic charactee-istics of the design concept. It is 
intended to illustrate the framework of a new management system 
and to incorporate the requirements defined in the preceding chap­
ter. 
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. Chapter IV, System Design: Process Features, provides a discus­
sion of the data processing features required by the system design. 

" 	Chapter V, Organizational Accounting Responsibilities and Impact 
of the System Design, describes current responsibilities of FM/ 
LD, NSLL, and ASB. It also describes potential impacts of im­
ple zentation on these and other participants. 

• 	 Chapter VI, Implementation Plan, presents some of the issues and 
considerations that AID must recognize as part of the implementa­
tion of the proposed systems design. 

" 	Chapter VII, Alternative Model Concept, describes the operations 
of HGP under a financial management philosophy that emphasizes 
direct investor/borrower interaction and minimizes AID's role in 
transaction control . 

The report also contains three appendices which address: 

" 	the nine accounting issues raised during the engagement by AID 
officials; 

" 	the detailed functions of ASB; and 

" 	the detailed functions of NSLL. 
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Il. CURRENT SYSTEM AND GENERAL REQUIREMENTS ANALYSIS 

This chapter examines various components of the current Housing Guaranty
Program (HGP) in terms of their relationship to the proposed conceptual de­
sign. Its purpose is to highlight those procedures and practices that, when 
modified and incorporated into the proposed conceptual design, will provide

the Office of Housing and the Loan Division with an effective mechanism to
 
manage and control the HGP. 

In reviewing the current system, particular attention will be given to the
 
requirements of the proposed conceptual design. 
 These requirements, in a
 
general sense, include the capacity to:
 

" 	make timely payments to investors and receive timely payments 
from borrowers; 

• 	 maintain sufficient reserves; 

" access management information;
 

" generate timely and effective reports;
 

• 	 facilitate planning and budgeting; and 

" specify distinct but coordinated part Apant responsibilities. 

These general requirements serve as system objectives and lead to the system
goal: the provision of control and ease of operations for the effective manage­
ment of the HGP. Furthermore, these requirements comprise set of com­a 

mon themes which drive the analysis in this chapter, as well as the develop­
ment of the conceptual design.
 

NATURE OF THE HOUSING GUARANTY PROGRAM 

An examination of the operations of the HGP suggests three terms to de­
scribe the nature of the program: duality, complexity, and longevity. The 
nature of the program, as described by these terms, must be accommodated 
in the development of the conceptual design. 

Duality 

The current HGP is composed of two distinct functions: financial manage­
ment and program management. Both functions are in evidence at each stage
of the loan cycle. Each, therefore, must be represented in the development 
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of the new design. By providing for the interface of financial and program
management, the new system will enable financial and program managers to 
access project data concerning both functions and to generate planning and
 
budgeting documents based on expected activity levels.
 

Complexity 

The HGP is a complex operation primarily because of its evolution since 
inception '.omplexity has occurred as a result of changes in program for­
mat, varied relationships between investors and fiscal agents, and 
corre­
sponding legal arrangements between borrowers, investors, host countries, 
and AID.
 

The original program format relied upon U.S. builders to construct 
housing in Latin American countries. The builder was responsible for the ac­
quisition of financing and the establishment of a corporate borrowing entity.
A local financial institution participated as a lender to the homeowner (con­
sumer) and as an administrator of the program. As purchasedconsumers 

homes with perhaps a 10 percent downpayment and a 90 percent bank loan,

the corporate borrowing entity was repaid and its role was ultmately elimi­
nated. Consumer mortgage payments were then channeled through the admin­
istrator for repayment to the original investor. 

For various reasons, the builder/administrator program concept was 
terminated. In its place, AID developed a new concept using host country fi­
nancial fnstitutions to channel funds among investors, borrowers, and AID. 
A further refinement was made shortly thereafter to require a host country 
guaranty of repayment as part of the program. 

The evolution of the program has encompassed three distinct program 
types: 

" the builder/administrator type; 

" the host country financial institution type; and 

* the host country guaranty type. 

While new projects are of the third program type, the majority of older pro­
grams (which-i'epresent the first two program types) are still active and re­
quire consideration in the design of a new system. 
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The HGP is complicated further by the different investor situations 'hat 
exist. These situations are distinguished by the relationship between in­
vestors and fiscal agents. The following four investor situations have been 
identified: 

• 	 the investor acting as its own fiscal agent; 

• 	 the investor hiring its own fiscal agent; 

• 	 the investor using AID's fiscal agent, the American Security 
Bank (ASB); or 

.	 the borrowerusing a paying agent (new programs only). 

Thus, it is conceivable that 10 borrower/investor situations may exist, as 
illustrated in Exhibit II- I. 

In addition to the 10 potential investor/borrower situations, other varia­
tions within a situation may occur as a 
 result of variations in legal agreements
between program participants. Differences in reporting requirements, pay­
ment channels, and payment intervals or the use of multiple fiscal agents, for 
example, are the result of individually negotiated legal documents, and these 
tend to complicate the management of the program. 

Three factors, therefore, have complicated the management of the HGP: 

• The evolution from a U.S. builder-type project to a host country
guaL'anty-type project has changed the borrower side of the pro­
gram. 

" 	The different investor and fiscal agent arrangements have made
 
control more difficult since, 
 in many cases, funds flow directly
from borrowers to investors and AID is placed in a reactive mode 
to respond to problems identified by the investors. 

The lack of standard investor/borrower requirements has produced
variations in individual project operations and has thus complicated 
overall program operations. 

Longevity 

The third characteristic used to describe the HGP is longevity. In other 
words, current decisions made and incorporated into project legal documents
will influence program operations for the duration of the outstanding loan
(e.g., 20 to 30 years). Similarly, decisions reached during the early years
of the program continue to influence current program operations. 
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EXHIBIT 11.1
 

POTENTIAL INVESTOR/BORROWER SITUATIONS
 

-- O INVESTOR ISFISCAL AGENT (1) 
CNUERt -ADMINISTRAT OR -* INVEST OR HIR ES OWN FISCAL AGENT (2) 

-4' INVESTOR IS FISCAL AGENT (4) 

EINVESTOR HIRES OWN FISCAL AGENT (5) 

CONSUMER 	 BORROWER 

HOST COUNTRY ---'t ASB (9) 

GUARANAYING AGENT (10) 
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It is therefore necessary to consider the types of investor/borrower re­
quirements to be incorporated into future legal documents. 
 Once specified

and standar iized, these requirements will tend to 
reduce administrative 
plexity and %rillform 

com­
the basis for recording and reporting program informa­

tion. 

These three characteristics--duality, complexity, and longevity--describe
the current program and, as such, are themes which will drive the develop­
ment of the new system's conceptual design. 

CURRENT SYSTEM DESCRIPTION 

The HGP is one vehicle used by AID to assist emerging countries develop
 
or improve their housing stock and, concurrently, achieve some degree of
 
competency 
in providing shelter for their low-income populations. Originally
authorized by the Foreign Assistance Act (FAA) of 1961 (P.L. 87-195), the

program's authorization has been extended continuously by subsequent legis­
lation. During its lifetime, the program has a $10
grown from million experi­
ment in 1961 to a SI billion, full-scale operation in 1978. Furthermore, there 
are indications that rapid growth will continue. 

The program's evolution, in part to accommodate changes in broader over­
all foreign policy, has influenced program operations. Specifically, these
changes have resulted in the development of new organizations within AID,

the assumption of additional responsibilities by its existing organizations, 
 and 
expansion of the number and type of external institutions with which it must
 
coordinate program 
management and administration. 

The HGP's current operation is illustrated in Exhibit 11-2. There are five

principal participants 
in the program: AID, NSLL, ASB, investors, and bor­
rowers. The responsibilities of AID, NSLL, and ASB are discussed through­
out this report (see Chapter 5 and Appendix C for descriptions of specific re­
sponsibilities). Borrower and investor responsibilities, however, differ among
projects and are a function of the terms and conditions specified in individual 
project legal documents. 

Two separate vehicles are used to manage the monetary flow among par­
ticipants: the revolving fund (on account at the Treasury) and the central re­
serve fund. The revolving fund maintains the original capital provided for 
the program and is available to meet investor claims and program operating
expense. The central reserve fund, administered by ASB, is a subset of the
revolving fund and is used to channel funds among borrowers, AID, and in­
vestors for approximately two-thirds of the existing projects. For these proj­
ects, AID, through NSLL, provides a schedule of authorized payments to ASB 
for disbursements to investors. 
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EXHIBIT 1-2 

CURRENT HGP OPERATIONS 

AID 

OPERATIJUG 
REVOLVINGcLISFN 

SREPORT.' %% LI 

PROGRAM 
FACILITATOR 

(NSLL) 

BORROWER 
REPORTS 

PAYMENT 
AUTHORITY 

ACCOUNTING 
TRANSACTIONS 

CAM 

ADMINISTRATORS 

CENTRAL 
RESERVE 

INVESTORS 

PAYMENTS INESOS 

NET 

AMET 

AM7S 

INVESTOR
REPORTS 

INVESTORS INVESTOR 

PAYMENTS FSA 
AGENTS 
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Upon receipt of the payment schedule, ASB initiates its investor payment 
process. Prior to disbursement, ASB determines whether sufficient reserves 
exist to cover investor payments. Disbursement is delayed if sufficient funds 
do not exist in the central reserve. ASB waits to receive borrower payments 
to increase the fund before making disbursements to investors. 

The central reserve is not used for certain projects where borrowers dis­
burse loan repayments directly to investors. For these projects, AID must 
rely upon investor/borrower reports to verify correct payments. These proj­
ect repayment channels tend to reduce AID's project financial control. 

The current Flow of information (i.e., borrower and investor reports) is
 
dictated by individual project legal documents. Variations in reporting re­
quirements, as discussed later in this chapter, have resulted from variations 
in the legal agreements. In many cases, borrowers submit a report to NSLL 
at the time they disburse loan repayments to either the central reserve or the 
investor. AID receives a copy of the report from NSLL and shortly thereafter 
receives a report from the investor (also usually through NSLL). 

Bnth NSLL and AID reconcile borrower and investor reports. Further­
more, investor claim requests are submitted to AID for action. AID, in turn, 
examines the request and determines the causes of the delinquent borrower 
payment. If a claim is justified, AID initiates its vouchering process and 
payment is made to the investor from the revolving fund held by the Treasury. 

As described in Chapter 5 and Appendix C, NSLL plays a major role in 
the administration of the HGP. Currently, it provides management reports
detailing information about specific projects (i.e., borrower/investor report 
reconciliations), alerting AID about project delinquencies, and describing cen­
tral reserve fund operations. Thus, it is the primary conduit for the informa­
tional flows among program participants. When combined with ASB operation 
of the central reserve, NSLL and ASB become the primary conduits of both 
monetary and info-mational flows among program participants, all of whom 
are under the direction of AID. 

AID FINANCIAL MANAGEMENT RESPONSIBILITIES 

AID has ultimate responsibility for the management and control of the HGP. 
In terms of financial management, specific responsibilities include: 

" monitoring the loan guaranty activities performed by it! --on­
tractors, NSLL, and ASB;
 

" performing specific accounting procedures; 
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. exerting fund control and maintaining reserve sufficiency; 

• controlling disbursement; and 

• maintaining and enhancing program marketability. 

This section examines these responsibilities in terms of their relationship to 
the proposed system design. 

Monitoring and Accounting 

As part of its responsibilities, AID monitors program activities by main­
taining close contact with NSLL and ASB and by analyzing bor-ower and inves­
tor reports and investor claims requests. Since most of the transactions are 
channeled through the central reserve fund, NSLL and ASB generate monitor­
ing-related data (e.g., delinquencies) for use by AID. AID, in turn, recon­
ciles these data with its own copies of investor and borrower reports. Varia­
tions in reporting requirements tend to make this reconciliation more difficult. 

For those projects that do not use centrol reserve paymrnt channels, AID 
has the difficult task of monitoring the flow of funds and information. These 
projects provide the lowest degree of control for AID. Direct borrower/in­
vestment channels, coupled with variations in reporting requirements, often 
force AID to be reactive rather than proactive. 

Fund Control 

Fund control includes mnaintenance of fund integrmty and sufficiency of re­
serves. Fund integrity implies the separation of funds eavma.-ked for different 
purpose. By separating earmarked funds, it is possible to ensure their use 
for intended purposes. Currently, fund integrity is limited. Some projects 
have specifically designated reserves, while other projects rely upon pooled 
reserves. Since all reserves are maintained in one account and used as re­
quired, it is sometimes difficult to determine certain categories of project­
specific funds at any given poi:,t in time. 

Fund integrity is clouded further when prepayments are introduced. When 
mortgagors prepay, the additional funds are placed in the central reserve fund 
until disbursement to the investor. However, while in the reserve, the funds 
may be used to meet payments due investors. Although in the final analysis, 
any liabilities incurred through the corningling of funds in this manner would 
probably be ,nderwritten by the U.S. Government, this practice does not appear 
to meet the iaormal fidluciary responsibilities of a loan guarantor. This ques­
tion should, at a minimum, be addressed by AID's legal counsel. PMM&Co. 
recommends, however, that this practice be discontinued to avoid the possi­
bility of its being construed as improper during future audits or examinations. 
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PMM&Co. feels that an acceptable treatment of prepayments would be to

deposit the funds in a separate account 
or set of accounts resembling an escrow 
so that they are segregated from other central reserve funds. Current prac­
tice requires disburseme, t of prepaid funds to the investor as specified in the
contractual documents. In many cases, the disbursement is scheduled to occur 
once each year. Thus, AID is liable for the interest due to the investor from
the time AID receives the prepayment until disbursement. Because this can
become expensive, AID should consider contract modification to enable it to
 
disburse funds 
 immediately upon.receipt of prepayments. Similarly, future
loan agreements should require payments in advance of current due dates.

This will reduce AID's interest expense and its contingent liability arn, will
 
simplify the pursuit of fund integrity.
 

Similarly, part of the central reserve fund consists of trust funds estab­
lished for some of the early projects. There is some confusion regarding the
 
status of these funds. If these funds have a singular purpose, 
 AID should 
separate them from other funds to maintain them for that purpose. Otherwise,
they should be recognized for their contribution to the central reserve and be 
used accordingly. 

Reserve sufficiency, the second part of fund control, requires an analysis

of project specific and pooled reserves and fees 
to determine whether suffi­
cient reserves are available to make investor payments. Since ASB does not

make investor payments unless sufficient reserves exist, payment delays may
 
occur. In the interest of facilitating timely payments, AID should ensure the
provision of sufficient reserves 
prior to investor payment periods. Given the
 
desire to make the central reserve fund a focal point, 
 AID should considerin­
creasing its size so that it can manage the increased burden of an expanding

program. It should be recognized that there is 
 no clear cut precedent of au­
thority to accomplish this other than through the use 
of letter of credit arrange­
ments similar to those employed by AID in certain types of commodity assi­
tance programs. 

To increase the fund's size, it would be necessary to access funds in AID's
Treasury account. Because these funds are currently available only for pay­
ment of claims and operating expenses, it is likely that AID will have to nego­
tiate their use for the broader purpose of managing the float created by bor­
rower/investor payment patterns. If funds cannot be permanently transferred
from the Treasury account, AID should request that its funds be available to 
compensate for shortterm deficiencies in the central reserve fund. AID and 
the Treasury should recognize that the central reserve is actually a checking
account and is not suitable as a complete buffer between borrower and investor 
payments. 
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Controlling Disbursements 

The size of the central reserve and its adequacy are also related to dis­
bursement control. To achieve the objective of timely payments to investors, 
ASB must have enough money in the reserve to meet payments due investors. 
Because of the time lag at ASB between receipt of borrower payments and 
their recording and availability, the reserve has been short, causing delays 
in investor payments. Thus, control of disbursements is constrained by the 
limits of the central reserve. 

Control is also complicated by cumbersome and diverse payment channels 
between investors, borrowers, and the central reserve. When payments are 
made between investors and borrowers only, control is minimal; when pay­
ments flow through the central reserve, slightly more control exists. In both 
cases, AID must rely upon investor reports to verify accuracy of payments. 
To maximize control, the new system should generate accurate payment state­
ments in advance of actual disbursements. This will enable AID to check re­
serves for sufficiency and facilitate timely and correct payments to investors. 

Program Marketability 

The AID HGP is Congressionally sponsored and participates in the com­
mercial credit markets. It therefore must be marketable to both public and 
private sector audiences (i.e., Congress and private investors). Market­
ability to Congress can be enhanced by evidence of program self-sufficiency 
and operating efficiency. Evidence of positive operating results in terms of 
net return to the revolving fund and housing production, as conveyed in ac­
curate financial statements, can foster the program's reputation in Congress. 

Similarly, marketability to investors can also be enhanced by efficiency of 
operation. The investor is concerned primarily with timely payments and the 
U.S. Government guaranty. Evidence of positive operating results and reserve 
sufficiency, when combined with accurate and swift payments, can improve 
program marketability to investors. 

The ability to market this program in the future to investors and Congress 
will serve as a yardstick of its long-term viability. The analysis in this sec­
tion and the proposed system design which follows is directed at the various 
program elements which can improve program marketability. Evidence of 
fund integrity and reserve sufficiency as reflected in financial statements can 
prove marketable to investors. Similarly, evidence of an efficient disburse­
ment mechanism to ensure timely and accurate payments to investors should 
also be attractive to investors. For Congress, Lcreased program control, 
improved management efficiency, and the achievement of self-sufficiency 
should prove meaningful as a measure of the program's viability. 
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THE LOAN CYCLE
 

The loan cycle is composed of three phases: origination, servicing, and 
liquidation. Both financial and program management occur during each phase
of the cycle and, therefore, must be examined to identify the requirements of 
the proposed conceptual design. 

Origination 

Origination commences upont an expression of interest by a foreign country 
to participate in this program. It ends upon implementation of the project
loan agreements. Within these extremes, AID, together with the foreign coun­
try, undertakes a thorough analysis of the prospects of initiating a specific

project in that country. This process includes 
a series of analytical studies 
(e.g., shelter sector analyses, a project identification document, and a final
project paper) that discuss relevant conditions of the subject country and shape
the design of the specific project for which a guaranty has been requested.
The proposed project is also reviewed internally and by an interagency com­
mittee.to ensure 
that the project meets the goals and objectives of the AID
 
program.
 

This process, according to AID officials, works smoothly and provides

sufficient opportunities 
to analyze and review proposed projects prior to au­
thorization. It is also the logical place to initiate use of the financial manage­
ment system, as described later in this report. 

Two activities that occur during origination require attention and incor­
poration into the system's design. These activities are risk management and 
implementation management. 

Risk Management 

Risk management should occur at the aggregate program level, as well as 
at the project level. While project level risk is assessed during the prepara­
tion and review of project documents (e.g., shelter sector analyses), other 
aspects of risk management require consideration. 

At the program level, the relationship of fees to reserves and claims (and
operating expenses) should be more clearly delineated. Based on interviews
with relevant AID officials, there does not appear to be a clear definition re­
garding the allocation of fees to meet potential claims or actual operating ex­
penses and the basis on which the fee level is set. 

In part, the confusion originates with the program's legislation. The leg­
islation's general provisions, Section 223, state that fees are available to 
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meet administrative and operating costs and are also available to discharge 
liabilities. It further specifies that payments made to discharge liabilities 
shall be paid first out of fees, as long as such fees are available. These 
statementg are consistent with information obtained during interviews con­
cerning A[D's desire for program self-sufficiency. 

Currently, long term projections of net operating results are made at 
an overall level. These projections serve an important function in financial 
management. For example, they project that the current trend of annual 
operating losses will continue for only a few more years before regular oper­
ating gains are achieved. As valuable as this process is, however, it is felt 
that it could be conducted in greater detail and with greater precision to re­
flect the operating complexities which are at work between the various rev­
enue and expense elements. In this manner, management would be in a more 
favorable position for decision making in the current year and precision bud­
geting in the outyears. 

It therefore appears that a more precise relationship between fee revenues, 
reserves for potential claims, and operating expenses should be established. 
This suggests the greater use of budgetiny, to estimate fees, anticipated claims, 
and projected operating expenses. This exercise can also provide a more pre­
cise measure of reserve sufficiency. To put it another way, the question is 
whether an expected fee revenue stream will generate sufficient reserve capa­
city to cover anticipated claims with a balance available to cover the costs 
of operations. 

The answer to this question will provide the basis for establishing fee 
levels. An affirmative decision will indicate that fees are set at an appro­
priate level. A negative decision, however, should trigger an analysis of the 
appropriate fee level. This analysis must consider the reasons that fees are 
not adequate (e.g., increased risk or operating costs), as well as the political 
implications of changing fees. 

The creation of a fee-setting mechanism, then, is a requirement of the 
proposed system design. Specifically, the system should have the capacity 
to focus on the relationship of fees to claims and operating expenses. It 
should enable the user to determine the adequacy of fees and to generate pro­
jections based on alternative scenarios of fee, risk, and operating levels. 

Implementation Management 

The last step of the origination phase of the loan cycle is implementation. 
During this step, legal documents are signed by the various participants and 
all conditions are finalized. It is this preparation of the various legal docu­
ments that is critical to the future efficient management of the HGP. 
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The legal documents which bind the program participants to the contrac­
tual agreements drive the operation of the HGP. 
 It is within these documents 
that specific terms and conditions are established. Requirements for investor/
borrower reports, payment channels and reserve requirements, and prepay­
ment privileges, for example, defined in the documents. Toare a large de­
gree, these define program operations. It is therefore essential that HGP

Financial Managers participate in the development of future project legal doc­
uments. In the past, many of these documents were prepared without suffi­
cient input from officials other than legal counsel, according 
to the AID of­
ficials interviewed. The lack of input from financial and program managers
 
may have resulted in the prepara-on of documents that do not reflect the 
re­
quirements of these areas. Elimination of borrower reporting requirements,
for instance, has been cited as an example of the type of problem which has 
occurred because of limited input by financial managers. It also seems likely
that much of the complexity (i.e., the 10 situations) is a result of the wide 
variations ir the legal documents establishing past projects. 

While AID must adhere to the contracts of the past, there is now an op­
portunity to modify past practices by standardizing legal documents and fa­
cilitating input by financial and program 
managers. Standardization will en­
able AID to incorporate basic requirements of the program. 
 Specific docu­
ments can then be tailored 
to particular situations within the constraints im­
posed by AID's standard format. In every case, documents should be re­
viewed by financial and program managers and a representative of the Loan 
Division. AID might also consider NSLL as resourcea future for document

review because of its independence and knowledge of commercial 
lending.

Standardized 
 requirements incorporated in the various documents can serve
 
to 
reduce complexity by increasing uniformity. Since new projects require
host country guaranties and use the central reserve fund (with the exception 
of Israeli projects), uniformity is being encouraged. 

Uniformity can be enhanced by placing specific requirements on borrowers 
an' investors. The development of standard report formats for bor'rowers 
and i -:estors, for example, will reduce the amount of extraneous anri incor­
rectly reported data being received by AID. Similarly, consistent payment
channels and periods will reduce problems associated with tracing 'Ete pay­
ments. If, for example, all funds flow through the central reserve, then 
AID will know directly when borrower payments are late and will not have 
to rely upon an investor's report to signal a late payment. By requiring the 
use of AID-designated correspondent banking channels, the speed with which 
payments are delivered can be increased. Furthermore, there wil' be an 
established payment channel which can be easily traced to locate iatp-payments.
In general, standardization of requirements and the resulting uniformity will 
allow AID to act, rather than react, to a situation. 
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A second facet of implementation management is the control of actual 
commitments versus authorization limits. Total program authorizations and 
total and average country authorizations are constrained by legislation. Cur­
rently, both the Office of Housing and the Loan Division manually record these 
data. 

One feature required of the system design is the capability to track guar­
anty commitments versus authorization limits. The system must perform 
its tracking function at the program and"project level so that AID can monitor 
total and average face value guaranty amounts per country per year and ag­
gregate these amounts to the program level. 

A last component of implementation management is the coordination of 
drawdowns and the use of escrow accounts. Occasionally, situations have 
arisen in which project construction has not progressed sufficiently to justify 
a drawdown of the loan at the time it is scheduled to occur (as specified in the 
legal agreements). In these cases, the drawdown is made and the funds are 
placed into escrow. This action is justified since "work is not in place," but 
two considerations must be addressed in connection with this process. First, 
because interest expense is incurred once a drawdown takes place, AID's con­
tingent liability is extended. The second problem concerns communication re­
garding drawdowns and associated escrow accounts from AID to NbLL. Ac­
cording to NSLL officials, NSLL is often unaware of such transactions and 
therefore may have incomplete project data. The result of this lack of com­
munication is some loss of control over the affected projects and a potential 
distortion of the HGP liability. 

While the use of escrow accounts to hold drawdowns is often sufficiently 
desirable to justify the added risk, good communication is a requirement of 
effective control. The system design, therefore, must have the capacity to 
match drawdown schedules with actual drawdowns and to signal the creation 
of escrow accounts when a situation requires their use. The system should 
also be flexible to enable financial managers to obtain a listing of escrow ac­
counts by project. This list can become the communication device to inform 
necessary parties about changes in the scheduled flow of funds. If NSLL's 
current functions in financial management are assumed by AID, then the es­
crow list will become an internal document. If NSLL retains all or part of 
its current role, then distribution of the list or its contents to NSLL will pro­
vide the necessary information to effectively control funds placed into escrow 
accounts. 

Servicing 

Whereas projects are initiated and the financial management system en­
gaged during the origination phase of the loan cycle, major interaction with 
the system will occur during the middle stage of the loan cycle- -servicing. 
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Under normal circumstances, the servicing phase lasts until loan maturity,
perhaps 20 to 30 years after origination. In contrast, the origination phase
normally lasts about 2 years or until loan disbursements are made. Thus,
 
servicing constitutes the largest part of the loan cycle.
 

Currently, major responsibility for loan servicing functions is shared by
AID and NSLL. Descriptions of NSLL's activities are contained in Chapter 5 
and Appendix C of this report. Although NSLL's role appears to be understood
by AID, formal contractual requirements are only generally defined with re­
spect to NSLL's specific function in accounting and HGP financial management.
If a decision is made to contract cut for these services in the future, it is re­
commended that AID specify the requirements of the contract in greater detail 
so that it can better control this function. If the role of financial management
is assumed totally AID, than a clear understanding of NSLL's currernt activi­
ties is warranted. 

The existing servicing function essentially involves the monitoring of in­
dividual projects. It is types of flows:
driven by two monetary and informa­
tion. Effective monitoring by AID or NSLL 
is limited by two factors: the 
lack of regular report -'equirements for all borrowers and the fact that funds
for approximately one-third of the projects do not flow through the central 
reserve fund. Consequently, AID must rely on investors and borrowers for
 
data concerning payments. In some cases, AID is an 
external party to trans­
actions between borrowers and investors. In one case, an investor has

agreed to transmit to AID only one report annually. These types of investor/

borrower situations 
force AID into a reactive mode of operation rather than 
a proactive mode. 

Nowhere in the current program is complexity more evident than in the
 
servicing function. The 10 "situations" referred to earlier and the possible

variations 
within these 10 situations have placed an unjustified and currently
unavoidable burden on the servicing function. This burden is evident in the 
flow of both information and money. Information from borrowers flows in­
consistently, with varied r'-porting formats being submitted by different bor­
rowers. Similarly, borrower payments are occasionally lost. Locating lost 
payments is aoften difficult as result of inconsistent payment channels. The 
fact that some projects use the central reserve and others do not further 
complicates the servicing function. 

During the review, it was noted that due 1-) inconsistent or undefined com­
munication channels between various parties to a loan agreement, payments
have been misdirected or made in duplicate. These situations are easily,
correctable; indeed, it was furthc . noted that such cases have been corrected 
as they occured. They are, however, indicative of a cumbersome monitoring 
system and result from the complexity of the 10 situations. 
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Based on the difficulties observed regarding the current servicing func­
tion, two important requirements for the system design emerge for increasing 
control and east of operation. Specifically, the system should: 

" 	facilitate the timely flow of money and information among
 
project participants; and
 

.	 use the central reserve fund as an intermediary between
 
borrowers and investors.
 

Both requirements are directed at future projects. Although many older proj­
ects do not use the central rese. ve or require routine borrower reports, AID 
should make every effort to modify existing arrangements so that older proj­
ects are consistent with new or future projects. It is recognized that a similar 
attempt at consolidation was undertaken to initially create the central reserve 
and that this recommendation may not result in substantial success. It is felt, 
however,that sufficient time has passed to demonstrate the viability of the cen­
tral reserve concept to other investors. In light of this factor and the appre­
ciable control advantages offered by the consolidation concept, AJD's explora­
tion of this idea is warranted. If modification is impossible, then any new sys­
tem must provide a flexible approach to manage the flow of money and infor­
mation for both old and new projects. 

These two requirements suggest that AID and its central reserve act as 
the program's central focus. The system will prov-ie AMID financial managers 
with accurate payment data for investors and borrowers. AID will know the 
proper amounts (and allocation of funds between principal, interest, and fees) 
owed to investors and from borrowers in advance of payments. Once again, 
AID will be able to act rather than react to circumstances. 

Similarly, information flow, when standardized with respect to content, 
distribution channels, and timing, will provide a check of AID accuracy rather 
than serving as AID's best source of project information. This ability to 
generate payment data in advance of disbursements will also place AID in an 
active, rather than reactive, position. 

Two additional findings concerning the current servicing function deserve 
attention. First, disbursements to investors by American Security Bank 
(ASB) are frequently made prior to the receipt of authorization by AID. Ap­
parently, ASB receives a copy of the payment schedule from NSLL and makes 
disbursements accordingly. NSLL also sends a copy to AID for approval. 
By the time AID submits its signed copy to ASB, payments have already been 
made to investors. Since it is likely that ASB or some similar cniity wil 
continue to serve as the disbursing agent, it is recommended that AID provide 
proper authorization to its agent in advance of disbursument to investors. 
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The second finding concerns the vouchering process used currently by AIDto access funds in its Treasury account to meet investor claims. Current
practice requires that each voucher receive approval from several AID offi­
cials. This process appears to be in accordance with Agency procedures forcontrolling disbursements. By its nature, however, it could potentially incur
additional interest charges from investors due to the time required for this
certification process and the Treasury processing time for disbursements. 

Typically, investors have.not charged late penalties for routine claims,
but this practice does not preclude 
them from doing so in the future. Within
the context of other recommendations made throughout this report, one method
of expediting payment of claims would be to handle these transactions throughthe central reserve. Under this concept, ASB could be authorized to make
disbursement in the same manner as a regular loan payment. Through use of
the wire transfer technique, investor claims would be satisfied almost imme­diately. The central reserve account could subsequently be replenished from
the Treasury account through the normal, but more time-consuming, voucher­
ing process. 

Liquidation 

The last phase of the loan cycle, liquidation, is the shortest of the three
phases. Liquidation, 
 in many cases, occurs instantaneously--a loan matures,
final payments are made and recorded, a, the specific project file is4 closed.
In an ideal situation, routine loan maturation might be the only transaction in

the liquidation phase. In reality, however, other transactions, including de­
faults and massive refinancing (project "buy out"), 
 may occur. 

Current operations have not focused on routine loan maturation. Becausethe program is only 17 years old and the shortest loan maturity is 20 years,
originally guaranteed loans are still active and will not reach maturity for at

least 3 more years. 
 According to various AID officials, there are no current 
provisions for processing loans that mature routinely. 

For routinely maturing loans, final payments should trigger action by AID 
to record and report the transactions. This requires simple accountinga 
entry which should generate a final loan statement. 

For some projects, reserves were established under a quasi-mutual fund 
concept. In other words, when the loan reached natural maturity, any bal­
ance remaining in the reserve account for that project would be returned tothe homeowners who had participated as mortgagors. Currently, the specific
projects which are mutual in nature are not easily distinguishable. Further­
more, the size of the reserve available for this purpose does not appear to 
be earmarked specifically for reimbursement to consumers. 
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If, in fact, some projects were designed as mutual fund programs, they 
should be so designated within the framework of the new system, and the as­
sociated reserves should be segregated from other i'eserve funds. Benefi­
ciaries of the r-ogram (i.e., recipients of the mutual funds) should also be 
identified. Policies should be defined to manage disbursements and to de­
termine what criteria qualify a homeowner as an appropriate beneficiary 
(i.e., original or subsequent owner). 

Since some loans do not reach maturity, additional liquidation processes 
must be established to manage defaults and refinancing situations. Defaults 
are a natural occurrence in loan guaranty programs, and routine accounting 
procedures shou'I exist to handle their disposition. Furthermore, these pro­
cedures should be guided by generally accepted accounting principles. 

The fact that current standard accounting policies and procedures for loan 
defaults do not deal with all needed matters recently surfaced as a problem 
requiring resolution. Lengthy discussions between officials of the Loan Divi­
sion and the Office of Housing occured regarding the proper recognition of 
losses resulting from a default. The completion of standard accounting policies 
and procedures, based on generally accepted accounting principles, will elim­
inate the need for many case-by-case discussions and facilitate the routine 
recording and reporting of defaults. 

Similarly, specific accounting practices should be established to control 
refinancing decisions. In the past, existing loans have been pu-chased by a 
new entity. The proceeds of the sale constituted repayment to the original 
investor. 'The purchase or refinancing of the loan by a new investor without 
an AID guc',anty terminates AID's involvement and contingent liability. These 
changes were reflected in the accounting records and reported to AID's finan­
cial managers as such situations occured in the past. However, the HGP fi­
nancial system should be capable of treating refinancing in as routine a manner 
as any other liquidation. 

Treatment of the reserves of associated projects should also be fully de­
fined by accounting policies. For projects with mutual fund characteristics, 
the issues are the same as those raised by the discussion of routine loan matu­
ration. For other projects, policy determination is required to guide the pro­
per use of available project reserves. 

Summary 

An analysis of the current operations of the HGP suggests that certain 
modifications should be made to improve control and ease of operation. These 
modifications, in a general sense, are requirements of the proposed system 
design. At the basic level, the need to reduce complexity through standardi­
zation of future legal documents is recommended. The benefits of increased 

II. 18 



uniformity include simplification of program management and increased op­

erational efficiency. More specifically, they include the ability to: 

" increase the speed of payments to investors and from borrowers; 

• access precise information at the project and program levels; 

" generate timely and substantive reports at ,e project and program 
levels; and 

" facilitate planning and budgeting. 

In summary, the requirements, when incorporated into the proposed system
design, will enable AID financial and program managers to act in advance of 
problems rather than to react to problems after they occur. 
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TII. SYSTEMS DESIGN CONCEPT: PROGRAM 
FINANCIAL MANAGEMENT 

This chapter presents the basic concepts. operating procedures, and prin­
ciples of the conceptual system of financial management for the AID Housing 
Guaranty Program (HGP). It represents the culmination of the requirements 
definitions and incorporates the diagrostic comments and observations of pre­
viou- sections of this report. This chapter presents a broader view than the 
use of the term "conceptual design" would imply. In addition to addressing 
the data processing aspects of automated accounting and management systems,
the design describes all facets of program financial management studied, in­
cluding manual support and interfacing requirements. 

This chapter does not present the conceptual design from the detailed data 
processing perspective. Discussions of such considerations are provided in 
the next chapter. Some of the underlying, salient characteristics of the auto­
mated features of the conceptual design are, however, addressed here in or­
der to provide a familiarity with the operation of the system in the automated 
mode. 

SCOPE OF THE SYSTEM CONCEPTUAL DEFINITION 

The conceptual design is directed toward all aspects of Housing Guaranty 
financial management examined by this study. It has been observed several 
times in this report that the program has many inherent complexities, stem­
ming from such factors as variant project operating characteristics, the com­
mercial aspects of a federal program, and the typical longevity of a project. 
The conceptual design establishes the principal features/processes which 
must be implemented to provide AID with a fully integrated financial manage­
ment system which is .- able within program complexities and which delivers: 

• 	 the level of financial information detail required to fulfill
 
management needs for control and program monitoring;
 

• 	 the ability to monitor and control the cash transactions of
 
the central reserve;
 

an interactive capability to operate in harmony with major 
Agency accounting systems; 

a method of anticipating the long-range impact of short-term
 
activities through planning and budgeting; and
 



* 	an effective definition of responsibilities for various internal 
AID organizations and contractors in the management of the 
program. 

One of the principal features of the system concept is the creation of an 
integrated data base for transaction and static information which are now con­
tained in a variety of ledgers and files maintained jointly by AID, NSLL and 
\SB. Exhibit III-! illustrates the total financial management operations of the 
-TGP. The central -:ore represents the integration of these various functions 
into a single financial data lVase, providing the ability to record ana report
 
the results of those related activities at various levels such as:
 

overall program status; 

* 	loan repayment status: and 

* 	individual project status. 

In addition to providing various "pictures" of financial data, the integrated 
system addresses the auxiliary p-ocesses encountered in program manage­
ment such as: 

" balance of reserves;
 

" budget performance;
 

• project planning and control;
 

" development of general and subsidiary ledgers;
 

" 	contractual actions; 

" Agency support costs; and
 

" reimbursable work.
 

The integration of these various financial and auxiliary operations is depen­
dent upon the development and implement tion of several key features: 

" 	standard input media for transactionE; 

* 	critical coding structures for projects, borrowers, investors,
 
and guarantors: and
 

" the posting criteria for controlling the e. "r'y of transaction
 
data to proper accounts and in proper periods.
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EXHIBIT Ill.1 
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The details of these features are discussed below and in greater depth in the 
next chapter. 

APPLICABILITY 

To be of maximum use to an organization, a financial system must beadaptable to changes and variations in the environment in which it operates.In the case of the HGP, the variant payment provisions of different projects
must be accomodated by the conceptual system design. 

Historically, different policy eras of the HGP have led tc b-sic differ­ences in payment provisions. The more recent programs ut lize the central reserve in combination with host government guarantees undurwriting theAID risk. This arrangement provides a high level of transacton control and,in this context, would serve as a suitable model for future projects. Theolder projects will eventually expire but, due to the considerable time in­volved, the system must address their requirements as an inherent part of
 
its design.
 

Within the more recent programs, a variation has occurred regarding
the use of the central :reserve. Specifically, the Israeli project allows directpayment to an investor. This one exception is sufficient to demonstrate the

need for flexibility in payment provisions.
 

The conceptual design provides for monitoring payments external and in­ternal to the central reserve. Although the central reserve method appears

to offer numerous advantages to AID and investors (such as 
speed of paymentand degree of control), the system cannot be restricted in a manner which

excludes other possible project schemes.
 

The conceptual system design is one which, taken as a whole, is developed
on the hypothesis that AID will assume all functions of accoanting and controlfor HGP. That is, AID will perform those functions currently assigned con­tractually to NSLL to monitor transactions on the central reserve, develop
various statistical and action reports, and perform analyses on project data.Similarly, the design employs large-scale automation of function and calls forthird-generation computer technology. It is recognized that AID has not yet
made a decision regarding the use of contractor services for monitoring,reporting, and analytical functions. The time factor involved in making thisdecision, the assumption of partial or complete responsibility for these ac­tivities, and the availability of data processing resources to implement thesystem may not make the total design feasible for immediate enactment. It 
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is also recognized that AID is currently evaluating proposals to develop a 
new, automated Agencywide general accounting system. The eventual design 
of this Agency system can materially impact the interfacing and interactive 
features for appropriation data transfer of the HGP financial management 
system. The system design presented in this report, however, addresses 
these considerations and is highly adaptable to the possible outcomes of 
pending Agency decisions. 

The system design employs a highly modularized approach to financial 
management. That is, major processes such as planning, budgeting, proj­
ect transaction accounting, and reserve control are designed as "building 
blocks" to total system design. With few exceptions, each block or module 
can be a viable management tool alone or in various combinations with other 
modules. B, -ause the system uses a carefully conceived, integrated data 
base, each mcdule draws its information from and records transactions to a 
common set of files, irrespective of the presence of other modules. For ex­
ample, if nece}ssity dictates the short-term in-house assumption of control 
over transacti'ns through the central reserve, the project accounting fea­
tures of the system could be implemented alone. Program and appropriation 
data from project-level transactions could be directed to report in a compat­
ible mode for posting to manual general ledgers and the other Agency ac­
counting systems. Later, as modules are added, the data diverted for re­
porting and posting would be available for automatic interface or consolidated 
reporting with other program data. Similarly, project accounting could con­
tinue to be assigned to contractors, with discrete interfaces to an in-house 
program financial system. 

The conceptual design calls for single-transaction processing, which is 
described in detail in a later section. This technique of maximizing the use 
of each piece of data has many substantial advantages over alternative input 
methods. It is the Firm's understanding that the new Agencywide accounting 
system will employ a similar approach. It is anticipated, therefore, that 
this conceptual design will be generally compatible with new AID system re­
quirements. 

When developing a new management system, it is normally advisable and 
desirable to implement the system's features in as comprehensive a manner 
as possible. This ensures the maximum continuity in operation, the great­
est return from resources applied to the effort, and the least disruption of 
normal activity for conversion. The single transaction concept itself is 
based on the advantage of using data from a single source to update all files. 
However, given the dynamic operating environment of the HGP, the proposed 
conceptual design allows AID flexibility in its use and implementation. 

Ill. 5 



FINANCIAL MANAGEMENT BASIS 

To be effective, a financial management system must be responsive to 
its various users and user levels. The makeup of the user base must drive 
the systems and processes of control used to plan, monitor, and evaluate 
operations. It is the capability to cross-reference similar planning and per­
formance data to the specific accounting and control requirements of all 
users without undue manipulation or duplication of effort which makes an in­
tegrated financial management system different from parochial accounting 
systems. 

The HGP is composed of three distinct operating entities or user levels. 
HGP is a Federal Government activity and, as such, is subject to the various 
accounting and updating requirements associated with this role. As a part
of the total AID operation, the transactions and status of the program must 
be reportable in accordance with the general Agency chart of accounts. This
"appropriated" aspect also requires that the program conform to the allot­
ment/obligation requirements of expenditure actions, 
 develop annual budgets, 
and submit apportionment requests. 

As a program, however, the HGP strongly resembles a nonappropriated, 
revolving, or industrial fund. Because it is given a single appropriation as 
initial working capital and is allowed to accumulate cash reserres and fee in­
come through repayment transactions, the program strongly resembles a 
commercial operation. The precept behind the "program" aspect is that pro­
gramwide activities must be reported on a profit or loss basis. The busi­
ness of the program is to process payments and underwrite risk. The com­
bination of these factors substantially differentiates the HGP from other AID 
appropriated activities and generates requirements for planning, accounting,
reporting, monitoring, and control, in addition to those required to meet ap­
propriated fund responsibilities. 

The program is not the lowest user level for HGP operations, however, 
HGP is composed of numerous projects which, through their individual trans­
actions, performance, and status make up the operating characteristics of 
the program and appropriated aspects of financial management. Although
they are closely associated with program and appropriated accounting rec­
ords through such features as pooled reserves or claims, there is still a 
need to effect sound control over transactions at the project level in order to 
manage HGP financially. 

Unique accounting and management requirements exist which must be 
met by the financial management system at each user level. Other require­
ments, however, are not mutually exclusive. For example, a claim origi­
nates from a short or delinquent payment in a project account; it is reflected 
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in the operating e)penses of the program and must be channeled through the 
obligation-expenc'tures processes of the appropriation accounts. 

The interaction of the various user levels forms an intricate matrix for 
financial management. Exhibit 111-2 demonstrates the interactive require­
ments of accounting and financial management control for the HGP Recognizing 
that all the "blocks" of overlapping data do not necessarily exist in reality, 
the exhibit essentially depicts the complex structure required for compre­
hensive control. The specific considerations of each axis of the matrix are 
discussed in the following sections. 

Appropriation Financial Management 

The accounting for HGP under the appropriation concept is very similar 
to that performed for other agencies. It is composed of five distinct trans­
action categories: 

. Legislative; 

. Budgetary; 

. Preexpense; 

. Expense; and 

" Reimbursement. 

Taken together, the activities encountered in each of these categories 
combine to provide overall performance and status information on the pro­
gram operations in terms which are compatible with Agency financial man­
agement procedures. Exhibit 111-3 depicts the general concept of appropria­
tion accounting for HGP. It shows various activities or events in program 
operations which are consolidated into appropriation-level transactions and 
fed to the appropriation accounts. Through interaction with various major 
AID financial and accounting systems, these transactions result in several fi­
nancial management tools which are required for effective program manage­
ment. 

Legislative Actions 

The primary legislative actions impacting the HGP are embodied in the 
various Foreign Assistance Acts (FAAs) enacted over the past several years. 
The FAA basically authorizes the program, appropriates the funds for use 
in administering the program and paying claims, authorizes the accumulation 
of income to replenish the appropriation, and sets various restrictions on the 
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EXHIBIT 111-2 
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EXIIIBIT 111-3 
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amounts and distribution of guaranty instruments on a programwide, re­
gional, and individual project basis.
 

To manage funds within appropriation restrictions, the financial system
establishes the various criteria and limits in the appropriation files. These 
data typically include such elements as: 

" 	total authority (now approximately $1 billion); 

" 	authority by region (i.e., a certain number amount of total
 
guaranties 
must be issued for Latin American project,3); 

" 	annual average authority (i.e., $15 million average guaranty 
value authorized per year); 

• 	 authority by country (i.e., $25 million ceiling); 

" 	total amount of appropriation (originally $50 nillion); and 

" 	other restrictions (i.e., use of authority for particular categories
of housing projects or agricultural projects). 

The basic information derived from legislative transactions is the defini­
tion of the overall operating limits of the program. The fina cial manage­
ment responsibility is, therefore, ensureto that program a, vity stays with­
in these limits. In the case of the fund balance in the treasur3 account, there
is the additional requirement to ensure that sufficient income is generated to
maintain the program itself and to provide adequate cash for the disposition
 
of large claims.
 

The monitoring of compliance with many of the legislative requirements
is an integral part of the financial system design. By comparing proposed
projects and projects being implemented to active projects and legislative re­
strictions, automatic projections of authorization limits -to-actual are made. 

Budgetary Actions 

Operating much like a revolving fund out of a continuall, and externally
reimbursed appropriation, the HGP has characteristically had greater flexi­
bility in budgeting for its annual operating expenses than other Agency orga­
nizations. One of the inherent aspects of the program is that unexpected,
large expenses may be encountered (i.e., default claims). Strict budgeting
under-these conditions, therefore, is not always practical. At the appropri­
ation level, however, this fle.zibility does not relieve the program of respon­
sibilities to provide accurate budgetary data, to the extent possible, for con­
trol, allotment, establishment, and apportionment activities. 
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This system description does not attempt to duplicate the detailed budget­
ing operations of the Agency. However, the program must generate budgets 
in accordance with AID requirements, based on projections of operating ex­
penses such as labor costs, contractual costs, materials, and claims. This 
information must be available in a compatible format to allow accumulation 
by object class and by fiscal quarter for apportionment purposes. 

The development of operating budgets for appropriation control does not 
always lend itself to program management. In particular. the erratic nature 
of claim processing may not be strictly controllable under a quarterly appor­
tionment procedure. The financial management system envisioned for HGP 
is capable of recording and tracking budgetary and expense data in appropri­
ated and program terms simultaneously. This is accomplished in a manner 
largely transparent to system users through the use of an integrated data 
base structure and a single-transaction 1,put technique. Some control over 
apportionment limits will be provided thr(,ugh the quick recording of preex­
pense transactions in the data base, the-, by projecting the impact of various 
activities on the funds available for expenditure. 

Preexpense Transactions 

Although many of the cash flow transactions of the program take place 
through the central reserve, a considerable number are channeled through 
the appropriation accounts. These transactions, such as contractual actions, 
require equal control through reservation, commitment, and obligation pro­
cesses in th? appropriated accounts. 

Commitments, reservations, and obligations provide management with 
two key pieces of data -- fund restriction and fund availability, as reflected 
in the appropriation accounts. Preexpense information is derived from a va­
riety of restricting or committing documents. Although impacting quickly on 
appropriation accounts, the.se data are not .Iways immediately pertinent to 
the program accounts where diff,,rent accrual accounting methods or periods 
may be employed. The basic system design employs techniques which will 
accept all preexpense transactions and post them to appropriation files. Data 
required for later use in the program files will be reflected as open transac­
tions and, through the use of a transaction or document number, will be posted 
to program or project files when necessary. 

Expense Transactions 

There is a marked similarity between expense and expenditure transac­
tions for program and appropriated files. Expenses, whether accrued or ex­
pended, are reflected in both sets of accounts. There may be some periodic 
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variances, however, due to accrual methods. The primary sources of ex­
penditure actions are contract or material vouchers, payroll transactions,
and claims. Since vouchering actions generally apply to an e-tablished obli­
gation, a deobligation must occur during processing. Payroll transactions 
in AID are simultaneously obligated and expended and are therefore posted to 
accounts in essentially a summary form. Claims usually require expedient
processing and therefore demand that an obligation and expenditure document 
to be entered at the same time. In these cases, "expenditure" refers to any
disbursement of funds from the appropriation account. 

A difference exists between the posting of expenses to the program and
 
the posting of expenses to the appropriation. This difference 
must be recog­
nized in the system design. The allocation of expenses and the level of de­
tail required for recording such expenses varies for program and appropria­
tion pruposes. The most notable difference refers to the use of object class­
es for recording operations versus the breakdown of expenses to suit the
needs of program management and for comparison to the program operating 
budget.
 

The system design provides for recoriing expenses for both program and 
appropriation needs. This is accomplished through discrete coding struc­
tures which prescribe the accounting treatment of each transaction and assign
account numbers to be posted simultaneously in either program or appropria­
tion files. This technique will generally require the assignment of transac­
tion codes only once, at the earliest point entry to the system (i.e. , 
at the
time an obligation document is processed). The specific posting instructions
would be drawn from computer tables containing debit/credit groups indexed 
to the transaction codes. 

Revenue Transactions 

Generally, there are three sources of revenue transactions in the appro­
priation accounts:
 

* 1 percent fees on a one-time basis; 

* 1/2 percent fees on a recurring basis; and 

* recoveries on an irregular basis. 

In all cases, checks or other cash transfer media are recorded in the
Agency cash journal and accounts receivable systems and are posted to the 
appropriation accounts. Currently, process isthe automated supplemented
by manual cash journals to verify transaction amounts for posting to program 
ledgers. 
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In most cases, revenues can be anticipated by calculating amounts due 
the appropriation, hased on outstanding loan balances (in the case of fees) 
or on disbursements made on behalf of borrowers (in the case of claims).
To provide effective management control over revenues, transactions should 
be recognized as accounts receivable at the earliest possible time in the ac­
counting process. When payments are received, they should be applied a­
gainst specific receivables for liquidation, and any variances to anticipated
receipts should be noted on management reports for research and action. 
The procedure of verifying Agency cash records against manual program led­
gers is duplicative. By adding an additional manual process, an additional 
source for error is created. 

The system design provides for the automatic and simultaneous creation 
of accounts receivable in both the appropriation and program accounts. Rec­
onciliation of cash accounts is provided automatically through batch totalling
of receipt documents entering the cash journal system and the accounts re­
ceivable liquidation variance reports. Because the receivable entries are 
created by a single, uniquely coded source, their liquidation can only be ef­
fected by an identically coded cash transaction. 

Reimbursements 

Certain expenses, including salary costs incurred by the HGP in the per­
formance of services for other agencies or organizations, are reimbursable. 
These expenses are accumulated by manual time scatter sheets, extended by 
hourly rates, and accelerated for fringe and overhead costs. 

There are three primary considerations for management control over re­

imbursable expenses: 

" the accuracy of both charged hours and extension techniques; 

" 	accountability through the accounting system to ensure collec­
tion; and
 

• 	 the maintenance of records to use for management monitoring
 
and budgeting purposes.
 

The question of accuracy can only be addressed by internal management 
emphasis on the recording of time and other charges. Accountability for 
transactions is receivablebest provided by the creation of a transaction to 
offset the expenses incurred. The maintenance of records for analysis 
should be provided by the detailed accounting files. 
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The system design calls for the earliest possible capture of reimbursable 
expense data and total accountability throughout the processing cycle. Time­sheets should be entered as coded documents. The system will extract cur­rent salary and fringe benefit information from the Agency's payroll and per­
sonnel files. Automatic entries to the rt.ceivable and expense accounts of theappropriation and program files will be made, and a billing or reimburse­ment report will be issued. As a bsic ingredient of the system design,
transactions will be maintained )n a 	

all 
iistory file for future reference. 

Program Financial Management 

The purpose of the program accounting concept is to interface the detailedtransactions at the project level with the gross transactions at 	the appropria­
tion level and to develop program financial statements. Program-level ac­counting is not essentially different from the accounting methods now employedby AID to monitor and report on HGP-wide activities on a profit or loss basis. 
The concept encompasses four functions: 

• 	 rolling up project-level transactions and project status to the pro­
gram level; 

" 	collecting program-level operating expenses and making allocations 
to the project., 

• 	 correlating the data in the appropriation accounts to actual trans­
actions; and 

" 	monitoring a variety of performance factors at the program level
such as overall delinquency trends, sufficiency of reserves, and
actual program operating results versus the operating budget. 

Exhibit 111-4 depicts the salient characteristics of program dccounting.
Through the accumulation of data from various 
sources, program accounting
involves three Lasic areas of financial management: 

• budgeting;
 

• operating results; and
 

" cash transaction control.
 

With the exception of cash control and the evaluation of overall operatingresults, the program-level accounting function is well defined in the appropri­
ation and project accounting concepts. Repayment transactions at the projectlevel are strictly controlled and therefore require only analyrsis for program­
wide impact. Contractual actions are tracked in the appropriation accounts 
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and, since program accounting codes are applied at point of entry to the sys­
tem, generally need onl to be monitored for completion. Payroll expenses
and Agency support costs are also input from appropriated files and similarly 
require minimal verifica'ion. 

This discussion is not intended to oversimplify the program accounting

function. Rather, it demonstrates the significant reduction in complexity

available through the use of an 
integrated accounting system. The financial 
management responsibilities of this concept are largely oriented toward anal­
ysis of corrected data in automated files rather than the processing and anal­
ysis of source transactions as the basis for general program evaluation and 
control. The use of an integrated data base provides the immediate availabil­
ity of individual transactions for detailed analysis on an "as needed" basis.
 
By shitting the program-level 
focus away from the project leve. transactions 
and by using selective management exception reporting to highlight project
level problem areas, the time of accountants, financial analysts, and financial 
managers can be better applied to the evaluation of the program a whole.as 

Bt 1&geting 

Budgeting under the program accounting concept is procedurally identical
 
to that under the appropriation concept. The classification of budget entries,

however, 
 must conform to the income and expense categories of the program

accounts. Once coded in this manner, budgets are placed on files within the

integrated system by cost or income category and used to monitor operating
 
results on an ongoing basis.
 

Budgeting capabilities for a long-term activity such as HGP should be 
available on a multiyear basis. Projects implemented during the current year
have an impact cn revenue and expense for 20 to 30 successive years. Al­
though it is not considered necessary 
or even feasible to accurately buciget
this far into the future, the ability to measure the impact of near-term ac­
tions and foreseeable events in the near outyears is important for management 
control. 

Operating Results 

The basic financial responsibility in measuring operating results is to ex­
amine the operating income or loss and the status of all program funds in
light of the operating budget and overall program goals. The main source 
of data is the financial statement, generated automatically from the program 
files. 

It is in the interpretation of the financial statement that one of the power­
ful features of a project-level control basis becomes apparent. The net profit 
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or loss of the program is composed of the servicing and development costs of 
individual projects, as offset by fee income, recoveries, and net variances 
in the appropriation account. Within a reporting year, an operating loss may 
result from the default of a single program. Conversely, an operating gain 
may result from the initial recovery of I percent AID fees (although the asso­
ciated development expenses were recorded in prior periods). The nature of 
HGP indicates that this treatment of operating results is proper for financial 
reporting. It may not, however, be the best way to satisfy internal manage­
ment needs to analyze the cause of operating gains or losses. 

Under the project accounting concept, statistical records are maintained 
by project for a variety of categories such as development cost and net invest­
ment. By accessing this information, management is better capable of under­
standing the reasons for operating results and will be able to analyze the cur­
rent status and performance of a program more effectively. A number of 
other statistical project elements are available for financial management use 
from the project accoLnting files. Examples of these are delinquency rates 
and project contribution margins. 

Cash Transaction Control 

The most complex aspect of the program accounting function is cash trans­
action control. This applies particularly to the operation of the central re­
serve, but also impactson the use of t'easury fund deposits. 

Cash control for HGP has a dual nature. It involves: 

• 	 the balance of available funds in the central reserve; and 

• 	 positive control over specific transactions to ensure accuracy
 
and accountability.
 

The balance of available funds refers to the requirement for AID to ensure 
sufficient available cash to meet current payments to investors. Positive con­
trol over transactions requires all disbursements to be preauthorized, to be 
recorded in the Agency accounting system, and to generate a debit advice from 
the AID fise 1 agent for comparison to authorizations. Similarly, cash re­
ceipts should be recorded by AID from a credit advice and ascribed to a spe­
cific account or project. The gash transactions in the HGP records should 
balance with the bank statement provided by the fiscal agent. These two as­
pects of cash control are not mutually exclusive. It is only through tne real 
time availability of cash balance data that the adequacy of reserves to meet 
current liabilities can be ascertained. 
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Mucn of the control over cash transactions and the evaluation of the suf­
ficiency of cash balances is performed by the suggested system design. As 
previously discussed, all disbursements from the central reserve result from 
the pyment schedule developed from current payment information contained in 
the transaction. When the debit advice is recorded, it will match with the dis­
bursement record and be placed on the cash journal file. Receipt transactions 
will be processed in essentially the same manner. For those receipts which 
match a receivable item, the credit advice will liquidate the receivable and up­
date the cash journal. Unidentified receipts will be reflected in the cash jour­
nal for accountability, but the transaction will be flagged for correction. All 
transactions in the cash journal will be maintained on file for reconciliation 
with the fiscal agent's bank statement. 

The evaluation of the sufficiency of cash on hand is addressed by a model­
ing feature of the accounting system, presented as Exhibit 111-5. This subsys­
tem accumulates current payments due from the project files for actual proj­
ects, estimates payments due for projects scheduled for implementation during 
the modeling period, and draws comparison to the cash balance on hand re­
flected in the cash journal files. The system automatically applies payments 
due to project-specific or general reserves, as appropriate. 

Reporting for the cash balance subroutine will normally be performed on a 
routine basis, compai ing current payments to current cash available. The 
subroutine is designed to be used on a routine basis during disbursement func­
tions and therefore will withhold disbursements if cash is not seen as available 
to the system. 

The cash balance or cash flow subroutine also is capable of projecting cash 
requirements for future periods by including estimated receipts, planned im­
plementation, and hypothetical or unplanned implementations. 

The same principles which drive the cash control of the central reserve 
also apply to the appropriation cash account. In a fully integrated system, 
cash ransactions will be monitored by AID's cash journal system automati­
cally. Without integrating the program accounting with the Agency's system, 
the appropriation account will be treated as a second AID fiscal agent with 
output reports from the cash journal system, vouchers for payment, and re­
ceipt documents serving as the control elements to the internal program cash 
journal file. 

Project Financial Management 

Because of the responsibilities of the HGP to the .ppropriation accounts, 
the strong interrela'.ionship between program and appropriation transactions, 
and the fact that the program accounts are largely driven by transactions of 
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individual projects, it is proper to next address the lowest user level -- the
project. The system of financial and management control developed for the
HGP relies heavily on project-level data. The basic records used for project
accounting under this concept are not unlike those currently kept by NSLL for
maintaining transactions in the central reserve. The use of these records,
however, and their definition in the automated mode present a different focus 
on financial management responsibilities and accounting than is now used.
 
Several new concepts are introduced such as:
 

• Development Costs - those expenses incurred before implemen­
tation of a project ,"ether or not they are eventually recoverable 
through fees. 

" Net Investment - an ongoing statistical record of the total cost of 
developing, implementing, servicing, and liquidating a guaranty 
less the fee income received. 

" Operating Expense Allocations - using the hypothesis that all op­
erating costs are attributable to some project or set of projects,
this concept employs direct charging and allocating of operating 
expenses at the project level. 

The project accounting concept involves four basic transaction types and
 
one analytcal subroutine as depicted in Exhibit 111-6. These are 
based on
 
the typical life-cycle of a project as follows:
 

" Initiation - the first contact with potential borrower.a 

Development ­ the period of time during which loan agreements 
are being formulated, site surveys and analyses are being con­
ducted, and conditions precedent are being met. 

" Implementation - that :Doint in time when a loan agreement is 
being enacted, drawdo:.inz are made, and the initial AID fee is 
received.
 

" Servicing - the active life of an implemented pi )ject, between en­
actment and liquidation, during which fees are ex­received and 

penses paid.
 

" Economic Indices - an analytical tool capable of translating past,
present, or future data into then-year, current year, or outyear 
dollars. 

The data involved in each of these transaction types, management uses of
these data, and the automated processing techniques are discussed below. 
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The focal point of the project accounting concept discussion is the individ­
ual project file. This should be viewed at the conceptual level as a unique 
record which contains certain permanent project information such as bor­
rower/investor identification, amounts authorized, and implementation dates. 
Also contained in the project file are historical records which reflect pay­
ment and receipt information. The file is "built" throughout the life-cycle of 
the project, providing a comprehensive record of the instrument while it is 
active, as well as when it is liquidated. 

Initial Contact 

Financial management and control over projects should begin when serious 
contact is made by a government or borrower regarding the issuance of a loan 
guaranty. Once formal discussions have begun, AID will become increasingly 
committed to underwriting specific loan amounts within the projected time of 
actual authorization. The first priority of financial management should be to 
ascertain whether the desired authority is available within the desired time 
frames. The second priority should be to immediately reserve sufficient au­
thority in the accounting records to protect the integrity of future negotiations. 
This is accomplished by initializing the project file with basic preliminary 
project data such as anticipated authority and likely authority issuance date. 

The use of the project file during initialization is two-fold: as a planning 
tool and as a device to record a pending project and reserve authority. As a 
planning tool, the project file is scanned for all existing and planned authori­
ties. The requested authority is combined with authorities and appropriation 
limits to determine the authority available for the initialized project. A res­
ervation is established on file to prevent subsequently initialized projects 
from superseding the available authority. 

As the initial contact stage progresses, supplemental data become avail­
able for management analysis and control such as estimated fees and the re­
quired development level of effort. All data should be correlated to provide 
a development budget and estimate of total fee income. Using this informa­
tion, effective evaluations can be made regarding the viability of the develop­
ment effort in light of anticipated fees. By using breakeven analysis tech­
niques, management will be able to judge the propriety of fee income versus 
the future investment in the project. Similarly, the projected impact on aux­
iliary processes such as the central reserve balance and the operating bud­
gets of the HGP can be ascertained and assessed. 

Development 

The development phase begins during initial contact and ends at implemen­

tation. It is during the development phase that background work is performed 
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on the proposed project and its financial structure. The authorization agree­
ment is signed during this phase, but the implementation schedule may be 
revised periodically before finalization. 

The primary emphasis of financial management during this phase is on 
the collection of development expense data and the revision and updating of 
imple.-rentation details such as schedules, fee rates, and the authority amount. 
Actual costs are compared to budget to measure the progress of the project. 
The revisions made to anticipated agreement provisions are designed to allow 
additional management analysis of the fee structure. the breakeven point, and 
the impact of the project on the central reserve and program operating bud­
get. In addition, refinements of the authority reserved for one project will al­
low more accurate definition of guaranty authorities available to other proj­
ects. Similarly, changes in the implementation or agreement schedule in­
volving different years may conflict with variods program restrictions (such 
as average annual project authority) and must be recognized by the system 
quickly in order to prompt management response. 

The development phase introduces the concept of "net project investment" 
to the financial management of HGP. As defined above, this refers to the re­
sources of the program applied to a project, less the return tLrugh fees. 
At this time, no fees will have been recovered; however, the net investment 
account provides a good evaluative management tool which is viable through­
out the active life of the project. 

Normally, when one refers to development costs as net investment, it is 
assumed that the expenses are incurred in anticipation of some return. In 
concept, this applies to the HGP, where development expenses are expected 
to be eventually offset by fee income in some future period. In a commercial 
environment, the accounting treatment in this case might be to offset these 
costs with a prepaid asset account. The HGP, however, has no assurance of 
recovery costs and would therefore probably not be entitled to this flexibility. 
It is possible, however, to reflect development expenses on official statisti­
cal records within the accounting system foc management purposes. Fees, 
when generated, would be, in part, recoveries against the cost, and the re­
sultant net inveetment amount would provide an effective means for measur­
ing individual project performance and evaluating fee rates. At the time of 
regular program-level fincncial reporting, the net project investment would 
assist management in moru effectively evaluating overall operating costs and 
qualifying net operating income or losses. The net investment concept is also 
viable in assessing the level of assistance activity provided by the program 
for selected countries or regions. 

At some point during the development phase, the actual guaranty agree­
ment is signed. This action must trigger several management responses in 

III. 23 



the accounting system. Primarily, the authority amount and implementation
schedule become final. The project files presenting reserved authority

amounts must be firmly restricted. The implementation date must also be
recorded in order to provide target date recognition within the system. 
 This 
serves as both a management tool for planning and a "tickler" file to provide

action reports should an implementation date arrive without evidence 
of
drawdown or other scheduled activities. Supplemental information regarding

potential agreement provisions such as escrows 
should also be recorded.

Once again, this should serve as an integral check against a planned event
 
which is not evidenced as occurring on schedule.
 

A 	number of other activities should take place at the time the agreement

is signed. A preliminary amortization schedule should be calculated. The

budgetary impact and effect 
on reserves of future payment/disbursement trans­
actions can also be developed, based on the amortization schedule and pro­
jected fee income. 

During the time between the agreement signing and implementation, addi­
tional development costs will be incurred, which will be treated as before.
In addition, the majority of the permanent project' file data (such as investor/
borrower/host country guarantor identification, repayment provisions and
communication 
channels) should be loaded in preparation for preliminary dis­
bursement . 

Implementation 

Implementation occurs at that point in time when the agreement is being
enacted, drawdowns are being mad. and initial fees are received. Imple­
mentatian is a phase of the guaranty agreement which requires prompt re­sponse from many aspects of the financial management system. It is at this 
stage that AID must first formally recognize an increase in the contingent li­
ability and assume a series of responsibilities to investors and the program
with respect to fund control and cash management. 

A 	successful implementation phase is characterized by the coincidence of 
the three following actions: 

• 	 the accounting system recognizing that a drawdown is due in a
 
particular 
amornt based on the project file; 

" AID receiving notice of drawdown (disbursement) from the in­
vestor; and
 

• 	 AID receiving a notice of drawdown (receipt) from the borrower. 
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If these items do not match with respect to time, amount, or other provisions 
of the loan agreement (such as an escrow), the accounting system will gener­
ate a warning for management action. 

The mechanics of th-'s process in the automated mode involve the creation 
of a record based on project file data which indicates a transaction due. This 
record will be progressively loaded with borrower and investor reports as re­
ceived. Until all three match, an error message will be generated. 

The internal accounting activities during implementation essentially entail 
the conversion of a development file to an active loan file. The outstanding 
balance of the loan is posted to the contingent liability file. In the case of 
some escrows, only the interest due adds to the liability. Each project rec­
ord maintains its own account of "liability contribution" to the total program. 
Individual project liabilities can therefore be computed on a variety of bases, 
such as total outstanding principal and interest or a lesser amount in the case 
of a project with a host government guaranty. 

To recognize the I percent fee transaction, a receivable must be estab­
lished in the accounting records, with an expected receipt date. Notifications 
of delinquency or nonreceipt must be generated for management action. 

To accomodate the upcoming repayment transaction in the central reserve, 
implementation should trigger an amortization of the loan amount, a cash flow 
projection for additional reserve balance requirements, and an open transac­
tion for the first month's payment of principal and/or interest to the investor. 
The AID-developed amortization table should be provided in the form of a re­
payment schedule for borrower and investor records. 

Servicing 

The servicing phase encompasses the major portion of a typical project's 
life. It is characterized by payments made by borrowers or administrators 
to investors either through the central reserve or directly. In the case of de­
linquent payments, a claim is processed by AID. If there is a host country 
guaranty, an AID claim is gererated for recovery. In some cases, claims 
may be charged to project reserves; in others, they are charged to the appro­
priation. Operating costs are incurred by AID pursuant to servicing respon­
sibiilties. 

The financial management emphasis during the servicing is driven by pay­
ment control. As in the case of a drawdown during implementation, a sucess­
ful loan payment is characterized by the coincidence of the three following 
records: 

* payments received by investors; 
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* payments issued by borrowers; and 

* payments anticipated by AID. 

Beyond matching the total amount of the payment, the equal allocation of funds 
to subsidiary items (such as principal, interest, fees, and prepayments) is re­
quired by all parties. 

One of the precepts of sound repayment management requires that AID
 
assume a 
proactive role in monitoring transactions. This is accomplished

through the precalculation of payments due and allocations of payments 
to 
proper subsidiary accounts. A second precept is the expedient issuance of
 
payments to the investors fror.-
 the central reserve or the expedient process­
ing of claims from investors not using the central reserve. Third, AID should 
have a means of quickly recognizing missing or payments varying from proj­
ect records. Further, the Agency must have the means of processing the flow
of cash accurately and quickly and of being able to trace its path accurately to 
locate missing payments. 

Several underlying techniques are employed in accomplishing the require­
ments of payment management and control. 

Borrower/Investor Statements - AID-generated documents re­
sembling bills in format and displaying amounts due and their 
allocations based on project files. 

Sufficient Reserve Balance - the dollar amount required on hand 
in the central reserve to meet the current payments due investors. 

Payment Missing/Delinquent Reports - management reports which 
continuously reflect open items on the project file during the re­
payment period. 

• Electronic Funds Transfer - the maximum use of high-speed cash 
transfer mechanisms for payments, receipts, and claims. 

" Correspondent Network - that unique route which payments take 
between borrowers, investors, and AID. 

Each of these concepts is discussed in greater detail in the System Functions 
section. However, to demonstrate the general flow of repayment data and re­
late the associated internal accounting controls to the project accounting con­
cept, the following briefly describes the repayment cycle. 

The project file generates a current payment transaction based on the in­
ternal repayment schedule. Prepayments are stored in automated files and 
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supplemental prepayment actions are added. A borrower/investor statement 
is produced, representing AID's perception of the upcoming repayment trans­
action. Simultaneously, a disbursement transaction is creat,'d for central 
reserve projects and the current payment schedule is produced. A receivable 
transaction is created to reflect amounts anticipated from borrowers to the 
central reserve. For all projects, the AID fee is calculated and a recf-ivable 
is established on appropriation accounts. 

At this time, AID has created a complete pending set of transactions which 
will provide the basis for comparison with the actual transactions as they oc­
cur. From the established open items and their interaction with the actual 
transactions, AID will derive delinquency, late payment, fee income, claim, 
principal, interest, and prepayment data. This information will provide one 
of the bases for management control at the project level. 

In terms of project operations, the repayment transaction provides data 
on fee income and claims. To complete the financial picture, additional data 
such as followup site work, claim recoveries, and operating expenses for ',ne 
Housing Office, RHUDOS, and other AID organizations must be added. It is 
the interrelationship of these various income and expense items which pro­
vides the financial control at the project level. 

Fee Income. Fee income is a revenue item which replenishes the appro­
priation account. The specific amount due can be anticipated and ascribed to 
individual projects. The fee rate and repayment schedule of each project file 
contribute to the income control process in the current period and p.'nvide de­
tailed budget input for outyears. Fee income is also an offset to project ex­
pense and is therefore reflected in the net project investment account. 

Followup Site Work. Projects usually require that periodic one-time re­
search or analytical tasks be performed. These may be of a corrective na­
ture (i.e., in the case of chronic delinquencies) or of a routine nature (i.e., 
interim audits of host country borrower institutions). Although the costs as­
sociated with these efforts are an integral part of the operating costs of the 
program, !hey can, in many cases, be ascribed to particular projects or 
groups of projects. Expenses, therefore, should be recorded at the individ­
ual project level in a statistical or memorandum account similar to those used 
to record development costs. As project-specific expenses, these are applied 
to the net invest account. 

Followup work should be controlled from the time the tasks are defined 
and, if contracted, should be recognized by the aopropriation account as a 
commitment or obligation. 

Claims. Claims to projects without reserves represent an expense to the 
program and appropriation. Although these may be temporary (due to late 
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payments) or may ultimately be recovered, they are project-specific andtherefore should be controlled at the project level. Under the project ac­counting concept, claims are an additional investment of program resources 
and contribute to the net investment of the pr6ject. 

If claims are subrogated by host government guaranties, an appropriatereceivable should be established in the accounting records. During the collec­tion process, management reports should reflect the status and aging of thetransaction to provide accountability and control and to prompt management
action as required. Historical records of subrogated claims should be main­tained even though reimbursed by host governments in order to provide a
 
basis for future analysis of project 
status. 

If claims are charged against project-specific reserves in excess of thereserve balance, a liability is incurred by AID. Because reserve-bearing

projects often have the potential of recontributing reserve funds under 
morefavorable conditions, negative reserve balances should be maintained statis­tically. This will ensure that the future accumulation of reserves will offset 
the Agency claim expense. 

All claims should be maintained on historical files for future reference.
In this regard, claims against specific reserves 
should be monitored as a
 
means of anticipating 
future program liabilities. 

Claim Recoveries. Any recovery from a claim paid by the Agency mustbe recognized by the accounting system. This is important to evaluate theoperating results of the program. Claim recoveries should be applied againstspecific claim actions. Both the clalm and recovery should be retained by theaccounting system to provide historical records of project performance.
Claim recoveries should be applied to the net project investment account. 

Operating Expenses. Other than followup work and claims, operating ex­penses are accumulated through the basic support costs for the program with­in the Office of Housing, the RHUDOS, 
 and other AID organizations. Operat­
ing expenses in this context refer to costs such as salaries, fringe benefits,rent, agency support costs, and programwide contractual services (i.e., NSLLand ASB). These expenses can generally be identified as project-specific, 
regional, or programwide. 

Operating expenses are normally controlled at the program and appropria­tion levels. They are not ascribed to individual projects. However, virtually
all operating costs of the HGP are incurred pursuant to some function of proj­
ect development, implementation, and control. 
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Throughcut the discussion of the project accounting concept, the term 
"net investment" has been used to describe a means of measuring the re­

sources of the program expended against revenues gained at the project level. 
well as a basis for evaluatingThis provides a sound manage: ient control, as 

various salient characteristics of projects such as the relevance of fee income. 

It is important to note, however, that a major portion of the program re­

sources applied to a project do not appear in a manner suitable for manage­

ment analysis of true project cost and, therefore, actual net investment. The 

process for developing these values involves the application of basic cost ac­

counting concepts in order to allocate operating expenses along some equitable 

basis to each project (whether actual, under development, or in the predevel­

opment stage). By accumulating these data for all projects, management will 

be better able to plan and budget new projects, both for the near-term and for 

future program years. The allocation basis should be established empirically 

within reasonable assumptions. An example of an initi,! assumption is that 

projects requiring monthly servicing entail three times thle servicing effort 

of quarterly projects and six times the effort of semi-annual projects. 

The allocation basis would be an integral part of the accounting system. 

Indirect and administration costs would be accumulated at the program level 

and distributed to the project accounts for reporting. Direct payroll costs for 

in-house analytical work could be collected by using timesheets similar to 

those currently used for reimbursable services. Only direct effort for a 

project would need to be recorded. All other time would be chargeable to in­

direct or administrative pools for allocation. 

Liquidation. Liquidation occurs at the end of the servicing period and can 

be the result of natural maturation, default, or a buy-out of the loan uy an in­

dependent investor. Under any of these circumstances, the financial manage­
ment responsibilities are twofold: 

.	 to ensure all balances in accounts are reconciled and closed; and 

• 	 to en ;ure a permanent transaction file exists ecord the entire 

financial history of the instrument. 

The closing of accounts is accomplished by using a discrete set of ac­

counting transaction codes to generate a preclosing trial balance of the project 

before and after application of actual closing procedures. Once all accounts 

are reconcii,:d. the project would be closed automatically. Residual account 

balances should be reassigned. For example, a receivable for anticipated fu­

ture collections against claims paid would be established in the case of a de­

fault. 

Upon liquidation, all system project-permanent and historical transaction 

files would be correlated and presented in a discrete report to serve as a 
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hardcopy record of the entire life of the project. This report would be re­
tained for reference and evaluation and could also serve as the basis for term­
ination audit procedures, as required. 

Er:onomic Indices. An auxiliary feature of the project accounting concept 
is the automated application of various economic indices to depict the impact 
of past and future variations in currency values and inflation. This process 
is not an integral part of t'e normal accounting flow. Rather, it is a tool to 
assist management in the evaluation of economic factors during the length of 
a project. 

The economic indices are contained in a subroutine to the central system. 
This subroutine is primarily a modeling device which can either translate his­
torical data into present value dollars or project future dollar values using hy­
pothetical inflation or currency revaluation rates. Data are called from HGP 
files and loaded in a separate file for use by the subroutine. Variuls para­
meters are provided either by the system (past currency exchange ox infla­
tion rates) or by tne user (predictions or hypothetical values). Various re­

ports or displays can be generated to depict the effects of these factors on in­
dividual projects or the program. 

There are several major uses of the economic index subroutine. For bud­
geting, past experience can be translated to current values in order to esti­
mate near-term expenses on a common basis. For project evaluation, the ef­
fect that external economic factors have on the net investment of the program 
may assist in evaluating fee structures or in establishing terms for future 
agreements. For older projects where severe currency devaluations have 
historically been a problem, the economic index subroutine provides a valu­
able tool in examining the viability of the project, anticipating future claims, 
or predicting probably defaults. In its more sophisticated form, the subrou­
tine can be autlomatically accessed when processing the repayment transactions 
of these older programs to regularly predict the long-term impactof current 

exchange rates and produce warning reports when repayment elements are 
projected to fall below established parameters. Similarly, the subroutine can 
be used to project current period claims for older programs by inputting offi­
cial rates of exchange as of the close of the repayment period. 

The use of economic indicators is not limited to single project analysis. 
By accessing categories of projects (such as all those with deflated currencies) 

and applying appropriate variant rates, displays of future claim estimates can 
be made. 
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SYSTEM FEATURES 

The pending section discussed the financial management responsibilities 
and controls required for the successful development of an automated account­
ing system for HGP. In some areas, detailed descriptions of data flow through 
the system were provided. This section completes the picture of the concep­
tual design by addressirg other specific features offered by the system. 

General System Characteristics and Considerations 

The system envisioned for optima] control and ease of handling HGP ac­
tivities is a highly integrated computcr system. Data are stored in discrete 
sets of data files in a manner which facilitates easy retrieval and correlation 
to provide management reportig and analysis at a number of user levels. 

The system is designed to accumulate accounting, budgeting, and statisti­
cal data for project, program, and appropriation control and management. 
Individual accounts are established to record various transactions such as re­
ceipts, disbursements, income, and expenses, providing management reports 
on the operations of tne HGP at each user level. Asset, liability, and equity/ 
investment accounts are also maintained to reflect the status of the program. 
Although some overlapping is possible, separate sets of accounts are estab­
lished at the appropriation, project, and program levels.. 

The system employs a single-transaction technique of recording transac­
tions. This concept requires the assignment of unique transaction codes for 
each event which can occur in program administration. Transaction codes 
are keyed to specific debit/credit accounting pairs as in most double-entry 
bookkeeping systems. However, by using codes to reference the proper ac­
counting treatment of each event, it is possible to simultaneously update as 
many account pairs as desired and at different user levels from one trans­
action. Unlike posting to manual records, which requires balanced source 
documents and two offsetting entries, each transaction under the system con­
cept is self-balancing and automatically preedited, thereby eliminating the 
need for tedious manual account reconciliation prior to financial reporting. 

The system is designed to operate harmoniously with the major Agency 
appropriation accounting systems. The final system design will depend on the 
degree of interfact achievable and desirable between the two functions. At the 
highest state of integration, the project and program accounting would be a 
subsystem of the Agency system network. Transactions affecting appropria­
tion accounts would be recorded directly, automatically, and without manual 
intervention. The next highest state of integration would provide appropria­
tion data in a format compatible for entry into the Agency system. The lowest 
state of integration would require duplicate records to be maintained by the 
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program and the Agency, leading to considerable manual effort to reconcile 
the two sets of accounts. The higher the state of integration, the more ef­
fective and efficient the syste. ,ill be when implemented. 

in order to capitalize on modern computer technology and input techniques, 
documents entering the system should provide data in a single format or dis­
crete set of formats and be designed to allow direct entry. The design of uni­
versal input documents to record transactions at their source will eliminate 
the need for voluminous dat' , transcription. 

The system is capable of operating successfully in a number of data pro­
cessing enviornments. Given the scope of AID's Office of Financial Manage­
ment facilities, it would be reasonable to consider this a likely location for 
the automated operations. The final site selection, however, is contingent on 
the availability of those resources, the program management's desire for flex­
ibility, time-sharing options (i.e., display terminals for inquiry and update), 
and other factors. The possibility of acquiring a small computer to support 
the system should be considered also, but the tendency away from loan agree­
ments requiring monthly repayments may make the full application of such a 
resource to HGP accounting unwarranted. 

Project Planning and Authority Control 

Project planning and authority control are vital management functions, as 
discussed above under the project accounting concept. This is a particularly 
complex function because of the lengthy time passage between the initial con­
tact by a potential borrower and project implementation. 

The restrictions placed on a project authority are derived directly from 
the enabling Foreign Assistance Acts. Limitations include such factors as: 

" the total authority for HGP; 

* the average authority allowable by year; 

. the a--thority minimum for Latin Americans; and 

• the maximum authority per country. 

When a project is first contemplated, it may be only one of several proj­
ects in various stages of development. In no case is the associated authority 
actually released. To ensure that authority amounts used for initial project 
planning are not superseded by the issuance of authorities on other pending 
projects, the accounting system maintains authority records in the project 
files. 
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Authority control can be characterized by three levels of restriction: 

those projects currently under signed agreements with• 	 Level I ­
defined expiration dates;
 

• 	 Level II - those projects being negotiated and having authority
 

reserved with an estimated agreement data; and
 

" Level III - those projects in the initial contact stage without firm
 

limits as target agreement dates assigned.
 

The system is designed to compare the authority amounts at each level wiih 
control is maintained.legislative or other management limitations to ensure 

Exhibit 111-7 conceptualizes the contents of the authority records at each 

can be seen that authority files are maintained considerably into thelevel. It 
future in order to recognize the long-term nature of HGP operations. Totals 

are drawn by year in this example, although the file itself is a multidimen­

sional matrix with axis drawing totals from other parameters such as region 

the records reflect the total authority in force and bal­or country. At Level I, 
of the residual authority available. At Level II, reservations of authorityance 

At Level II, average authorityare reflected in the years of expected release. 
planned for release by year is also recorded. For activity at Level III, three 

these deal with a project being consid­scenarios are presented. In concept, 
at a deserved authority amount.ered for implementation at various times and 

for alx-The treatment of the transaction at Level III is like that of a "request" 


thority. Based on the parameters provided (in this case, date and amount,
 

but, in an actual case, country, regional, or other data), the authority files
 

are scanned. If the authority is not available, the transaction will be reflected,
 

but the system will report on selected alternatives, such as a lower authority
 

amount or a different agreement data. If the transaction is accepted, it will
 
aautomatically be placed in Level II as reservation. 

In addition to its basic function, the authority control routine can also be 
a gen­used 'o test various alternatives or, if presented with dollar amount, 

erate a set of acceptable agreement dates. The authority control file data 

also can be used to provide a variety of management statistical information 

such as total authorities in force or regional distributions. 

Investor/Borrower Statements 

Investor/ borrower statements are similar in concept to bills generated by 

an accounts receivable system. They represent a summary of the current 

status of individual "accounts" or projects as of the end of the reporting period 

(monthly, quarterly, or semiannually). Their real usefulness is to place AID 

in 	a more proactive posture rogarding loan repayment transactions. 
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In concept, these statements are multipart, multicolumn, omputer-gen­
erated forms. They contain current status and current payment due informa­
tion for the use of borrowers and investors in reconciling their payments or 
receipts. Static information is displayed, such as the project number, loca­
tion, and name and address of the borrower or investor. Individual line items 
are provided for total payments and allocations to subpayment categories such 
as principal, interest, fees, prepayments, and reserves. The first column 
is preprinted from the AID project file data, reflecting the anticipated trans­
action amounts. The other columns are for the use of the borrower Co investor 
in recording corresponding payment data. Space is also provided for borrower/ 
investor notation of reasons for variance. 

Statements are issued to each party prior to the next due date for payment. 
They are returned and completed in lieu of the current borrower, admini­
strator, or investor report. AID enters the statement data in the HGP ac­
counting system, where they will be reconciled with anticipated payment data 
reflected on the project or program files. Variance reports are generated au­
tomatically for research and action. 

The borrower statements offer several advantages in controlling repayment 
transactions, including the following: 

They are in a standard format, suitable for direct input to 
computer files. 

They provide a verification of cash transactions in the central 
reserve. 

They plat-c borrowers and investors in the position of having to 
justify variances with AID's records, rather than placing AID 
in the position of having to conduct time-consuming searches to 
reconcile errors. 

Payment Cycle 

The payment cycle is one of the most critical functions in the HGP. Due 
to the dynamic nature of loan agreements, good control over the processing 
of payments and the reconciliation of borrower, investor, and AID records is 
necessary to avoid delinquencies, defaults, or additional assignments of in­
terest. Data from the three sources must be compared and variances resolved 

quickly. In a mortgage transaction, errors in amounts paid or allocations to 

principal, interest, or fees can compound from one period to the next unless 

rectified promptly. 
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The control over payment transactions is exercised through comparison of 

the following: 

" Aid project records to borrower reports; 

" AID project records to investor reports; 

" investor reports to borrower reports; 

" credit advices to accounts receivable records; 

" credit advice3 to borrower reports; 

" debit advices to investor reports; 

* debit advices to payment schedules; and 

. cash journal balances to central reserve statements. 

In the case of a complete repayment transaction, each of these data pairs must 
match. 

A complete set of data pairs will not exist for all payment actions. The 
associated cash compai :qons will be available only for projects paid through 
the central reserve. Projects using direct payment channels will rely on AID 
records and borrower/investor reports for control. 

Primary management control is exercised through exception reporting 
which lists those transactions which do not result in equal data pairs. For ex­
ample, a missing payment report will be generated for payments expected but 
not received; a variance report will be generated for unequal borrower/in­
vestor/AID pairs. A variety of other reports will provide management with 
financial statistical data on subjects such as claims, project status, or delin­
quency.
 

Correction of variance must be equilateral throughout the system. Within 
AID, procedures must be established to quickly effect remedial entries to 
project files. Externally, AID must ensure that borrowers and investors are 
aware of discrepancies and that their records are brought into balance before 
the next payment cycle. 

A special kind of variance occurs when a payment is cited to have been 
made by a borrower or AID but is not received by AID or investors. These 
Ilost" payments require prompt action to avoid paying claims unnecessarily 
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or issuing duplicate payments. Lost payments should be investigated by ini­
tiatirg tracer actions from the source of payments. One of the conicepts de­
veloped for the central reserve recommends the use of AID fiscal agent cor­
respondent bank networks and electronic fund transfers for all cash repayment 
transactions. The system design calls for the storage of all repayment net­
works in the project file. These data can be quickly accessed and will pro­
vide a routing for each step in the payment process. 

Exhibit 111-8 depicts the payment cycle for the HGP at a conceptual level. 

The project file is the driving factor in controlling repayments. By cal­
culating the current payments due from borrowers and to investors from the 
outstanding project balances and repayment provisions, a number of activities 
can occur: 

• 	 issuance of borrower/investor statements; 

• 	 issuance of payment schedules to the central reserve; and 

" 	creation of a sei ies of open transactions which will become
 
the cash, receivable, and payable entries to the accounting
 
system.
 

The borrower/investor statements have already been discussed. They re­
flect the- status of individual projects and current payments due based on the 
AID files. Statements are forwarded to borrowers and investors in advance 
of payment to encourage corrective action prior to cash transactions, there­
by avoiding unnecessary reconciliation efforts. 

The payment schedule reflects all payments due investors from the cen­
tral reserve. It is also used to disburse AID fees and pay claims as dis­
cussed separately under the claims payment and Lee collection subsections. 
Payments are distributed by categories such as prindpal, interest, fees, and 
prepayments. For each project, permanent identification is provided to be 
used in the disbursement process. Also, the current address and payment 
route for investors is provided to ensure correct delivery of payment. The 
schedule is certified as correct by AID and forwarded to the Agency's fiscal 
agent for disbursement. 

The open transaction file is composed of pending accounting system trans­
actions. At the time repayment amounts are calculated and borrower/investor 
statements are printed, there is technically no receivable, payable, or cash 
event. These are triggered by the period closing date. At this time, open 
transactions are released to the system for posting. 
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The central reserve will record a number of cash transactions during the 

period closing time frame. Payments and receipts will be evidenced by com­
puter-ready debit and credit advices, respectively. The cash transactions 
will be edited against pending action records, subjected to an edit routine, 
and used to update the cash journal file. During this process, any variance 
between anticipated and evidenced transactions will be noted on an alert status, 
variance, or payment missing report. 

Completed investor and borrower statements will be returned to AID ir­

respective of central reserve involvement. These will be entered in the sys­

tem, compared to each other, and compared to accounting files. During the 
reconciliation process, a number of variance reports may be generated. 

Once they are correct, payment amounts will be recorded in transaction 
files. A variety of management reports will then be issued regarding the 
status of the program. 

Fee Collection 

The system design includes a process for automatically calculating and 

accruing fee income from the project files. Exhibit 111-9 depicts the fee col­
lection cycle. 

Fee income is calculated at the time borrower/investor statement trans­

actions are generated. At the end of each month, a series of transactions are 
automatically generated to recognize the fees receivable and revenue in the 
appropriation, program, and project accounts (i.e., accounts receivable, ac­
counts payable, project income, and net investment). 

Fees are paid from the central reserve for projects under reserve con­
trol and by investors or investor fiscal agents for projects outside the central 
reserve. Central reserve fees are disbursed in the same manner as investor 
payments or claims -- through a payment schedule. Receipts from the re­
serve or investors are processed through the Agency cashier and cash journal 
system. Receivables are automatically liquidated. 

Claims Payment 

The treatment of claims is of vital concern to the system design. These 
transactions result in the disbursement of U.S. Government funds or AID­
entrusted project reserves and therefore require strict control. 

Claims fall into two basic categories: 

claims resulting from payment shortfalls from borrowers to
 
the central reserve; and
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.	 claims resulting from payment shortfalls from borrowers to
 

investors.
 

Claims falling into the first category are self-evident to the accounting 
system through the comparison of anticipated borrower payments and actual 
receipts. These claims are, in effect, prepaid by the Agency during routine 
loan repeyment disbursements from the central reserve. The minimum bal­
ance definition for the central reserve under the system concept requires that 
claim payments made in this manner should be reimbursed to the reserve 
from the appropriation account, although charges may be applied against proj­

ect reserves. 

Claims external to the central reserve can be identified by three methods: 

• 	 comparison of borrower and investor reports with the project
 
files;
 

" 	prenotification to AID of expected payment shortfalls by bor­
rowers; or
 

" 	statistically predictable claims for older programs where payment 
amounts are affected by currency exchange rate fluctuations or 
where chronic delinquency is an identified problem. 

Claims in these situations should be paid from the central reserve to 
maintain continuity in payment channels and to expedite processing the claim 
transactions. In these cases, as in cases of claims against central reserve 
projects, the central reserve must be examined for a sufficiency of funds 
prior to disbursement and it must be replenished from the appropriation ac­

counts. 

Exhibit III-10 depicts schematically the flow of information during claims 
processing. Essentially, claim amounts are provided by the project files 
and investor reports. A transaction is created to record the pending liability 
and a claims report is generated. This report should be verified as required, 
although many of the normal claim authentication parameters and criteria can 
be provided by the project file. Following validation, claims are released by 
the system to trigger a series of accounting transactions. Since investor­
reported claims are not prepaid, the system generates a supplemental pay­
ment schedule to be used as authorization from the central reserve. 

Claims which are presumed recoverable (i.e., in the case of a host gov­
ernment guaranty or short payments due to currency devaluation where a 
Maintenance of Value agreement is in effect) are reflected as receivable 
items, and a report is generated to be used in preparing notification to the host 
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Other claims considered recoverable (such asgovernment or the borrower. 

as a lost borrower payment) are also reflected as receivable items pending
 

receipt of funds. As discussed above, claims paid from the central 
reserve 

result in a replenishment action from the appropriation account. The system 

automatically maintains the integrity of project-specific and general reserves 

to ensure control. 

The system provides for the recording of anticipated claims by allowing 

the entry of supplemental disbursement data to the project file. Projects sub­

je't to currency revaluations or chronic delinquency are flagged and an action 
man­report is generated. Estimates of claim amounts can be computed either 

ually or automatically by using project performance histories or current 

rates of exchange. Some risk of overexpending funds must be recognized by 

management in precalculating estimated claim amounts. This risk may or 

may not be justified by the value of expedicing investor payment and avoiding 

additional interest charges on ov 'rdue payment amounts. 

The iiystem is also designed to accommodate advance notices of short pay­

ments by borrowers. This procedure is subject to the same kind of risk anal­
ysis by management as the AID-developed claim estimate described above. 

Reimbursable Work 

Reimbursable work performed by the HGP for other activities is costed, 

accumulated, and billed by the accounting system. A majority of the expenses 
falling into this category appear to be due to labor charges. The system de­

pends on employee time scatter sheets similar to those currently used by the 

program. 

Tim~Theets are input to the integrated system through a labor distribution 
subsystem. Individual employee records are compared to current files of the 

New American Payroll System (NAPS) to extract labor cost and fringe accel­

eration data. Transactions will be automatically created to post appropria­
tion program and project accounts with receivable income and expense ad­

justments, as appropriate. Depending on the degree of integration employeu 
in the final system design, charges to proper allotments will be made either 

directly (highly integrated) or through the issuance of billing documents (less 
integrated). 

Amortization Schedules 

One of the most mathematically complex functions of the HGP is the am­
ortization of loan amounts over the term of a project agreement. Projects 

must be amortized when implemented to provide repayment schedules. They 
may be reamortized under various circumstances, such as when prepayments 
are made or gross delinquencies occur. 
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The amortization process is contained in a subroutine of the ma-i ac­
counting function. It can be accessed for to:a variety of reasons suc;, As 

" hypothetically project repayment amounts for projects being 
negotiated; 

" automatically generate repayment schedules upon project im­
plementation; 

" recalculate repayment schedules under incremental drawdown 
or escrow situations; 

" reamortize loan agreements when prepayments are made (based 
on borrower payments, allowable dates for prepayments to in­
vestors, and accrued interest and repayments held in the cen 'al 
reserve, if appropriate); 

reamortize loans in gross default; and 

routinely reamortize agreements wiih delinquencies resulting in 
additional investor-assigned interest. 
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IV. SYSTEM DESIGN: DATA PROCESUING CONCEPTS 

The cb"acteristics, controls, and features of the financial management 
system for the Housing Guaranty Program (HGP) have been discussed in the 
preceding chapters. It is the purpose of this chapter to describe the major 
data processing concepts and techniques required to support the system effi­
ciently and effectively. 

SYSTEM OBJECTIVES 

The general objective of this conceptual system design is.to provide AID 
HGP management w:th an integrated financial management system that con­
forms to principles -.f sound financial management and applicable accounting 
guide'tnes. The system also addresses other auxiliary processes necessary 
to accommodate the three--level financial management environment, cash con­
trol requirements, and loan repayment processes. 

The specific system objectives are to: 

" 	create an integrated data base that will accommodate the total
 
financial management environment of HGP and incorporate sta­
tistical data pertinent to program management;
 

• establish a uniform streamlined method of using third-genera­
tion computer techniques to reduce required coding;
 

• incorporate both the plan/budget data and the actual cost data 
to facilitate the comparison of budgets and actuals at the program, 
project, and :opropriation levels; and 

• reduce manual posting, reconciliation, and verification through
 
the use of sophisticated computer logic.
 

PROC'ESSING FE XTURES OVERVIEW 

The HGP integrated financial management system is designed to operate 
in a thiod .generation computer hardware environment under a sophisticated 
operating system. Th, . system makes use of advanced features which will re­
sult in many benefits to AID. The controlling conceptual philosophy is based 
on four techniques which utilize the speed, data storage capability, and con­
trot features on the computer. Those features are: 

• 	single-transaction input; 
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* table-driven prccessing; 

* error suspension/correction procedures; and 

* retention of historical data for audit trail. 

A brief Jescription of these features will indicate the benefits derived from 
their inclusion in the system. 

Single-Transaction Input 

The single-transaction input concept is based on the philosophy that even 
though a single accounting activity (i.e., payment of an expenditure) may af­
fect several general ledger accounts (resources, accounts payable, expendi­
tures), there is no requirement to generate a separate transaction to debit or 
credit each individual account. The single-transaction concept provides the 
capability for maintaining the same general ledger control acccunts at several 
levels of summary, all based on the receipt of one transaction. 

Use of a transaction code to identify e-ach unique accounting event facili­
tates implementation of this technique. The transaction code, along with its 
processing instructions, is described once and stored in a table. The pro­
cessing instructions include a full accounting description of the event, in­
cluding: 

" general ledger accounts affected; 

" edit criteria; 

" description of the accounting event; and 

" subsidiary accounts affecte-i. 

Association of the transaction code with the variable data describing an ac­
counting event allows the system to access the static information related to the 
event. The coded transaction provides all variable data (- g., document num­
ber, transaction amount, transaction date). 

The ability to maintain a data base which provides varying levels of sum­

mary date with a single-input transaction is a significant feature of the system. 

Table-Driven Processing 

Table-driven processing implies the use and maintenance of fairly static 
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information used on a recurring basis. The data stored in these tables fall 

into two functio nal categories: 

.	 validation/descriptor codes and associated static data; and 

" 	process control data. 

The validation codes are used to verify data contained in input transactions. 
The descriptor codes provide the bridge between numeric or abbr.viated 
codes and their English language descriptors. The validation codes and the 
descriptor codes are static, undergoing little or no change. Process control 
data regulate the execution of the automated system in three general areas: 

.	 accounting transaction edit criteria; 

" 	subsystem posting instructions (e.g., general ledger debit/credit 

posting); and 

" 	accounting period posting. 

The process control tables provide the detail edit and validation criteria for 

each unique accounting transaction. The tables specify which inpuit fields 

must be present and what edits are to be performed on them. These tables 

also control the posting of data in the various summary categories, '.uch as: 

.	 account balances in the general ledger and subsidiary ledgers; and 

" 	development costs of an individual project. 

They also reflect each dt )it/credit account pair affected by an accounting 
transaction entering the system. 

The control of accounting period posting is a significant function of pro­

cess control tables. Several accounting period balances are maintained in 
each financial master file. The process control tables control posting to the 
appropriate accounting period. 

The benefits derived from table-driven processing are: 

" 	reduced coding of input transaction data; and 

.	 enhanced user control. 

Coding of input accounting transactions -a reduced by storing static data, 

accessible through a code, in the table one time. As accounting transactiois 

IV. 3
 



are processed, the codes are used to retrieve associated data from the table. 
In addition, maintaining one central table of all codes, descriptors, and pro­
cess control data allows better control of the overall integrity of the tables
 
and any interdependence between tables.
 

Retention of Historical Data for Audit Trail 

The ability to retain historical data for audit or report purposes is also a 
feature of the system. Every accou_.Ling transaction entering the system re­
sides in either the error file or the history file. The history file is an accum­
ulation of every accounting transaction that entered the system and affected
 
master file financial data. Each record is uniquely identifiable by date and
 
transaction identifier.
 

GENERAL ACCOUNTING CONCEPT 

General accounting as proposed for the HGP integrated financial manage­
ment system is accomplished via several automated features:
 

* 	creation of an automated general ledger file containing every
 
General Ledger (GL) account maintained and the associated
 
subsidiary accounts;
 

creation of an 'automated transaction code decision table identifying 
every unique accounting event and the associated GL or statistical 
accounts affected by such events; 

• development of a single transaction input which the trans­accesses 
action :ode decision table and retrieves the associated GL accounts; 
and I 

" 	development of computer programs which post/apply the transaction 
values to the automated GL file. 

The general oz.dger accounts and their respective subsidiary accounts are 
updated during thf financial tile update process. The accounts affected by
each transaction are determined during the edit/validation process. The key
to this determination is the transaction code which is coded on each input
transaction. This code is then used to retvieve the GL and subsidiary ac­
counts from the transaction code decision table. Transactions also post to 
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certain non-GL accounts maintained in project financial files, such as devel­
opment cost statistics or net investment. 

A number of internal controls are provided in the proposed financial sys­
tem to ensure accurele general accounting information and consistency. 
These controls include the following: 

" 	Each transaction code identifies the accounts to be posted and
 
prevents an out-of-balance condition.
 

* 	 7'te transaction code decision table ensures proper posting of 
transaction amounts to the subsidiary and memorandum accounts 
and, thus, reconciliation. 

" 	Automatic netting action eliminates manual adjusting for such
 
items as the liquidation of obligations, and accounts payable.
 

Several special capabilities are provided in the integrated system, such 
as: 

" 	the capability to input special purpose transactions or special
 
adjusting entries which permit direct coding of the debit and
 
credit accounts affected;
 

" 	the ability to add or modify general ledger accounts in the trans­
action code decision table without modifying financial file update 
processing logic; 

" 	the capability to overlap accounting periods (i.e., open the new 
accounting period for posting before closing the current period); and 

" 	the ability to report general ledger accounts status at any time to 
facilitate trail closing and production of off-station reports. 

ACCOUNTING PERIOD CUTOFFS AND CLOSINGS 

To accommodate varying repayment schedules and closing requirements 
of the accounting process, several conceptual design closing/cutoff features 
and techniques are established for the proposed HGP integrated accounting 
system: 

" 	management statistics file; 

" 	automated journal voucher adjusting entries; and 
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* 	capability to overlap accounting periods with the system

processing cycle.
 

The management statistics file is an automated file, maintained both manuallyand automatically, which controls posting/updating of the financial data base.This file contains the following types of information: 

• 	 current fiscal year; 

" 	prior fiscal year; 

" 	current month; 

• prior month;
 

" prior year open/closed indicator; and
 

" 
prior montn open!closed indicator.
 

Input transactions 
contain the effective date of that accounting activity.This date is compared with the management statistics file to determine whichaccounting period (prior month, current month) the transaction affects.financial data 	 Thefiles contain multiple "buckets" or fields for each financial cat­eaory (equivalent to GL accounts) for each accounting period. For example,the program file might contain a bucket for direct labor costs. Five bucketsor occurrences of this amount would reflect the labor costs for the following

periods:
 

* 	current month; 

* 	 prior month; 

prior month minus one; 

* 	prior year: and 

* 	current year. 

The balances would be cumulative for each accounting period. During the up­date process, the management statistics file would control posting to the ap­propriate buckets based on the effective date of the input transaction.
 

Year-end closings consist of several basic 
steps. After processing of allnormal transactions, adjusting entries are processed to facilitate the produc­tion of reports. After processing of adjusting entries, a 	closing transaction 
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is input to prevent subsequent transactions from being posted to the closed 
period. Within ,-',e system concept, year-end closings involve the automatic 
generation of closing transactions to transfer various income, expense, and 
memorandum account balances. closingsYear-end occur after adjusting en­
tries have been made. 

SYSTEM INTERFACES 

The financial management system interfaces or interacts with several of 
AID's general accounting systems. These systems are viewed as feeder sys­
tems which provide the financial management system with information neces­
sary to maintain the integrity, accuracy, and completeness of the integrated 
data base. 

Essentially, the financial management system includes several features
 
necessary to interface with the feeder systems. 
 These features provide: 

" 	a standard interface framework (i.e., standard format and
 
point of interface) so that all automated systems communicate
 
with the financial data base in the same manner;
 

" 	table output to feeder systems to aid in validation of transaction 
data prior to input to tne financial management system; and 

" 	output to some intr:rface systems which require financial data
 
for their processing.
 

The current systems with which interfaces must be established include 
NAPS, the allotment ledger system, the cash journal system, and the ac­
counts receivable system. 

AUDIT TRAILS AND HISTORICAL RETRIEVAL 

The term "audit trail" refers to the manner in which a particular element 
of data existing in the system files can be traced back to its source or for­
ward to its position in a report. In addition to data maintained in the system
files, the audit trail includes the source documents which become part of the 
accounting records as well as the financial reports. The activity reports
generated each time the system is updated are also an incegral part of the 
audit trail. 

Histrical retrieval of data mainained in the transaction history file is 
the major audit trail of financial data. All accounting transactions which 

IV. 7
 



have successfully passed the update program are maintained in the transaction 
history file, along with data appended to the transaction from syotem tables.
Each transaction in the file is uniquely identified with a transaction control
 
key.
 

Activity reports provide the basic audit trail for table maintenance trans­
actions. Each time a transaction is entered to update of the system ta­one
bles, it is reported in an activity report. In addition to listing table mainte­
nance transactions, the activity reports list beginning and ending record 
counts in each of Lhe system files. This helps highlight any missing reports 
or any unauthorized processing. 

The history file update module merges images of accounting transactions 
processed by the financial master file update module into the transaction his­
tory file. 

Audit trail outputs from the system consist of: 

a merged file of fully processed accounting transactions (trans­
action history file); and 

activity reports each time transactions are processed. 

Tn the case of a large volume of input transactions, transaction history

files may reside on tape and are 
stored in the data library, data processing
department, to provide the ability to reconstruct transactions in the event of
 
a limited loss or outright disaster.
 

It is sometimes necessary to reverse or "back out" erroneous transac­
tions. For example, a batch of transadtions may be entered erroneously. In­
stead of manually reversing each transaction, it is possible to acces- the
 
transaction history file and automatically prepare identical transactions. 
 The

only difference is that the transaction processing code is "R" (reverse). The
 
new transaction is released to the 'system and the 
effects of the original trans­
action on the financial data base is reversed, In addition, the record of the

original and the reversing transactions is maintained 
on the tran'sactiori his­
tory file. This procedure allows correction of the error and maintenance of 
a complete audit trail. 

ERROR SUSPENSION/CORRECTION 

The design of the financial system emphasizes accurate, fully coded data
before acceptance into the system. Transactions are completely edited to de­termine that data are accurate with respect to all system features before an 
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facet of the data base is updated. To control rejected transations, tie sys­
tem incorporates an error suspension/correction feature. 

Transactions that are flagged as erroneous are placed on a permanent
 
error file and reported every time accounting transactions are processed.
 
The continual listing of error transactions detected during prior cycles con­
stantly prods the system user to take corrective action.
 

The error correction procedures incorporated in the HGP financial man­
agement system provide for efficient and timely correction of erroneous trans­
actions. By combining a unique error code with an explanatory error message, 
the user of the system can easily determine the corrective action necessary. 

The individual responsible for taking corrective action is aided by two 
output reports: the error code interpretation report, and the error correc­
tion report. The error code interpretation report clearly defines the error 
situation related to individual transactions. The error message states the 
exact situation causing the error. Using this report in conjunction with vali­
dation table listings, the user can easily determine the cause of the error and 
the corrective action to be taken. Once the cause of the error is determined, 
the user has another automated report to assist in correcting the error. 
Each accounting transaction has a unique key by which it may be addressed. 
The HGP system does not require the user to recode the entire transacion, 
but only the correction information. The unique addressing key and the item' 
to be corrected are provided in the autom-'ed report. The user codes the 
correcting information, and the report is sent to the keypunching section or 
input directly through a terminal. Under either selected option for system 
design, the report is in the proper format for direct keying, without additional 
transcription. 

Input to the error correction process consists of the accumulated error 
file ind the error correction transactions. The accumulated error file con­
sists of those accounting transactions flagged as e"roneous during previous 
edit/validation cycles. These transactions are corrected or released from 
the error file. The error correction transaction, are the coded and key-
Dunched transactions which apply correcting data against the error file. 

The error correction processing represents en attempt to match each 
error correction transaction with a transaction residing in the error file. 
If a nonmatch situation is encountered, the error correction traasaxtion is 
listed with an appropriate message. The correction transaction is analyzed 
and recoded after the problem is resolved. 

When a matching error file transaction is encountered, the correcting 
data are transferred from the correcting transaction to the error file trans­
action. The corrected erro,, transaction is then released into the normal edit 
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validation cycle for revalidation. Each corrected transaction is deleted from 

the error file. 

Output from the error correction process consist of: 

" the corrected transactions; and 

" an action report. 

The action report reflects the disposition of each error correction transac­
tion entering the process. Record counts also are provided to reflect the: 

" number of error transactions; 

" number of correcting transactions;
 

" number of error transactions corrected; and
 

" 
number of invalid correcting transactions. 

The basic controls incorporated in the error correction process are: 

* the recurring error report; and 

• the unique identification of erroneousan transaction, 

The recurring error report control feature forces the system user to take
corrective action to delete the error transaction from the error file. Other­
wise, this transaction constantly appears in every error report. This report

will contain an aging feature indicating how long the particular 
error trans­
action has been in the error file. The unique identification of an erroneous
transaction facilitates the correction process. Every accounting transaction 
enterinq the system is uniquely addressahle from its arrival into the system
to ils placement in the history file, Therefore, erroneous transactions need 
not be recoded, but simply corrected. 

The most significant special feature of the error correction process is
the error correction report. This report is formatted to make the error 
correction process fast and efficient. Producing a key-ready correction re­
port eliminates the step of manually coding input sheets. 

Another special feature of the error correction process is the ability to 
make batch corrections. If all the transactions in a batch have the same er­ror, a single correcting transaction may be applied to all. A further special
feature of the error correction process is the ability to delete and release 

IV. 10
 



error transactions. The deletion capability removes the error transaction 
from the system and must be tightly controlled. The transaction release fea­
ture permits a transaction to be released from the error file without applica­
tion of corrective data. This cap- "lity is valuable for releasing transactions 
which were processed before their valid codes were placed in the validation 
tables. 

PROCESS CONTROL TABLES 

The process control tables incorporated in the HGP integrated financial 
management system are essential for maintaining the integrity of the Cotal 
system. The process control tables/files are: 

the transaction code decision table; and 

* the management statistics table/file. 

The transaction code decision table provides three basic system requirements: 

accounting transaction edit/validation criteria; 

* process control indicators; and 

debit/credit accounts affected. 

The table indicates which data elements must be coded or table-supplied for 
each uniaue transaction and what edits are to be performed on each data ele­
meat. 

Each accounting transaction equates to a given accounting event. Every 
accounting event effects at least one set of riebit/credit control accounts. 
The transaction code decision table supplies the effected debit/credit account 
pair. The management statistics file contains system control information 
necessary for the posting of accounting transactions and certain master file 
record counts. 

The transaction code decision table is maintained through special table 
maintenance procedures. The management statistics file is maintained both 
manually and automatically. Key indicators (i.e., prior month open indica­
tor, prior year open indicator) which control the posting of the accounting 
transactions are normally maintained automatically. However, the capability 
to change system-dependent indicators manually is incorporated in the system. 
The management statistics file also controls module to module accounting 
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transaction flow and maintains relevant master file record counts num­(i.e.,
ber of records in error file, updated financial file record counts). The rec­ord counts are posted automatically by programs within the system so that 
the counts always reflect the immediate status of these files. 

The processing involved in the actual maintenance of the tables/iiles de­
scribed takes place in several subsystems. The transaction code decisiontable is maintained via the'special process control table maintenance function.
The management statistics file is updated by the several modules executed 
during the normal accounting transaction processing cycle. Transactions toupdate thp transaction code decision table are edited. In addition, the systemmaintains tab!es in synchronization; for instance, a transaction cannot refer­
ence an edit for .,,,hich there is not defined edit routine. 

Tabling of system control parameters gives the system manager flexi­
bility to respond efficiently to 
minor changes in the system requirements with 
a minimum of system change (i.e., programming modifications). The cap­
ability must be carefully managed.
 

TRANSACTION FLOW THROUGH THE SYSTEM 

As stated earlier, the single-transaction concept is based on the philos­
ophy that one transaction contains all data necessary to describe that event

for complete master file update. 
 Exhibit IV-I displays the major modules
through which a normal accounting transaction flows. The "accounting event
module" is presented in broken lines to show that this event may be initiated
by many activi'ies. It indicates that some event transpires before an account­
inq transaction is necessitated. 

As described here, the system r'elies principally on a batch update pro­
cess ,hich builds a data base of financial information. This data base may
then be accessed in a variety of ways to fulfill many different information re­
uirements. The position of the system which deals with the construction and

maintenance of the data base is described in terms of a batch flow for the fol­
lowing reasons: 

The cyclic nature of many HGP processing activities and
 
the cyclic nature 
of many feeder systems indicate that batch
processing will conceptually form the of system operations.core 

Batch processing provides the most generalized mode by which 
to describe the philosophy of design. 
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However. this design is not limited in concept to a fixed period batch up­date. The entire update cycle can be executed on demand. Moreover, the
edit portion of the cycle can be executed more than once, building 
a collectionof transactions to be used in update at a convenient time. Editupdate modularorganization, the tabling of edits, and the data base concept provide the flexi­bility for future growth to message and batch message processing. Suchgrowth may be in stages by system function. ft may also encompass on-line
entry/edit with batched update or totally on-line entry/tpdate. The principles
of uniform edits ahd update procedures, as specified in the common system
tables, will apply. 

A brief description of the modules present in the basic HGP system followq. 

Preedit 

The principal functions of the preedit module are data classification andreformatting. There presently four input classes of data going into theare 

preedit module.
 

" manually coded transactions;
 

. automated 
feeder system accounting transactions; 

• error correction transactions; and 

" table maintenance transactions.
 

Manually Coded or 
Feeder System Transactions
 

The accounting transactions are precipitated by 
some accounting event
which must be recorded (i.e., an expenditure or receipt of cash). 
 The trans­
actions 'are either hand-coded or generated by one of the feeder systems.Those transactions received from feeder system area distinguishable by
unique source code assigned to each feeder system. 

a
 
'This provides permanent 

audit trail capabilities. 

Error Correction Trasaction 

The error correction tz-ansaction is used to correct an er,'or detected in 
an accounting transaction processed during a previous edit cycle. 

TableMaintenance Transictions 

The table maintenance transactions are used to maintain the various de­
secriptive tables used dui .ngthe preedit, edit, and reporting phases. 

IV. 14 



Transaction Reformat and Expansion 

Accounting transactions received in the standard input format are trans­

formed into the internal transaction which is used within the system. The 

external formatted transaction ii expanded to include data extracted from 

tables. Edit control fields also are attached at this tim-e. 

The outputs from the preedit module are: 

• accepted, reformatted accounting transactions; 

• error correction transactions; and 

* accepted table maintenance transactions. 

The accounting transactions are passed to the edit and validation module for 

further processing. Any error correction transactions are passed to the error 

correction module. Table maintenance transactions are forwarded to 'he ta­

ble maintenance edit and validation module. 

Error Correction -Module 

The error correction module applies error correction transactions against 

those erroneous accounting transactions detected during previous input edit 

cycles. The error correction module provides three capabilities: 

• transaction correction; 

• transaction deletion; and 

transaction release. 

The correction transaction replaces the incorrect data element in the er­

roneous transaction with new information contained in the correction transac­
tion. The corrected transaction is then released into the normal process 

stream for reediting, within the same processing cycle, by the edit and vali­
dation module. 

The deletion transaction causes the incorrect accounting transaction to be 

listed and dropped from the system. This capability is used when an errone­

ous accounting transaction is not correctable (for instance, if' the transaction 
should not have been coded at all). 

The release transaction causes an accounting transaction which had been 

flagged as incorrect to be released from the error file and passed to the input 
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edit and validation module without any changes being applied to it. This sit­uation arises when an accounting transaction is prepared before its valid codes 
can be placed in the validation tables. An action report accounting for all in­
put and output transactions is also produced. 

Input Edit and Validation Module 

The input edit and validation medule performs all edits and validations re­
quired before passing the accounting transaction to the financial file update

module. It is driven by the transaction code decision table, which specifies

whether certain data fields 
must be present in the accounting transaction and
which, edits must be performed on Ehese fields. A transaction code. which
reflects one accounting event, indicates, through the associated control fields 
in the transaction code decision table, what information is required for that 
accounting event (e.g., a project transaction must provide a project number). 

Once it has been determined which data fields must be included in the ac­
counting transactions, the data fields validated.are 	 Most of the validation 
process involves matching the coded value against a validation table that con­
tains all allowable codes. If the coded value does not match an entry in the
table, the transaction is flagged as an error. There are some additional edits,
of course, such as validating numeric fields. If no errors have been detected,
after all required data fields have been validated, the transaction is passed to
the financial file update module. Invalid transactions are placed on the error
file for subsequent release, deletion, or correction. Transactions are thor­
oughly edited and all detectable errors noted before rejection to the error file. 

Another feature of the input edit and validation mocdule is batch balancing.

Accounting transactions are grouped in some manageable number (e.g., 
 30).
All transactions within a group are assigned a common batch identification 
code and a uiique transaction identification code. This feature permits ad­
dressing the entire batch of transactions or an individual transaction. When 
these transactions are grouped (batched), a control transaction is created. 
This transaction remains with its individual group members until they are 
placed on the history file. This control record contains: 

" the number of individual transactions in batch; and 

" 	the cash total of all amounts from individual transactions in
 
the batch.
 

The input edit and va'idation module automatically recomputes the two figures
and compares its results to the figures in the control transaction. If the two
totals do not match, the entire batch is flagged as out-of-balance and placed 
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in the err.>r file. The batch must then be corrected via the error correction 
module. 

Financial Master File Update 

The integrated financial system designed for HGP provides the budgetary, 
statistical, and accounting data required in meeting the anticipated reporting 
needs. The automated "data base" provides several logical views of the data. 
The major views of the data base are categorized as: 

" appropriation general ledger; 

• appropriation budget;
 

" program general ledger;
 

" program budget; 

" project ledger; 

• project planning; 

" cash journal; and 

• document detail. 

The data base is maintained by posting the accounting transactions against 
their associated "views" of the data base. This process is controlled accord­
ing to a set of well defined rules. During the preedit process, input transac­
tions obtained additional classification codings, including the general ledger 
account pairs, for posting to the data base. 

The master file updating and posting process involves control in three di­
mensions: 

" file control; 

" accounting oeriods; and 

" posting action. 

File control requires matching the input transaction control fields with the 
master file. When a match does not occur, a new master file record is cre­
ated; when a match does occur, posting against the existing record is per­
formed. 
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However, before actual poP ting can take place, accounting period deter­
mination must be made to ascertain if the transaction's effective date falls 
within a currently open accounting period and to determine the proper account 
balances to be affected. Conceptually, each finarcial master file will provide 
the following financial balances for each level of cummary: 

• cumulative-to-date; 

" prior month ending; 

" prior month beginning; 

" prior year ending; and 

" prior year beginning. 

By maintaining these balances for each level of summary the system provides: 

• current month activity; 

• prior month activity; 

" current year activity; and 

• cumulative-to- date activity. 

Finally, the arithmetic posting action (i.e., addition or su-btraction) is deter­
mined by examining the relationships between the input transaction action (to 
debit or credit, as indicated by the transaction code decision table) and the 
account classification (debit balance or credit balance) of the affected amount. 

The file matching controls described above are applied during the edit/
validation process. Any accounting transaction meeting the control require­
ments is flagged and passed to the error reporting module and therefore does 
not affect the financial data base. All transactions entering the update module 
are error free and, by definition, permitted to process against the data base. 
Accounting transactions that have entered the data base update module are 
eventually passed on to the history file update module. 

History File Update Module 

The transaction history file contains all accounting transactions that have 
been posted to the financial data base. A current period's transactions are 
maintained on a conveniently accessed storage medium and are merged period­
ically into the cumulative closed history file. 
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Error Reporting and Error File Update Module 

The error file' update module merges new error transactions into the er­
ror file. The error file is maintained sequentially, and thereforc a new er­
ror file is created in each processing cycle. The error reporting and update 
module provides two capabilities: 

• 	 adding new error records to the file; and 

.	 producing reports indicating error messages and
 
correction formats.
 

Adding new error records consists of sequentially merging new error records 
into their logical positions in the error file. Input transactions arrive in the 
error reporting and update module in batches or individually. When a batch 
error occurs, all transactions in the batch are passed to the error file. The 
batch control record is flagged for the appropriate error message. Detail 
transactions which follow the control record are flagged only for the individ­
ual data errors they contein. 

Error Reports 

During the error file merging process, a two-part error report is gen­
erated. First, the error file transaction listing provides a formatted print­
out of all new error transactions and their related error codes and messages. 
Errors in transactions are reported. Batch balance errors cause the printing 
of every transaction in the batch. The actual transaction count and batch 
amount (as determined by the computer) are displayed along with the totals 
supplied on the batch control card. 

The second part of the error report is the correction report, which pro­
vides an easy vehicle for correcting error records with a minimum of coding. 
The person making the correction need code only the correcting data item. 
All other information, including erroneous transaction access key, is provided 
on the report. 

DESCRIPTIVE TABLE MAINTENANCE 

The descriptive tables are used primarily to validate codes on accounting 
transactions and associate the codes with their rdevant static descriptive 
and control data. These tables are maintained outside the main flow of the 
accounting transaction processing cycle as a subsystem. The subsystem 
provides three capabilities: 

* 	addition of new records; 
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.	 modification of existing records; and 

.	 deletion of existing records. 

Transactions which define descriptive table maintenance functions are
 
separated from accounting transactions and edited in a distinct edit/valida­
tion modle. Errors in transactions are reported. However, no error tile
 
is creat d for incorrect table maintenance transactions. They must bh .
 
coded. Exhibit IV-2 displays the table maintenance subsystem flow.
 

PROCESS CONTROL TABLE MAINTENANCE 

In addition to the descriptive tables, several tables containing data used 
to control system rocessing are included in the integrated financial sy3tem.
These tables are of critical importance, and their maintenance mubt be rigidly 
controlled in order 'o maintain the integrity of the system. Two representa­
tive system tables are: 

" 	the transaction code decision table; and 

" 	the management statistics file. 

The transaction code decision table is the heart of the HGP system. It 
provides an automated equivalency of each event (i.e., project implementation, 
payment of a cla;m) for which the system must provide. The table gives two 
very critical groups of information: 

• 	 required data fields for each transaction and associated
 
edits; and
 

" 	debit/credit control accounts to be affected. 

The reouired data fields indicate which items of inforination must be coded 
for esch input transaction. For instance, this table would indicate that a proj­
ect number is required fo" that transaction which applies costs to the project 
in the automated system. It also associates with each field the edits which 
must be performed on the contents of that field in the input transaction. 

The debit/credit control accounts affected by each accounting transaction 
indicate, for example, the following debit/credit accounts for a disbursement 
transaction: 

DR 	 CR 

Cash 	 Accounts Payable 
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EXHlIBIT IV-2 
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This example does not present the total picture for this situation but serves 
to illustrate the type of information contained in the table. 

The management statistics file provides control information for system

processing. The posting of the five balance 
fields contained in the financial
 
master files is controlled by this table, which will indicate, for example,

whether the prior month and prior year are open. 
 A transaction affecting the
prior month's balance will first be compared against this table. If the prior
month is not open, the transaction will be flagged and an appropriate message 
generated. 

Exhibit IV-3 displays the system flow of a system table maintenance trans­
action. System maintenance transactions are not processed in the standard 
accounting or descriptive table maintenance flow. They are carefully edited
 
before being applied to the control tables. All transactions are listed along

with their disposition. A fMl listing of control tables is as
available required. 

REPORTING CAPABILITIES 

The ability to access and report financial, statistical, and budgetary in­
formation at varying levels of detail is 
 provided in the HGP financial manage­
ment system. The data base is utilized through a variety of logical views to
 
support the creation of reports required at the various levels. 

The actual production of output reports is accomplished via the "reporting
module." This module consists of a series of individual "submodules," each
 
designed to provide 
a different set of information. 

Maintenance of balances described in previous sections provides the abil­
ity to produce reports reflecting activity for the following accounting periods: 

• cumulative-to-date; 

" current year; 

• current month; 

" prior month; and 

" prior year. 

The data will be accessible to all authorized users of the data base. An
on-line information retrieval capability can be incorporated for information 
required in a "real-time" environment. 

IV. 22 



EXHIBIT IV-3 
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SECURITY CONSIDERATIONS 

The capability to restrict access to the HGP financial data base is a signi­
ficant feature of the financial management system. It is achieved through two 
methods: 

• 	 system-supplied security procedures; and 

* 	a data base structure and system-incorporated checking
 
feature.
 

The system-supplied security procedures consist primarily of providing the 
ability to create internal labels for each file created. The label then becomes 
the vehicle by which the file is addressed. The creator of the internal label 
is 	 the only individual to whom the label is known. He or she may provide the 
label information to persons with authorized access to the file. The computer 
system verifies the internal label on the file with the label name supplied by 
the person wishing to access the file. If the label does not match, the unau­
thorized user's request is rejected. Labels can be changed as required to 
maintain this security. 

The data base structure and system-incorporated features provide the 
capability to restrict access to a unique level of the structure. Certain users 
may be authorize i to access general ledger level data only, while others may 
have authorized access to tlh entire data base or individual "views" of the 
data base. Tf a data base management package is used for the system, this 
capability is a built-in design component of that package. 

AUXILIARY PROCESSES 

The modules and features described in the preceding sections constitute 
the standard production processes. There are several time-dependent or au­
xiliary processes which may be executed periodically or as required. A brief 
description of these processes follows. 

Monthly and Yearly Rollover 

The ability to provide reports reflecting monthly, prior month, cumula­
tive-to-date, and prior year activity is a feature of the automated system. 
This capability is provided by maintaining the five financial balances explained 
in prior sections. The monthly and yearly rollover process updates these 
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balances with the most current data. For example, assume the following 

balances contain the amounts indicated: 

Cur ulative-to-date 	 CM - 0 100,000 

Prior nonth ending 	 CM - 1 90,000 

Prior month beginning CM - 2 	 80,000 

The monthly rollover process performs the following operations: 

• Moves CM - 0 to CM - I 

• Moves CM - 1 to CM - 2 

Immediately after monthly rollover, the balances would be as follows: 

CM - 0 100,000 

CM - 1 100,000 

C'M - 2 90,000 

As new charges are incurred, the CM-0 balance would be increased, while the 
CM1\ - 1 and CM - 2 balances would remain static until the next monthly roll­
over. 

The yearly rollover process effectively performs the same operation with 
the yearly balances except that there is an additional option: some balances 
may be closed out at year-end, so these are not rolled. The actual executior 
of the monthly and yearly rollover will depend on certain control indicator's 
residing in the management statistics file. 

In 	addition to "rolling" balances backward during the yearly rollover pro­
s the system requires that certain expenditure balances and variance 

analysis information be set to zero. This feature is accomplished during the 
rollover process. 

Recovery Procedures
 

The error recovery procedure incorporated into the financial management 
system is designed to facilitate efficient timely reconstruction of all critical 
master tables/files (descriptive and financial) in case a computer system 
failure occurs. The ability to recover quickly from a machine failure is an 
essential requirement of any automated financial system relying on computer 

TV.25
 



readable storage media for retention of data. These media are susceptibleto aamage from many sources, such as mishandling, environmental changes, 
and excessive use. 

The ability to maintain the financial integrity of the system from the gen­eral ledger summary down to the lowest level of detail is provided through thetransaction history file. This file contains the accumulation of every account­
ing transaction entered in the system since its conception. 

The actual recovery procedure depends on two system features: 

• periodic backup copying of all master files and tables; and 

• history file maintenance. 

The periodic saving of all master files involves saving the disc and tape res­ident files/tables on another magr'tic tape which can be stored off-site. Thisprocess is executed on some pred-,ermined schedule (daily, weekly, monthly).The normal procedure is to save the files and tables weekly. This means
in 'he event of system failures, only the current ueek's transaction need be

that 

reapplied. The files and tables would simply be recreated as of the last time
 
they were saved.
 

The history file maintenance feature of the financial management systemgreatly facilitates the recovery procedure. The daily accounting transactiuns 
are accumulated in a weekly transaction history file. This weekly file becomesthe basis for recreating the affected files and tables. Vendor-supplied utilityprocedures efficiently perform the file/table saving and recreation operations. 

Mid-week destruction of the critical files/tables would require the fol­
lowing restoration procedures: 

• securing latest save-tape (from end of prior week); 

" executing utility program to recreate files/tables (with balances 
as of day files/tables were saved); and 

" applying weekly accumulation of transactions against recreated 
files /tables. 

If the weeklv transaction file becomes unreadable, either the original sourcedocument or the keypunched transactions can be used to recreate the lost data. 
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V. 	 ORGANIZATIONAL ACCOUNTING RESPONSIBILITIES AND 
IMPACT OF THE SYSTEM DESIGN 

Accounting tor the transactions of the Housing Guaranty Program (HGP) 
provides the basis for financial management. It is the capacity to develop 
and maintai-i specific accounting data, effective channels of communication 
and iniormation flow, and consistent methods of treating similar accounting 
events which determines the overall usefulness of a financial system to fi­
nancial managers at all levels. 

Currently, the HGP accounting function is performed primarily by three 
organizations: the American Security Bank (ASB), the National Savings and 
Loan League (NSLL), and the AID Loan Division (LD). In addition, a variety 
of Agency financial branches provide support to program accounting through 
the maintenance of various general and subsidiary ledgers in automated ac­
counting systems used to control program activities at the appropriation level. 
Any accounting systems development effort can have a profound effect on the 
operations and responsibilities ol participants in the existing accounting pro­
cess. This is no less true for the systems concept and design recommended 
by this report. 

During this study, detailed examinations were made of the functional re­
sponsibilities of primary participants in the HGP accounting process. This 
chapter presents an overview of these responsibilities and makes selected 
recommendations for improvement. The impact considerations of the system 
design were also examned and recommendations were developed to assist 
AID in assessing the basic design features and in selecting a course of action 
tor implementation. 

Information used to des,-ibe ASB and NSLL act'ivities is extracted from 
detailed functional analyses appearing in Appendices B and C, respectively. 

ORGANIZATIONAL ACCOUNTING RESPONSIBILITIES 

American Security Bank 

ASB serves as the fiscal agent for the HGP and, in this capacity, receives 
payments from borrowers or administrators, makes disbursements to inves­
tors, and maintans the central reserve fund. The central reserve fund was 
established as an interest-bearing demand account to -i sure prompt, accurate 
payments in lull to participating investors. Funds were initially provided by 
centralizing cash reserves and trust funds which had accumulated under older 
loan agreements. Reserves are either restricted to specific projects or 
pooled for the use of all participating projects. 
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Approximately 64 housing guaranty projects are administered through the
central reserve: 27 requiring monthly disbursements; 19 quarterly; and 18semiannually. These require approximutely 32 monthly, 3 quarterly, and 35semiannual disbursement transactions to investors. Monthly disbursements 
total approximately $300,000, whereas quarterly and semiannual disburse­ments may amount to several million dollars. The average balance of the
central reserve fund is approximately $1 million. 

AS13 Function 

Payments are received from borrowers oy check, wire, or money - -der.These generally are forwarded through various international banking inshtu­
tions before arriving at ASB. In order to receive expedient, proper -redi. inthe reserve, payments must identify the AID account number, project loan

number, and originating country. Payments are credited to the central 
re­
serve with a credit advice notification to NSLL.
 

Disbursements to investors are made based on a payment -tuthorization
schedule developed by NSLL. Total amounts of principal, interest, fees, andprepayments are itemized. A debit advice is returned to NSLL to evidence
the transactions. Disbursemerts are generally made by check, although two 
large investors receive payment by wire. 

ASB closely monitors the balance of the reserve to avoid overdrafts. De­
lays in borrower payments may cause temporary cash shortages in the re­serve. This is normally only encountered at semiannual or quarterly pay­
ment periods, but it may result in delayed or partial paymenfs to investors. 

ASB is generally not involved in the internal operations of the HGP. How­
ever, two situations have arisen which have required its participation beyond
its traditional role as a banker: 

• the certification of prepayments; and 

* the verification of payment amounts tor large investors. 

Under the terms of some loan agreements, prepayments are required to becertified by the iscal agent as being made in accordance with specific agree­
ment provisions. In lieu of the contract- specf ed certification, however, ASB 
uses a broader, less definitive certification. Its justifications for this alter­
native practice are ASB's lack of knowledge of actual prepayment transactions
other than AID-specilied amounts and the unknown degree of risk incurred
should any of the required certifications prove false. 
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Two of the large investor banks forward account statements to ASB prior 

to payment, asserting amounts deemed due. ASB compares these notices 

with the payment schedule provided by AID. Although no corrective action is 

undertaken oy ASR, notification of variance is forwarded to the two investors 

at the time of payment. 

ASB produces a quarterly account statement reflecting balances and trans­

actions ol tne central reserve fund during the reporting period. 

Finaalns and Recommendations 

ASB occipies a largely tra' ,tional banking role in the HGP financial man­

agement and accounting process: it accepts deposits, issues disbursements, 

and forwards detailed transaction notices and periodic statenents to its ac­

count hclder. It exercises certain internal respon, ibilities such as ensuring 

sufficient funds to cover disbursements. Several findings and recommenda­

tions can De made, however, which will improve control, expedite payments 
to oorrowcrs, and better define the role of ASB. 

Moae of Disbursement. It has been obsaerved tnat a large m.jority of 

disbursements are made to investors by check. This process is time con­

suming and does not employ state-of-the-art fund transfer techniques. Since 

all disbursements to investors are made to banks (or to investors using banks 

as depositories) which are accessible by electronic fund transfer techniques, 

all transactions shoula be made oy wire. The data required to effect this 

proceaure are minimal (investor name, bank number, account number, etc.). 

Significant aavantages accrue under this concept because of rapid (same day) 

transaction. ASB has ind-cated strong support for this concept. It is be­
lievea thet invest-rs will also provide support due to .he ",mproved timeliness 
of payments. 

Mode of Receipt. Receipt ef payments from borrowers takes many forms 

and routes. As in the case rI disbursements, the use of a single mode of pay­

ment will achieve a more efficient transaction. Similarly, the use of wire 
transfers for all receipts will improve the timeliness of payments, will help 

relieve cash flow problems in the reserve, and wiil add to the interest yield 
o1 the account. To enhance this concept, an established network of institu­
tions to channel payments by the most expedent route should be employed. 
ASB has supported the universal ase of wire payments Eo the reserve. It 

has indicated interest both in providing correspondent network schemes for 
existing programs and in assisting to establish repayment routes during the 

origination of new projects. 

The study of ASB revealed that borrowers do not consistently provide 

basic information required fo- crediting payments to AID's account or to 
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specific project accounts. Irrespective of a decision to use wire transfers 
and correspondent networks, AID must insist that borrowers provide basic
 
payment data to ensure control of funds.
 

Preapproval of Disbursements by AID. Basic financial control requires

that disbursements be approved by a designated official who is 
 cognizant of the 
transaction and its propriety. The study revealed that as an apparent expe­
dient, ASB receives an unsigned advance 
copy of investor payment schedules
 
from whirh it peres ,isbusmcnts 
 * Althoug. a signed copy is subsequently
forwarded and there were no cases of discrepancy between the signed and un­
signed documents cited, the practice is not considered capable of providing
 
the necessary degree of fund control. It is 
 recommended that all disburse­
ment documents be approved by a 
cognizant AID official prior to disbursement 

Certification of Prepayments. As a contractual matter, the difference
 
between the required certification of prepayments and the actual certification
 
used by ASB is 
 best addressed by legal counsel. The justification for non­
compliance by AS13 does not seem unreasonable, given the amount of data
 
provided it to 
substant1aLe prepayments. It is recommended that a resolution 
of this matter be achieved quickly to protect the interests of all parties in­
volved. One solution may be the issuance of a statement by AID relieving
ASB of any responsibility due to false claims beyond its reasonable control. 

Validation of Investor Account Statements. This practice appears to 
clearly exceed the responsibilities of ASB as a banking agent. In concept,
however, the issuance of a "billing document" by investors can be beneficial. 
Its verification is more properly performed by AID or NSLL, however, both 
of which have the records to compare amounts due and amounts claimed. 

National Savings and Loan League 

NSLL performs a wide variety of financial and project management ser­
vices under two contracts with the Office of Housing. As a brief amendment 
to one of these contracts, NSLL provides general accounting services to 
AID oy: 

• monitoring transactions in the central reserve; and 

" reporting transactions to AID. 
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NSLL Function 

-Through apparently mutual interpretation of the .nendment by AID and 

NSLL, NSLL performs the following specific accO'I.i,"'- services: 

" 	maintains individual account records for each project included 
in the central reserve fund (CRF). 

" 	monitors the performance and status of the CRF. This includes 

keeping a running balance, reporting monthly to DS/H, and re­

conciling the quarterly bank statement, prepared by American 

Security Bank (ASB)o 

" 	prepares Monthly Payment Schedules for app-oval by DS/H and 
disbursement by ASB. 

" 	maintains a file of current and historical records for each project. 
This file includes administrator reports, borrower reports, in­

vestor reports, and all project-related corresponderce or analysis. 

" 	provides DS/H with monthly reports of projects needing immediate 

attention or projects that are delinquent in submitting payments. 

" 	prepares special reports or analyses at the request ot DS/H. Most 

of these reports deal with forecasting and potentially minimizing 
the losses incurred by currency devaluation or defaults. Examples 

include current value studies, regression analyses, income pro­

jections, and forecasts of loss potential on devaluation projects. 

NSLL applies tour people full-time to the performance of AID HGP services, 

including routine accounting, reporting, analytical, and site work. 

NSLL serves as the principal interface between much of the HGP proj­

ect activity and AID. It is the primary recipient of debit and credit advices 
from ASB and maintains project files for both central reserve and noncentral 
reserve projects. NSLL appears to have considerable flexibility in the allo­

cation of personnel resources between the strict accounting and research or 
"troubleshooting" functions. 

NSLL produces a variety of regular reports for AID, including: 

" 	Central Reserve Status Reports; 

.	 Monthly Payment Schedules; 
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• Alert Status Reports; and 

" Reports of Payments Due/Not Re:eived. 

Additionally, a Central Reserve Fund Management Analysis Report is gener­
ated for internal use by NSLL. 

Findings and Recommendations 

There were no significant findings regarding the general accounting role of 
NSLL in support of the HGP. The system of information flow and accounting 
appears to be appropriate. However, two findings of significance are offered 
to help streamline the flow of data to NSLL and provide better control over
 
the contractor lunction for AID.
 

Investor and Administrator/Borrower Reports. Due to variations in loan 
agreement provisions, the reports received by NSLL areuse varying formats,
provided with irregular frequency (or not at all), and may be provided in 
either English or Spanish. The pertinence, value, and accuracy of any ac­
counting system is directly contingent 6n the quality of the source data used. 
The employment of numerous and variant reporting media in the NSLL account­
ing mission greatly inhibits the current accounting system's ability to fully
control the program. This becomes particularly critical in projects external 
to the central reserve, where no cash transaction documents are available 
for cross-checking borrower or investor reports. 

The impact of irregular reporting is two-fold, involving: 

" additional expense in project accounting tasks; and 

• loss of strict control over the accounting process. 

The cost ot accounting services increases as a result of the additional con­
tractor labor effort required to locate, interpret, and reconcile various re­
ports. The loss of control results from the required interpolation or extra­
polation of data to "ompensate for erroneous, irregular, partial, or missing 
reports. The implications of these problems are manifest in two conditions 
noted during the study: 

There are numerous unreconciled or irreconcilable balances 
in project accounts which were noted on an NSLL report pre­
pared approximately 2 years ago. Progress on researching 
these discrepancies has not been significant due to the required 
allocation of resources to current accounting operations and 
shorter-term problems. 
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The "finer points" of the accounting pr'ocess have been reported 
by NSLL to have been progressively deferred due to the needed 
apo1ication of NSLL resources to researching near-term problem 
areas. 

Although some of the causes of these conditions are believed to be due to 
the current status of the NSLL contract (as discussed below), a great deal 
of the accounting difficulties can be ascribed to the underlying poor quality 
of input reports. 

It is recommended that AID make a concerted effort to achieve conisistency, 
accuracy, and regularity in the investor and borrower/administrator reports. 
Whether or not the accounting function remains with a contractor or is absorbed 
by AID and whether or not it remains manual or is automated, effective con­
trol over project-level transactions can only be achieved by ensuring the 
quality of input data. 

Contract Definition and Control. As stated above, the accounting services 
performed by NSLL are very broadly defined by a brief amendment to one of 
the basic service contracts with AID. Over the years, interpretations of this 
amendment have expanded the scope of the NSLL mission without benefit of 
contractual definition. There are several implications of this -ondition: 

NSLL has considerable flexibility in its allocation of resources to 
varying aspects of HGP contracts; 

AID has no positive, binding control over NSLL activities; and 

the responsibilities and liabilities of NSLL for nonperformance 
or poor performance of unspecified accounting tasks is unclear 
or minimal. 

Clearly, it is vital to protect the interests of the Federal Government 
under contractual actions by specifying legally binding requirements, re­

sponsibilities, and liabilities of contractors. This is of particularly critical 
importance when addressing accounting functions which lead to the disburse­
ment of federal or entrusted private party funds. Similarly, an ongoing ef­
fort to monitor and control the contractor function during the term of the agree­
ment should be established with a cognizant Agency official functioning as con­
tract monitor. 

This recommendation should not be construod as-an implied indictment of 
wrongdoing or irresponsibility by NSLL. Rathur, the emphasis in this area 
is to recommend adequate control over the cont'acted function in order to pro­
tect the interests of the Federal Government and other parties to the KO3P loan 

agreements. 
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As an auxiliary finding to the NSLL accounting function, an apparent re­luctance on the part of NSLL to increase the level of effort used to perform
its responsibilities appears to have led to the decline of attention directedat pure accounting tasks in deference to needed troubleshooting. The causeof this was not specifically identified. However, the future role of NSLL inHGP operations has been somewhat tenuous in recent months lue to the use
of temporary contract extensions. The unsure future of the contract maycause this reluctance. Whatever course of action is pursued by AID withrespeci to NSLL, It is recoMLLerided that the contractor role be well defined
to 	preclude any further deterioration of the accounting function. 

Loan Division 

The AID Loan Division is responsible for maintaining the official Agencyaccounts for the HGP. In this role, it must provide necessary interfaces
and control between the fiscal agent. NSLL, and the overall Agency account­
ing system. 

LD Functions 

In 	its capacity as AID accountant for HGP, the Loan Division is directly 
responsible for: 

• 	 maintaining accounting records on each contract and for the total 
program; 

" managing the collection of fees under outstanding guaranties, in­
cluding the receipt, verification, and deposit of remittances; 

" ensuring that funds apportioned by the Office of Management
 
and Budget are not overobligated or overexpended;
 

" furnishing information for use 
in preparing budget estimates and 
in requesting apportionments; 

* 	providing information on the status of contract issuance authority
to ensure compliance with statutory limitations; 

* 	ascertaining that charges to the program fund are compatible withstatutory specifications on the use of fee income for administrative 
and operating expenses; 

* 	preparing reports on the financial status of the program and re­
sults of operation for internal use; and
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* 	 preparing other fiscal, financial, and special reports, satisfying 
MB, U.S. Treasury, and other Agency requirements. 

The Loan Division maintains the accounts of the HGP on the accrual basis. 
Specific functions performed by the Loan Division are described below. 

Accrual of Income. The Loan Division uses the monthly payment schedule 
prepared by NSLL to accrue fee income on those loans administered through 
the central reserve fund. The Monthly Payment Schedule is prepared from the 
amortization tables and the prepayment record for each note. The accrued 
income on all other loans is computed from a detailed schedule showing the 
prior month's principal outstanding balance. Because the AID fee is comptited 
on the outstanding principal balance, this detailed schedule is prepared from 
investor and/or administrator reports. The Loan Division does not maintain 
a complete set of amortization tables as a source for the computation of fees 
or 	for any other use. 

Accrued Expenses. The Loan Division maintains detailed schedules sup­
porting all accrued expenses payable. "Agency support costs" represent ad­
ministrative support costs which benefit the Housing and Other Credit Cuaranty 
Programs. The support costs charged to the Guaranty Programs are accrued 
monthly based on the annual budgeted amount. At the end of the fiscal year,
"actual" support costs will be 	computed using a variation of an allocation for­
mula established in a prior year. The Guaranty Programs are tc be charged 
the lesser of "actuai" or budgeted amount of support ccsts. A study has not 
been made to determine if current or prior year amounts charged for support 
costs are reasonable. 

Cash Receipts and Disbursements. T;.e Loan Division maintains hand­
posted journals for both cash receipts and disbursements. Actual receipts 
and disbursements are processed through the Central Accounting Division. 
Monthly reconciliations are then made using the computerized Cash Transac­
tion Journal provided by the Central Accounting Division. Monthly reconcilia­
tions are also made on payroll, regional office expenditures, and the funds 
held with the Treasury. 

Guaranty Ledger. A Guaranty Ledger Card is maintained for each proj­
ect. All esential data are recorded on this ledger, such as: 

loan disbursements made; 

• principal balance outstanding; 

• principal payments made; 

balance in reserve fund; 
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" AID fee receivable; and 

" total AID fee income. 

The information in the Guaranty Ledger is a complete history of loans
 
guarantied, which is updated as oft n as payments are required to be made.
 

The Guaranty Ledger provides the information needed when reporting
 
items such as:
 

* ccntingent liability; 

• projects authorized and under contract; 

• reserve fund balances; and 

• disbursements. 

Budgeting. The Office of Housing is responsible for the actual preparation 
of the budget, after receiving input from the Loan Division, RHUDOS, and 
NSLL. Budgetary accounts are provided for and are maintained in the Gen­
eral Ledger. Each month, the Central Ac- unting Division provides the Loan 
Division with an Allotment Status Report, ich monitors the status of all 
expenditure items. 

Reporting. The Loan Division issues the Financial Summary: Housing 
and Other Credit Guaranty Programs (W-239) on a monthly basis. Specific
information needed to accurately prepare the Financial Summary has not been 
recently available. The Housing Monthly Report has apparently not been re­
ceived by the Loan Division for the Fast b ntonths. The reserve fund balance 
on a loan made to Venezuela has noc been updated since March 1977. 

The Loan Division issues a Delinquency Report on a quarterly basis. The 
information shown on this report is not current, since a number of delinquen­
cies have not been updated since 1976. 

Findings and Recommendations 

As the focal point of the HGP accounting operation, the Loan Division 
has been the subject of many of the findings and recommendations contained 
throughout this report. In addition, the LD's role has intricately involved it 
in financial management system definition. Augmenting these observations, 
this section addresses three specific LD functional responsibilities and one 
overall responsibility which will enhance the accuracy and efficiency of the 
accounting function and improve the general effectiveness of program finan­
cial management. 
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Because the Housing Office has indicated a gen-Agency Support Costs. 
achieve self-sufficiency, the stricteral desire (rather than a firm policy) to 

is onlyapplication of fce income as a balanced offset to operating expenses 

is little doubt, however, that the operatingsuggested, not required. There 
are funded from the revolving appropriation account expenses of the program 

ensure thatinitially e 'tablished at $50 million. It is therefore important to 

,nding HGP operations improperly by providing nonreimbursedAID is not 
In this context,support from ippropriations designated for other purposes. 

however, the current practice may unnecessarily provide justification for 

criticisms of overall program viability and reflect unfavorably on program 

financial management. It is recommended, therefore, that a formal method 

of estimating, collecting, and reimbursing Agency support costs be established 

and employed. The development of such a method may entail the use of rea­

sonable hypotheses, refined empirically to achieve greater future accuracy. 

But it is felt to be a far more justifioable, defendable position to be able to 
most support cost areasdemonstrate a high degree of control and accuracy in 

and to identify areas for refinement than to rely totally on an overall estimate 

which will be open to subjective criticism. 

Amortization Tables. The use of ambrtization tables is an important part 

of any accounting operation dealing with long-term interest-bearing loans. 

LD should have the amortization tables for all loan agreements available to 

optimize the accuracy of the accrual process. 

Reporting. The basic difficulties with reporting accuracy and timeliness 

appear to be largely attributable to the complexity of individual projects, de­

and dissimilarity of information re­centralization of the accounting function, 

Many of the basic recommenda­quirements, timeliness, and flows. syst am 

tions contained in this report address the underlying causes of these conditions 

and, if implemented, can be expected to significantly improve the reporting 

function. 

Throughout the study, many observations were made to indicate dissatis­

received by the Office of Housing. This toofaction with the content of reports 
can be expected to improve under a more efficient system of input standardi­

zation and flow. However, the specific formatting and content of reports can
 

only become satisfactory through the close cooperation of LD and the Office
 

of Housing in the evaluation of specific reporting needs and LD's capability
 

to meet those needs with available data and resources. Unlike that of most
 

other Agency operations, HGP reporting is not required to be a part of a
 

broad scheme which addresses a widely varied user base. The cooperative
 

evolution of effective reporting, therefore, can allow considerable customi­

zL'ion and provide a high degree of report target precision.
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Accounting Policy and Control. The Loan Division is tasked with the re­
sponsibility for accounting for HGP operations. 
 Included in this role is the
development of proper, consistent accounting treatments for all transactions 
and the development of financial statements which fairly present the status and 
operations of the program. Insofar as HGP is unique in the Federal Govern­
ment, the accounting principles and standards for government agencies and

the general 
chart of accounts for AID may not always accommodate program

accounting needs or prescribe for unusual
proper treatment 	 transactions. In
lieu of government guidance, the use of the Generally Accepted Accounting
Principles (GAAP) for similar industries seems appropriate. 

The current staffing of the Loan Division includes at least two certified pub­
lic accountants (CPAs) who are directly involved in the Housing Guaranty
operation. These individuals provide the necessary input to accounting policy
matters from the perspective of GAAP. Similarly, current contractual agree­
ments between AID and such commercial financial organizations as NSLL and
ASR provide necessatry input from the perspective of contemporary mortgage
and banking industries. The considerable advantages offered by these circum­
stances, however, are not fully inherent in the LD or HO operations. That is,

in the event of departure by the available CPAs 
or the complete termination or
 
substantial reduction of contractual 
arrangements with organizations such as 
NSLL, the related benefits of GAAP and industry expertise may be lost. 

It was observed during the study that the interpretation, application, and
propriety of alternative accounting practices have been the subjects of num­
erous and lengthy discussions between the Housing Office and Loan Division 
staffs. This condition is not uncommon wherever administrative management,
financial management, and accounting processes are all affected by a decision 
regarding proper accounting treatment which will eventually reflect program
performance or status to external organizations. The relative uniqueness of 
HGP augments this situation in that directly applicable accounting precedents 
are not always available. The discussions which occur appear driven by
genuine interests in fairly and properly accounting for HGP operations. The 
ultimate authority and responsibility for making policy determinations rests
with and is exercised by the Chief of LD. Tho reasons for these discussions 
between LD and HO are attributable to two factors: 

• The detailed accounting policies and procedures are not fully

documented and are therefore 
subject to interpretation. 

" 	There is no institutionalized procedure or forum for raising, dis­
cussing, and defending points of view on accounting policy questions. 
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The findings dealing with accounting policy and control dictate the follow­

ing integrated set of recommendations: 

• 	 AID should ensure the continued availability of readily available
 
expertise in GAAP such as that vested in current ITD personnel.
 

" 	AID should ensure the continued availability of a source of exper­

tise in contemporary mortgage and banking industries which is 

cognitive of HGP operations. 

" 	Detailed accounting policies and procedures should be augmented 
to provide for the treatment of all foreseeable conditions such as 
liquidation or default. 

" 	An assignment should be made of responsibility and authority for 
making final accounting policy determinations. 

" 	A procedure should be established to allow organized discussions 
of accounting policy issues by interested parties, thereby fostering 
expedient, orderly decisions. 

It was noted during the review that HO and L) have initiated positive steps 
which address the latter two recommendations. 

IMPACT OF THE SYSTEMI DESIGN 

The system design presented in this report is a comprehensive method­

ology of financial management, accounting, aad control which affects the total 
spectrum of HCP financial operations. The design encompasses the tradi­
tional financial management aspects of an automated accounting and report­
ing system and the program support operations which enhance the effective­
ness of information flow, consistency, and control. The design spans the 

entire life of a project, from initial contact by a potential borrower through 
liquidation. Within the context of the "10 situations" and the associated 
complexities of existing loan agreements, the system design accomodates 
projects internal or external to the central reserve, with or without interme­
diary fiscal agents, and paid on a monthly, quarterly, or semiannual basis. 

The development and implementation of any major financial system can 
have a profound effect on organizational elements responsible for data trans­
mission, accounting, and reporting. Given the broad base of the HGP finan­
cial design, the potential impact on the existing structure is substantial. 

The recommendations made in this report are designed to enhance the to­
tal financial management process of HGP. Although the implementation of 
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recommendations is expected to reduce the effort currently expended in manyareas, some changes can be expected to increase workloads for certain or­ganizationi. Increases in effort may.be one-time in nature (such as the de­velopment ,)f correspondent networks for the wire transfer of payments andreceipts) or ongoing (such as the maintenance of an integrated accounting
 
system).
 

This section raises a number of considerations for AID in assessing theimpact of the system design affected elements of the current HGP account­on 
ing financial management structure. 

Artrican Securities Bank 

The provisions of the system design which directly affect the AID fiscal 
agent include: 

" making all disbursements by wire; 

" receiving all borrower payments by wire through expedient cor­
respondent networks: 

" increasing the cash balance of the reserve to meet disbursement 
requirements; 

• preauthorizing payment scheduies;
 

" 
requiring basic payment information from borrowers; and
 

" establishing a 
payment routing for loan agreements during the 
origination phase. 

In each case, recommendations should be exp,.,cted to reduce workload andresponjibility for ASB. Some initial effort will be required to establish pay­ment networks. In the long run, sufficient economies may be achieved 
towarrant a reduction in the servi ing fees currently charged AID by ASB. 

National Savings and Loan League 

As the organization primarily performing the project accounting function,NSLL would bear a major portion of the impact of the new system. However,consideration must be given to the role NSLL or a similar contractor would 
play if full implementation is achieved. 

Many of the key features of the system design address problems of com­plexity in monitoring borrower trarsactions. It is felt that a large part of 

V. 14 



this complexity will become transparent to the manual accounting function 
and will be allocated to the high-speed capabilities of an automated process. 
Similarly, improvements in data quality and flow should reduce the effort 
required of NSLL to monitor project accounts. This, in turn, raises the 
question of utilizing a contractor at all in this function. The integrated design 
concept is built upon consolidation of operations and ease in maintenance. 
From a purely functional standpoint, thereft)re, there do not appear to be 
any substantial reasons to prevent AID from assuming major segments of the 
accounting, analysis, and reporting activities now performed by NSLL. 

Loan Division 

The potential impact of the new system design is greatest for the Loan 
Division, where responsibility lies to correlate accounting data from the proj­
ects with that of the program and to satisfy the needs of the Agency accounting 
systems. It is expected that the streamlined data flow will provide a better 
a counting environment for LD, whether or not the system is fully imple­
mented. If, however, the integrated design is enacted intact, much of the 
burden for developing, maintaining, and operating the system will probably 
be placed ci' LD. 

A consideration which must be addressed prior to estimating the eventual 
impact of the system on LD is whether the accounting functions now performed 
by NSLL will be absorbed by AID. As indicated above, the integrated system 
concept promotes centralized control of functions. There is technically no 
reason why AID could not fully assume the accounting, monitoring and re­
porting functions of HGP. In fact, any use of contractors in 'his regard will 
necessitate additional channels of communication, continue the maintenance 
of duplicative records, and counteract the unified nature of the recommended 
control ;ystems. 

The primary impact consideration for LD must be the effect the new system 
will have on available personnel resources. This applies equally to the case 
of full assumption of accounting from NSLL or the use of contractor services 
augmented by an AID HGP financial management system. Currently, NSLL 
applies four people full-time to supporting the HGP needs. This does not 
mean, however, that four additional LD personnel would be required. There 
are five reasons for this: 

" 	NSLL uses its four personnel to perform additional services to
 
HGP in excess of pure accounting ;ut including some error!prob­
lem research.
 

" 	The current AID-NSLL relationship adds communication channels
 
and unavoidably creates a need for some duplication of files or
 
functions.
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* The integrated system concept greatly reduces the cLr'rnt need 
for manual recordkeeping. 

* The recommended system design include.s many labor-saving fea­
tures which will increase routine processing efficiency for many 
functions. 

The recommended system design includes many features to im­
prove data accuracy and should therefore reduce time sptnt re­
conciling and researching errors, 

The net impact of these factors cannot be p,-ecisely predicted. However, 
once implemented, the fully integrated automattd accounting system with its
auxiliary features and data flow enhancements can probably be operated with­
out a significant increase in LD personnel resources. 

An important consideration with regard to personnel impact is the one­
time application of accounting and data processing resources required for as­
suming the accounting function from NSLL and implementing the automated
 
system at AID. Mechanically, taking over the accounting function ei.tails
 
the collection of project files from NSLL and the modification of communi­
cation channels. What cannot be absorbed, 
 however, is the knowledge andexperience of NSLL gained through years of monitoring transactions and re­
searching errors at a detailed level. This can be expected to produce sometermporary increase in workload for LD unless a careful transition is planned.
The development of the automated financial system will require the acquisi­
tion of professional-level 
data processing expertise capable of designing, im­
plementing, dLdA testing the system. 

Office of Housing 

The major impact of the system design foL' the Housing Office will be the 
use of project-level control and analysis to drive the program and appropria­tion-level financial management process. A distinct shift in management fo­
cus may result from the increased availability of data throui i the features of 
an integrated data base. 

Organizationally, the system design requires the assignment of responsi­
bility and authority for accounting policy determination to a single point. Al­though designation of this function is an internal policy decision for AID, it 
would seem reasonable that this responsibility should be placea in LD. Log­ically, an individual(s) would be designated in the Ofice of Housing to repre­
sent program managemnenL interests and interface with the accounting func­tions of LD. Similarly, the assumption of the NSLL activl:es by AID would 
not be totally accomplisned by LD. Some of the NSLL functions transcend 
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HGP financial management and accounting, particularly in the area of as­

certaining the reasons for delinquent payments. A distinction of responsi­

bilities between LD and HO is indicated. HO, therefore, would be required 

to provide a point of contact to assume responsibility for followup and inves­

tigative actions. 

Office of Data Management 

The impact of developing a new. automated fin-incial management system 

on the Office of Data Management (DM) may occur in several ways, contin­

gent on the degree of integration achieved and the hardware facilities used. 
re-Such impact can be characterized by the vario.is levels of D, support 

quired to: 

" 	analyze the system design; 

" 	develop, implement, and test the finrancial system: 

• 	 maintain and operate the system; 

• 	 define!effect system interfaces with other m.D accounting sys­

tems;
 

" 	provide time-sharing capabilities for remote inquiry/update
 
thf-ough interactive terminals;
 

" 	provide processing time and automated file space for the HGP
 
operation: and
 

" 	provide technical support to an external (minicomputer) hard­
ware configuration.
 

The one-time impact of developing and implementing the system is con­

tingent largely on available resources and the Agency's willingness to apply 

th'ese resources to HGP system development. The ongoing support require­

ments entail peak HGP system usage at month-end, a time at which many of 

the Agency's other automated systems may also be at peak processing. 
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VI. IMPLEMENTATION PLAN 

0 
't 11effort such as the uevelopment and implementation of a financial man­

agement system can be a complex and disruptive process. The scope of the
HGP q:'stem design, addressing both the automated accounting and manual 
support requirements of the Agency, adds to the additional potential for im­
plementation complexity. Compounding this problem is the pending assump­
tion of major NSLL operations by LD. These circums'tances highlight the 
vital need to undertake modifications to HGP financial management practices
in an orderly, structured manner. To accomplish this requires the ' velop­
ment and use of a comprehensive implementation plan. 

The implementation plan must be a defined course of action for affecting
desired changes to HGP operations. It should set out specific tasks, objec­
tives, and goals and be correlated to a target or milestone time schedule. 
Specific responsibilities for accomplishing these milestones should be as­
signed to an individual or group designated to coordinate, monitor, control,
 
and evaluate overall efforts. The plan for AID must be developed in a co­
operative, cohesive manner which addresses the needs of all participants in­
cluding, but not restricted to the: 

• Office of Housing; 

• Loani Division; 

" American Securities. Bank; 

• National Savings and Loan League; 

" Office of Data Management; 

" Office of Financial Management; 

• AID General Council; 

" AID Auditor General; 

• General Accounting Office: and 

" Department of the Treasury. 

The Office of Housing and the Loan Division will be most involved in sys­
tem development. Other agencies and activities, however, will be involved 
at various times and t various degrees in the implementation, operation, 
or approval aspects of the complete system design. The considerations of 
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these entities must be included in the initial stages of the development pro­

cess, including the formulation of the implementation plan. 

The general structure for implementation of the new HGP system has 

two tiers: 

" 	background, preparation, and analysis; and 

.	 implementation of specific features. 

BACKGROUND, PREPARATION, AND ANALYSIS 

The first tier involves the formulation of the detailed implementation 

plan. The features of the recommended system should be analyzed and an 

assignment of organizational responsibilities made. An initial time schedule 

should also be developed. 

An important aspect of the oackground work is the thorough analysis of 

each project currently active in the HGP. This analysis should categorize 

projects within as many classifications of financial data as possible, such as 
duration, reporting practices, fee rates, subordinate guaranties, and parti­

cipation in the central reserve. It is only through the detailed understanding 
cf all project provisions and characteristics that the system design will be 

fully successful. Adjunct to this analysis should be a study of all pending 
agreements, to ensure their provisions fall within the concepts asserted by 
the system design. 

IMPLEMENTATION OF SPECIFIC FEATURES 

The recommendations contained in this report suggest the following three­

pronged approach to the implementation of specific program features: 

General Program Improvements - including those elements of the 
system's design which cdn provide increased control or efficieacy 
irrespective of the development of automated systems or the as­
sumption of NSLL activities by AID; 

" 	Phased Assumption of NSLL Activities by AID - including those con­

siderations to ensure a smooth, orderly transition; and 

" 	Development of Automated Systems - including those considerations 
of planning the d1 "velopment and implementation of an integrated 
system. 
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The primary advantage of the three-pronged approach is that activities 
within each group can be conducted largely independent of activities in other 
groups. This can yield a faster return on the effort and a faster path to 
full implementation. There is a vital requirement to strictly control, coor­
dinate, and monitor group activities under this concept to avoid wasted ef­
forts and ensure a consolidated overall end product. 

General Program Improvements 

This report recommends several enhancements to current HGP financial 
practices which can be of great value irrespective of any other system devel­
opments. This group includes recommendations such as: 

" 	development of uniform accounting practices; 

" 	assignment of authority for final accounting policy determinations; 

" 	use of wire transfers for all central reserve payments and receipts, 
including the development of correspondent networks; 

* 	the establishment of minimum reserve balances; 

" 	development of uniform reporting formats; and 

" 	encouragement to investors to participate in the central reserve. 

These and other activities will prove beneficial to overall HGP financial con­
trol and efficiency. They also lend themselves to individual task assignments 
which distribute the workload required. 

Phased Assumption of NSLL Activities by AID 

The assumption of accounting, monitoring, analytical, and reporting func­
tions from NSLL must be carefully planned and executed. Of primary impor­
tance is accomplishing this transfer with minimum disruption to the borrower/ 
investor payment process. This action involves more than the mechanics of 
establishing AID files and ledgers. NSLL has accumulated a great deal of 
knowledge and experience in dealing wiLh HGP operations and researching er­
rors at a detailed level. This experience, if not captured, may result in sig­
nificant functional disruptions and inefficiencies. 

Naturally, an important part of this implementation group must be the 
AID decision regarding the use of contractor services in the HGP accounting 
function. This decision should be preceded by an assessment of the impact 
on AID staffing and the desirability of totally gaining in-house contro] over the 
activities involved. If the decision is reached to eliminate contractor support, 
a 	plan must be developed to guide and control the assumption process. 
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The contents of this plan must address the mechanical considerations of 
scheduling the transfer, establishing izternal files and ledgers, setting up 
internal procedures, assigning responsibiliti.es, and modifying current com­
munication networks. In addition, the plan must realistically address the 
conditions which surround the current activities such as: 

" 	the ongoing nature of the payment cycle; 

" 	the current status of error research and analysis; 

" 	the current imbalances in reserve accounts; 

, 	 the significant complexity of the existing projects; and 

" 	the knowledge and experience of NSLL. 

All of these factors suggest a phased implementation plan. This plan 
may reflect the varying payment cycles of individual projects (i.e. , monthly, 
quarterly, semiannually) or the varying provisions of individual projects (i.e., 
internal/external to the central reserve, use of administrator or borrower, 
existence of an intermediary fiscal agent). Other bases for scheduling the 
transition may become apparent following the detailed project analysis. What­
ever scheme is used, it should give credence to the ongoing payments of tran­
sitioaed projects. That is, it would probably be more difficult to transition a 
semiannual project at the end of December when a payment is due than in the 
middle of a repayment period. 

A distinct advantage to phased implementation is that it allows for a period 
of transition during which continuity wits ;3!¢,L can be maintained. This pro­
vides an opportunity for project records to be prepared for transfer and audited, 
if desired, prior to acceptance by AID. 

The transition period should not be long. There is an inherent control 
difficulty in maintaining project files and responsibilities in two locations. 
A precise period cannot be specified without knowledge of specific project 
file conditions and the desirability of audit, but a reasonable time frame ap­
pears to be approximately 3 or 4 months. 

Developmentof Automated Systems 

The development of the automated aspects of the system design involves 
several sequential steps: 

" 	assess the impact on the current data processing environment; 

• 	 identify system needs for hardware, software, and programming
 
support;
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• develop general systems design; 

* develop detailed system design and programs; 

* schedule implementation; and 

* test system, convert files, and implement system.
 

This group of tasks is of a 
technical data processing nature and should
be coordinated with the Office of nata Management. The sequence follows
the manual chronology of major system development efforts. 

LD and HO should be actively involved in the system automation effortto ens','e at all times that the developed automated processes meet theirneeds and are within the system conceptual design. Specific involvement 
should occur during the identification of data processing needs, in particu­lar for the selection of hardware alternatives, processing location, and soft­
ware features. 
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VII. ALTERNATIVE MODEL CONCEPT 

Over the years, the AID Housing Guaranty Program has been modified to 
satisfy congressional mandates and to correspond to the needs and character­
istics of both lenders and borrowers. The result is that there is great variety 
in the borrower/investor relationship among the 100 plus active projects. Per­
haps the only constant is that AID has provided a direct guaranty of principal 
and interest to the investor. Borrowers are of many types, and include home­
owners, developers of major housing projects, and financial institutions. In­
vestors include major financial institutions that hold the entire investment for 
a project, Federal Home Loan Banks that have subdivided the investment among 
many savings and loan institutions, and individual investors who have only a 
small interest in the total project. In some cases the borrower makes pay­
ments directly to the investor, while in other cases payment is made through 
the American Security Bank; in still other cases, payment is made through the 
American Security Bank to another paying agent before being made to the in­
vestor. 

The payment cycle, as well, is not standardized. Some borrowers pay 
monthly, some quarterly, and some semi-annually. Most projects have been 
established so that the timeliness of payments is guaranteed by a central re­
serve fund administered by the American Security Bank. However, the cash 
balances in the central reserve fund have not been adequate to promptly cover 
all late borrower payments, and American Security has had to used its discre­
tion in determining which investors -ire paid on time. 

The complex set of arrangements between the borrower and investor has 
resulted in a financial management system that is equally complex. Because 
some records are maintained by borrowers and investors, some by the Ameri­
can Security Bank, some by AID, and some by the National Savings and Loan 
League under contract by AID, there is no single point from which AID can 
determine the status of specific investor accounts or the status of specific 
projects. The preceding chapters of this rep6rt contain the conceptual de­
sign of a system which essentiall 3 calls for the centralization of the financial 
management system under AID's control. In our opinion, such centralization 
is necessary given the diverse investor borrower/investor relationships that 
have evolved during the 17 years the program has been in effect. 

This chapter presents a "model" program for financial management. The 
term "model" is not meant to convey an idea of perfection, but rather that the 
program structure suggested not only fulfills the objectives of the program but 
also makes possible uniform, straightforward financial management. In as­
sessing the viability of the program structure presented below, it must be 
borne in mind that a minimum of 17 years of consistent use of the "model" 
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program would be required before the consistency envisioned in its design

could be fully effective. For this reason, 
 we believe that the financial man­
agement system proposed in earlier sections will continue to be appropriate
for many years. Use of the program structure recommended below will, how­
ever, introduce over time a number of improvements in the overall Housing
 
Guaranty Program.
 

PROGRAM OBJECTIVES 

The major objectives of the Housing Guaranty Program under this model
 
system concept are:
 

" 	to regularize and facilitate the transfer of funds from borrowers 
to investors; 

• to permit AID to know the status of its accounts and react quickly 
in the case of defaults; and 

" 	to accomplish the foregoing in a way that provides a mechanism to 
maximize the exposure of lesser developed countries to the rigors 
and benefits of the U.S. capital market. 

At first glance, these objectives appear at first to be much broader than
 
might be warranted by the nature of the program, 
 which is restricted to the
 
guaranty of loans made by U.S. organizations or individuals to support hous­
ing developments in eligible countries. 
 However, the program is structured 
so as to minimize the risk to the U.S. government, and fees are charged to 
defray administrative costs and the expected costs of settlements. In fact,
borrowers are required to observe most of the aresame conventions that 
observed by other major borrowers in the marketplace. These are the fac­
tors through which we believe the goal of the program (i.e., to introduce 
lesser developed countries to the U.S. capital market) is demonstrated. 

BORROWER/INVESTOR RELATIONSHIPS 

Typically, when very large sums are borroved for long periods of time 
in the U.S. market, the "issue" is subdivided into a large number of relatively
small "bonds" or "notes." This subdivision is made to make it possible for
the initial investor to sell all or part of the investment and for subsequent
buyers to resell the investment, all with relative Theease. marketability of
these investments has given rise to institutions which serve as registrars and 
paying agents, keeping official records of the ownership of the securities and 
acting as conduits of payments from borrower to lender. These arrangements 
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simplify the set of transactions for the borrower, who makes all payments to 
a single party. In most cases. the investors have sought to have the registrar 
and paying agent made a trustee possessing the legal rights and obligations 
to protect the investment. 

A variation of this commercial concept has recently been introduced to HGP 
financial management through the use -f a paying agent. Under this procedure, 
a commercial banking institution (i.e. , Morgan Guaranty Trust) makes sub­
divisions of an overseas loan to an indeterminate number of borrowers. Once 
this is accomplished, however, the paying agent relinquishes its responsibility 
for channeling payments or processing claims. Individual investors are rel­
egated the tasks of full loan accounting and claims processing, which AID is 
given the responsibility of dealing with many :nvestors. Because no formal 
limit to subdivisions has been set, AID potentially could be dealing with a 
very large number of small investors for the duration of such agreements. 
The administrative burden of this paying agent concept and the associated costs 
of subdivision issues or future maintenance are currently difficult to define. 
Clearly, however, these may well impact on the current AID fee structure and 
the interest rates paid by borrowers. 

The model program developed here focuses an the standard U.S. capital 
market borrower/investor relationship described above, In many ways, it 
also expands on the "paying agent" concept discussed above. 

MODEL PROGRAM 

The Housing Guaranty Program is structured so that borrowers need not 
be of any specific organizational type; they must only serve to channel the funds 
to incoming housing in their particular countries. Investors also need not be 
of any particular type. Virtually all types of borrowers and investors have be­
come associated with the program since its inception and this variety can be 
expected to continue. AID has facilitated the borrower/investol- relationship by 
guarantying the investor principal and interest (and has sought to reduce its 
own risk by having the host country also insure the investment). The attrac­
tiveness of AID's guaranty is somewhat diminished, however, cy the fact that 
the investor must make whatever claim to which it is entitled directly 3z AID. 
While this requirement constitutes no particular problems to major institu­
tional investors, it would be a burden to small financial institutions and to in­
dividuals. This reduced attractiveness of the guaranty would be expected to 
be translated by the market into a higher interest rate, a result that runs 
counter to the goals of the program. The appointment of a trustee that could 
make claims on behalf of the investor would eliminate this proolem area in 
the program. 
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The trustee is the keystone of the model system. In addition to making
claims to AID on behalf of investors. the functions of the trustee would include 
the following: 

• 	 receiving all payments from borrowers; 

• 	 serving as official transfer agent/registrar for sales/purchases 
of segments of the investment; 

• 	 making all principal and interest payments to investors; 

" 	maintaining official records of the status of each investor's account; 
and 

" maintaining official amortization schedules and reporting all de­
linquencies and defaults to AID. 

Many major financial institutions are capable of providing these services.

While it is 
 normal for the borrower to select the trustee, it is appropriate inthe Housing Guaranty Program for AID to select the trustee so that there is a
single trustee for all projects in the program. 

One function for which the trustee should not be responsible is the control
of a pooled or general rese.rve fund compo; -'d of reserves from several proj­
ects that is used to guaranty the timely payment of all projects. The individual
integrity of each project and its related reserves should be maintained. The
 
trustee should be responsible for notifying AID of each payment shortage of

each project, 
 and AID should provide sufficient funds to the trustee to pay theinvestors. Notification by the trustee and payment by AID can be accomplished
in a very short period, and this arrangement should not be the cause of delayed 
payments to investors. 

With the trustee maintaining detailed records for investors, AID would

only require summary records for the program 
as a whole and detailed rec­ords of those projects that are delinquent or that have defaulted. Direct pro­
gram costs and the total amount of outstanding investments guarantied could
be constructed in a system from amortization tables as modified by actual 
payments received. AID would also be required to account for revenues (fees)received and for administrative expenses. Financial management under such 
a system would be greatly simplified due to uniformity from project to project
and simplification of required accounting. It cannot be overemphasized, how­ever, that use of the "model" system will not in fact simplify AID's financial 
management except in the very long run. In the meantime, AID must develop
a financial management system to cope with the program as it exists today
and will exist for several years in the future. 
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APPENDIX A 

ACCOUNTING ISSUES 

This appendix will address nine specific accounting issues. Each ac­

counting issue will contain the following: 

• a description of the current practice;
 

" problems with the current practice; and
 

" recommendations.
 

The nine accounting issues are:
 

" Accounting and :'eporting reserves;
 

• 	 Reporting treatment of nonrecoverable claims in the operating 
statement; 

" 	Accounting and reporting of fees waived; 

" 	AID's contingent liability make-up and source for update;
 
financial statement reporting;
 

* 	Assr-sment of penalty on borrower's late payments under guaran­
tied .. ans under central reserve; 

" 	Allowances for losses on subrogated claims, particularly those 
without host country guaranty; 

• 	 Cash management practices in conformance with the Treasury 
Fiscal Requirements Manual; 

" 	Make-up of subrogated claims; and 

" 	Criteria for reporting Latin American housing guaranties under 
Section 222(b) (1) of the FAA, subject to $325 million limitation 
[(Section 222 (c)]. 
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1. ACCOUNTING AND REPORTING TREATMENT OF RESERVES 

Current Practice 

AID's financial statements do not recognize any of the reserve funds as
either an asset, liability, or a part of net worth. The financial statements do 
disclose the following in a footnote: 

" amount of reserve funds held by various agents; 

" a statement that reserve funds are either fungible or restricted 
to a particular project depending on the provisions contained in 
the guaranty agreements; and 

" 	a sta'ement, that any remaining funds upon repayment of the par­
ticular investor's loan will either revert to AID or return to the 
homeowners of that particular project. 

The amount shown as the balance in the central reserve fund does not include 
prepayments. 

Problems With Current Practice 

* 	Do we have full disclosure with regard to the funds held in the
 
various reserve funds?
 

" 	Disclosure of the dollar amount of reserve funds that are 
restricted has not been made. 

" 	Disclosure has not been made with regard to the central 
reserve balance being adjusted for the amount of prepay­
ments. 

" 	Are prepayments being used properly? Should prepayments be 
available to cover delinquencies and/or deficiencies in general or 
should their use be restricted? 

" 	Does AID have a liability to these reserve funds? In some in­
stances, delinquencies and/or deficiencies may be paid out of the
 
reserve 
fund on behalf of a project which has depleted all or more 
than its individual reserve fund balance. 

A.2
 



Recommendation 

For proper accounting and reporting treatment of the reserve funds, we
 
recommend the following:
 

" At any one point in time, the balance in the reserve fund should 
reflect at a minimum, the total of actual unused restricted fund 
balances plus prepayments of principal. Any differences in this 
amount and ending balance would represent AID's liability to these 
reserve funds. 

• 	 Full disclosure be made of the portion of the reserve fund con­
sidered:
 

• 	 restricted; 

• 	 prepayments; and 

• 	 unrestricted or fungible. 

This accounting and reporting treatment would comply with full disclosure and 
would indicate the dollar amount of restricted funds and prepayments used to 
cover deficiencies for which no individual reserve balance was available. The 
latter would be indicated by the amount due from AID. 

2. 	 REPORTING TREATMENT OF NONRECOVERABLE CLAIMS 
IN THE OPERATING STATEMENT 

Current Practice 

Nonrecoverable cli-'ms are treated as a nonoperating expense and ave de­
ducted from the net results of current fiscal year operations to arrive at net 
income or loss for the current fiscal year. 

AID's annual budget includes a provision for the expenditure of nonrecover­
able claims. 

Problems with Current Practice 

The presentation of nonrecoverable claims as e line item separate from 
operating expenses tends to indicate to the reader of the financial statements 
that nonrecoverable claims were totally unrelated to the operations of the HGP. 
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Recommendation 

In order for the financial statements to provide a more meaningful presen­tation, we recommend that nonrecoverable claims be deducted from income be­
fore operating expenses. 

Fee Income xxx 

less - Nonrecoverable claims xxx 

Subtotal xxx 

Operating Expenses xxx 

Net Results of Current 
Fiscal Year Qperations xxx 

3. ACCOUN.TING AND REPORTING OF FEES WAIVED 

Current Practice 

AID's accounts were designed to be maintained on the accrual basis, whichis a requirement for federal agencies. The accrual basis of accounting re­quires that revenue be recognized when earned and expenses when incurred. 

On four housing projects in Peru, AID is applying an inconsistent treat­ment and is waiving the fee ir,"ome. The purpose of the waiver is to allow theinvestor to keep the fee for shortages resulting from devaluation. The finan­cial statements do include a footnote which indicates the dollar amount of feeincome waived and the corresponding amount of claim which has been offset. 

Problems With Current Practice 

AID is not maintaining a consistency in its accounting and reporting treat­ment of fee income and nonrecoverable claims. 

Recommendation 

To comply with the accounting treatment requirements for federal agenciesand to maintain a consistency in the accounting and r'eporting treatment of i_-eincome and nonrec~verable claims, we recommend: 

• recognition of fee income when earned and nonrecoverable claims 
when incurred; and 

• discontinuance of the practice of "waiving" fees. 
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4. 	 AID's CONTINGENT LIABILITY MAKE-UP AND SOURCE FOR UPDATE;
 
FINANCIAL STATEMENT REPORTING
 

Current Practice 

The outstanding principal balance for all loans at any one point in time is 
c'nsidered by AID to be its contingent liability. This information is being dis­
closed in separate schedules labeled "projects authorized" and "under con­
tract." However, this reference to "contingent liability" is only made in the 
Monthly Financial Summary and is not found in AID's Annual Report. 

Problems With Current Practice 

AID, in defining its "contingent liability, " has only considered the out­
standing principal balance. A more meaningful presentation would be to con­
sider factors such as reserve funds available and projects which have a host 
country guaranty and AID's right of foreclosure. 

Recommendation 

Generally accepted accounting principles require the following: 

* 	Disclosure of a contingency will be made when there is at least a 
reasonable possibility that a loss may be incurred. Loss contin­
gencies which have the characteristic of a guaranty will be disclosed 
even though the possibility of loss may be remote. 

" 	In the case of a guaranty, the disclosure will include the nature and 
amount of the guaranty. 

" 	Consideration should be given to disclosing the value of any recovery 
that couid be expected to result, such as from the guarantor's right 
to proceed against an outside party. 

To comply with the above, we recommend that AID disclose the amount of 
loan guaranties, available reserves, and amounts guarantied by a host coun­
try in its financial statements. 

5. 	 ASSESSMENT OF PENALTY ON BORROWER'S LATE PAYMENTS 
UNDER GVAR.PLC.TIED LOANS UNDER CENTRAL RESERVE 

Current Practice 

AID has some contracts which include a provision for an assesF.ment of 
penalty for late payments and some which do not contain this provision. AID 
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is currently considering an assessmet of penalty on borrowers' late pay­
ments under all guarantied loans under the central reserve.
 

Problems With Current Practice
 

Effective cash management practices cannot be established, since AID
has created contracts which may or may not contain a late payment penalty 
provision. 

Recommendation 

To ensure that funds available in the central reserve fund are sufficient 
to meet periodic principal interest and fee payments, we recommend that: 

" 	all new contracts contain a provision for an assessment of
 
penalty on borrowers' late payments;
 

" all contracts not containing a provision be reviewed by legal
counsel to determine if an assessment of penalty can be added 
to the contract; and 

" 	all contracts that contain a late 	payment penalty be enforced. 

6. 	 ALLOWANCES FOR LOSSES ON SUBROGATED CLAIMS, PARTIC-

ULARLY THOSE WITHOUT HOST COUNTRY GUARANTY 

Current Practice 

AID's financial statements do not have a provision for losses on subro­
gated claims since the balance represents payments made by AID to an in­
vestor on loans having a host country guaranty.
 

The 	financial statements include a Statement of Subrogated Claims In­
curred and Outstanding. This statement presents the total activity in the 
Subrogated Claim Account. 

All 	claims paid by AID are first posted to the Subrogated Claim Account. 
Claims paid on deficiencies which are a result of devaluation are then writ­
ten off since the right of subrogation will not apply. 

Problems With Current Practice 

Subrogated claims are only those claims paid on deficiencies which were 
not a result of devaluation. The posting of all other paid claims to this ac­
count is not considered necessary and is misleading. 
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Recommendation 

The Statement of Subrogated Claims Incurred and Outstanding should be 
modified to show actiVity from one reporting period to another and to in­
clude only those payments on loans which have deficiencies not resulting from 
devaluation. 

Should there ever exist subrogated claims which are not host country gua­
rantied, we do not recommend the establishment of an allowance for losses 
because (1) it would be difficult to estimate any potential loss (prior experi­
ence is not available) and (2) the HGP has the right of foreclosure. 

7. 	 CASH M ,.qAGEMENT PRACTICES IN CONFORMANCE WITH 

TREASUIR FISCAL REQUIREMENTS MANUAL 

Current Pracice 

The policy regarding cash management practices within the Federal Gov­
ernment requires that agencies conduct financial activities so as to make 
available to the Treasury the maximum amount of cash in order to allow for 
investment and to avoid unnecessary borrowing. 

Problems With Current Practice 

AID has not established effective cash management practices in order to 
maximize available cash balances to meet periodic principal interest and fee 
payments. 

Recommendations 

To establish a system which can provide for prompt collectio. of amounts 

due, we recommend that: 

" all foreign administrators and/or foreign borrowers be encouraged 
to send remittances by wire transfer; 

• all new contracts require remittances by wire transfer;
 

" all new contracts contain a late penalty assessment provisions; and
 

* contracts which contain a late penalty provision be enforced.
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8. MAKE-UP OF SUBROGATED CLAIMS 

Current Practice 

Principal and interest payments made to an investor by AID are considered 
subrogated 	claims if the following are met: 

" the borrower has failed to make required payment(s); and 

• the payment deficiency was not a result of devaluation. 

The AID fee to be collected on a subrogated claim is included in accrued fees
 
receivable.
 

Problems With Current Practice 

The accounting treatment of subrogated claims appears proper since prin­
cipal and interest payments are the only rights that have been acquired from 
the 	investor when payment was made. However, no disclosure is made that 
the 	AID fee to be collected on subrogated claims is included in accrued fees 
receivable. 

Recommendation 

For 	purposes of full disclosure, we recommend the following presentation: 

Accrued Fees Receivable 	 $ xxxx 
(including $50,000 relating to 
subrogated claims) 

9. 	 CRITERIA FOR REPORTING LATIN AMERICA HOUSING GUARANTIES 
UNDER SECTION 222(b) (1) OF THE FAA. SUBJECT TO $325 MILLION 
LIMITATION fSECTION 222(c)]. 

Current Practice 

AID is not disclosing in its financial statements the amount of loans made 
which would qualify under Section 222(b) (1) of the Foreign Assistance Act. 

Problems With Current Practice 

AID does not know if the limitation imposed by Section 222(c) ($325 mil­
lion limitation) is being complied with. since loans which would qualify under 
Section 222(b) (1) are not known. Adequate records have not been maintained 
on types and classifications of loans made for private housing projects in 
Latin America. 
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Recommendation 

To comply with the legal requirements as specified by Section 222(b) (1) 
and 222(c), we recommend that: 

.	 all loans made in Latin America be reviewed to determine if they 
are subject to limitation. Opinion from legal counsel may be nec­
essary as contracts may not be easily classified. 

" 	full disclosure be made in the financial statements, indicating 
number and dollar amounts o" loans that would be subject to the 
$325 million ithority limitation. 
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APPENDIX B
 

AMERICAN SECURITY BANK 

The ASB serves as fiscal agent for the HGP and, in this capacity, receives 
all payments from borrowers, disburses them appropriately to lenders, and 
is responsible for the maintenance of the central reserve fund. The central
 
reserve fund, a savings account in the ASB, was established to ensure that
 
timely and accurate payments 
are made to lenders. The monthly, quarterly,

and semiannual payments from borrowers 
are credited to this account. Ex­
hibits B-I and B-2 depict the ASB function.
 

RECEIPTS AND' POSTING OF RECEIPTS AND CREDITS 

Approximately 64 housing projects are administered through the central 
reserve fund--27 monthly, 19 quarterly, and 18 semiannually. Remittances 
received from borrowers a-e in the form of checks, mail payment orders,
 
or wire transfers.
 

To ensure proper and timely credit, remittances must show the AID ac­
count number, project loan number, and originating country. Upon receipt
of payment, the wire transfer department prepares a five-part credit advice 
that lists: 

• name and country of the remitter; 

• housing project number; and 

• interest, prepayment, and reserve fee. 

Information is listed on the credit advice on an "if given" basis. The orig­
inal copy of the bank wire or transmittal letter is attached to the original copy
of the completed credit advice. These copies are held by the wire transfer 
division for semiweekly pickup by a messenger of the NSLL. One copy of
the credit advice is forwarded to the proof and transit department of ASB to 
ensure proper credit to the central reserve fund: one is retained in the files 
of the wire transfer department and the remaining two copies are discarded. 
Remittances received by wire are automatically credited to the central re­
serve fund on the same day if the transfer is made before 1:00 p.m. How­
ever, wire transfers made after 1:00 p.m. are held by the ASB computer 
system, and the central reserve fund is not credited until the following day. 

B.1
 



EXHIBIT B-I
 

THE AID CENTRAL RESERVE FUND
 
AS ADMINISTERED BY THE AMERICAN SECURITY BANK (ASB)-
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PAYMENTS AND POSTING OF PAYMENTS AND DEBITS 

Prior to the end of each month, ASB receives an unsigned, advance copy 
of a payment .ichedule from NSLL. This schedule indicates, by housing proj­
ect, the: 

" names of U.S. investors (lenders); 

" amounts of interest, principal, and prepayments, if any; 

" AID fee; and 

• outstanding loan balance as of that payment date. 

The unsigned payment schedule is th - source d cument used in the prepa­
ration of the 32 monthly, 3 quarterly, anA 35 seiniannual checks. Wire trans­
fer payments are made each month to tkhf Federal Home Loan Bank (FHLB) 
of New York and the Federal Home Loan Bank (FHLB) of Boston. A total of 
1,022 bank transactions a year are performed by ASB at a fee fixed by con­
tract at $2.50 per transaction. 

Payments by Check 

All checks are dated the first of each month and are mailed and debited 
to the central reserve fund account on the preceding business day. The pink 
copies of the checks are attached to the original copy of the debit advice and 
are held at the wire transfer department for pickup by an NSLL messenger. 
The white copies are retained by the wire transfer division to facilitate the 
preparation of next month's checks. The total dollar amount for the monthly 
checks is usually under $300,000, whereas wire transfer payments are usu­
ally between $2 and 6 million. 

Payments by Wire Transfer 

The payments made to the FHLBs of Boston and New York are made 
through wire trar sfers on the first of each month. The FHLB of Boston is 
paid by credit tc its account with the First National Bank of Boston and the 
FHLB of New York through the Manufacturer's Hanover Trust Co., World 
Trade Center Branch. Pri(,r to the end of each month, ASB receives from 
both banks a statement of principal and interest due to them for each housing 
project financed by their creditors. These amounts of principal and interest 
are reconciled to the payment schedule prepared by NSLL. Total amounts 
paid to both banks are based on statements prepared by NSLL. In the event 
ot variance, each bank is advised by telephone of the adjusted amount wired. 
On the same day, a standard letter is mailed to both banks advising them that 

B.4
 



payments in excess of principal and interest are prepayments. The central 
reserve fund account us~ially has a sufficient balance to cover payments due 
on a monthly basis. However, quarterly and semiannual paycients are some­
times delayed because of their relatively large size and the late receipt of 
remittances. Since the ASB will not wire funds or mail checks unless there 
is a sufficient balance in the account, partial payments equal to the available 
balance may be sent. Once there is a sufficient balance in the account, the 
remaining amount due will be paid. 

AID Fees 

Once all payments have been made to lenders as specified on the NSLL 
payment schedule and there is a sufficient balance in the account, a cheek is 
issued tu the order of AID for guaranty fees. Payment represents the total 
of the service fees that AID receives for each guarantied loan under central 
reserve as reflected in the payment schedule. 
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APPENDIX C
 

NATIONAL SAVINGS AND LOAN LEAGUE
 

The NSLL performs a variety of services on contract to the Office of 
Housing (DS/H). This section deals only with those services involving ac­
counting and financial management. Specifically included are the NSLL re­
sponsibilities to: 

" 	maintain individual account records for each project included in
 
the central reserve fund (CRF).
 

" 	monitor the performance and status of the CRF. This includes 
keeping a running balance, reporting monthly to DS/H, and recon­
ciling the quarterly bank statement, prepared by ASB. 

.	 prepare Monthly Payment Schedules for approval by DS/H and dis­
bursement by ASB. 

" 	maintain a file of current and historical records for each project. 
This file includes administrator reports, borrower reports, inves­
tor reports, and all project-related correspondence or analysis. 

• 	provide DS/H with monthly reports of projects needing immediate 
attention or projects that are delinquent in submitting payments. 

" prepare special reports or analyses at the request of DS/H. Most 
of these reports deal with forecasting and potentially minimizing 
the losses incurred by currency devaluation or defaults. Examples 
include current value studies, regression analysis, income pro­
jections, and forecasts of loss potential on devaluation projects. 

Exhibit C-I illustrates the NSLL function. 

RECEIPT AND POSTING OF CREDIT AND DEBIT ADVICE 

NSLL staff members pick up the following information twice per week forom 
the International Department of ASB: 

" credit memos; 

" copies of the wires authorizing the credit memos or originals of 
the transmittal letters accompanying the checks; 
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* 	debit memos; 

* 	any administrator or investor report erroneously &ubmitted to the 

bank; and
 

.	 any other literature or reports submitted to the bank with HGP
 

payments .
 

Credit memos are reconciled against the letter or wire accompanying the 

memo. Photocopies are made of credit and debit memos and any supporting 
Originals aredocumentation. The copies are permanently retained at NSLL. 

forwarded monthly to DS/H. In addition to being reconciled against the sup­

porting letter or wire, credit memos are reconciled to the administrator re­

port. This provides for the correct posting of prepayments or cancellations. 

Credit memos are posted to a receipts journal. Also, credit and debit memos 

are both posted to the individual account ledgers and the CRF reconciliation. 

Detail for the credit postings, where necessary, is ascertained from the ad­

ministrator reports and from written or verbal corl espondence with the ad­

ministration. 

MONITORING THE CENTRAL RESERVE FUND 

The status o the central reserve fund is monitored on a regular basis 

through the CRF fieconciliation. All credit and debit memos are posted to 

this ledger on receipt by NSLL. Shown on this ledger is all activity in the 

fund, as well a. , whether the activity was for regular payments or prepay­

ments. Separrte balances are computed for each and the total value of the 

fund is shown. separately. 

NSLL REPORTING 

NSLL regularly produces five separate reports. These are the: 

" 	Central Reserve Fund Status Report; 

" 	Monthly Payment Schcdule; 

.	 CRF Management Analysis; 

" 	Alert Status Report; and 

" 	Report of Payments Due/Not Received. 
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The CRF Management j nalysis Report is for NSLL's internal use. The otherreports are for distribition to the Offices of Housing and Financial Manage­
ment at AID. 

Central Reserve Fund (CRF) Status Report 

The CRF Status Report is prepared monthly. This report shows the end­ing balances of each individual program included in the fund. Balances arebroken down between actual r-,serves and prepayments. The total of the in­
dividual balances is reconciled to the CRF Reconciliation before the Status
Report is finalized. Once complete, the CRF Status Report is used internallyto prepare the CRF Management Analysis Report. It is also submitted to theHousing and Financial Managem nt offices at AID/W. 

In addition to being reconciled to the CRF Reconciliation maintained byNSLL, the CRF Status Report is reconciled quarterly to the quarterly bank
 
statement prepared by ASB.
 

Monthly Payment Schedule 

Each month, NSLL prepares a schedule, called the Monthly Payment

Schedule, of payments 
to be made from the central reserve fund. This sched­ule includes any regular payments that are due and any prepayments that have
been received and which, under the terms of the loan agreement, may be dis­bursed. It is broken down into monthly, quarterly, and semiannual groupings.
Also included are prepayments which, though not yet received, have been

submitted by the administrator anrn 
must be paid to avoid paying additional in­terest. The Payment Schedule is prepared from the amortization tables and
the prepayment record for each note. Once complete, the Payment Schedule

is submitted 
to DS/H for review and approval. A photocopy of the schf:dule 
is submittei to ASB. 

CRF Managem-,nt Analysis 

NSLL also uses the current Monthly Payment Schedule, along with theCRF Status Report, to prepare the CRF Management Analysis. This report
shows the net funds available in the reserve for each note and the amount due
in the nr.xt payment on that note. The ratio of these two numbers is the "re­
serve fund adequacy coefficient," defined as the percentage of the next pay­ment that is currently available in the fund. A coefficient is computed for
each individual program and for the fund as a whoie. When the coefficient
han dropped substantially in the previous month, the administrator report
is examined for a sudden increase in delinquencies or some other variable
which may affect the fund. The findings are included in the Alert Status 
Report. 
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Alert Status Report 

The Alert Status Report, published monthly and submitted to DS/H, is de­
signed to provide a listing of all programs requiring the immediate attention 
ot AID personnel. Posted to the report are any programs in which: 

• 	the number of delinquencies more than 4 months old has increased 
substantially; 

" 	the borrower's remittance to the fund was less than the amount
 
disbursed by the fund; or
 

" the investor report for projects not included in the CRF indicates 
that payment has not been received. 

The Alert Statu Report is one of two "warning" reports submitted to DS/H. 

Report of Payinents Due/Not Received 

The other warning report is the Report of Payments Due/Not Received. 
This report is produced as of Tie seventh of each month. It is developed by 
comparing the credit postings to the individual ledgers against the Monthly 
Payment Schedule. Any project for which payments were issued on the first 
and for which there was no remittance from the project by the sev.nth is in­
cluded in the report, which is submitted to DS/H. 

PROCESSING THE QUARTERLY BANK STATEMENT 
AND OTHER RECEIPTS FROM ASB 

In addition to the credit and debit memos and related supporting documen­
tation, NSLL also receives a quarterly bank statement and several miscella­
neous reports from ASB. As mentioned above, the quarterly bank statement 
is reconciled to the CRF Reconciliation and the CRF Status Report. The mis­
cellaneous reports include administrator reports that are erroneously submit­
ted to the bank and other requests that administrators have submitted to the 
bank. The administrator reports are received and filed in the same manner 
as the repor* . received directly from the administrators. Other requests 
from admini-tratc-s are submitted to DS/H for review or action, as appro­
priate. 

SPECIAL REPORTS AND SERVICES BY NSLL 

In addition to the reports regularly produced for DS/H, NSLL also gen­
e . variety of special reports. analyses, or services at the request of 
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DS/H or on its own initiative. All such services are supported by a request
for services submitted by AID. About 25 percent of the time spent by NSLL 
in providing services under the financial management contract is spent on 
these special studies. 

Reports 

The special reports tend to be more in the area of financial management
 
or budgeting than in that of regular accounting. Although any project may
 
be the subject of these reports, most of them deal with the older projects in
 
which there is no host government guaranty. Such projects are subject to
 
substantial loss if 
 the host country's currency is devalued. In such cases, 
the NSLL report will deal with forecasting losses and developing strategies 
for loss minimization. One report, for example, was produced to advise 
AID on the potential cost or value of different actions with respect to a non­
host government guarantied loan in a country that has had a substantial cur­
rency devaluation. The report addressed the current and projected losses
 
from the devaluations. It then determined the costs and potential benefits of 
two options: prepaying or paying off the loan or merely continuing regular 
payments to the investor. 

Other NSLL reports deal with the performance and adequacy of the CRF
 
as 
a whole. One such .'eport was prepared at the end of the last fiscal year.
It projected the next year's budget oequirements with respect to the CRF. It 
also projected the 5-year loss potential on projects with currency devaluations. 

Services 

DS/H may submit service requests to obtain any of a variety of services 
which NSLL is prepared to render. The bulk of the special services provided. 
however, involve field work to be performed by NSLL staff members. Such 
field work may include an on-site audit of an existing HGP. The audit would 
review the accuracy of records and reports and the conformance of the proj­
ect to the standards set by the programs. 

In certain cases, a field review will be prompted by problems encountered 
in a particular program. One assignment was to assist in resolving the in­
creasing delinquency problems being encountered on one older project. NSLL 
staff members traveled to the site and performed a complete review and anal­
ysis of the administrator's records. From the results of this review, NSLL 
developed alternative solutions and made a recommendation to the Regional 
Housing and Urban Development Office (RHUDO). After approvol of the rec­
ommendation by AID/V and the RHUDO, NSLL assisted the administrator in 
implementing corrective measures. 

C. 6 



REPORTS RECEIVED BY NSLL 

In addition to the informati on received from ASB, NSLL regularly receives 
reports from three other sources. These reports are the: 

. Administrator monthly financial report; 

" Borrower report; and 

" Investor report. 

Administrator's Monthly Financial Report 

This report is submitted on older notes in which a local administrator re­
ceived a fee for acting as an agent between individual borrowers and the U.S. 
investor. The report may be used to reconcile any differences between pay­
ments received and expected. It provides information on collections and dis­
bursements; the status of any ,'unds,held by the administrator; delinquencies 
and prepayments; a summary of the units under guaranty; and the ct.-ency 
exchange rate. 

Most administrator reports are submitted monthly, quarterly, or semi­
annually, depending on when payments are due on the note. A few of the re­
ports are submitted late or not at all. There does not appear to be a common 
reason for the delinquent reports. 

Several standard forms may be used for the administrator report. Al­
though they provide the same basic information, they each prowide it in a 
different format and at a different level of detail. Generally, the reports 
received from Latin America are in Spanish; others are in English. 

Borrower Report 

In the recent iterations of the HGP, funds are remitted to the investor or 
the fiscal agent directly from the borrower. The borrower will typically be 
a bank or savings and loan institution in the host country. This borrower re­
ceives the loan from the American investor and then makes smaller loans to 
local projects or mortgages meeting the standards of the HGP. The borrower 
is responsible for full remittance to the U.S. investor or fiscal agent. 

Normally, borrower reports are due with each payment on the note. Spe­
cific loan agreements may, however, alter this requirement. The borrower 
report includes a breakdown of the amount transmitted in the current payment. 
When the loan agreement specifies that the borrower post collateral on the 
mortgage, the borrower report will also include a Certificate of Mortgage 
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Collateral. The certificate shows the value of any mortgage collateral. The
collateral must be ao less than the outstanding balance on the note. The cer­
tilicate also shows any changes made to the makeup of the collateral in the 
current reporting period. 

The borrower report is used by NSLL to verify that the borrower is pay­
ing according to the same amortization table as is used by NSLL. 

Investor Report 

The investor report is a regular report of loan status for each investor. 
It acts as a confirmation of receipt or notification of nonreceipt of payment.
it is also a sourcoe against which to reconcile the program records kept by
NSLL,, There are frequent differences of a few cents between the investor 
reporLs and NSLL records. This is caused by investors using a different 
amortization table or otherwise allocating the payment differently than NSLL.
Many investors do not submit the report regularly. This is often true ol the 
older notes in which the investors are earning a very low return on the loan,
and, therefore, are not inclined to process additional paperwork. Except in 
cases in which there are frequent delinquency problems, no follow-up is nor­
mally performed when the report is not received. Generally speaking, as
long as the report is received and reconciled at least once per year, DS/H
is satisfied that sufficient records exist. 

NON-CRF HOUSING GUARANTY PROJECTS 

About one-third of the HGP projects are not handled through the CRF. 
These projects are generally under older agreements where an escrow agent 
or the administrator maintains the reserve fund. The only new project not 
using the CRF is in Israel. In that project, arrangements for direct payment 
were made between Israel ar.i the investor. NSLL receives administrator 
and investor reports for the non-CRF projects. It does not, however, main­
tain accounting records for the projects. 

NSLL FILES 

NSLL maintains a file for all HGP projects, of all reports, analyses,
correspondence, or other relevant data. Records are kept for CRF and non-
CRF projects. The file is used as a historical "archive" of all activity on any
given project. Additionally, for non-CRF projects, is sourceit the against
which 'indings may be reconciled when a field review of the project is con­
ducted. 
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