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MEMORANDUM
 

TO: Director, USAID/El Salvador, Henry Bassford 

FROM: RTG/A/,oinaqe N. Gothard, Jr. r./ 6 

SUBJECT: 
 Audit of the Local Currency-Financed Central Bank Credit Line 
Program, Audit Report No. 1-519-89-17
 

The Office of the Regional Inspector General for Audit/Tegucigalpa has
completed its audit of the 
Local Currency-Financed Central 
Bank Credit
Line Program. 
 Five copies of the audit report are enclosed for action.
 

The draft au,lit report was submitted to you for comment on February 27,1989. Since we did not 
receive your written comments on the draft report
in 30 calendar days, 
the report is being published without them. 
We did
however consider the 
written comments you gave us followinq the exit
 
conference.
 

The report contains six recommendations. 
 The six recommendations remain
 open pending Mission action. 
 Please advise me within 
30 days of any
actions taken to implement these recommendations.
 

I appreciate the cooperation and courtesy extendel 
to my staff during the
 
audit. 



EXECUTIVE SUMMARY
 

In 1984, 
USAID/EI Salvador contracted 
for a study of the Central Bank's
credit program for the private sector. 
The objective of the study was to
design new lines of 
credit and/or modify the existing ones with the
intention of 
promoting investment and 
increasing production. The credit
lines were to give special emphasis to activities which generate
non-traditional exports outside the Central American area. In responseto this study JSAID/EI Salvador and the Government of El Salvadorprogrammed $]So million in local currencies made available under theEconomic Support Fund program for ten different lines credit aof during

three year periodI ending December 31, 1987.
 

The Regional Inspector General for Audit, Tegucigalpa performed a program
results and audit thecompliance of local currency-financed credit line program. Specific audit objectives were to determine whether the: 
 (1)
program objectives were being achieved, (2) the Central Bank had complied
with selected requirements of GOES laws, credit regulations, and
agreements, (3) intermediate credit institutions had adequately adhered
 
to program eligibility criteria and were processing loans in an efficient
and effective manner, and (4) loan recipients had used program resources
 
for agreed upon purposes.
 

The audit could not determine whether program objectives were being fullyachieved because Central hadthe Bank not developed indicators to measurethe accomplishment of ohjectives. 
 Although the Central Bank

generally complied with selected requirements 

had
 
of GOES laws, credit
regulations, and agreements, the intermediate credit institutions had not
always adhered to program eligibility criteria, 
and loan recipients had
 

not always used program resources 
for agreed upon purposes.
 

Despite these weaknesses, the local currency-financed credit line program
had provided much needed liquidity to El 
Salvador's nationalized banking

system. As of December 31, 1987 the credit line program had funded 3,413loans totaling $120.8 million in local 
currency. The audit showed that
the majority 
of these loans were approved and were being used for
eligible purposes and that loan recipients were generally satisfied in 
the manner in which the program was being implemented.
 

The report contains six findings. The Central Bank had not developed

indicators to measure the accomplishment of objectives; the program had
not 
fully used the funds made available; intermediate credit institutions
and final borrowers did not always 
use 
loan funds for eligible purposes;
the program's loan approval process 
was slow and cumbersome; the program

did not have adequate information on the status of loan payments; and
loan interest reflows were not being returned to the program.
 

Generally accepted management principles as the
well as Foreign
Assistance 
 Act dictate that program managers develop quantitative

indicators that 
 measure progress toward achieving objectives.
Quantitative indicators 
were not established 
(or the Central Bank credit
line program. Apparently neither USAID/EI 
Salvador nor the Central Bank
considered these factors important at the program's Asoutset. a result, 
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program managers had less information to gauge program accomplishmentsand to make program management decisions. The report recommends

'JSAID/El 
 Salvador and the Central Bank duvelop quantitative indicators 

that
to 

measure 
progress towards accomplishing objectives.
 

Sound banking principles dictate banksthat fully use credit line fundsto maximize their potential economic benefits. 
 Of the 10 local.
currency-financed credit lines, lines fundssix had that intermediatecredit institutions were not fully using. These hadlines limited
activity because aof lack of information on the availability of funds,competition from other credit sources, and expiration of a credit lineeligibility period. The limited 
use of these particular lines had
resulted in $15.7 million in local currency remaining idle instead ofbeing fully utilized to assist 
 in El Salvador's economic recovery
efforts. The report recommends that JSAID/EI Salvador and the 
Central

Bank repro!ram expired or unrequired funds.
 

Regulations and "oan contracts governing the crediL program specify theeligible purposes funds.of Both the intermediate 
credit institutions
and loan recipients had not used some credit funds for eligible loans.In the first 
case, credit institutions occasionally did not make the
loans as 
approved by the Central Bank and retained the funds because the
loan contracts between 
 the intermediate 
credit institutions and the
Central Bank did not explicitly require the return of the funds. In thesecond case, final borrowers did 
not use loan funds for eligible purposes
partly because the credit institutions did not make all 
field inspections
as required. As a result, our 
sample showed credit funds totaling
$1,576,664 in local currency were not used 
for purposes approved by the
Central 
Bank and may not have contributed toward achieving the program's
objectives. 
 The report recommends that the credit institutions reimburse
the Central Bank for ineligible loans or substitute eligible loans for 
the ineliRible loans.
 

An effective and efficient credit 
program would require that normal 
loan
processing not an
take excessive amount 
of time. The Central Bank took
more than a reasonable amount of totime approve loans and disburse loanfunds to the intermeudiate credit institutions. Processing 
delays were
cauised primarily by the absence of mandatory processing timeframes andnumerous documentation and loan approval requirements. Unnecessary
delays in the delivery of credit could reduce the demand for credithurt the attainment of economic objectives 
and 

by delaying resources to
productive activities. The report recommends that Central
the Bank
establish reasonable processing times eliminate
and unnecessary loan

documentation and approval requirements.
 

Good banking practices require that lending 
 institutions maintain
adequate information on the status of 
loan payments in order to identify
and correct potential recovery problems. Fourteen intermediate creditinstitutions did not 
maintain adequate loan payment status information by
the individual credit 
lines. According to a USAID/EI salvador official
this situation existed in part because the credit institutions were notrequired to report such information to the Central Bank. As a result, 
program managers had inadequate information to identify and correct loan
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payment problems 
in a timely manner. The report recommends that the
intermediate credit institutions maintain adequate 
loan payment status

information and report the same to the Central Bank.
 

The value of a credit fund is better maintained against depletion from
bad loans, inflation, and devaluation by returning interest reflows to
the program. 
 All credit line interest reflows 
were not returned to the
 
program for expenses or relending. Part of interest refiows went for the
expenses of the Secretariat 
 for External Financing, which was not
directly involved with the program. As a result, the amount of fundsavailable for prosgram expenses or relendinr was reduced, which couldrestI I in the need for addit ioilI funding. The report recomimnedsIJSAID!EI Salvador and Government of El Salvador use all interest reflows 
for program expenses or relendinv.
 

f~J kt( 
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vilr)IT OF 
THE LOCAL CURRENCY-FINkNCED 

CENTRAL BANK CREDIT LINE PROGRAM 

PRT I - INTRODUCTION 

A. Background 

In 19.1., JSAID/EI Salvador contracted for a study of the Central Bank'scredit program for the private sector. 
The objective of the study was to
design 
new crelit lines and/or modify the existing ones with the
intention of promoting investment and ir.creasing production. The creditlines 
 were to give special emphasis to activities which generate
non-traditional exports outside the Central American area. In responseto 
this study USAID/El Salvador and the Government of El Salvador (GOES),
through its Central Bank, programmed $156 
million in local currency made
available under the Economic Support Fund program for 
ten different lines
of credit during a three year period eiding December 31, 1987. Duringthis same period $120.8 million was expended. See exhibit I for theamounts programmed under the ten lines of credit.
 

So7,e of the responsibilities of the Central Bank as 
the implementing OESagency are promoting the credit lines, establishing the procedures aridconditions that interme,diate credit institutions (ICI) to inare followprocessing and 
approving loans, and monitoring ICI and credit line
 
performance. 

The Central Bank loaned funds to the ICIs relentwho the funds to thefinal borrowers. ICIsThe assumed full risk for bad loans and in retornearned a portion of the interest spread equal to the difference betweenwhat the Central Bank charge- the ICis and what the ICIs charged theirfinal borrowers. 
 X Central Bank official stated that the Central [lank
automatically deducts from each ICI account the predetermined amount ofprincipal and dueinterest regardless of whether the ICIs have collectedthe principal and interest payments from their borrowers. The CentralBank used principal reflows for relending purposes. The 'emorandums ofunderstanding allowed the Central Bank to use interest reflows for itsown administrative expenses and those of the Secretariat for ExternalFinancinq. Additionally some interest reflows went to a Central 
Bank
loan guaranty fund and to 
the credit analysis and supervision departments

of intermediate credit institutions 
as applicable.
 

rJSNID/El 
Salvador's Office of Private Sector is responsible for A.I.D.'s
management of the credit line program which includes ensuring that itprovides program resources as agreed upon and properly accounts for them. 

B. Audit Objectives and Scope 

The Reqional Inspector General for Audit, Tegucigalpa (RIG/Air) performed
a proqrt results and compliance audit of the local currency-financedcredit line program. Specific audit objectives were to determine whetherthe: (1) program objectives were being achieved, (2) the Central Bank 



had comPliel with selected requirements of GOES laws, credit regulations,ant agreements, (3) intermediate credit institutions had adequatelyadhered to prograim eligibility criteria and were Processing loans in anefficient and effective manner, and (4) loan recipients had used program 
resources for a,7reed upon purposes.
 

The auI'Jit covered 10 credit lines financed by !JSNID/El Salvador during198s, 1986, and 1987. The 
amount audited was $120.8 million while the
amount tested was $27.2 million (see exhibit 1). USAI/E1 
Salvador
financed and contracted the local auditing firm of 
Price Waterhouse to
assist 
 in this au:tit. Price Waterhouse auditors worked under the

supervision of the U6/A/'f auditors. 

To accomplish audit objectives, RIG/A/T reviewed records and interviewed
ofFicials of US\ID/El Salvador and 
 the Central Bank. 
 With Price
Waterhouse we selected a random sample by credit lines of 498 loans at 15
Iris to assess the performance of the program (see exhibits 2 and 3).Price Waterhouse interviewed officials and reviewed records of the loan
sample at the Central Bank and intermediate credit institutions. Theyalso performed Field 
visits to interview the loan recipients of the

sample. The audit field work took place from May 26 to December 13,1988. RvS/A!T limited review of internal controls and compliance to the
findings 
in this report and performed the audit in accordance with
 
generally accepted government auditing standards.
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AUDIT OF
 
THE LOCAL CURRENCY-FINANCED
 

CENTRAL BANK CREDIT LINE PROGRAM
 

PART II - RESULTS OF AUDIT
 

The audit could not determine whether program objectives were being fully
achieved because the Central Bank had not developed indicators to measure
the accomplishment 
 of objectives. Although the Central 
 Bank had
generally complied 
with selected requirements 
 of GOES laws, credit
regulations, and agreements, the intermediate credit institutions had not
always adhered to 
program eligibility criteria, and 
loan recipients had
not always used program resources 
for agreed upon purposes.
 

Despite these weaknesses, t.e local currency-financed credit line programhad provided much needed 
liquidity to El 
Salvador's nationalized banking
system. As of December 31, 
1987 the credit line program had funded 3,413
loans totaling $120.8 
million in local currency.
the majority of these loans were 
The audit showed that
approved and were 
being used for
eligible purposes and that 
loan recipients were 
generally satisfied in
the manner in which the program was being implemented.
 

The report contains six findings. The Central Bank had not developed
 
indicators 
to measure the accomplishment of objectives; 
the program had
not fully used the funds made available; intermediate credit institutions
and final borrowers did not always use 
loan funds for eligible purposes;
the program's loan approval process was
did not slow and cumbersome; the program'
have adequate information 
on the status of loan payments; and
loan interest reflows were not being returned to the program.
 

The report recommends that JSkID/El 
Salvador in consultation with the
Central 
 Bank: develop quantitative indicators to measure program
progress, 
reprogram funds to accelerate the movement of 
funds, require
intermediate 
 credit institutions to reimburse the Central Bank
substitute eligible or
loans for ineligible loans 
 and report loan
delinquency information to 
the Central 
Bank, eliminate unnecessary loan
documentation and approval requirements, and modify program procedures to
retain future interest reflows for program purposes.
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A. Findings and1 Recommendations
 

1. Performance Indicators 
Needed To Be Established To Effectively

Measure Program Accomplishments
 

Generally 
 accepted management principles as well 
 as the Foreign
Assistance Act dictate that 
 program managers develop quantitative
indicators that measure progress toward achieving objectives.
Quantitative indicators were not established for the Central Bank creditline program. Apparently neither USXID/El Salvador nor the Central Bank
considered these factors important at the program's outset. As a result,proi rlm inigers had less inforiiaLion 
and 

to gaugo prograin atcomp tishllellt Sto make program management decisions.
 

Recommendation No. 1 

We recommend that USAID/El Salvador in cooperation with the Central Bankdevelop quantitative inlicators 
to measure progress toward accomplishing

program objectives. 

Discussion
 

Generally accepted] management principles as 
 well as the Foreign

Assistance Act establish 
 that program objectives be defined andindicators be developed that measure progress toward achieving
objectives. Section 621A of the Foreign Assistance Act requires a
 
management system that includes:
 

...the definition of objectives and programs 
 for
 
United States foreign assistance; the development of
quantitative indicators 
 of progress toward these
 
objectives; the orderly consideration of alternative 
means for accomplishing such objectives; and the
adoption of methods for comparing actual results ofprograms and projects with those anticipated when they
were undertaken .... 

The local currency-financed credit line program may not technically besubject to Foreignthe Assistance Act requirements. In our opinionhowever, the principles of defining objectives 
 and establishing
quantitative indicators of 
progress toward objectives are basic to 
sound
management and apply to all developmental programs regardless of their 
funding source.
 

The 1985 credit program study stated that the basic objectives of the

credit program were to promote non-traditional product exports and
encourage productive the 
 and
investments in industrial agricultural

sectors. In another part of the same study the long term objective ofthe program was to 
 assist in the economy's reactivation and
reestablish political economic 

to
and stability in El Salvador. The 1985and 1)86 Economic Support Fund memoranda of understanding (%MOU) alsodefineI the credit program's purpose economic
as stabilization and
reactivation. Elsewhere in the same 1986 'lOU, it was stated that the 
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credit program was to improve exports of non-traditional products. Also,the regulations covering 
three of the ten credit lines indicated that
their objectives were to promote or refinance traditional exports such ascoffee, cotton and sugar. The regulations covering two credit lines alsoindicated that the programs were to support 
increased employment and/or

production. 

An analysis of pertinent program documents indicated that the 
credit
program's long term objectives were economic and
stabilization
reactivation and its short-term objectives were to increase productionand exports of both traditional and non-traditional crops as well as toincrease employment. 
 But these documents 
were not supplemented with
quantitative indicators to enable management to ascertain how well theywere doing. However, USAID/EI 
Salvador and the Central Bank did not
establish quantitative indicators to measure the accomplishment of those 
object ives.
 

The general cause 
for this condition was apparently that neither USNID/El
Salvador 
 nor the Central Bank had made establishing quantitative

indicators a priority. Ns 
 a result of not establishing indicators,
neither USAID/El Salvador nor 
the Central Bank had information on whether
 or not 
the lines of credit were achieving their intended objec-tives.
 

In conclusion, to make sound programming decisions IJSAID/FI Salvador and
the Central Bank needed 
to develop indicators to 
measure progress toward

accomplishing the credit line program objectives.
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2. Several Credit Lines Were Not Fully Utilized
 

Sound banking principles dictate 
that banks fully use credit line funds
to maximize their potential economic benefits. Of the 10 
 local
currency-financed credit six
lines, lines had that
funds intermediate
credit institutions 
were not fully using. These 
 lines had limited
activity because of a lack of information on the availability of funds,competition from other credit sources, and expiration of a credit lineeligibility period. 
 The limited use of thes particular lines had
resulte!d in $15.7 million in local currency remaining idle instead ofh, ins fually ,t ilizI to assist in it Salvador's economic recovery efforLs. 

Recommendation No. 2 

We recommend that USAID/EI Salvador obtain evidence Lhat the Central Bankhas addressed those factors adversely affectink the movement for funds ofthe six credit lines identified in this finding by either obtaining andproviding improved information on the availability of funds toIntermediate Credit Instittitions or reprogramming funds underutilized for 
any reasori. 

D)iscuss ion 

Sound banking principles dictate that intermediate credit institutionsfully use credit line funds to maximize their potential economicbenefits. Credit funds that remain idle are subject to economic lossesdue to inflation and currency devaluation. Also, idle funds representlost opportunity to earn interest or to make profits.
 

As of June 39, 1988, 6 of the 10 credit lines had available balancestotalinq $15.7 million in local currency which represented 16 percent oforiginal principal balances for the six lines (see exhibit 5 for further 
details).
 

Date 
 As of June 30, 1988
 
First Loan Amount Balance a/
Credit Line 
 Contracted Funded Available Percent b/
 

Coffee Refinancing 
 09/06/85 $69,600,000 $ 6,748,371 
 10
 

Reconstruction Industrial 
Enterprises Damaged

by Earthqiuake 06/23/87 
 1,689,724 3,075,716 
 66
 

Agrarian Reform
 
Sector Refinancing 
 11/06/84 8,000,000 847,558 
 11 

Special Fund for National
 
Reconstruction 03/24/86 4,000,000 511,329 13 
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Date 
 As of June 30, 1988
 
First Loan Amount Balance a/


Credit Line Contracted Funded Available Percent b/
 

Coffee Replanting 1985 12/18/85 
 800,000 93,018 12 c/
 

Coffee Replanting 1986 05/29/87 
 4,689,724 2,295,218 49 c/
 

Economic Development
 
Fund 10/06/87 6,331,127 2,080,41.1 33
 

$98,110,572 $15,651,627 16
 

a/ 	The balance available for lendirg is composed of original principal

and/or reflows of principal.


b/ 	The percentage is of 
the 	balance available compared the original
to 

amount funded.
 

c/ 	These two credit lines are the same line havebut been split for 
comparison purposes.
 

According to a Central Bank official, the 
banks had used these credit
lines less than anticipated for 
several reasons. Follcwing are the six

credit lines and his 
reasons for this inactivity: 

1) Coffee Refinancing - ICIs did not use this credit line because it had
 
terminated April"30, 1986.
 

2) Reconstruction of Industrial Enterprises Damaged by the Earthquake 
-ICls did not 
use 	this credit line because it did not become available
until nearly 8 months after 
the October 1986 earthquake and because
 
it had less favorable terms and conditions than other competing lines.
 

3) 	Reform Sector Refinancing - ICIs did usenot this credit line since

October 1985 the
becduse Central Bank did not generally inform the
 
ICIs that funds were still available.
 

4) 	Special 
Fund for National Reconstruction - ICIs did no, use this
credit line because 
of 	 inadequate publicity of its availability.

Also Central Bank officials were not 
fully aware of balances still
 
available for lending.
 

5) 	1985 and 1986 Coffee Replanting - ICI's did not theseuse lines

because they were 
now 	using a 1987 Coffee Replanting line not part of
this program. The last 
loan made for the 1985 line was in March
 
1986, and for the 1986 
line in February 1988. Central 
Bank and ICIs
 
were not 
fully aware that balances remained for lending.
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6) E-conomic Development Fund - IC[s did not use this line becauseCentral Bank official were not aware of how much was actually
available in the line 
for further lending. They therefore did not

inform ICIs of funds availability for lending from original principal
 
or reflows.
 

In addition to these 
six credit lines, there were 
two relatively new
credit lines established in June 1987 
(the Eastern Region Refinancing and
Reactivation lines) that a Central Bank official stated were not beinguised very fast. Accordina to this official, these 
 lines lacked
sufficient margins for ICIs 
to actively 
pursue and involved excessive
 
documentation.
 

As a result of these inactive credit lines, as much as $15.7 million inlocal currency was not available to 
assist in El Salvador's economic
 recovery efforts. 
 We estimated 
that the Central Bank lost interest

earnings totaling almost $954,000 over a one year period because these 
funds remained idle.
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3. 	 Sow, Credit Program Funds Were Not Used for Eligible Loans 

Regulations and loan contracts governing the credit program specify the
eligible 
purposes of funds. Both the intermediate credit institutions

and 	 loan recipients had not used some credit funds for eligible loans.
In 	the first case, credit institutions occasionally 
did not make the
loans as approved by the 	Central Bank and retained the funds because theloan contracts between the intermediate credit institutions and the
Central Bank did not explicitly require the return of the funis. In the
second case, final borrowers did not use 
loan funis for eligible purposes

partly because the credit institutions did not make all field inspections

as required. As a result, our showed
sample 
 credit funds totaling

$1,576,664 in local currency were not used for purposes approved by theCentral Bank and may not have contributed toward achieving the program's

objectives.
 

Recommendation No. 3 

We recommend that USUID/El Salvador obtain evidence that:
 

a. 	the intermediate credit institutions have reimbursed the Central Bank

for ineligible loans or have 
substituted eligible loans for the
 
ineligible loans;
 

b. 	 the Central Bank has established procedures to require intermediate 
credit institutions to immediately refund monies not used for

approved loans 
to final borrowers; and
 

c. 	the intermediate credit institutions are making 
field inspections as
 

requi red. 

Discussion
 

Regulations and loan contracts 
 governing the program
credit specify
eligible purposes of funds. 
 The 	Central Bank loaned monies 
to the ICIs
for 	relending to final borrowers 
only after approving loan applications

for 	 specific final borrowers and uses (see appendix 1 for a detailed 
description of each credit line and its regulations).
 

The 	audit reviewed a statistically valid sample of 498 loans from 3,413
loans made under the 	 10 credit lines. As shown in the following table,
42 	of the 498 loans or 
8.4 percent were not eligible. Of the 42
ineligible loans, the ICIs did not make 29 of the 
loans approved by the
Central Bank nor did the ICIs return the funds to the Central Bank; inthe other 13 cases, finai borrowers used the 
 funds for ineligible

purposes. Based on the results of the audit sample, we are 90 percent
confident that the 
true error rate of the population is 8.4 percent plus
or minus four percent. By applying this sample to the loan universe of
3,413 loans, the projection showed 288 ineligible loans with range of 
151
to 	 424 loans. seven theIn 	 Al, of ten lines sampled had ineligible 
loans.
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Total
 
Ineli- Percent Uni-


Sample gible 
 Ineli- verse
Credit Line 
 Size Loans gible Size
 

Coffee
 
Replanting 55 0 
 0 183
 

Eastern Region

Refinancing 3 0 
 0 3
 

Reform Sector
 
Refinancing 15 
 0 
 0 15
 

Economic Develop
ment Fund 
 68 10 
 15 439
 

Eastern Region

Reactivation 
 35 
 5 14 66
 

Manufacturing
Industry 65 6 
 9 329
 

Industry/ ,gro
industry 74 10 
 14 1092
Earthquake a/ 41 
 4 10 41
 

Coffee
 
Refinancing 70 
 4 6 
 529
 

National
 
Reconstruction 
 72 3 
 4 716
 

498 42 
 8 3413
 

a/ The full name of 
 this line is Reconstruction of Industrial
 
Enterprises Damaged by Earthquake.
 

Of the 42 ineligible loans, ICIs not
the did make 29 of the approved
loans totaling $?0,615 
nor did they return the funds to the Central Bank
(see exhibit 5 for further details). We were not able to determine for
what purposes the 
ICIs used these monies. However, one ICI official
sLated that funds 
to the loan applicants were not used because the funds

arrived late and/or the plans of these borrowers changed. A Central Bank
official stated that the ICIs did not 
return 
the funds to the Central
Bank because the loan contracts between the Central Bank and ICIs lacked
specific instructions to do so. The contracts did not require the
identification, notification and 
return of funds when ICIs did not
the approved loan by a 

make

specific date. However, the contracts did
indicate that the funds were 
to be used exclusively by the approved final
borrower for the purposes stated in the approved contract and the ICI was
to provide all information relative to the 
use of the loan to the Central
 

Bank.
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Final borrowers did not use 
the proceeds of 13 
loans totaling $1,496,049

for- eligible purposes (see exhibit 7 for 
further details). The reasons
for these ineligible 
loans varied. For example, an earthquake loan was
ineligible because the location of 
the property repaired was not in an
 area reportedly affected by the October 10, 
1986 earthquake. Visits to
various loan recipients indicated that a loan 
 for planting a
non-traditional crop (loofah 
= a cucurbitacious plant sold as sponges
when dried) was used for other purposes; 
that another coffee refinancing

loan was given to a farmer that was not producing coffee and the farm wassubdivided to pay off outstanding debts; and that a loan was given astudent who apparently had the capacity to pay for his education (see
exhibit 7 for more details).
 

These irregularities partly occurred because 
in many cases the ICIs did
not make the required field inspections. Regulations governing the
majority of the credit 
lines, explicitly or implicitly, required on-site
verification before and/or after the loans were 
made to ensure that funds
 were used as 
intended. Field inspections were 
not made as required in

the credit 
 lines for Coffee Refinancing, Coffee Replanting,
Industry/Agro-Industry, 
 Economic Development Fund, Eastern 
 Region
Reactivation, and Reconstruction of Industrial Enterprizes damaged by
earthquake. There 
were 40 loans in which explicit pre-inspections were
not made and 27 where explicit post inspections were not made.
dditionally, there were loans
five where implicit pre-inspections and
147 loans where implicit post-inspections were not made.
 

As a result of Central Bank and ICI 
loan management weaknesses, credit
funds totaling $1,576,664 in local currency were not 
used for purposes
approved by the Central Bank and 
may not have contributed towards
 
achieving the program's objectives.
 

In our opinion, to ensure the of
use 
 funds for intended purposes, the
Central Bank should 
establish procedures to require ICIs to immediately

refund monies not used for approved loani. k1so, the Central Bank should
 
recover ineligible loans from the ICIs.
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4. Unnecessary Loan Processing Delays Needed To Be Eliminated
 

An effective and efficient credit program would require that normal 
loan
processing not an
take excessive amount 
of time. The Central Bank took
more than a reasonable amount of totime approve loans and disburse loanfunds to the intermediate credit institutions. Processing delays 
were

caused primarily 
by the absence of mandatory processing timeframes and
numerous documentation and approval
loan requirements. Unnecessary
delays in the delivery of 
credit could reduce the demand 
for credit and
hurt the attainment of economic objectives by delaying resources to 
productive activities.
 

Recommendation No. 4
 

We re-.ommend that JSI )/El Salvador obtain evidence that the Central Bank 
has: 

a. 
established reasonable timeframes for loan processing; and
 

b. 
eliminated unnecessary loan documentation and approval requirements.
 

Discussion
 

In order to have a program that is effective and efficient in the
delivery of credit, the length of time 
 from application to initial
disbursement should benot excessive. A January 1985 credit programstudy identified loan processing time as an impediment to the effectiveand efficient delivery of 
 credit. This study mentioned that users
considered the main obstacle in using the credit lines was the slow andcumbersome processing of transactions by the ICIs and Central Bank. As aresult, the study recommended improvements be made in the time requiredto process loans. The study noted that the 
 length of time from
application to 
initial disbursement should not 
be excessive. The intent
that loan processing was not to be excessive was also indicated in someof the Economic Support Fund ofMemoranda Understanding (ESF MOU). Forexample, the 1986 ESF WOU, Nnnex 3 required the Central Bank to establishthe maximum time 
in which its operational departments must process credit
applications presenrted by the 
intermediate credit institutions (ICI) for
the 'anufacturinq Andustry, Reconstruction Industrial Enterprises Damaged
by Earthquake, Economic Development Fund, and Coffee 
Replanting credit
 
lines.
 

The audit disclosed that, based on data in 483 of the 498 loans in theaudit sample, the average length of from date of
time the 
 loan
application until 
the Central Bank made the initial 
disbursement to the
ICI was 197 days. The average times varied among credit lines from a low

of 120 days to a high of 465 days (see exhibit 8 for details).
 

Delays in the loan approval and disbursement process occurred principally
in two 
phases. The first delay occurred at the ICIs in preparing the

loan package for the Central Bank. 
Generally after an applicant applies
for a loan, the Central Bank requires the ICT to submit the individualapplication with required
all documentation 
for Central Bank approval.
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This locitrientation wias numerous and took a substantial amount of time to process. In sore cases, however the Central Bank required the IC tosend loans to it in group packages. For example, if the ICI was theFe~leraLion de Cajas ,le 
Credito (FEDECREDITO) or Fondo de Financiamiento y
Garantia 
Para La Peciena E-mpresa (FIGAPE) or if the loan line was theEconomic Development Fund, it submitted a loan group package. This first
phase took an average of 118 days. 
 The second significant delay occurred
at the Central Bank in reviewing the loan package and arranginq
,isbursements to 
 the ICI. The second phase averaged 79 days. See
exhibit 9 For the variance in delays among credit lines. 

lnnecess-try locan :lelays have
, processing occurrel
eqt ra l Bank in part because therequ i red niumerous documentat ion and to-in -ipprov:)I 
req iirements land US \ID/,lI Salvador lid not enforce the agreementrequirement that 'he Central Bank maxiMumestablish processing times For
its operational departments. 

The a:udit identifie1 two changes that cotjlJ be made in loan processinq
l)roc(,-ures to accel erat.e the delivery of credli t. First, loan.oclienttlion requii rements could he Thissiinpl ifiel. would redluce theaverage title (119 days) necessary at the ICIs for prepAring the loan"ippli ati on package For the Central Bank. Second, the Central !3ank Ioanapproval reqlni re,nents could be nodified to re,'llce or eliminate theavera:e t imt required by the Central Bank (79 days) to review the loanp'.ckae .iril to li,;hinrs,. funds to the CIs. Currently, the Central B:nk?,pprres all 1-ians in adv:nce. One modification of this procedure coldbe to retroact ivlv approve all loans or loans over a certain aWMOlnt.Still another possi ii tv woul t be to continue to approve loans iiialvatnce hit lim it. approvals to lea-ns over a certain amoulnt. ,nothierpossibility (which Wo I s;Ave, the most titile) wou.-I be to advance funds to[ Is :1nd ret riact ilye approve all loans or Ioans over a certain amount.
[f any loans were retroactively Iii5pprove:l, the Central Bank conl1either chare the [C 's account or require the substitution of eligible
loans Fr the listpprovel loans. 

The impact of the credfit program is diminished to a certain ,levree as aresult of unnecessairy loan processing delays. Long and unpredictableloan processiw, may discoturaqe businessmen From seeking loans altogetherwhich would have a negative effect on achievinj the economic objectives

of the prog4ram.
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S. 	Information On the Status of Loan Payments Could be Improved
 

Good hankino practices 	 thatrequire lending institutions maintain
adequate information ,n the status of ioan payments in order to identify
and correct potential recovery 
problems. Fourteenl intermediate creJit
institiltions did maintainnot adequate loan payment status information by
the individual credi t lines. Nc'.ording to a US.\LD/fil Salvador officialthis situiation existed part thein because credit institutions were riotreqtfireI to report such information to the Central Bank. As a result,
progr!n managers hadl inadequate information to identify an.l ccrrect loan 
payment problens in t timely manner. 

Recommendation No. 5 

We recommend that IS\ID/El Salvador obtain evidence that the 	Central Bankhas required intermediate credit institutions to maintain adequate loanpayment status information by credit line and to report this information 
to the Central Bank ol a periodic basis. 

Discuss ion 

Good banking practices require that lending institutions maintainadequate information on the status of loan payments in order to identifyand correct potential recovery problems in a timely manner. kdequateinformation requirements to be maintained 
 simultaneously are 
 loan
delinquencies aged, on current basis, and by line of credit. 
 Both aged 1/
and current loan delinquency information 
 are necessary to pro'nptTy
identify and correct 
potential 
recovery problems. Having information by
lines of credit would permit USNID/El Salvador and the Central Bank toknow which lines are having problems and which not.are ,n aged
delinquency list which was 
 not currc.rt vould only give historical
information on past 'lelinquencies. On other havingthe hand current
delinquency information which was 
not 
aged would not indicate to managers
the seriousness of the problem. In other words, by having three
all
types of information available simultaneously, management could

effectively monitor the recovery of 
loans.
 

Fifteen intermediate credit institutions (ICIs) participated in the
credit line provram. Fourteen of these ICIs did not maintain 
adequate
loan payment information. Of the 14 ICis, 13 lid not maintain loan
payment information by lines of 
credit; 4 did have loan
not current 

payment information; and 3 lid not age 	delinquent loans (for details 
see
 
exhibit 9).
 

The causes for this :leficient loan payment information varied. 
 For
example, the Banco de Fomento Agropecuario did not accurately classify
current loans versus delinquent loans. Instead 
of classifying the loan
 as 	delinquent when payments 
fell due and were not paid, the loan was
classified as lelinquent upon expiration of 
loan term when payments were
 

1/ 	 Aged refers to the accounting practice of accumulating the number of
days a loin has been dtelinquent. 
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stil I tue. The Federacion 
inForuation by brinch offi.e 

de Cajas de Credito kept loan del inqulency
but not by credit line, and the informationat its central office was four months old. Also its 61 branch officesused different cut-off 
 dates when 
 reporting loan delinquency
information. 
 The Instituto Nacional 
 del Cafe kept loan delinquency
ioformnation by lines of credit Nit the delinquency amounts were notaged. \lso, reported loan delinquencies were not supported byappro)priate recorls as they were not posted in a timely manner.
 

A UJS\ID/EI Salvador official stated that the Central Bank had not
requiroi the IC0s to provide it with loan payment status information. Nsa rsul t of ina Ie LO:'teloan status payment informi, ion al re)ortingre(luireinnLs, progr:um managers were less likely to identify and correcLloan payment proble'ns in a timely manner which coIlI adversely affect the
accomplishmnent of program objectives. 

1,1 our opinion, both the Central 3ank and participating ICIs could better:an:le their loan portfolios if they had current information on thestatus of pavy.mnts. Such information woull be valuable in 'determining ifinterest rates being charged for the various lines of cretit wereappropriate, if appropriate reserves for bad debts were maintained, andif the enterprises receiving loans were successful as determnined by their 
ability to repay lo'ans.
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6. lse of Interest RePflows Hurt Long Term Objectives of the Credit 
Program 

The 
bad 

value 
loans, 

of a cre,lit 
inflation, 

fund i,3 better 
and devaluation 

maintained against depletion from 
by returning interest reflows tothe program. 4ll credit line interest reflows were not returned to theprogram for expenses or relenadig. Part of interest reflows went for the
expenses of the Secretariat for External Financing, which was notdirectly involved with the program. As result, anount fundIsa the ofavailable for prooram expenses or relending was reduced, which couldincrease the need for additional fundAing. 

RecolMiendat ion No. 6 

lqe reconrnend that :ISXID/EI Salvador in consultation with the Governmentof 11 Salvador redirect the Secretariat for External Financing's portionof the credlit line program's interest reflows to creditthe line programfor prooran expenses or relending. 

Di sc(-is ion 

The value of 3 credit fund is better maintained against depletion frombad loans, inflation, and .]evaluation by returning a31 interest reflows 
to the progran. 

All credit line program interest reflows were not returne.1 to the programfor program expenses or relending. Xs of December 31, 1987, according to
availtble Central Bank records as adjusted audit,b% the interesttot iing approxiMately the Cquivalent of $3.6 million had been earned bythe intermediate credit institutions. The Central Bank was nive! about$1.8 million for its 
 expenses irn managing the credit proqra,.Secretariat for External Financing (SETEFE) was 
The 

given about $1.7 millionto augment its extraordinary budget. The loan guaranty fund was givenabout $6,000 1/ and the credit analysis and supervision program of theCentral Bank alout $52,000. 2,' 

Since the credit line program was initiated in 1985, SETEFE has earnedthe equivalent of $t.7 million of interest reflows from the program forits operating expenses. Ulthough SETEFE received nearly the same amountof interest earnings as the Central 
Bank, it has no implementation
 

1/ The 1986 MOIU stated the Iis would collect and send one interestpoint to the Central Bank for establishing and managing a guarantyfund for the ManufacUiring Industry line. Additionally, this 
guaranty funl towas eventually receive any credit analysis and 
supervision funds not earned by the ICIs.
 

2/ The NOU for 1986 stated that ICIs could earn an additional two pointsof interest for the lines they administered if they had Central ankapproved ce:dit supervision and analysis departments. rhis money hadnot been Aistrthuted because IC[s felt no financial incentive existed 
to set up these departments. 
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responsibilities for 	 the credit program. SETEFE monitors and administers
extraordinary budget Funds given to various GOES agencies. The Central3ank and intermediate credit institutions (,C[s) jointly manage theprogram. The Bank's is to
Central role 
 allocate resources among the
various c-edit lines, encourage the 	 use of the credit lines, establishattractive conditions users,For regulate the use of certain lines,establish quotas for the ICIs, assure adequate use of resources byqualifyint credit transactions to ensure the fulfillment of establishedcon:litions, and supervise the use of the credit lines. The ICIs makeshort, mediumn, and long-term loans Lo individuals and firms for financing:l 	 lt),pe,; oF attivit ies in v.arious economic sectors. According to (heCentral Bank ,ffi(,ia1 in charge of the credit department, the ICls ass;I mneall. the risk for the loans as the Central Bank automatically reduces eachICI a,count for payment .hie regardless of whether the 1(1 was able to
ollec t Ioan .n1d iIterest payments whell due. 

\greements between the Central Bank and tle Governments of the UnitedStates and FI S-alvador provided that SEFEFF, the Central Bank, and the[Cls would receive the following percentages of interest collected from 
the 	ten credit lines:
 

3reakdown of Credit L ine Interest Percenta.ge Xllocations 

Percent Percent 
Percent to to 
 to
Credit Line SfFiFE b/ Central Bank b/ [CIs a/ 

1. 	Special Fund for National
 
Reconstruction 

2. 	 Manufacturing Industry 
9 2 4

5-14 	 2 2-3
3. 	Coffee Refinancing 
 0-1 

4. 	Reforn Sector Refinancing 2 

2 3
2
2


S. 	Coffee Replanting 3-13 
 2-3 	 2
6. 	Industry/Agroindustry 
 5-12 	 3 
 3
 
7. 	Reconstruction of Industrial 

Enterprises Damaged byEarthquake 6 	 3 38. 	 Economic Development Fund 0-3 1-3 2-3.5
9. 	Eastern Region Refinancing 0 
 3 1
10. 	Eastern -.egion Reactivation 4-6 3 3 

a/ Interest spread exclu'led Federacion de Cajas Ile Credito (FedecrediLo),
 
a credit union associaion, and cooperatives. 

h// 	The spreads changeJ from year to year depending on the governing
memorandum of understanding. 
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A Far !etter usQ of the interest reflows given to sErEFE would be toallow the ICIs to retain a greater portion of the reflows to cover tecost of bad loans and credit supervision. The 1985 credit program study
indicated that the ICs lacked interest in using the credit lines becauseof their low financial margins (spread) of between 2 and 
3 percent
conpared to a spread of from 6 to 7 percent earned on loans nade withtheir own funds. According to a Central Bank official, low margins havecontinue-t to impede IC[ use of the credit lines. This is not surprising
in a country such as El Salvador where, according to a USAID/El Salvadorofficial, the banking system has bad debts of from 16 to 24 percent oftheir total loan portfolios. 

In January 1986 the Government of El Salvador devalued its currency 100 percent 
 from 2.5 to 5 colones 
 for one United States dollar. The
inflation rates as measured by the Consumer Price Index for 1985, 
1986,
and 1937 in El Salvador were 22.3, 31.9, and 21.9 percent respectively.These factors have lowered the real value of the fund's principal
signi ficantly. 

Ns a result of reflows going to SEIEFE the amount of funds available for 
program expenses or relending was reduced.
 

The aultit concluded that the value of the credit fund would be better
maintained against depletion from bad loans, inflation, and devaluationby returning SEI'EFE's designated part of the interest reflows to thecredit lines for program expenses (such as increased interest spreads forthe ICs to cover the risk of bad loans and credit supervision) or for
releniling purposes. It is our opinion that the interest reflows shouldnot be distributed to SETEFE for its operating expenses because it has noimplementation or monitoring responsibilities for the Central Bank credit
 
line program.
 

- 18 



B. Compliance and Internal Control 

1. Compliance
 

Ne limited review of 
compliance 
 to the findings presented in this
 
report. 
The audit disclosed the following compliance deficiencies.
 
First, there were 29 
instances -where loans were 
approved by the Central 
Bank but were not made by the ICls as required (see Finding No. 3). 
SeCold, in thirteon cases the loan recipients apparently uset 1oan Fuirtnsfor kii:Int hor i Ze I pt r'poses . For examplen , one borrower was supposed toplant a crop (loofah) from which sponges are made but this crop notwas
planted (see Fin-ling No. 3).
 

Thirl, at least two loans were granted by an 1-1 to ineligible loanrecipients who received 
coffee refinancing loans although they 
were not
growin, coffee at the time (their farms were out of production). (See
Finlinq No. 3."
 

Fourth, in fifteen instances, loan riles at certain ICI offices did notcontain required loan application documents. 
For example, no signed loan
contracts were located for four applicants and their respective lendinginstitutions 
 for coffee replanting, and 
 five For coffee refinancing

(0ther Pertinent Matters).
 

Fifth, there were 36 deficient loan files at 
 the Central Bank. The ESFLocal Currency A\reements for 1985 through 1987 indicate thatdocumentation relating to the local currency lines of credit programshould be for foravailable audit three years after the date of the
disbursement (see Other Pertinent Matters). 

last 

Sixth, in many cases loans were nade without required field inspectioisby ICIs before (10 loans) and after (27 loans) the loans were made toensure that funds were used as intended (see Other Pertinent Matters). 
Seventh, in two instances an ICI refinanced loans from the 
Coffee
Refinancing lines at terms and conditions more favorable to itself (fouryears instead of 12 years) contrary to 
the terms and conditions governing
this line. Additionally, we found five loans where grace periods were atvariance with the governing regulations (see Other Pertinent Matters).
 

Eighth, there were seven cases where ICIs received advance payments butdid not pro;nptly remit such to the Central Bank. 
 For example, one of the
IC~s administering coffee lines of credit, was collecting acceleratedprincipal and interest payments theper applicable loan clause but wasnot promptly remitting these advance 
payments to Central
Instead, the ICI was remitting 
the Bank.


the normal payment of principal and
interest (see Other Pertinent Matters).
 

2. Internal Control
 

We limited review of internal controls to the findings presented in this 
report. The auit fisclosed the following internal control deficiencies.
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First, most of the ICIs participating in the credit propgram hadinaJequate loan repayment information. Without such information, theICls did not readily know which lines of credit were experiencingmost success as evidenced by their ability to timely repay 
the 

loans (see
finding No. S ant appendix 2). 

Secondt, in at least one occasion, procedures were not adequate to preventthe duplicate processin of an Economic Development Fund student loan byan IC[ (see Other Pertinent Matters).
 

"rhir:l, Five coffee replanting loans were contractually effected withoutthe manitatory clause that requires the grower/producer to agree to makepayments on any overdue or past refinanced loans with any remainingrevenue proceeds from coffee crop sales after paying off crop loans andother mortgage payments (see Other Pertinent Matters).
 

Fourth, one ICI was abuut one year behin. in posting loan accountingrecords relating to two lines of credit program purportedly beLause ofdelays in implementing a new computer system 
 (see Other Pertinent
 
4atters).
 

Fifth, 10 loan applications 
 were apprved although no prior on-sitephysical veriFication had been made as stipulated in the credit linerequlations 
 for coffee refinancing, Manufacturing Industry, 
Economic
Development Fund, Eastern Region Reactivation, Coffee Replanting andReconstruction of Industrial 'Enterprises damaged by earthquake. Also, 27loans lid not have inspections luring the period of the loan as required(see Other Pertinent Matters). 

Sixth, one of the [Cis 
had collected advance payments of 
principal and
interest but had not renitted these advance payments to the Central Bankimnmediately. In five other cases loan recipients repaid loans in advance
but the ICIs continued to remit payments to the Central Bank as if theloans were being repaid normally (see Other Pertinent Matters).
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C. Other Pertinent \fatters 

Five of the ten lines of credit are already experiencing significant-telinquency rates. In our opinion, for the credit program reachto itseconomic goals and objectives, loan delinquencies need to remain lowreflecting the economic success of a business measuredas by its abilityto repay loans. The high rates of delinquency are attributed to the narrow profit margins in highly conpetitive industries, poor coffeelarvests and prices, and a climate of violence and terrorism in manyareas of 1ii Salvldor. The efFecL of significant delinquency rates isthat ',conomic ioals anti objectives such as economic recovery, increasedelnoyf),Ilent, and exchangerorei gn gene ration may not be reached Since tleability to repay loans is an indicator of whether such goals can be
reache,] (see ippendix 2 for further details). 

Docuentation and interviews indicated that less progress than plannedhas been made toward achieving the credit program objectives of increased
employment and production (see exhibit 10 for further details).
 

We founi seven loans where repayment or grace periods were at variance
with the governing regulations. In two 
 instances an ICI refinanced loansfrom the Coffee Refinancing lines at terms and conditions more favorable 
to itself (4 years instead of 12 years) contrary to the terms andconditions for this line. ,lso, the ICI shortened the grace period Forfive other loans previously approved by the Central Bank.
 

')ne of the ICIs administering coffee lines of credit was collectingaccelerated principal andt interest payments per the 
applicable loan
clause in two cases but was not promptly remitting these advance paymentsto the Central Bank. Instead, the ICI was remitting the normal paymentof principal and interest. The regulation for this line of credit doesnot specifically state how many days 
after collection these advance
payments are to be remitted to the Central Bank. In otherfive uses,loan recipients repaid aians in advance but the IC~s continued to remitpayments to the Central Bank as 
if the loans were being repaid normally.
There is no specific requirement governing this situation. Retainingadvance payments by ICIs reduces the amount fundsof available to achieve 
the objectives of the program.
 

There were five coffee loans which were entered into without a mandatory
clause to require the Rrower/producer to make payments on any overduepast refinanced loans orwith any revenue remaining from coffee crop salesafter paying off crop loans and other mortgage payments.
 

There were 31 loans for which an eligibility ietermination could not bemade. rhese loans appeared in the Industry and Agroindustry,
Reconstruction of Enterprises Damaged Earthquake,
by National
Reconstruction, Manufacturing 
 Industry, Coffee Replanting, Coffee
Refinancing and Economic Development Fund lines. The total amount of
these loans was $S27,988 (see exhibit 10).
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There were many cases where loan files were deficient as certain loantocuIments were either not available for review or never executed. There were 36 deficient loan files at 
the Central Bank and IS at 
the ICIs. The
ESF local currency agreements for 1983 through 1987 indicate that
documentation relating to the local currency lines of the credit program
shoult be availible for audit for three years after the date of the last 
1 i sbuirsement. 

One ICI was about one year behind in posting loan accounting records
relating to two crelit lines purportedly because of delays in

i;nple.nenting a new computer system. 

On at least one occasion, procedures were not adequate to pre)rent the
duplicate processing of an Economic Development Fund student loan by an 
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FINANCET 

FtI\ANCIAL. SiAIl" 
CEN'.A. BANK; CRFI:5T I.'E 

WITH 1985, 1986 AND i987 tFFS FUNDS 
AS OF DEIf3WER 31, 19%- 1 

Description 
of Credit Line 

ESF Funds 
Received 
by Central 

Bank _ 

Loans Approved 
No. Amount 

Loans Ccntracted 
No. __Amount 3 

Loans 
Disbursed 
by Central 

Bank 

Loans 
Repaid 

to Central 
Bank 

Loans 
Outstanding 

Cash 
Available 

Year 
of 

Funding 

Special Fund for 
Nat'l Reconstruc
tion -./ 

$ 4,C00,000 725 $ 4,376,596 716 $ 4,299,196 $ 4,1151556 $ 1,199,119 $ 2,956,437 $ 1,043,563 1985 

Manufacturing 
Industry" 

11,200,000 323 14,888,440 329 14,935,473 13,699,032 2,674,129 11,024,903 175,097 1985 

Coffee Refinancing 69,600,000 543 83,444,961 529 78,235,634 -8,018,820 18,618,870 59,399,950 10,200,050 1985 

Reform 
Sector Refinancing 

8,00,000 1 8.059,612 15 8,059,612 8,049,612 1,340,645 6,708,967 1,291,033 1985 

Coffee Replanting 5,489,724 201 5,473,081 183 5,085,844 2,196,335 10,631 2,185,704 3,304,020 1985/86 

Industry -
Agrsindustry 5/ 

17,117,492 1140 18,784,396 1092 13,569,033 11,264,072 5z8,225 10,705,847 6,411,645 1986 

Reconstruction In- -1.689.724 
dustrial Enterprises 
damaged by earthquake 67 

46 1,219,099 41 867,370 785,299 29,212 756,087 3,933,637 1986 

Economic Develop-
ment Fund 

6,331,127 105 6,200,669 439 5,236,657 2,350,365 57,733 2,292,632 4,038,495 1986 

Eastern Region 
Refinancing 2/ 

20,945,061 3 259,731 3 259,731 220.971 - 220,970 20,724,091 1986/87 

Eastern Region 
Reactivation 

Total 

9,000,000 

f7I1. 

78 

T9-,-- --

397,009 

03--

66 

3fT 

291,720 

T3-f.f0-72 

95,200 

$T-T-

-

_f2 _ 
$2M9,488,564 

_$ 
T, 

95,200 

SI757 

8,904,800 

$60,26,4 

1987 

1/ 

2 

The rate of exchange used in this exhibit to convert local currence (colones) to dollars was 2.50 ,'eones to U.S.$1 for 1985, 
4.2o4643408 colones to U.S.$1 for 1986 and 5.00 colones for U.S.$1 for 1987. 1986 ESF monies included 1985 funds reprogrammed in 1986, 
therefore a mixture of e2.5 to US$1.00 and e5.00 to U.S.$1.00 resulted. 
We use the 1986 exchange rote for funds received in 1986 ($15,945,061, and the 1987 exchange rate for funds received in 1987 

($5,000 000). For all otfr columns in this credit line except cash 
column is the difference between loans outstanding and amount received. 

ava: labie ;e use the 1986 exchange rate. The cash availabie 

3/ Loans contracted may"exceed loans approved due to inclusion of reflows (loan repayments ,Iicl are made available for new loans). UQ 

4/ Memorandum of UndrrstandinR refers to this line of credit as Small Enterp.ises (PD-ER). I

5/ Menorandum of Understanrdino refer: re this line of credit as Industry. 0 

6/ Memorandum of Understanding refers to this line of credit as Industrial Reconstruction. 



iHIN-LkCIAT. IAIUS OF 
.7E'EAI BANK CREDIT LINES 

FINANCED WIT 
1 "S, 1986 AND 1987 ESF FUJNS 
AS Of- DEC3!BER 31, 1987 

. . .
 . . . . . ..------------------------------------------------------------------------------------------------------------------------------

Description 
of Credit Line 

Special Fund for 

Nat'l Reconstruc
tion 2/ 

ESF Funds 
Received 

by Central 
Bank 

C 10,000,000 

Loans Approved 
No. Amount 

'25 C 10,941,491 

Loans 
Disbursed 

Loans Contracted by Central 
No. Amount 1,' Bank 

716 C 10,747,991 C 10,388,891 

Loans 
Repaid 

to Central 
Bank 

C 2,997,797 

Loans 
Cutstand'nc 

C -,391.094 C 

Cash 
Available 

2,608,906 

Year 
of 

Fundin R 

1985 

Manufacturing 

Industry 

28,000,000 323 37,221,099 329 37,338,682 34,247,579 6,635,322 :,562,:3 437,743 1985 

Coffee Refinancing 

Reform 

Sector Refinancing 

174,000,000 

20,000,000 

543 

15 

208,6i2,403 

20,149,029 

529 

15 

195,589,085 

20,149,029 

195,047,049 

20,124,029 

46,547,174 

3,351,612 

148,499,8-5 

16,772,417 

25,500,125 

3,227,583 

1985 

1985 

Coffee Replanting 

industry -

Agroindustry 3/ 

22,000,000 

7 3,000,0oo 

201 

1140 

21,929,025 

80,108,730 

183 

1092 

20,277,597 

57,867,086 

8,538,919 

48,037,250 

45,336 

2,380,630 

8,493,583 

45,66,621 

13,506,417 

27,343,38., 

1985/86 

1986 

Reconstruction In- 20,000,000 
dustrial Enterprises 
damaged by earthquake 4 

46 5,199,022 41 3,699,022 3,349,022 124,578 3,224,444 16,775,556 1986 

Economic Develop-

ment Fund 

27,000,000 105 26,443,644 439 22,332,475 10,023,470 246,212 9,777,258 17,222,742 1986 

Eastern Region 

Refinancing 2/

93,000,000 3 1,107,660 3 1,107,660 942,360 - 942,360 92,057,640 1986/87 

Eastern Region 

Reactivation 

4S,000,000 78 1,985,043 56 1,458,600 476,000 476,00) 44,524,000 1987 

Total CSi2,000.000 3179 C413,697,166 3413 C370,,567, 27 C331,174,569 C62,378,661 C2t8.795.90 Lz43204,092 
------------------------ ----------------------- -------------------------- -------------

1/ 

2/ 

3/ 

Loans contracted may exceed !cans approved due to inclussion of ref!ows (repayments which are made nvailable fcr 

Memorandum of Understandinc refers to this line of credit as Small Enterprises (PBEIR). 

Memorandum of Understanding refers to this line of credit as Industry. c co 

new loans). 

4/ Memorandum of Understanding r-fcrs to this line of cred't as Industrial Reconstruction. 
rt. 

0 



-------------------------------------------------------------------------

Exhibit 2
 

ANALYSIS OF UNIVERSE AND SAMPLES SELECTED
 
OF CENTRAL BANK CREDIT LINES
 

Loans 
Contracted 

Sample Start 
Size 1/ point of Random Selection 

(Universe) Selected Number Interval 

Credit Lines 

- Special Fwid National 716 72 9 10 
Reconstruction 2/ 

- Manufacturing Industry 329 65 2 5 

- Coffee Refinancing 529 70 2 8 

- Reform Sector 15 1s 1 -
Refinancing 

- Coffee Replanting 183 55 2 3 

- Industry-Agroindustry 3/ 1,092 74 4 15 

- Reconstruction Indus- 41 41 1 
trial Enterprises 
damaged by the 
Earthquake 4/ 

- Economic Development 439 68 S 7 
Fund 

- Eastern Region Refinancing 3 32 -

- Eastern Region 66 35 7 2 
Reactivation ---- ---

Total 3,413 498 

1/ Confidence level was set at 90 percent, the expected error rate at 
S percent

and the sample precision size at plus or minus 4 percent. In other words,
there is a 90 percent probability that the 
true error rate of the population

will fall between 1 and 9 percent.
 

2/ Memorandum of Understanding refers 
to this line of credit as Small Enterprises

(PEMER).
 

3/ Memorandum of Understanding refers to this line of credit as 
Industry.
 

4/ Memorandum of Understanding refers to this line 
of credit as Industrial
 
- Reconstruction. 



SA!"P CF
ClANS FOUREVI!! SMLECD BY LISES QF
 

Banco 
Igriccla Santo 
CCzar:ia" :za.:r 

Banco 
C:ae:c: 

Ban:.-de 
Credito Sanco Santo gatc Banco Ban:P;4'a: CLSCatlao Hipot cario SaI;adcmen: Fi:a::ierc Merca:t1. 

anz 
Desarroll: 
a hversic: EAKAFI 1/BFI 2/F!GIP! 3/iNAF! 4/ E TCOL 

'aEufactr ; I:mustr7 

Itonoai: De7el:pseot Foo 

4 1 

25 

2 5 2 

25 1 

1 

1 

2 

5 

2 

3 

46 

4 2 

65 

6 
S;e:ial und !orNational le:cns:ructijn 

32 
Coffee leplatin; 4 3 5 2 6 9 2 1 3 16 5! 
Coffee fefiramciz; 

leconstruction Idustrial Enterprises 

Danaged by Earthquake 

5 1 4 1 4 

2 

36 

1 

2 1 1 

1 

6 

36 

4 5 

I 

70 

41 

!astern lqeion Reativation 
33 35 

Eastern legio: efinjancing 

Iaduscry/Agrolndastry 

69 14 
efort Sector efinanciDg 

15 15 

Total Loans 14 30 12 11 40 41 8 1 2 13 27 168 28 103 458 

I/ Banc: laciona: 6!!Pentc Industrial 
V. Banco Foiento Agropecuaric
3/ Foudo deFinancialiento y ;aratia para IaPequena Eapresa
4/ Institute lacional del Cafe 

C: Fder:::de:afas .4eCredit: 



DELINQUENCY ANALYSI5 OF LOAN SAMPLE 4/ 

-Percentage AmounoF--

Lines of Credit 
Total 3/
Loans -

Number of Loans 
Reviewed Delinquent 

Percentage
of Loans 

Delinquent 

Amount of 
loans 

Delinquent 6/ 

Delinquent Loans 
Less than 30 to 
30 days 60 days 

-ver 
60 days 

Reconstruction Industrial 
Enterprises Damaged byEarthquake 

Manufacturing IndustrySpecial Fund for 

National Reconstruction 
Industry-Agrolndustry 
Coffee Refinancing 
Eastern Region Reactivation 
Economic Development 
Eastern Region Refinancing 
Coffee Replanting 
Reform Sector Refinancing 

41 
329 

716 
1,092 
529 
66 

439 
3 

183 
15 

41 
65 

72 
74 
70 
35 
68 
3 

55 
15 

16 
19 

21 
19 
11 
5 
4 
-
-

N/A 
1/ 
7/ 

39 
29 

29 
26 
16 
14 
6 
0 
0 

N/A 

$ 3,685 
36,009 

7,750 
5,924 

499,205 
1,163 
2,296 
-
-

N/A 

19 
9 

5 
19 
0 

63 
96 
0 
0 

N/A 

19 
7 
78 

4 
19 
l 
0 
2 
0 
0 

N/A 

62 
84 

91 
62 
99 
37 
2 
0 
0 

N/A 
Total 3,413 498 S/ 95 19 $ 556,032 21 1 97% 

1/ These loans are still 
in their grace periods.
 
2! 
No loan delinquency information was available at the Banco De Fomento which refinanced all 15 loans.
 
3/ Total loans contracted as of December 31, 1987.
 
4/ As shown by th-s analysis, although the 
loan portfolios of 
these credit lines are 
very recent (the oldest loans were rade
approximately 3 1/2 years ago), 95 of our statistically valid sample of 498 loans were experiencing loan delinquency problems.
Deliquencies 
were determined as the end of 
the month from June
different end of month cut-off dates because the various 

through September 1988. It was necessary 
to use these
ICIs making 
the loans provided deliqneuncy information as 
of these
dates.
 
A summary by cut-off date follows:
 

As of End of Month 
 No. of Loans Amount of Loans
 

June 1988 
 21 
 $ 40,443
July 1988 
 53 
 17,545
August 1988 
 11 
 14,490
September 1988 
 10 
 483,554
 

Totals 
 95 
 $556,032
 
5/ The sample represents 15 percent of loans contracted and 21 percent of total amount contracted.
 

6/ Amounts are delinquent principal not interest.
 



ANALYSIS OF oVDEffIFNT FOR LINES OF CREDIT 
AS OF JUNE 30, 1988 

tPercentage 
Projection of 

Date of the Original 
First Original Amount Which Balance Date of 

Credit Line 
Loan 

Contracted 
Amount 
of Line 

Would Be Used 
In One Year 2/ 

Available 
For lending 

Last 
Loan 

Factors Adversely Affecting 3/ 
Use of Credit Line -" 

Special Fund for Nat'l 
Reconstruction 

3/24/86 $ 4,000,000 54% $ 511,329 6/14/88 Unknown; perhaps lack of publicity or 
demand. Central Bank undaware of 
available balance. 

•Manufacturing Industry 12/4/85 11,200,000 66% 444,450 12/9/87 Line terminated and reflows of princi

pal are flowing into Industry/ 
Agroindustry line per credit line 
agreements. 

Coffee Refinancing 9/6/85 69,600,000 63% 6,748,374 6/16/87 This line terminated on April 30, 1986 

by Central Bank Officials. 

Coffee Replanting 1985 12/18/85 800,000 424% 93,018 3/13/86 ICIs now using 1987 Coffee Replanting 

line; Central Bank not aware of avail
able balance. 

Coffee Replanting 1986 5/29/87 4,689,724 1341 2,295,218 2/5/88 ICIs now using 1987 Coffee Replanting 

line; Central Bank not aware of avail
able balance. 

Reform Sector 
Refinancing 

11/6/84 8,000,000 111% 847,558 10/3/85 Central Bank :ias not informed ICIs 
adequately tiat Funds are still avail

able. 

Industry/Agroindustry 4/1/87 17,117,492 113% (465,706)1/ 6/21/88 Not applicable; no balance of principal 

conclusion or principal reflows left 
from this line. 

Reconstruction 
Industrial Enterprises 
Damaged by Earthquake 

6/23/87 4,689,724 34% 3,075,716 4/21/88 Other competing lines of credit avail
able; line arrived relatively late after 
earthquake of October 1986. 

1/ 

2/ 

The Industry/Agroindustry line has loaned out more funds than were originally available because 
reflow funds from two other credit lines as required by the credit lin~e agreement regulation.
This is a projection for the first year of the loan based on data obtained as of June 30, 1988. 

the Central Bank provided 

c 

3/ According to a Central Bank official.0 
/- -



Credit Line 

Date of 
First 
Loan 

Contracted 

Original 
Amount 

of Line 

Percentage 
Projection of 
The Original 
Amount Which 
Would Be Used 
In One Year 

Balance 
Available 
For Lending 

Date of 
Last 
Loan 

Factors Adversely Affecting 
Use of Credit Line 

Economic Development 
Fund 

10/6/87 6,331,127 281t 2,080,414 2/5/88 Central Bank not aware of how much was 
actually available in the line for 
further lending. 

Eastern Region Re-
financing 

12/28/87 20,945,061 57% 16,043,311 6/27/88 New line; small margin of profit for ICIs, 
and excessive documentation required. 

Eastern Region Re-
activation 

12/29/87 9,000,000 

$156,373,128 

59% 7,231,548 

$ 38,905,230 

6/27/88 New line; small margin of profit for ICls, 
and excessive documentation required. 

-.. 

0 r|
 

rN)lL 



LOAN APPROVED BY CENTRAL BANK 1rr NOT USED 
BY APPROVED LOAN APPLICANI'S 

Date Funds 
Received By 

Lending 
Item 
No 

Lending 2/ 
Institution Line of Credit 

Amount of Loan 1/ 
Coiones DolIars Purpose of Loan 

Institution 
From Central 
Reserve Bank 

1 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
73 
24 
25 
26 
27 

BANCO CUSCATLAN 

BANCO CUSCATLAN 
BANCO CUSCATLAN 
BANCO CUSCATLAN 
FIGAPE 
FEDECREDITO 
FEDECREDITO 
FEDECREDITO 
FEDECREDITO 
FEDECREDITO 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FIGAPE 
FEDECREDITO 
FIGAPE 

Economic Development Fund 
Economic Development Fund 
Economic Development Fund 
Economic Development Fund 
Economic Development Fund 
Eastern Region Reactivation 
Eastern Region Reactivation 
Eastern Region Reactivation 
Eastern Region Reactivation 
Eastern Region Reactivation 
Manufacturing Industry 
Manufacturing Industry 
Manufacturing Industry 
Manufacturing Industry 
Manufacturing Industry 
Manufacturing Industry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Industry/Agroindustry 
Coffee Refinaicing 
Reconstruction Industrial 

Enterprises Damaged by 

C 3,200 
5.700 
2,400 
3,000 
3,825 
7,000 
8,000 
15,000 
8,600 

25,000 
10,000 
10,000 
10,000 
3,200 
5,000 

15,000 
2,000 
2,000 
9,000 
2,000 
3,500 
3,000 
3,000 
5,000 
1,500 

30,000 
20,000 

$ 640 
1,140 
480 
600 
765 

1,400 
1,600 
3,000 
1,720 
5,000 
2,000 
2,000 
2,000 
640 

1,000 
3,000 

400 
400 

1,800 
400 
700 
600 
600 

1,000 
300 

6,000 
4,000 

Finance professional career 
Finance professional career 
Finance professional career 
Finance professional career 
Purchase of medical equipment 
Purchase of milk cows 
Purchase of milk cows 
Purchase of mixed breed cattle 
P'ichase of three cows with calves 
Purchase of six cows with calves 
Working Capital 
Purchase of machinery 
Working Capital 
Working Capital 
Working Capital 
Purchase of Machinery 
Purchase of raw materials 
Purchase of raw materials 
Working capital and machinery 
Working capital 
Working capital 
Working capital 
Working capital 
Working capital 
Working capital 
Refinance previous overdue loans 
Repair damage to property 

12/24/87 
12/24/87 
12/24/87 
12/24/87 
10/23/87 
12/18/87 
12/07/87 
01/04/88 
01/04/88 
01/12/'88 
12/09/85 
12/09/85 
01/03/86 
02/06/86 
02/18/86 
07/15/86 
09/17/87 
10/07/87 
10/09/87 
11/30/87 
12/08/87 
12/03/87 
12/16/87 
12/16/87 
12/16/87 
02/18/86 
09/04/87 

28 FIGAPE Earthquake
Reconstruction Industrial 
Enterprises Damaged by 

8,000 1,600 Replace raw materials 10/09/87 

29 BANCO HIPOTECARIO 
Earthquake 
Coffee Refinancing 179,150 35,830 Refinance previous overdue loans 02/13/86 

C403,075 $80,615 

1/ 	Exchange rate used: US$1 to 5.0 colones
 

2/ 	FIGAPE = Fondo de Financiamiento y Garantia para la Pequena Empresa

FEDECREDITO = Federacion de Cajas de Credito
 



-------------------------------

LOANS USED BY BORROWERS FOR UNAUTORIZED PURPOSES 

Item Lending 2/ Amount of Loan
o.Institutio-
No. 	 Institution-LnofCeiCo1oes
Line 	of Credit Cones-. - .6 1-Irs 
1 FEDECREDITO 


FEDECREDITO 


FEDECREDITO 


4 	 FIGAPE 


FIGAPE 


BANCO 


HIPOTECARIO 


BFA 


BANCO CREDITO 

POPULAR 


9 	 BANCO 

SALVADORO 


10 BANCO
CAPITALIZADOR 

11 BANCO 


CUSCATLAN 

12 BANCO 


CUSCATAN 

13 FtGAPE 


I/ Exchange rate used: 


1,1 

National Reconstruction C 11,000 $ 2,200 

National Reconstruction 6,000 1,200 


National Reconstruction 1S,O00 3,000 


*Reconstruction Industrial 
 12,000 2,400 

Enterprises Damaged by
Earthquake
 

Reconstruction Industrial 
 20,000 4,000 

Enterprises Damaged by
Earthquake
 

Coffee Refinancing 


Coffee Refinancing 


Economic Development Fund 


Economic Development Fund 


Economic Development Fund 

Economic Development Fund 


Economic Development Fund
CUSCATLAN 


Industry/Agroindustry 


6,763,175 1,352,635 

273,510 54,702 

206,908 41,382 

112,850 22,570 

32,000 6,400 
3,500 700 

14,300 2,860 

10,000 2,000 

C7,480,243 $ 1,496,049 1/
 

US$1 	TO 5.0 colones
 

2/ 	 FEDECREDITO = Federacion de Cajas de Credito
 - FIGAPE = 
Fondo de Financiamiento y Garantia para la Pequena Empresa
- BFA = 
Banco de Fomento Agropecuario
 

Reason for Classification of Ineligibility
 

Field visit showed this loan refinanced personal
rather than business debt.
 
Field visit showed that loan given without required
 
evidence that property was damaged from terrorist
 
act; additionally was for personal debt of the
FEDECREDITO branch accountant.
Document review showed no certification that vehicle
 
damages were suffered from war or terrorist act.
 

Field visit and document review showed this area was
 
not affected by earthquake.
 

Field visit and document review showed business
 
previously repaired with another loan.
 

Field visit showed farm out of production and was
 
outstanding 
debts.
being divided up by the ICI and sold to pay off
 
Field visit and document review showed farm out of
production and partially sold off.
 
Field visit showed that contemplated assets not all
purchased.
 

Field visit and document review showed that paste

plants were not purchased and planted as indicated in
approved purpose for loan.
 
Document review showed pig breeding stock was sold
after purchase and loan not paid off.

Field visit and document review showed the bnrrower
 

was not eligible because his income was above

Field visit showed borrower possessed assets which
F~~~~~eiedv i it so e. 
o r w r p s e s d a s t h c
 

disqualified her for this loan.
 
Document review indicated ratio of owner's equity to
debt was 6 to 1; 4 to 1 
was required.
 



A7EDAE POCESSING TINE FO1LOAN 
A'c- 3_N,:953z 

Ste; 

In. L^2nProcessing Step 

AverageAll National 

Lines !e:snrcctoz 

ganufao-toting 

Ind'sr 

Coffee 

lein:a: nq 

A;rariazleform 

Reflizan:i; 

Coffee IndustrY-

elartinrAridsry 

Enterprises. .lsten:ann;e! by Developze:t 

Erh:. un 

Region 

afan:; 

!!stan 
Re;in 

Iat-~ 
I Days between thedate theloan application 

'assobaitted to theII andthedate the 
application was received bytheCentral Bank 

118 231 61 58 50 78 l57 12l K! 

2 Days between receipt of Ioanapplication by 

Central Bank an!itsapproval by the 
15 8 

II 9 12 23 16 
Central Bankcredit conittee. 

3 Days between Central Bank loan approval and I - 1 

4 
notificatioc totheIc0 
Days between Central ank notification to 

ICI andsi;ning of theloan contract be

26 15 18 56 

2 

161 33 9 

2 

7 19 
iMeentheCentral Bank and the101 

5 Days between signing of loan contract be-

twee: theCentral Bank and theICIand 

37 16 1 28 228 62 20 19 63 152 22 
first disbutcesent of funds to theIC 
by the Central Ink 

Total (Steps I to5) 

T o t a l S t e s 2 t o 5 } 

197 

7--9 

273 

--

164 159 

-09-

465 

7 

5S 

18-
120 

2 
20 

--
221 22 

2H 
223 

' 

...-.. 
il lot aailiable. 
2. Wewere atle todetermine a;era;e processin; tilefr 4823loans fron oursal;le of 49! l I- loans 

'a-;::eZecessa.yinfcraa:i:: :: deernize O1earera;e ;:..essi:; t:ze. *.o..S.'5 as inr soople didnot 



Exhibit 9
 

LOAN DELINQUENCY
 
INFORMATION MAINTAINED BY INTERMEDIATE
 

CREDIT INSTITUTIONS
 

Delinquency Information
 

Provided
Intermediate Credit 
 Aged by Line Currently
Institution 
 Delinquencies of Credit 
Maintained
 

Federacion de Cajas 
 Yes No 
 No
 
de Credito
 

Banco Hipotecario 
 Yes No 
 Yes
 

Banco Cuscatlan 
 Yes No 
 Yes
 

Instituto Nacional 
 No Yes No
 
del Cafe
 

Fondo de Financiamiento 
 Yes Yes 
 Yes
 
y Garantia para la
 
Pequena Empresa
 

Banco Fomento Agropecuario No No Yes
 

Banco Nacional de 
 Yes No 
 Yes
 
Fomento Industrial
 

Banco de Desarrollo e
 
Inversion 
 Yes 
 No Yes
 
Banco Mercantil 
 Yes 
 No Yes
 

Banco Financiero 
 Yes 
 No Yes
 

Banco Salvadoreno 
 Yes 
 No Yes
 

Banco de Credito Popular Yes No No
 

Banco de Comercio 
 No No 
 No
 

Banco Capitalizador 
 Yes No 
 Yes
 

Banco Agricola Comercial Yes No Yes
 



FOR 
51P4.IRY OF F I II) I NT:RV I E'S 

PRODUCTION AND fIL'lOYMklI INCREASES 

I 

Credit -_ine 

Manufacturing Industry 

Interviews 
Made . 

48 
--

Production 
LeveIs Increased 

Thmphs-Borrower 

Yes 40 83% 
Same or No 1 2% 
No Info 7 1S% 

48 

Employment Increased 
T6-t-s--oTBorow 

Yes 22 46% 
Same 17 35% 
No 2 4% 

No Info 7 151 

Production 
Level increased 

Supprte--,[Dcuments 

Yes 2 ,1 
Same or No 0 01 
No Info 46 96% 

Employment 
Level Increased 

Suppoyrted oc)TEumients 

Yes 2 4% 
Same 0 0% 
No 0 01 

No Info 46 96% 

2 Reform Sector Re-
finarcing 

15 
--

Yes 
Same or No 

No lnfo 

4 
11 

0 

T-s 

27t 
73% 

01 

Yes 
Same 

No 
No Info 

48 
7 
5 

3 
0 

47% Yes 
33% Same or No 

20% No Info 
0% 

0 
4 

11 
15 

01 
-7% 

"34 

Yes 
Same 

No 
No Info 

4-9 
5 
2 

1 
7 

33% 
131 

7% 
471 

3 Coffee Refinancing 53 

--
Yes 

Same or No 
No Info 

1 

49 
3 

3 

2% 

92% 
6% 

Yes 

Same 
No 

No Info 

9 

35 
6 
3 

17% 

66% 
11% 
6% 

Yes 
Same or No 
No Info 

0 

3 
50 
3 

0% 

6% 
94% 

Yes 

Same 
No 

No Info 

1 

6 
0 

46 

2% 

liI 

87% 

4 Coffee Replanting 44 
--

Yes 
Same or No 
No Info 

0 
44 
0 

TT 

0% 
100% 
0% 

Yes 
Same 
No 

No Info 

38 
6 
0 
0 

86% 
14% 
0% 
0% 

Yes 
Same or No 
No Info 

0 
44 
0 

T" 

0% 
100% 
0% 

Yes 
Same 

No 
No Info 

24 
3 
0 

17 

54% 
7% 
0% 

39% 

5 

6 

National Reconstruction 

Industry/Agro Industry 

63 

--

55 

--

Y s 
Same or No 
No Info 

Yes 

Same or No 
No Info 

47 

5 
11 
6-

47 

4 
4 

33 

75% 

8% 
171 

86% 

7% 
7% 

Yes 

Same 
No 

No lnfo 

Yes 

Same 
No 

No Lnfo 

15 

41 
1 
6 

63 

i1 

34 
2 
4 

24% 

65t 
2% 
9% 

77% 

62% 
4t 
7% 

Yes 

Same or No 
No lnfo 

Yes 
Same or No 
No Info 

1 

0 
62 
63 

3 
0 

52 
ZZ 

2% 

0% 
98% 

S% 

0% 
95% 

Yes 

Same 
No 

No Info 

Yes 

Same 
No 

No Info 

3 

0 
0 

60 
63 

1 
0 
1 

53 

5% 

0% 
0% 
95% 

21 

0% 
2% 

96% 

Reconstruction of 
Industrial Enterprises 
Damaged by Earthquake 

33 Yes 
Same or No 
No Info 

19 
9 
5 

31 

58% 
27% 
15% 

Yes 
Same 
No 

No Ififo 

5 
22 
1 

5 

1s% Yes 
671 Same or No 
3% No Info 

15M3 

1 
0 

32 

3% 
0% 

97% 

Yes 
Same 

No 

No Info 

1 
1 
0 

31 

3 
3% 
0% 

941 i 

Eastern Reijon Refinancing I 

--

Yes 

Same or No 
No Info 

0 

1 
0 
f 

0% 

100% 
0% 

Yes 

Same 
No 

No Info 

0 

1 
0 
0 

04 Yes 

100% Same or No 
0% No Info 
0% 

9 

0 
1 
1 

0* 

0% 
100% 

Yes 

Same 
No 

No Info 

0 

0 
1 
0 

04 

0. 
100% 
0 

- I-

IlI 



Product ion 
InterviewsC r e d i L i nLeveI- Ticrea-ed EmploymentCredit Line Made lhouhdts-o' borr&wer Thcutojr- 0 

9 Eastern Region Reactivation 22 Yes 21 951 Yes 

-- Same or No 1 5% 
 Same 


No Info 0 01 No 

J No Info 


10a Economic Development Fund 13 
 Yes 9 69% Yes 

-= Same or No 
 2 164 Same 


No Info 2 15i No 

13 No Info 


10b Economic Development Fund 25 1/ 

Increased 
Z0-rower,-

3 1-11 
19 8o% 
0 0% 
0 0% 

5 38% 
7 54o 
1 8% 
0 
13 

Pi oduct ion 
Levei Ir erv, ee 

'uplorted tU-;6cuents 

Yes 0 0% 
Same or No 0 0% 
No Info 22 0% 

Yes 0 0% 

Same or No 0 0% 

No Info 13 100t 


I3 


N 0 T A P P L I C A B L E 3/
(Education) -


Total interviews relative to 347 Yes 188 54% 2,' Yes 
 119 34% 2' Yes 
 7 2%
production and employment 
 Same Or No 127 
 37% - Same 187 54% - Same or No 51 15M
generation 
 No Info 32 9% No 16 5% 


hmplovment
Le ve - TIn f a a e e sed 

Suppo-rt --eYh Documents 

Yes 2 9%
 
Same 0 0%
 

No 0 0%
 
No Info 20 911
 

'2
 
Yes 1 81
 

Same 0 04
 
No 0 0%
 

No Info 12 921
 
13
 

Yes 40 12%
 
Same 12 3%
 

No Info 289 83t 4/ No 3 it
 
347 No Info 25 7% 
 R7 No Info 292 841 4/


3-47 
 347
 

I/ We had 372 interviews from our 498 loan sample. 
25 of the interviews pertained to student loans and were not applicable
to employment generation and production increases. We therefore had 347 interviews from 473 loans or 73.41The rest of the 126 interviews were not made because the 
of our sample.
 

of bad roads; 

loan recipient: was in a conflictive zone; was inaccessiFle because
was not home the day of the visit; the address location was unknown; 
or the business no longer existed. 

2/ 54% of the 347 borrowers believed their production had gone up; 341 of the 347 borrowers believed their number of employees
had increased.
 

3/ Not included in total 
because this type of loan does not generate production or increase employment. They are student loans.
 
4/ In many cases borrowers refused 
to show documentation. For 
increases in production we accepted sales reports 
and delivery
 

reports. For increases in employment we accepted payroll 
information.
 

PjX
.Q J'r 

0 



FR i lO s 5 ' ?V :N3'- !AD . 
Intereiary 

Reason forQuestionin;/ lasticution Saipie Loan Loan Balance Percentage Econozic
 
Credit Line laze (IM No. Azouno I/ as of 6/3D/iin arrears 2/ Actiiies Cotenos
 

------------------------ ------ ---------- ------------- ------------ --- :------ -------

'L' C N S TP O A K T 2; 5" 

7he4usicess wascised because the burrowe:, an ea;ilyee of te TIl, di -ct
 

1. Thebusiness ::se! 
itsoperation2-s. 

::dustry/A;roicdsorv ff5GAPE d1 51.121 3 335 4 Clothing zaoufa:turiog. The borrower could:t provide docawoacico oo use cc 1:az. 

-r rIAE COG 29 ,4,lothing Znufartorin; Bcrroe: stated that nac asot was i, t: Cfc 

prcvide docunettatio: cc useof la: . 

lodsstrylAgroindostry EISAP! 46 ,800 1,737 1E Furniture zanufacturin; B:rrower's ehereahouts areuticcec.:csi;:r ,gua:ra:tor) is;ayin; the -can. 

Industry/Agroiodustry FIGHPE 72 630 50 19 Manufacturin; of set's clothes B:rrower 4i not provideuse f l:a: reeds. 

Reconstruction cfEnterprises 
Daaaged by theEarthquake 

EIGAPE I: 2,11 2,595 3/ 23 Banufactorir; Susicass is heir; liqui ed achiar.rywassold ad proceeds usedfcr 
payin; other loans. *here is oc productioc. 

Reconstruction of Enterprises 
Daia;ed by the!arthquake 

FIGIPE 26 4,000 3,651 3/ Briefcases andbelts zanufacturit; Loanwas fo::epairing thebusicess prexisEs. This wasdc:e. 
did : have sup;ort dorneencatin to ;:ove :sts. 

B:rr:wer 

Recoastruction of Enterprises FIGAPE 30 1,600 1,206 3/ Clothing ianufaturin; Borrower didnot provide docuzectatic ccose of l-: proceeds. 
Daaaged by theEarth;uake 

National Re:c'-,pr4. ;........v.. 1 900 550 100 Comerce S:rrower could not provide dncuzenatio:n on use -ofloan proceeds. 

National Reconstruction FEDECCREDITO 17 2,800 2,763 55 Comerce Sameas ;recedent. Saie borrower. This credit was forrefinancing :the: loans. 

Nati a l Reccnscrucon FD!CCREIT- 21 60 Conerce 

have tie forit. Lcanhala:e was paid.
 

National Reconstruction FEDlCCE!DITC 29 1,000 
 Poultry The borrower rrvided conflictive inforeariro to the iog-uAhe
i1
 

purpose :f theIan. Loan hasteenpaid off.
 



leason for2uestioning/ 

:redit Line ne 


la:;facturin; -ndustry 


la:ufacturing Industry 


la:facturit; Indusctr 


manufactzrin; industry 


Nanufaccuriz; industry 


- 3siness/Assets financed 
were sold orlost 

National Reconstruction 

lational Reconstruction 


Coffee Refinancing 


3. Bsiness has been
 
uandsmed
 

Coffee Refinancing 


Coffee Refinancing 


Intmrwediary
 
:redio
 

Institutico 

1Cci 


Ban.o de 

Crelito Popular 

FIGIPE 


F IP 


IGIPE 


FIGAPE 


FEDICREDITO 


FEDECEDITO 


Banco li;otecarin 


Banco Hipotecaric 


Banco ii;otecario 


SaipIe Loan Loan Balance Percenta;e 
Io. Alzout l/ asofi/30/15 inarrears 2/ 

ID SHI,100 S 0 

20 2,450 0 3/ 


25 iCl 3:2 3/ !9 


44 .20 94 3/ 


5 2.000 1.62C 3/ 5i 


48 2,000 1.322 100 


59 4,000 3,084 


31 11,472 0 41/ 


33 20,09d 19,678 4! 


50 7,266 6.093 4/ 


--onsic
 
A::ii:ies 


Caritoar! b:zesa auf:u ; 

PVC ;rodu:ts 


ot n afaccorin; 

Car;en:ry 


Bakery 


Agriculture 


Agriculture 


Coffee Growing 


Coffee Growing 


Coffee Growing 


CIzents
 

Co:;any assets were soid. Lma:balao:s was paid off. 

Cza;any assets were sold a-"loanpaid.
 

3:rroeer left the 

Business closed 4ue-::tehigh :cst cfzaterials andlack ofwcorkers. 

Theb.siness place was des:royed bytheO:tcber 19EA earthquake.
 

Borrower sold the cattle financed. He :ct1inotprovide docuxentation onuse
 
of loan proceeds.
 

Cattle was stolen fron borrower whocould not provide docuaentati:n n use
 
ofloanproceeds.
 

Custoer showed docuhents toevidence the sale oftheland andthe repayient 
of theloan. 

7hefociislocated in a confli*ctive area and was burned down by the 0'r, 
guerrillas. o 

Sane asprecedent. 
 0 
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Interiediary
 
Credit
 

Reason for Questioning/ ]Institution 

Credit Line lae UCI) 


-


4. !CIdid not have sufficient
 
i:farmation for auditors to
 
!e:eraine eligibility.
 

Coffee Refinancing Banco 


Salvadoreno 


Coffee Refinancing BFI 


Coffee Refinancing Banco lipotecaria 


Coffee Refinancing Banco lipotecaria 


Coffee leplanting Banco Agricola 


5. Other Reasons
 

Economic Development nad FIGIPI 


Industry and igroindustry FIGI1 


Industry and Agroindustrl 1lGhIZ 


Coffee Refinancing Banco Ripotecario 


National Reconstruction FRDICRRDITO 


Simple Loan Loan Balance Percentage Economic
 
I.. A.ount I/ascf6/30/88 inarrears 2/ A:tivities 


15 S 71.524 S 65,564 9 Coffee Growing 


59 3,275 0 Coffee Growing 


23 47,748 19,988 4/ Coffee Growing 


24 258,320 264,577 415/ 19 Coffee Growing 


2 18,300 14,507 0/ Coffee Growing 


66 5,000 5,000 3/ 5 Ipiculture 


11 400 307 33 Clothing Manufacturing 


18 1,000 950 30 Manufacturing of gift bore 


16 14,219 0 Coffee Growing 


54 3,000 1,395 0 Agriculture 


Couents
 

Physical inspection byauditors not made due tothedeficient state ofthe 
ro.d. 

Loan recipient iscutof the country. 

has been paid off. 

Physical inspection not iade. Loan 

Inevidence borrower complied with credit line requirements. 

Same asprecedent. 

Physical inspection byauditors not wade due tosevere 

climatological conditions (Hurricane Gilbert). 

luditors were denied access tothe project site. Borrower isthewife 

of theGOES foreign minister. 

Borrower was not hose. Balance outstanding confirmed by his wife, but no 
documentation onuse of loan proceeds was provided. 

Same asprecedent. 

Loan recipient stated theICI acted on its own toget the loan refinanced. 
Shewas onlytold the interest rate had been decreased. Loan was paid off. 

Vehicle not physically present and loan borrower did not have a 
certification ofdamage due toterrorism. CIO 

0 

LJH 



DESCRIPTION OF
 
PROGRAM COMPONENTS 

Economic Support Fund (ESF) grant agreements and the associated memoranda
of understanding for 1985, 
1986, and 1987 vstablished 
a credit program
for the 
 private sector. 
 The program is financed with 
 ESF local
currencies and managed by the Salvadoran Central Reserve Bank (BCR).
a 
result of these agreements, ten 
As
 

credit lines were established as
 
follows.
 

Special Credit Line for National Reconstruction
 

This credit line 
 is intended to benefit participants living in El
Salvador's central and eastern 
region which has been the most affected by
the armed conflict. Its purpose 
is to provide funds to reconstruct,
replace, or repair productive assets of businesses damaged 
or destroyed
as a result of the armed conflict, to repair houses damaged by the sameconflict, or to refinance past loans could
due which 
 not to be paid
hecause of the damage caused to productive assets of such businesses.Fhe equivalent of $1 million was provided on October 8, 1985, with notermination date specified. 
 The BCR charges two percent interest to thecredit institutions utilizing 
these funds for lending purposes while
allowing them chargeto six percent to customers utilizing such funds.In the case where Federacion de Cajas de Credito (FEDECREDITO) borrowsthese funds for lending to its affiliated credit unions, the BCR chargesFiDECREDITOr 2 percent but allows it to charge its affiliates 4 percent.The affiliated credit unions can charge customers receiving 
these funds 6
percent. Depending on the use of the loan, the maximum lendable amounts are $6,000 and $10,000, and the repayment period varies from 3 to 15 
years with a grace period of I or 2 years.
 

Special Credit Line for the Manufacturing Industry
 

The objective of this credit line is to increase the ability of themanufacturing industry 
to export non-traditional products outside Central
America and to reactivate the industrial sector. 
The equivalent of $11.2
million in ESF local currency was provided to 
this credit line on October
8, 1985; in addition, the BCR was 
to make available the equivalent of

$5.2 million from its 
own resources, and the 
reflows from this and
 
another credit line.
 

This line was to finance working capital needs, 
increases in installed
capacity, the modernization of the 
industry, and the establishment of 
new
enterprises whose production is destined primarily 
 for exportation
outside of Central Anerica. Resources from this credit line can be usedto construct or remodel new buildings or other installations and toacquire new machinery, spare parts, etc. The interest rate charged by 
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the BC'R to intermediary credit instittioris (ICI) using these furndls is 11 percent except for refinancing existing debt which 
has a rate of 16
percent. The areICIs allowed to charge 13, 14, or 18 percent dependingon the type of project and whether the entity being financed is a newenterprise, a small business concern, or other industrial concern. The
max inuIM lentahle amount is $1.2 million to an individlal or solecorporation and $2.4 ,1il ion to a pool of commonly-owned companies ormiii ticorprations. The repaynenL period varies from 1 year for temporaryworking capital to 15 years for industrial installations with grace
periods ranging from I to I years except for loans Made for temporaryworking capital or for refinancing debt in which case there is no graceperio(d. Commercial banks are required to present to the BCR thoroughfinancial information for each loan application; this serves as the basis
for approval by the BCR. According to BCR documents, these resources were also to be used to finance a special credit line for hanJicraftproduction an another special credit line for the purchase of stock in 
industrial concerns.
 

Special Credit Line for Coffee Refinancing
 

The objective of this credit line is to 31low coffee producers withoverdue loans (originally 
obtained for coffee production and related
activities) to use these 
resources 
to pay off overdue principal and
interest to participating Iris and the BCR. The equivalent of $69.6million was provided to this credit line on October 8, 1985. There is notermination date specified for this credit line. The BCR charged theparticipating ICls interestan rate of 3 percent while the ICIs wereallowed to charge the final borrowers 6 percent per annum to refinance
their delinquent debt. case
In the where FEDECREDITO obtains funds to
lend 
through its affiliated credit unions, the BCR charges FEDECREDITO 2
percent, FEDECREDITO charges its affiliates 4 percent who 
in turn charge
coffee producers 6 percent. the
In case where final recipients receive
 
the loan through a cooperative, the 
 ICIs charge 5 percent to thecooperatives who in turn charge members 6 percent. The repayment periodcan be up to 12 years. There i no grace period allowed exceptproducers in the country's eastern region 

for 
(armed conflict area) who weregiven 
up to two years in consideration of 
 their financial situation.
Requirements for the use of this credit liie call for the participating

ICIs to obtain evidence that: loan applicants are active 
 coffee
producers as certified by the agricultural department of the lending ICI;loan delinquency must not be due misuseto of prior loan resources by thefarmer/producer and the borrower's coffee production for the last five crops hais not been below a given level. There is also a clause whichrequires the loan recipients to use "the majority" of the revenues
remaining from the sale of their coffee crop, after paying off otherand mortgage loans, to pay the refinanced loan. 

crop 



Appendix I
 
Page 3 of 5 

Special Credit Line for Coffee Replanting 

The purpose of this crediL line is to finance the cost of planting newcoffee plants. The equivalent of $5,489,724 had been provided by May 26,
1987 for this activity. The BCR charges ICIs 12 percent per annum whileallowing them to charge coffee producers 14 percent. For loans placedthrough FEDECREDITO affiliates, the BCR charges 12 percent and allowsFEDECRE)ITO to affiliatedcharge credit unions 13 percent; finalcustomers pay I percent interest. Loan recipients can have up to sixyears to repay the loan, irltuding a grace period of up to three years.The only special require;nen, of this credit line 
is to require loan
recipients to use any excess revenue remaining after paying off annual
coffee crop loans or mortgages to service this credit.
 

Special Credit Line for the Reform Sector Refinancing 

The purpose of '-his credit line tois refinance loans made to theagrarian reform sector organizations for the production 
 of coffee,
cotton, sugar cane, basic 
 grains, and other agricultural production
activities. 
 USAID/El Salvador authorized the use of $8 million
equivalent for creditthis line on October 8, 1985. Participating
commercial banks pay the BCR ,4percent for using this line of credit andcharge loan recipients 6 percent. The repayment period was up to fouryears. N special condition for this line was that loan recipients
promised to accelerate payments 
on their loans if they received greater
than expected revenues because of favorable prices, high yields, etc.
 

Special Credit Line for the Industry and Agroindustry
 

A IJSAID/El 
Salvador official stated that this credit line is basically an
extension of the Manufacturing Industry Credit line. Its purpose is todevelop the capacity of manufacturing and agricultural industries toprimarily export non-traditional products outside Central
the American
 area. 
 The total funds received in ESF generated local currency was theequivalent of $17,117,492. In addition, the BCR was to provideequivalent of up to $3.6 million the 
the 

from reflows of two other creditlines for the 
short term financing of this credit 
line. The line
started April 1, 1987 and has 
no specified termination date. The BCR
charges participating ICIs an interest rate of 10 percent and allows them
to loan out these funds at 
 13 percent. For refinancing cretits of
industrial concerns, the BCR charges ICIs 18 percent interest for the useof these monies and allows ICIs to lend funds at 19 percent. Theseresources can be loaned for the sa.me uses as the loans in the1anufacturing Indlstrv credit line. The vapayment period is alsosame as for the "Manufacturing Industry": from 
the 

1 to 15 years with graceperiods ranqinq from I to 4 years except for loans made for temporaryworking capital and refinancing debt in which case there was no grace 
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period. One of the special requirements of this credit line was that the
repair of damages caused to the productive capacity by the October
1986 earthquiake was not eligible For financing under this line. 
10,
 

Special Credit 
Line for the Reconstruction of Industrial 
Enterprises

Damaged by the October 10, 1986 Earthquake
 

rhe purpose of this credit line tois reconstruct or replace assetsdamaged by the October 10, 1986 earthquake. Specific eligible uses ofFunds were to: build, reconstruct, or repair buildings used forproductive ends, replace or repair damaged machinery and equipment, andreplace inventory or other items to the operation of the enterprise. Theequivalent of $1,689,721 received -May 26,
was 1987. No termination date was established 
for this line. The BCR ch-rges participating ICI funds
:in ,:innul interest rat- of 11 percent and allows them to charge customers

11 percent interest. Repayment, periods ranged from 3 to IS years with
Qrace periods of I or 
2 years. The maximum lendable amount to a borrowerwith assets worth up to $100,000 was $100,000 and for a borrower withassets greiLter than $100,000 it ,4as $200,000. One of the 
requirements of
this crelit line was that the [CI had to verify the damages suffered by
the applyins, business. 

Economnic Development Fund (EDF) 

The objective of this fund is to provide financial resources foractivities related to the economic development of El Salvador such asagricultlril production and employment. Uses of EI)F resources can beused for virious activities such as: financing the cost of secondary,undergraduaite, and graluate studies, promoting the tourism industry andfinancing animal production projects, agricultural equipment, andvi,.ricultural diversification projects. 
 The total amount of resources
ma'le -vailable to 
this fund as of December 31, 1987 was the equivalent of$6,331,127. rhe annual rates charged by the BCR to
interest 
 ICls varies
from 1 percent to 8 percent. The ICIs can charge borrowers from 4.5
percent to 10 percent. The repayment period ranges 
from 2 to 1S years
(except for wood production 
loans which can range up to 25 years) with
grace periods depending on the nature of the 
project. The ICIs are
allowed to the
require collaterAl 
 they consider reasonable and
necessary. 
 This line started May 26, 1987, and no termination (late is
 
menti oneI.
 

Special Credit Line For Eastern Region Refinancing
 

The objective 
of this credit line is to promote the reincorporation to
productive activities of Eastern Region producers delinquent loans due 
to
the armed conflict. Funds this line
from credit are 
to be used for
refinancing credits originally given 
for productive activities of the

private 
sector in the Salvadoran departments of Usulutan, San Miguel, 
La
Union, and Morazan. The equivalent of $20,945,061 in local currency was
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provided on June 11, 1987. 
 No termination date is mentioned. 
 TCIs using
these funds are charged an annual interest rate of S percent by the BCR.They are allowed to charge 6 percent 
to the loan applicants. In the case
of FEDECREDITO it is charged 4 percent by the Central Bank; it chargesits affiliates five percent, who in turn charge customers 6 percentannual interest. The line is available until the original principalexpended. Some of the special conditions to receive resources from this
is 

credit line are that the loan recipient has to demonstrate an ability torepay the loan, has to 
capitalize any undistributed earnings, and must
reach a liability/owner's equity 
ratio of no greater than two to one.
The maxinum amount of a loan is the equivalent of $1 million for anindividtial proprietorship or partnership, and $1.6 million 
for a group of
corporations or companies owned theby same group of stockholders. Therepayment period is up 
to 20 years with 2 years of grace period.
 

Eastern Reqion Reactivation Credit Line
 

This credit line's objective is to 
 provide financial resources
establish, extend, or rehabilitate medium 
to
 

and long-term productive
projects in El Salvador's Eastern Region. "his line will be focused onfinancing the manufacturing, livestock, and artisan sectors. the line'.'s established June 11, 1987, when the local currency equivalent of $9million was providel to the BCR. The BCR charges lending institutionsusing this credit line an annual interest rate of 11 percent, while the.ICs are allowed to charge users 
14 percent interest. The BCR chargesFEDICREEIT, 9 percent, who charges its affiliates 11 percent who in turncharge loan recipients H4 percent annual interest. Repayment periodsvdry from 2 to 15 years with grace periods ranging from 1 to 4 yearsexcept for loans made to purchased small livestock in which case there isno grct period. Special requirements are that the user prove he willimplement the project in the Eastern Region thatand the ICIs verify thatthe funds have beeii invested in the Eastern Region for the purposes
originally intended. 

tkI
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LOAN DELINQUENCY RARES ,MAY ThREATEN GOALS 
OF TiE LOCAL CURRENCY PROGRAM 

Five of ten
the lines 
of credit are already experiencing significantdelinquency percentages. In our opinion, for the credit program to 
reach
its ecoqomic goals and objectives, loan delinquencies need to remain lowIeflecting the economic 
success of a business as measured by its abilityto repay loans. The high rates of delinquency are attributed theto narrow profit marins, the highly competitive industries, poor coffeeharvests and prices, and a climate of violence and terrorism in many
areas of El Salvador. The effect of significant delinquency rates isthat ecolomic goals and objectives such as economic recovery, increased
employment and 
foreign exchange veneration may not be reached since the
ability to repay loans 
is an indicator of whether such goals 
can be
 
reached.
 

The lines of credit program ($136.4 
million equivalent) was established
from local currencies made available under the 
1985, 1986, and 1987 ESF
programs. 
 Ten different lines of credit were established as part of this
 
local currency program.
 

To deter-fine the extent of 
loan delinquencies the
between intermediate

credit institutions (ICIs) 
ant the borrowers, selected
we a statistical
sample of 193 loans from the credit lines to allow projection of sampleresults (see exhibits 2 and 3). As 
can be seen in Exhibit 1l, the

results of our sample showed that:
 

-
 19 percent of the total number of loans were delinquent. 

- 97 percent of the amount of these loans were delinquent for
 
more than 60 days.
 

- Five of the ten credit lines were already experiencing

substantial loan delinquency problems.
 

- Information was not available to 
determine delinquencies for
 
one of the crcdit lines.
 

- There were no loan delinquencies for another credit line 
because the loans were still in its grace periods. 

Five of the ten credit lines were already experiencing substantial

delinquency trends though 

loan
 
even 
 these loan portfolios were still
relatively young. In otur opinion, higher rates 
of loan delinquency might
be expected with more mature loan portfolios. We consider the ability to
repay 
loans on a timely basis as an accurate barometer of how well abusiness is succeeding. N substantial deliiquency rate in repayment of 

/
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loans would indicate that businesses are experiencing financial problemsand are unlikely to generate new employment or to sustain currentemployment as well as generate more foreign exchange or sust.in currentearnings. l/ This could mean that economic recovery will lelayedbe andthat econoiic stabilizition is failing. 

The five credit lines ith significant delinquency problems are discussedbelow. Our sanple of 41 loans in the Reconstruction of IndustrialEnterprises Damaqed by Earthquake Line of Credit were experiencing a 39percent lelinquency rate (16 loans). The Central Bank officialadministerinq this program attributed the high delinquency rate in thisline to the small profit margins for most of these small businesses,
receiving this type of credit. Our sample of 55 manufacturing loans19 loans or 29 percent experiencing delinquency. This Central 

had 
same Bankofficial iescribel this line's loan recipients as pertaining to smallhighly competitive inhustries with profitsmall margins. The NationalReconstruction Line 21

29 
had delinquent loans in our sample of 72 loans, orper-ent. This Central Bank official stated these industries were inconflictive zones where normal business operations were disrupted, makingit difficult to operate a profitable business. The Industry/Agro-Intustrial credit line sample had 19 of 74 loans delinquent, or 26percent. The Central Bank official also described these loan recipientsas pertaining to small highly competitive industries with small profit
mawrgins. The coffee refinancing line had 1I delinquent loans in oursample of 70, or 16 percent. This Central Bank official stated worldprices for coffee were low and climatic conditions for coffee growers inEl .:ilvalor had not been favorable for the last two years.
 

rhe effect of these significant loan delinquencies, in five of thelines of credit, may inlicate that 
ten 

the economic goals and objectives ofthe creJit program are less likely to be achieved by investing monies
into these types of activities.
 

1/ We are defining a substantial loan delinquency rate as a rate ofdelinquency higher than interest rates being changed on the loan line 
meaning the line is decapitalizing itself.
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List of Report Recommendations
 

Page
 

Recommendation No. 1 
 4
 

",' recommend that 'JSAID/EI Salvador in cooperation with the

C(-.,tral Rank develop quantitative indicators to measure
 progress toward acconpl ish inq program objecLives. 

Reco-nmendation No. 2 7 

We recom-nent that USAID/E1 Salvador obtain 
evidence that the
Central Rank has addressed those factors adversely affecting
thc movement for funds six creditof the lines identified in

this finding by either obtaining and providing improved
information on the av-ilability of funds to Intermediate
 
Credit Institutions or reprogramming funds underutilized for
 
any reason.
 

Recommendation No. 3 
 10
 

We recommend that USNID/El Salvador obtain evidence that:
 

a. 	the intermediate credit institutions h,.je reimbursed the
 
Central Bank 
 for ineligible loans or have substituted
 
eligible loans for the ineligible loans;
 

b. 	Lhe Central Bank has established procedures to require

intermediate credit institutions to immediately refund

monies not use.-I 
for 	approved loans to final borrowers; and
 

c. 	the intermediate credit institutions are making field
 
inspections as required.
 

Recommendation No. 1 
 13
 

We 	recommend that JS.\ID/El Salvador obtain 
evidence that the
 
Central Bank has:
 

a. 	established reasonable timeframes for loan processing; and
 

b. eliminated unnercessary loan documentation and approval
 
requi rements.
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Recommendation No. 5 15
 

We recommend that -1S\lD!EISalvador obtain evidence that the 
Central Bank has required intermediate credit institutions to 
maintain adequate loan payment status 
information by credit
 
line and to report this information to the Central Bank on a 
periodic basis. 

Recommendation No. 6 
 17
 

We recommend that USAID/El Salvador in consultation with the 
Government of El 
 Salvador redirect the Secretariat for 
External 
interest 

Financing's 
reflows to 

portion of 
the credit 

the credit line program's 
line program for program 

expenses or relending. 
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REPORT DISrJ BUTION 

No. of Copies 

Director, II.S\ID/Il Salvuador 5 
,\/IAC 

2 
'\A/FVA 

2 
FVA/FFP 

2 

FVA/FFP/LAC 1 
[AC/DR I 

L\C/DP 1 
LAC/CkP/!:N 1 
IANC/CONT I 
LACI/GC I 

RL\ 1 

AX / X 
2 

XV\IPR 
1 

LEG 
t 

kl\/NI 
2 

NI!FN,/ASD 
2 

PP%/C 1)11: 
3 

AIG/A 1 
Jq/PPo 

2 
IG/LC 

I 
IG/ADM/CFR 

12 
IG/I 1 
RIG/I /T 1 
Other RIG/As I 


