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HONDURAS - MUNICIPAL DEVELOPMENT BANK (BANMA)

PART ONE - SUMMARY AND RECOMMENDATIONS

1.

w
.

BORROWER: The Borrower will be the Government of
Honduras, which will donate the Loan proceeds to the
Municipal Bank of Honduras (Banco Municipal Auténomo -
BANMA) to increase its capital. The executing agency
will be BANMA, an autonomous government bank established
in 1961 to provide local governments with credit,
technical assistance and financial services.

EQAN:

a) Amount: Not to exceed Four Million, One Hundred
Thousand Dollars ($4,100,000).

b) Terms: Repayable in dollars within 40 years includ-
ing a 10 year grace period, at an interest rate of
2% per annum during the grace period and 3% per
annum thereafter.

GOAL AND PURPOSE: The overall goal of the Project is
to improve the quality of life for the rural man. The
specific purposes of the project are (a) complete the
BANMA reform program and enable BANMA to provide financ-
ing and technical assistance on a systematic, cornitinuing
basis for municipal projects of benefit to the rural
man; and (b) improve the capacity of the governments of
the 27 rural polar and sub-polar counties to function
effectively as agricultural service centers.

In addition, the Project should enhance local decision-
making capability and the mobilization of resources for
local development, thereby releasing central government
management for national requirements. The infrastructure
developed under the Loan will create jobs in construction
as well as in maintenance and operation of municipal
services.

Finally, the Loan will assist in meeting the rising medium
and long term credit needs of the municipalities outside
of Tegucigalpa and San Pedro Sula in a period of increas-
ing need for publlc services.

Rate of Exchange: Lps. 2=US$ 1
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PROJECT DESCRIPTION: The Project coneists of strengthening

BANMA's institutional capacity and providing it with sufficient
resources to carry out an expanded lending and technical assistance
program for county governments. It includes: (a) lending to
finance the construction and expansion of municipal infrastiucture
and services such as markets, slaughterhouses, water and sewerage
systems, electricity; (b) technical assistance and training,
complementing the sublending program, to strengthen municipel
financial capacity and subproject administration; and (c) techni-
cal assistance and training for the BANMA staff, as well asg
necessary office equipment, to complete the Bank's reform effort.

Approximately 90% of BANMA's sublending will be concentrated in
the 27 polar and subpolar municipios. The cities of Tegucigalpa
and San Pedro Sula will be excluded although the rural areas
surrounding them will be eligible. It is expected that as BANMA
develops its financial and management capacity, it will expand

its coverage to a larger number of rural municipalities. BANMA
intends to give priority to those sub=-projects which improve

(a) the production and distribution of agricultural products,

(b) the general financial and administrative capacity of the
municipality, and (c) the welfare and income of the low income
Honduran. Specifically excluded for Project financing are

street paving, garbage collection, city halls, parks, and
cemeteries, Technical assistance aimed at improving local
government administration will be provided with subloans. These
priorities and criteria are reflected in BANMA's draft financial
and credit policies which will be mutually agreed upon in final
form by A,I.D. and BANMA as a precondition to subloan disbursement.
The Project will also provide BANMA with a sufficient capital base
to continue expanding its operations, including technical assis-
tance, after A.I.D. Loan disbursements end.
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5.  FINANCIAL PLAN:

A.I.D. LOAN HOST COUNTRY
Dollar Local Munici-
_Cost Cost GOH  BANMA palities Total
Subloans 1,200 2,300 1,500 500 611 6,111
Technical Assistance 400 koo
Training 40 110 - 150
Equipment 50 - 50
Subtotal 1,690 2,410 1,500 500 611 6,711
TOTALS 4,100 2,611 6,711

Of the $6.7 million project total, the host country
contribution is $2.6 million or 39%. The Government will
contribute $1.5 million over the Project term on a pari
passu basis with Loan disbursements. In addition the
Government has agreed to continue to subsidize BANMA after
disbursement or the loan. BANMA will contribute $500,000
from its own lending capital. The municipalities will
contribute 10% of subproject costs in cash or in kind.

6. OTHER SOURCES OF FUNDS: The Export-Import Bank, IBRD
and its affiliates, and the IDB have all informed A.I.D.
that they are not prepared to consider this Project.
Commercial lines of credit are not appropriate for
capitalizing a development institution; however as BANMA
achieves financial stability, some commercial lines of
credit may well be utilized for working cecpital.

7. REQJECT SETTING AND BACKGROUND: The secondary municipal-
ities in Honduras have long been important in the
economic and political life of the country. Over the
years, however, central governments have attempted to
dominate and weaken the municipalities and have succes-
sively reduced their taxing power. Municipalities
inevitably have become increasingly dependent on the
central government to provide local services to their
inhabitants--demands that the government has proven
unable to meet. The present government, preoccupied
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with programs of national scope and faced with limite
financial and administrative capacity, is looking to
the municipalities to develop their own capacity to t!
fullest so that they can develop the local infrastruc
and services demanded by their citizens. After long
deliberation the GOH decided that BANMA would be the
best mechanism for developing local government and re-
inforcing overall GOH development objectives with comj
mentary local action. The Bank has undergone an inte:
reform over the last 18 months assisted by A.I.D. whic
has transformed it from a near bankrupt commercial
bank to a functioning municipal development bank. Thi
loan will now provide BANMA with the resources it neec
to carry out a significant municipal program. The Bar
has decided to concentrate its initial efforts under
the loan on 27 polar and subpolar towns distributed
throughout the country and designated as agricultural
service centers by the National Planning Council. It
is expected that major public and private investments
in Honduras' agricultural development will be located
near those towns and their success will depend in part
on supporting s_rvices and local infrastructure being
available,

LOAN ADMINISTRATION: Of the $4.1 million loan, $3.5
million will be utilized for sublending and $600,000
for tachnical assistance, training, and evaluation ove
a three and one half year disbursement period. The Lo
will finance engineering and construction services,
equipment purchases, training and technical assistance
and scholarships from CACHM and Code 941 countries.
Procurement under subloans will be carried out by sub-
borrowers utilizing AID~-approved BANMA procedures.
Procurement for BANMA's account will be carried sut by
the Bank in accordance wiih the A.I.D. Capital Project
Guidelines. Payments in U.S. Dollars will be made
using Letter of Commitment procedures. Local currency
will be disbursed under procedures establiszhed by the
USAID Controller.

STATUTORY CRITERIA: All Statutory Criteria have been:
met (Sec Annex V).

VIEWS OF THE COUNTRY TEAM: The country team recommends
that this project be authorized. It supports USAID's
main priority in Honduras and offers the possibility
of accelerated political development through the re-
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inforcement of local democratic institutions.

RECOMMENDATIONS: It is recommended that a Loan be

authorized to the Government of Honduras for an amount
not to exceed $4.1 million, subject to the following
terms and conditions:

a)

b)

c)

Interest and Terms of Repayment. Repayment in
dollars within 40 years, including a grace period
of 10 years, at an interest rate of 2% per annum
during the grace period an. 3% per annum thereafter.

Prior to Initial Disbursement:

(i) BANMA shall submit evidence of a contribution
to the project of not less than $500,000.

(ii) BANMA shall have hired qualified professional
personnel for the positions of Chief of
Technical Services Department and Chief of the
Financial Department,.

(iii) BANMA shall (a) submit a mutually acceptable

plan showing the intended utilization of technical
assistance funds including evaluztion and

auditing and (b) have contracted a capital
projects advisor.

(iv) Borrower shall provide a financial plan accept-
able to A.I.D. for providing $1,500,000 to the
capital of BANMA on a pari passu bacsis with
A.I.D. loan disbursements.

Prior to initial disbursement for other than technical
assistance and training, BANMA shall submit for
A.I.D. approval:

(i) All regulations and procedures governing sub-
loans to be financed under the Project. These
shall include, but not be limited to, Financial
Policy, Credit Policy, Loan Approval Regulations,
and Procurement Regulations.
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(ii) A standard subloan contract and annexes,
including reporting requirements and account-
ing procedures.

(iii) Evidence that the correspondent Bank plan is
in operation at least on a pilot basis.

Unless A.I.D. otherwise agrees in writing BANMA
will ensure that:

(1) All subloans financed under the Project shall
be approved and executed in accordance with
the procedures approved above.

(ii) All subloans under the project over $50,000 be
approved by A.I.D. This limitation will be
examined in the course of the joint project
reviews.,

(iii) Subloans for paving, city hall construction,
garbage collection, cemeteries, or parks shall not b

eligible for financing under the Project.

(iv) Subloans for projects located in the urban
areas of Tegucigalpa and San Pedro Sula shall
not be eligible for financing under the
Project.

(v) Principal repayments from subloans financed
under the Project shall be subject to the
criteria in (iii) and (iv) for a period of
3 years after final disbursement of the Loan,

The Borrower shall use its best efforte to bring
about an increase in the municipal tax base and
ensure that municipal revenues are not reduced
through legislative action over the life of the
Project.

The Borrower, BANMA and A.I.D. shall undertake a
joint project review before $1.0 million of Loan
funds are committed and a second review before $3.0
million are committed under the Loan. The second
review shall be based on an evaluation prepared by
an independent consultant acceptable to Borrower,
BANMA, and A.I.D,
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S THT MIMICTPALITIES

1. ngrview
lionduras is divided into 283 county-like units called "municipios".
These municipios consist of townshins or county seats with ad-
ministrative responsibilities for the town plus surrounding rural
nopulations and lands within their jurisdiction. Ten of the 283
county seats have over 10,000 inhabitants, representing a ponula-
tion of 516,000 or about 20% of all Hondurans, Two of these,
Tegucigalpa and San Pedro Sula, contain 350,000 of the 516,000,
Tn aldition, there are 20 county seats with populations in the
2,500 - 10,000 range and 44 more in the 2,000 to 3,500 rance.
These 6!t countv seats comprise 29% of llonduras' ponulation, The
rerainine 200 townships are in fact no more than rural hamlets,
although a number of them will move into the 2,000 to 3,500 aroup
within the next five vears. The county movernment (municipalidad)
is located in the countv seat and is represented in everv settle-
ment in the countv with more than 170 inhahitants (called "aldeas'
in the nerson of a deputy mayor; in all, there are cloqe to 7,500
Aldeas,

~

Nnlv 29% of the Honduran population (estimated in 1370 at 2.9
miilion) lives in towns of 2,000 or more inhabitants, making
llonduras by far the kast urbanized countrv in Central America.

At the same time, however, it is experiencing a higher urban
arowth rate (5.4% per annum compared to 4.%:%) than the other CACM
countries comhined. Internal migration and a high nopulation
srowth rate are resulting in rapid urban egrowth, particularly in
those towns which nlav the role of re¢ional centers for their
rurdal areas of influence. Various migration studies indicate
that rural to urban migration in Honduras is a step-wise nhenome-
non, i.2., inhibitants of the smaller towns and villages tend to
move to nearbv intermediate size towns (these tend to be regional
poles and sub-poles), while the migrants to the larcer cities tend
to. come either from that citv's immediate area of influence or
from intermediate size towns outside of it. Tn addition to being
a step-wise phenomenon, this migration has primarily economic
motivations induced by the existing rural-urban and inter-regional
income disparities. Other factors such as havine pelatives in
the place of destination are also relevant. This urban growth
has severely taxed the financial and administrative capabilities
of the regional centers which have not been able to absorb it in
an orderly manner and at _the same time provide basic services to
their rural h1nterlands.
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llonduras' rugged tonographv and resulting internal Peographic
isolation have been 1mportant factors in its social, economic,
and nolitical development in general and in the development of
local government particularly. londuras is criss-crossed by a
series of mountain ranges between which are interspersed numer-
ous small valleys, relatively iseclated one from another. The
majoritv of lionduras' population lives dispersed in small towns
in these valleys. The ruggedness of the country has constituted
an inportant obstacle to communications and has contributed to
the ponulation's traditional, parochial views, and distrust and
avoldance of the outside world--which mav include even neigh-
borinz vallevs., Ilonduran topogranhv and internal ecogranhic iso-
lation have been obstacles to the Formation of a national market,
with consequent hirh transport costs and poor communications
impeding the movement of goods and services and the introduction
of new technologies. The majer political effect has heen chron-
ic nstability, with the Central Government unable to control
the administration of the national territory. Perhaps in re-
action to this manv Honduran officials todav have an almost in-
astinctive Fear of administrative decentralization, and preciselv
hecanse of the political importance of the municipios paternal-
istic national governments have attempted to dominate, neglect,
and weaken them,

Nevertheless, llonduran topographv and internal isolation coupled
with the inefFectiveness of national administration have tended
to perpetuate the importance of local governments. Rising rural
expectations resulting from improvemants in transport and com-
munications over the last few years are intensifving demands for
public services. The national povernment is aware that it has
neither the financial nor the administrative canahility to meet
these demands, while at the local level inhabitants as well as
officials are coming to the conclision that if they have to_wait
for the national government to attend to their needs that they may
have to wait forever. At both levels there increasingly exists
the conviction that local governments have a vital role to plav
in the development process and that thev should be more than mere
appendages to a sterile national political nrocess.

Municinal fGovernment

The Constitution of 1965 divides Honduras into 18 DNepartments for
the purposes of Public Administration. The Departments are further
divided into autonomous counties ("municipios") which are repre-
sented bv their elected officials, The county governments are
independent in the exercise of their internal functions, subject
to the general laws of the country.
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The most important national law affecting the municipios is the
Lav of Municipalities (Levy de Municipalidades v del Régimen
Politico). This law dates from 1927 and althoush certain of

its pmovisions are darchaic and not observed, it delimits the

basic elements of municipal organizations and structure. (Annex 1,
Figure 1) Article 47 of the Law imnoses on Honduras countv rovern-
rents, or corporations as they are called, considerable power and
wide responsibilities:

"The Government, direction and administration of the
interests of the settlements corresponds to the mu-
nicinal corporations, especially when these are re-
lated to the followine:

1. Municinal government, which comprehends internal
reculations; the naming of emnlovees; the organiza-
tion of saprvices; ordances concerning volice, higiene,
nublic instruction, and other areas under its control;
ans association with other corporations.

2. “unicipal direction, which comprehends all branches
of industry, labor, welfare, charitv, health and educa-
tion, building and decor and evervthine related to the
oromotion of the moral and material interests of its
Inhabitants.

3. Municipal Administration, which comnrehend the
conservation of community lands, poods, and richts,
taxation, collection, investment and accounting of
revenues as well as the proposing of new taxes and
services charges.

“ome of the ahove mentioned attributions have passed into the
nhands of Central Government or to autonomous asencies bv default,
becanse local covernments have not had the financial and adminis-
trative canahilities to carrv out their resnonsibilities. The
countv cornoration is composed of the mavor (alcalde) and 3 to 7
counc ilmin (residores). O0Other officers include a secretarv (who
ie an ex-officin membher of the council) and a treasurer. The mayor
aragides over the county council and is the corporation's chief
wxocutive, but certain executive functions such as police,
sanitation, etc., rotate among the council members.

inder the !"onduran Constitution elections for local officials
should take nlace everv three years, with no official allowed

te succeed himnnlf, In addition, the corporation council is made
up of members of hoth nolitical parties in order to ensure nminor-
ity renresentation, the Mavor and majoritv of the council being
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of the winning party. The next local elections should take
place in June of 1974, These elections are not expected

to take nlace, howeyver, because the machinery for conducting
elections has been ubolished by the new military government.
It is expected that the majority of local corporations will
continue in office with some selective anpointed changes
from time to time.

Municipal Needs

a. Tnfrastructure and Services

To document what 5 obvious even to_ the casual observer,

BANMA in early 1973 carried out a municipal survey which,
among other thlngs, quantified the availability and coverage
of municipal Infrastructure and services.l/ It is clear from
the survey that there is a lack of public services, and thoge
that do exist are not generally adequate or operating proper-

ly.

- Vater. 2l0 Municipios have water systems in the
county seats, of which 150 are in the hands of the
local povernments, Only 389 of Honduras' approximate-
ly 7,500 aldeas have some tvpe of water gystem, The
overvhelming majority of these svstems are inadequate.
55% of the water systems need to be enlarged, 36%
‘require repair or major improvements and onlv 9% are
considered adequate, The survev found that only 61%
of the systems provide water all dav during the dry
season and that in only 21% of the systems had the
bacterial level of the water been tested and found
satisfactory,

- DOecwage., "3 Municipios in Honduras have some type
of sewape svstem, none have any type of treatment
svstem, 36 systems are municipally owned, of which
34 require enlargement and improvement. 160 of the
mavors surveyed believed it necessary that a system
ha constructed in their towns and a larger number
thought that more latrines and septic tanks should
be built.

1/ As used in this document, infrastrugture means investment in plant
and facilities such as road'construct!on markets, slaughterhouses,
agricultural storage facilities, water and sewage facilities, elec-
trical energy svstems, etc. Municipal services refers to opera-
tion and maintenance of these and other facilities, e.g., road
maintenance and improvement, market and slaughterhouse operations,
water and electric systems management and operat-on.




-5-

Electrical Energy: Approximatelyl190 municipios have
some type of electrical service. About 76% of the
electrical systems are a local government or com-
munity service. These systems are generally used in
the evening for lighting; they average about 5 hours

of operation a day. These short operating hours

impose a serious constraint on the development of

small scale productive activities. Commercial,
industrial and agricultural processing facilities must
gencrate their own electricity - an expensive operation.
The lack of all day service may be a serious barrier to
entry for small businesses as it precludes the efficient
use of electrically driven hand tools and pumps.

Markets. There are around 75 public markets in 64
towns. All except one in Tegucigalpa are municipally
owned and operated. More than 75% of the municipios
in Honduras have no public market of any type. The exis-~
ting public market facilities are generally inadequate,
39% of the municipal markets in Honduras d o not have
electricity, while 35% do not have running water. 82%
of the markets do not have public restrooms. Only 3%
of the markets have any type of refrigeration and none
of this available for rent. Only 66% of the market
have sufficient space, and nearly 60% of them are
considered to be unsatisfactory from a hygienic point
of view, Where no public market exists residents use
markets in nearby municipios; the average distance to
these neighboring markets is 31 Kms.,

Slaughterhouses. Nearly 60% of Honduras' 283 municipios
have some kind of animal slaughtering facilities.

Lxcept for a few export packing houses all are munici-
pally owned. On the average about 200 animals per
month are slaughtered in each of the 166 facilities.
Only 33% of the existing slaughtering facilities are
considered unsatisfactory. However, investigations

made by members of the Agricultural Sector Analysis

team indicate that in the majority of these installations
there exists an inordinate amount of waste because of
insufficient utilization of animal subproducts (blood,
bones, skins, etc.). Much of this waste seems to be due
to inadequate facilities and lack of trained adminis-

" trators. Some is undoubtedly due to limited markets

for the subproducts or their derivatives. Refrigeration
does not exist in any of the slaughterhouses and
elemental sanitation is grossly inadequate.
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- Other Public Services: Onlvy eight municipios in Honduras
have organized fire departments. San Pedro Sula's mayor
stated that fire protection was satisfactorv, while 71
mayors stated that it was not satisfactory. Fires losses
are a serious problem. 29 nunicipios, all with popr a-
tions over 2,000 operate a garbage collection service.
Hone of the mayors believed tha the service was satis-
factorv. Where service is provided, on the average onlv
49% of the urban area is serviced because of inaccessibi-
litv, lack of equipment, or both. Other services pro-
vided at least in part by the local governments include:

- 18 have at least some paved streets;

- 161 have at least snme street lighting. In 124 of them
this is provided bv the local government;

- 02 have public parks;

- 35 have some kind of public lihrarv; 71% of these are pro-
vided hv the local governments;

~ 272 have a bublic cementary;

- 278 health centers exist: municipalities contribute to
£5% of them;

- 270 have at least one public school; 87% of these munici-
palities contribute to their construction, and maintenance;

- 33 have communitv centers; in 64% of these the municipality
has helmed to construct or maintains these centers;

- 52 have children's feeding centers; in 52% of these there
is a municipal contribution;

- 100 have recreation fields; in 82% of the cases these are
municipal properties.

Accounting and Tax Administration

The accounting and tax administration systems of Honduran
local governments are penerally ineffective and poorlv
organized. Those accounting svstems that do exist are in
most cases limited to a cash control function. In most
municipalities there is almost no control over inventorjes,
equipment, municipal lands or other properties. There
exists practically no fund accounting or use of depreciation.
It is almost imrossible to determine the cost of providing
the various municinal services, to distinguish current
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from capital expenditures, or interest payments from loan
payments. Internal controls are almost non-existent. For
example, in most cases the treasurers who receive cash
payments also perform the accounting functions. There are
very few effective controls to insure that the amount paid
by the taxpayer finds its way into the municipal coffers.

Perhaps even more defective than the accounting system
is the tax control system. In most municipalities there
exists no adequate system to insure that the taxpayer is
charged with the full amount due for property tax,
municipal services, and other charges. The municipios
generally do not know whether property owners have paid
the property tax and services charges correponding to
their properties.In most cases it is not possible to
identify the property owner from municipal records, charge
his account and send him a tax bill. Very few property
mapping systems (cadasters) exist. Similarly, except in
Tegucigalpa and San Pedro Sula, no property assessment
capability exists to verify owner-declared property values.

Administration

Honduran municipalities have neither the technical tools nor
trained personnel to manage modern local government. For
example, such tools as subdivision regulations; building
codes; or plans for streets and drainage, water and sewage,
electrical power and other basic services do not exist. 90%
of the mayors, councilmembers, secretaries, treasurers, and
department chiefs have attended secondary school. However
few have adequatelv trained market administrators or
personnel in the areas of animal inspection, animal utiliza-
tion and general administration, and this lack is repeated
with municipal water systems, electrical systems, etc.

Project Development

Few Honduran municipalities have the capacity to develop
projects, Perhaps half a dozen municipal engineering
offices exist, poorly staffed and equipped. Only in San
Pedro Sula and Tegucigalpa does any‘kind of formal municipal
planning capabllity exist. The result is a reliance on
local engineering f;rms often  operating without supervi-
sin or contract moq;torlng. In the past six years, Péace
Corps Volunteers - engineers and architects assigned to -
some of the larger municipalities - have provided competent,
but transient, project development capzbility.



4., lNumicipal Finances
In 1972 Honduran lccal Government expenditures tosalled $6.3
million (as shown in Table I-1), approximately 1.2% of G.N.P.
and 7.2% of combined central Government/municipal revenues.
Hunicipal expenditures during 1960-1972 rose at an annual rate
of 6.7% while the rate of increase in G.N.P. was about 6.u4%.
During the same period, Central Government expenditures rose
at an annual rate of 8.3%. (Annex I, Table 1). A meaningful
breakdown of municipal expenditures by categories is not avail-
able. Howzver, about 34% municipal revenues are spent on
salaries. (Annex I, Table 2). '

The current revenues of Honduran municipalities in 1972
were approximately § 7,3 million. During the 1965-1972 period
the rate of growth in current revenues was about 6.7% per
annum. (Annex I, Table 3). In 1972, 48.4% of current
revenues came from taxation, 33.2% from service charges and
18.4% from rents, licenses, and other sources. Smaller
municipalities derive a large proportion of their revenues from
TABLE I-1 CURRENT INCOME AND EXPENDITURES OF HONDURAN

LOCAL GOVERWMENTS, 1960-1972
(Millions of Lempiras)

Current Current Current Current Savings as %

Income Expenditures Savings Current lncome
1360 7.3 5.7 1.6 21.9
1961 743 5.9 1.4 19.2
1962 7.6 5.7 1.9 25.0
1963 7.6 6.7 0.9 11.8
1964 7.1 6.9 0.2 2.8
1965 9.4 8.1 1.3 13.8
1966 9.8 10.3 0.5 ( 5.1)
1967 13.0 11.9 1.1 8.4
1968 11.6 11.1 0.5 4.3
1969 12,5 11.0 0.5 12,0
1970 12.8 11.6 1.2 9.4
1971 13.6: 12,0 1.6 11.8
1972 14.6. 12.6 2.0 13.7
1960-1972  134,2 i19.5 14,7 11.0

SOURCE: GOH Planning Council.



-9.

taxes and a similar proportion from service charges than do the
larger municipalities. (Annex I, Table 4),

In the 1960-1963 period, local government investment
averaged about 9.1% of the total public sector investment; in
the 1968~1970 period the local government portion had dropped
to 4.2%. (Amnex I, Table 5). Current savings as a percent of
current income showed a marked tendency to decrease from 1960
to 1966 and increase from 1966 to 1972. The averape figure
for the 1960-1972 period was 11%, is significantly lower than
for the public sector as a whole. Current savings of the public
sector as a percent of current income was 17.1% in the 1960-
1970 period.

During the 1960-1972 period, real investment made by Hondu-
ran local governments exceeded new indebtedness by a ratio of
2 to 1, and real investment averaged about 27% of current
revenues. Doth the level of real investment and the percentage
of current revenues invested have been increasing rapidly during
the past several years, (Table I-2).

TABLL I-2 REAL INVESTMENT AND NEW INDEBTEDNESS OF HONDURAN

LOCAL GOVERNMENTS, 1960-1972

(I'illion of Lempiras)

Real Real Investment as New Secured
fear Investment % of Current Income Indebtedness é/
193060 2.¢ 27.4 0.1
19061 1.0 21.9 0.3
1262 3.0 39.5 2.3
1703 1.3 25.0 0.2
FRCINH 3.6 50.7 2.8
1905 1.2 12.8 0.3
1666 1.3 13.3 0.1
1367 2.0 20,0 0.7
1965 1.5 12.9 0.1
1856y L.y 35.2 1.0
1970 3.7 28.9 3.0
1971 4,0 29.4 5.5
1972 5.5 2/ 37.7 1.1
1960-1972 36.3 27.0 17.5

1/ Dowss

not include Floating debt estimated at L.4,1 million in 1972,

27 Preliminary
SOURCL: GOH Planning Council, Central Bank
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Even though local government current revenues exceed
current expenditures significantly, a correlation analysis
indicates that investment by Honduran local governments
historically has becn more closely related to new indebt-
edness than to levels of current savings.Moreover, other
correlation tests show that there exists no marked tendency
to substitute credit for current savings, a tendency which
if it existed would be counterproductive.

Some of the major problems existing in the area of Hondu=
ran municipal finance are the following: '

- There are an excessive number of bases of taxation in
relation to the amount collected, making tax administra-
tion and control more complicated than it should be.

-  Except for the property tax which has a very low rate
(1.5 miles), the tax structure is quite regressive.

-~ The complexity of the tax structure make equitable
administration difficult,

- User charges for services do not have sufficient relation-
ship to the cost of sypplying services.

-  Finally, the recvenue base of local governments is insuf-
ficient given the 1mmense local needs for infrastructure
and public services.
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B. THE MUNICIPAL BANK (BANMA)

1. Legal Status and Attributions

The Autonomous Municipal Bank (BANMA) was created by
Decree No. 12 on November 4, 1961 to provide local govern-
ments with financial and technical assistance and to
contribute to the economic and social development of the
municipios. In addition the bank is recognized in Art. 338
of the Honduran Constitution of 1965 which provides for an
Autonomous Municipal Bank having as its principal function
the attainment of economic autonomy by local governments.
In order to perform its functions the Bank is authorized
to:

-~ Serve as the depository of all municipal subsides,
funds, guarantees, and bonds.

- Serve as the financial agent for municipal works and
services.

- Serve as fiduciary agent, guarantor, and marketer for
bonds or other municipal obligations,

- Serve as economic and financial advisor to the
municipalities and as a promoter of savings.

- Serve as coordinator of economic and finmancial
activities of the municipalities with the general policies.
of state.

- Serve as promotor and developer of designated private
and municipal enterprises including inter-municipal projects.

~ Serve as municipal purchasing agent.

- Serve as administrator of a retirement fund for
municipal employees.

The Bank is also authorized to acquire, possess,
administer and sell goods and securities of all types, re-
ceive deposits of cash or securities which are not municipal,
open current amounts for the public, and employ its available
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funds in loans or discounts. In general, it can perform all
such auxiliary functions which are complimentary to its

basic purposes or which are generally practiced by banks.

In order to obtain additional resources, BANMA may issue
obligations in accordance with the law, contract loans

with national or international entities, and rsquest advances
and rediscounts in the Central Bank.

2., Organization

a) Board of Directors

BANMA's governing body is a Board of Directors composed
of 2 representatives of the Municipalities and 4 representatives
of the Central Government. The 2 municipal representatives
are appointed by the Association of Municipalities and munici-
pal shareholders and the government representatives are the Bank President
and the Ministers of Finance, Economy, and Government. In addition the
General Manager sits with the BRoard as an ex-oficio member.

Biodatalon each of the current members can be found in
Annex II, Sxhibit 1.

The functions of the Board are to formulate and determine
policy, review and approve loans, and in general ensure the
growth and progress of the Bank. The Board is presided over
by the Bank's president and meets in regular session once a
week and occasionally for extraordinary sessions. The re-
presentatives of three key Ministries on its Board provides
BANMA regular access throughout the central Government,
Recently the importance of that representation was seen as
the GOH deliberated on the BANMA's future. The active
promotion of the Government representatives on its Board was
a key factor in the GOH's decision to go ahead with the Bank's
first real capitalization effort.

The President, a full time employee, is in charge of
carrying out the Board's policy directives, providing
guidance and supervision to the operating departments,
securing cooperation from other GOH and international agencies,
and representing’ the bank.
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b) Operations

The operations of the bank are directed by the Manager
who is in charge of directing and organizing the Bank's
administrative apparatus and keeping the Board of Directors
informed of the Bank's operations and activities.

In order to meet its obligations as a municipal develop-
ment bank, BANMA has recently reorganized its operating
structure establishing three departments - Technical Services,
Finance and Operations in addition to the Internal Auditing
and Legal Advisers Offices. As illustrated in the BANMA
Organization Chart (Annex II, Exhibit 2), the principal
functions of these departments are:

(i) Technical Services Department - helps the
municipalities to identify financiable projects,
solicit sub-loans, conduct grant funds search,
and satisfy preconditions to loan disbursements.
The Department also conducts municipal analyses,
maintains a project shelf, and maintains contact
with completed projects.

(ii) Finance Department - analyses sub-loan proposals,
prepares sub-loan contracts, and programs and
supervises the execution of projects.

(iii) Operations Department -~ monitors loan repayment,
and provides banking services to municipalities
and the public, and administrative services to
the rest of the bank.

c) Branch Operations

BANMA has one branch office in San Pedro Sula, At the
present time its principal function is to preside over the
recovery of the commercial portfolio that was formerly
developed through that office, BANMA will retain the branch
c¢ffice and intends to cover its operating expense by
collecting the payments made by the taxpayers of the munici-
pality of San Pedro Sula and serving as a custodian for
all municipal funds. If BANMA expands sufficiently, some
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municipal lending may be handled at the Branch.
d) staff

At present there are 37 employees at the main office.
There are three full time executives - the precident, the
manager and one department chief; two high level advisors -
the internal auditor and the legal advisor; seven profession-
als - 3 engineers, 2 economists, one public adninistrator
and a lawyer; and 25 clerical, secretarial, and service
personnel - 7 secretaries, 5 accounting banking clerics,

3 collections agents for the commercial portfolio and 10
service and maintenance employees. BANMA is actively saek-
ing two more department chiefs (one economist/public
administrator and one engineer) and a municipal analyst
(economist). In 1975, BANMA plans to add a loan follow-up
speclallst (engineer or public administration) and two loan_
supervisors (one or two engineers, possibly one economist).

Thus the present and projected staffing patrern is as follows:

3/31/74 6/30/7u4 1/1/75 1/1/77

Clasgification Actual Projected Projected Projected
Executive 3
Advisory 2 2 2 2
Professional 7 8 11 11
Clerical,
Seeretarial and
service 25 25 25 2%

TOTAL 37 40 43 42

* Reduction of 3 employees expected when commercial port-
£o0lio largely recovered. Two men will be transfered
to other positions in the operations department.
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A staff of nine is currently employed at the San Pedro
Sula Branch - an office chief, an accountant, a teller,
a secretary, two collections agents and three maintenance
personnel. BANMA has no plans for increasing the starf
during the execution of the Loan.

3. Operation to Date

a) General Overview

The history of BANMA operations since its creation in
1961 is checkered. From its inception BANMA was under--
capitalized; the Government of Honduras contridbuted its
initial capital of L., 2.0 million and had the intention
of seeking further capital frem an international lending
institution. Because of a change in government this never
materialized. As the source of BANMA’s continuing capitaliza-
tion, the municipalities were obligated by law to set aside
5% of their current revenues for the purchase of BANMA shares
and were obligated to deposit tiesir funds in BANMA., After
the first three or four years of operation the municipalities
lost confidence in BANMA because of a lack of lending re-
sources, inefficient management, and political interference
in its operations. As a result the municipalities stopped
purchasing BANMA shares and did not use the institution as
their exclusive depository and fiscal agent. Finding
itself short of capital and unable to meet operating expenses,
BANMA turned to the supposedly more profitable commercial
obperations which grew to dominate its direct lending. How-
ever BANMA was never able to generate sufficient earnings
to be able to properly staff its technical assistance
activities, engage in supervised credit, or adequately
monitor loans.

b) BANMA Lending to Date

Past BANMA lending activities can be separated into three
general categories:

- BANMA direct 1endig§1to local governments has Lad two
principal components: municipal bondas held in BANMA's own
portfolio, and discounted taxpayer promissory notes. The
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municipal bonds may be held either as an investment or
awaiting bond buyers. To date BANMA has not made direct
loans to municipalities outside of the bond mechanism.

At the end of 1972 BANMA was holding about L. 1.4 million
in direct municipal lending, largely in unsold municipal
bonds.

- BANMA guaranteed lending to local governments includes
municipal bonds held by commercial banks, autonomous
institutions of the GOH, and the public. It also includes
a small amount of taxpayer promissory notes held by commercial
banks and guaranteed by BANMA, At the end of 1972 there was
around L. 4.6 million in this category, including abcut
L. 0.8 million in BANMA-guaranteed taxpayer promissory notes.

- BANMA private sector or commercial lending which at
the end of 1972 totalled L. 2.3 million outstanding.

(i) BANMA Lending to Municipalities

The most important element in past BANMA lending to
municipalities is the BANMA guaranteed municipal bond.
Regardless of who holds the bonds, the Bank makes all pay-
ments to the bondholders and receives all payments from the
municipalities. BANMA-guaranteed municipal bond emissions
(hereafter alsoreferred to as loans) totalled around L. 10.9
million from 1962 to the present, and financed 87 projects.
As can be seen in Table I1-3 of these 87 projects, 23 were
rural electrification projects, 23 were markets, and 12 were
water systems. The largest amount was in the construction
of an airport at San Pedro Sula (accounting for L. 5.0
million). The largest number of projects were located in
the Comayagua Region, with the regions of San Pedro Sula
and Santa Rosa de Copin second and third respectively.

The amount and distribution of these bond emissions
between the differing types of poles and other municipios
is shown in Table I-4. As of 3/1/74 the outstanding balance
of all guaranteed bonds was approximately L. 3.7 million.
0f this amount 7.1% is located in Tegucigalpa and San Pedro
Sula, 71.2% is in the agricultural service poles and sub-
poles, and ‘21.7% is in other municipalities.
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TABLE No. I-3
BANMA FINANCED MUNICIPAL PROJECTS - NUMBER OF PROJECTS
AND AMOUNT OF LOANS, BY REGION AND PROJECT TYPE, 1962 TO PRESENT

No. of Amount of Loans & of Total

By Region Projects (000's of Lps) Amount
Tegucigalpa 8 936 9
San Pedro Sula 15 6,187 57
La Ceiba 9 551 5
Choluteca ' 11 339 3
Santa Rosa de Copén 14 630 6
Comayagua 17 1,098 10
Juticalpa b 596 5
Danli 9 528 ]
Gracias a Dios - - -
Congoldn - - -

Honduras, Total 87 10,865 100
By Project Type
Markets 20 1,883 17
Slaughterhouses 2 70 1
Water 12 890 8
Sewage 2 275 2
Electricity 23 656 6
Equipment 3 72 1
Paving 8 1,543 14
Airports 1 5,074 47
Others 16 402 y

Saurce: BANMA



TABLE No. I-4

BANMA GUARANTEED MUNICIPAL LOANS,

AMOUNT, AND BALANCE OUTSTANDING, ACCORDING TO TYFE OF MUNICIPIO AS OF 371/74

1962 TO PRESENT

(000's OF LEMPIRAS)

ALL URBAN-INDUSTRIAL 1/ AGRICULTURAL OTHER
MUNICIPIOS GROWTH POLES SERVICE POLES MUNICIPIOS
AND SUB-POLES

Amount of Loans, 1962-1973 10,865 6,195 2/ 3,589 1,081

Amount of Loans, 1962-1966 5,420 4,183 854 383
Amount of Loans, 1967-1973 S,445 2,012 2,735 698 .
[
% of Total Loans 100.0 57.0 33.0 10.0 ¢

% of 1962-1966 Loans 100.0 77.2 15.8 7.0

$ of 1967-1973 Loans 100.0 37.0 50.2 12.8

Balance Outstanding, Total 3,690 260 2,627 802

% of Balance Outstanding 100.0 7.1 71.2 - 21.7

1/ San Pedro Sula and Central District

Z? Includes L. 5,074,000 for financing of San Pedro Sula Airport

SOURCE: BANMA
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(ii) BANMA Lending in Relation to other Municipal
Creditors. :

Before the creation of the Autonomous Municipal Bank
local government debt was mostly in the form of secured
short-term obligations held by commercial banks, public
autonomous institutions, and the Central Bank. In addition
tc the secured local debt, there existed a considerable
amount of floating debt. As can be seen in Table I-5, by
1966, the four-year old BANMA directly held half of the
outstanding municipal obligations, Lps. 2,869,000, an amount
larger than the entire municipal debt had been before BANMA's
creation. In addition, the BANMA served as guarantor for
an additional Lps. 2,426,000 of municipal debt whéch was held
by commercial banks, autonomous institutions, and the public.

From 1966 to the present, BANMA's direct municipal
lending has diminished both in absolute terms and in relation
to other municipal creditors. By 1972 BANMA's direct holdings
of municipal debt had decreased to 10.7% of the total
(L. 1,353,000) while the Central Bank's share increased from
8.5% in 1966 to 59.5% in 1972 (L. 7,511,000). Most of this
Central Bank credit is to San Pedro Sula and the Distrito
Central. 1In addition BANMA has served as the fiscal agent
for municipalities and as the guarantor and marketer of
their bonds. The guaranteed bonds are held by commercial
banks and the public, and constitute BANMA contingent
liabilities. The total outstanding municipal credit channel-
ed through BANMA increased from L. 682,000 in 1962 to
L. 5,511,000 in 1965, decreasing gradually to L. 4,044,000
in 1970, increasing again in 1971 and 1972, reaching a level
of L. 5,094,000 in the latter year (Annex II, Exhibit u4).

(iii) BANMA Lending in Relation to the Private Sector

With the change of government in late 1965 a major
turnover in BANMA's administration occurred and with it a
major change in the institution's policies. In 1965 only
3% of the total credit channeled through BANMA went to the
private sector; by the end of 1970 this percentage had
increased to 43%. The present BANMA administration took
office in the latter part of 1970 and began to reverse this
trend. The proportion of credit extended to the private
sector dropped to 37% by the end of 1971 and to 33% by the
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TABLE No. I-5

HONDURAN LOCAL GOVERNMENT SECURED DEBT,VBY TYPE OF HOLDERS
1958 - 1972, THOUSAND OF LEMPIRAS

BANMA Central Bank Commercial Held by

Year Total  Held 1/ Held Bank Held 3/ Others 3/
1958 3,707 2/ 869 960 1,878
1959 - 3,128 2/ 702 © 827 . 1,599
1960 2,654 2/ 490 2,164
1961 2,631 2/ 611 321 1,699
1962 3,796 670 458 1,354 1,314
1963 3,452 925 432 1,064 1,031
1964 6,027 2,124 691 1,086 2,126
1965 6,341 2,703 830 1,232 1,576
1966 5,784 2,869 489 1,087 1,339
1967 5,912 2,245 603 892 2,172
1968 5,535 2,025 345 1,032 2,133
1969 5,486 1,690 1,284 683 1,828
1970 7,625 1,563 3,581 683 1,798
1971 12,328 1,538 7,242 892 2,656
1972 12,605 1,353 7,511 887 2,854
NOTES: Refers to BANMA direct lending.

1/:
2/: BANMA created in 1962
3/

After 1962 the mayority of municipal debt held by
commercial banks and others was BANMA guaranteed

SOURCE: Central Bank of Honduras
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end of 1972, Corresponding increases in municipal lending
took place during the period. (Annex II, Exhibit 4),

In the latter part of 1972 the BANMA's management and
Board of Directors decided to phase out of commercial lending
altogether. New commercial lending was stopped in the bank's
main branch in September of 1972 and in the San Pedro Sula
branch in August of 1973. Since closing out new commercial
lending BANMA's efforts have been limited to collection,
refinancing, and the writing off of bad loans.

(iv) BANMA Lending in Relation to Rural Sector

Although BANMA did not consciously attempt to relate its
lending program to agricultural sector development, a large
percentage of BANMA direct or guaranteed loans from 8/62
to 9/72 were ctosely related to agricultural sector
activities. Table No. I-6 illustrates this, and indicates
that generally speaking, the more closely related a loan
application was to agricultural sector, the greater its
probability of approval. '

l

C. PREVIOUS A,I.D. ASSISTANCE

1. BANMA Reform Project

In October 1971, shortly after taking office, the
President of BANMA approached USAID on the possibility of
negotiating a capitalization loamn. 1In response to his re-
quest, USAID arranged for he visit of a team of financial
analysts -- Wayne McKeel (AID/W), Dan Turner (USAID/ECUADOR),
and William Roach (USAID/PANAMA) to look at the situation
of the Bank.

In February 1972, the analysts completed the first phase
of a diagnostic of the BANMA. Their conclusions in part read:

"In our opinion the Bank has been unable to perform
the basic. function as an instrument for municipal
development... the basic reason appears to be
ambiguity as to its reasons for existance... BANMA



TABLE No.I-6RELATION OF BANMA LENDING TO THE AGRICULTURAL SECTOR, 8/62-9/72

{in 000's Lempiras)

Relation to Agricultural Sector 1/ As & Percenggg¥pf Total

Applications . TOTAL A B C D A . B Cc D
No. of Applications 136 31 72 17 16 22.8 52.9 12,5 11.8
Amount of Aplications 14,665 2,686 3,143 8,420 416 18.3 21.5 57.4 2.8
Loans

No. of Loans 81 23 40 11 7 28.4 49,4 13.6 8.6
Amount of Loans 8,636 2,373 1,585 4,365 313 27.4 18.4 50.6 3.6

Loans as % of Applications
(No. ) 59.6 74.2 55.6 64.7 u43.8 - - - -

-az-

Loans as % of Applications ‘
(Amt., ) 58.9 88.3 50.4 51.8 75.2 - - - -

1/ For the purposes of this analysis the following classificationsg were employed:

A. Projects that directly improve the efficiency of the production and distribution of agricultural
products. These include: public markets, Storage facilities fopr agricultural products, slaughterhouses,

access roads to areas of high agricultural production, road construction and maintenance equipment,
irrigation systenms. '

B. Projects that indirectly improve the efficiency of the production and distribution of agricultural
products. These include: potable water systems, sanitary sewerage, electrical energy, preparation
of industrial sites, transport terminals, health centers, rural schools.

C. Projects having marginal effect on agricultural productivity, These include: strggt paving, storm
8ewers, shopping centers.

D. Other projects. Thege include: garbage collection equipment, fiscal cadasters, cemetpiés, city hails,
recreational facilities, tourisp projects, technical and professional services.

SOURCE: BANMA
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is an organization in desperate need of major reform.
Forgetting development goals, Bank officials must
immediately address the liquidity crises and begin

to manage cash and liquid assets in an efficient man-
ner... Internal reform should be the gozi for the
immediate future...BANMA officials must decide to
concentrate exclusively on either municipal or commer-
cial banking, but not both."

The report stated BANMA's internal banking systems were
disorderly and accounting was not only behind operations,
but much of it was incorrect. This report also noted that
with its low initial capitalization and inadequate provision
for continuing revenues, the Bank under the best of circum-
stances would have had a difficult time achieving a self-sus-
taining level of operations.

The report concluded that BANMA, as it was functioning,
could not be considered a fit candidate for an external _ .ca-
pitalization loan. Immediate reform was recommended along
the following lines:

- Stop commercial lending and liquidate the commercial
portfolio;

- Separate from the management and financial obligations
of the San Pedro Sula airport; :

~ Straighten out internal operations, install a modern
accounting system; put accounts in order; initiate an
agressive collection effort; install a general program
of modern management; reduce overhead and bring ope-
rating costs within manageable limits;

- Develop a forward looking program of municipal lend-
ing that could provide the basis for an external ca-

pitalization loan;

- Develop a technical assistance capability to assure
the soundness of project analysis, execution, and ma-
nagement (and assure BANMA of loan repayments through
increased revenues),

BANMA's management accepted these findings and reques-
ted technical assistance to assist it in accomplishing .’
recommended reforms. The BANMA Reform Program v
(No. 522-15-810-03410) was approved November 15, 1972 for one
year and a Pro/Ag was signed 2/28/73 providing the following

assistance:
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FY 73 FY 74

Personnel $ 84,2 $ 95.0
Banking Systems Adv. ' 25.5/12MM 27/12MM
Economist | 22,5/12uM --
Municipal Cap. Projects Adv. 20.2/6MM 50/18MM
Training Advisors 16.0/3MM 18/12MM
Equipment Advisor 1/ (33.3/15MN) (28/12MNM)
Participant Training 1.2 _20.0
Management Personnel 2/ 1.2 12/10MNM
Technical Operations Staff - ' 8/8MM
Other Costs 24.6 29.0
In-country Training
(inclu PAIGH Seminar) 12.3 29.0
Municipal Survey 6.0 --
Short-term Advisors 6.3 il

TOTAL $ 110.0 $ 1u4.0

In September of 1973 a PAR was conducted. On the basis
of progress documented by the PAR, funding for the project
was extended through FY 74, Since the initiation of the Ta
project BANMA with the assistance of USAID-financed advisors
has instituted the following reforms:

i. The municipal portfolio was analyzed and a large
portion of past due bonds and loans have been col-
lected or refinanced. (See Annex II, Exhibit 5).

ii. The BANMA's short-term debt to the National port
Authority has been consolidated into a long-term
debt of $1.85 million payable between 1974-1981
(See Annex IV, Projected Cash Flow Statement),
freeing for municipal lending approximately $1.2
million previously earmarked for paying these short-
term obligations.

1/ Non-add: funded from USAID Tech Support
2/ Participant training $13,800/16MM from prior year funds.
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GOH Decree No. 110 of 3/4/74 transfers the ownep-
ship and management of the San Pedro Sula Airport's
outstanding debt of $1.,7 million. TAhis outstanding
debt constituted a BANMA contingent liability and
the CAB-FAA studies indicated that the airport fa-
cility probably could not generate sufficient sur-
Plus to service and retire this outstanding debt.
In addition, Decree No. 110 provides that the BANMA
will be reimbursed over the next ten years for cone
Struction advances totalling $900,000 as part of
the GOH's counterpart contribution to the BANMA.

After serious efforts to sell the commercial port-
folio to commercial banks proved fruitless BANMA
embarked on an agressive collection policy and the
writing off of uncollectable ioans as.sumarized in
Annex Il1, Exhibit 6. The commercial portfolio has
decreased from $1,436,000 on January 1, 1972, to
$623,000 on March 4, 1974, a reduction of almost

57%. It is anticipated that while future collections

‘may be slower, by 1977 the commercial portfolio will

have a zero balance.

BANMA has reduced its personnel by over 1/3, from
70 to 46 employeces. In part this was accomplished
by the closing of its San Isidpo Market Branch in
Tegucigalpa which handled only commercial loans.
Further reduction is not considered feasible.

A nucleus municipal development staif has been
trained. A group of four young professionals have
received training in the U.S. and other Latin Ame-
rican countries. The Bank's top executives have
observed the workings of similar institutions in
Costa Rica and Guatemala. A training program for
municipal officials and employees has been initia-
ted.

bANMA has developed a lending program of high pris
ority projects in 38 municipios, including all po-
lar and sub-polar municipios but with special em-
bPhasis on GOH ag-sector priority areas. (see illus-
trative Project List).

A set of municipal lending criteria has been deve-
loped, guided by the pole/sub-pole framework, includ-
ing a variable interest rate structure and identi-
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fications of priorities, .New finanecial and credit
policies have been developed and approved by BANMA
management,

iv. BANMA has established a new organizational struc-
ture which reflects its role as a municipal deve-
lopment bank, and has improved its top=level ad-
ministration and technical assistance.

In short, BANMA has resolved its liquidity crisis, dis-
~osed of those functions not properly those of a municipal
bank, and reorganized as a municipal bank. It is now ready
to initiate a municipal financial and technical assistance
program of nationwide scope. o o

2. The BANMA Image

BANMA has come a long way towards regaining the confi-
dence of municipal officials. This increase in confidence
is due principally to BANMA's reorientation. Frequent discus-
sions between BANMA officers and municipal officials have
helped municipal officials understand BANMA's ingtitutional
problems and the measures being taken to overcome them.
BANMA's municipal training and the municipal survey have made
a favorable impression. The presence of the BANMA TA staff
and the high quality of their work have had a positive impact.
BANMA management feels certain that when the Bank has suffi-
cient lending resources it will regain the confidence of the
municipalities. Discussions with various mayors have confirm-
ed this. They are willing, for example, to honcr past purchase
obligations for BANMA shares as a precondition to new loans.

BANMA's leadership in the promotion of interinstitutional
cooperation to reduce duplications of effort and to keep the
cost of providing needed infrastructure low has significantly
improved the institution's image among other entities of the
Honduran national government. Moreover, BANMA overcoming its
liquidity crisis, its basic institutional reorientation, the
support for the reform program at the highest luovels of govern-
ment, the new seriousness in the institution, as well as a.I.D.
support and the prospect of recapitalization have all contri-
buted to a new image among decision makers in the GOH and in
the Honduran banking community.
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D. PROGRAM JUSTIFICATION

1. National Development Prinorities

The Honduran socio-economic situation is marked by the
following interrelated characteristics:

- Low productivity in general, but especially in the
traditional, smail producer segment of the rural
economy which contains more than 50% of the nation's
labor force;

-~ High dependence on export crops with limited markets
and extreme vulnerability to climatic,conditions;"

- Limited internal demand foy agricultural products;
- Skewed income distribution;

- Poor utilization of limited productive land re-
sources and high concentration of ownership;

- Limited basic infrastructure, especially roads,
ports, and electrical energy;

- Rapid growth of the pural population coupled with
limited employment opportunities in the non-agrarian
sectors of the economy has resulted in a sharp de-
crease in the amount of agricultural land available
per farmer;

- The small producer has not shared in the benefits
of the limited economic growth that has occurred
and probably has suffered a reduction in real
income.

Over the last ten years Government programs have concen-
trated on costly projects aimed at overcoming basic infra-
Structure deficiencies. These programs have absorbed a
large proportion of Honduras' investment budget and two
thirds of all international agency lending. While expansion
of basic infrastructure has been significant, it has become
obvious to government Planners and high officials that
complementary investment in government services and
facilities related to agricultural production and the re-
solution of the land productivity/tenqncy problems are
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needed to realize the full potential of those Infrastructure
investments. :

When the present government came to power in December
of 1972, the campesino's situation was particularly severe.
Drought, disputes over land ownership and use, and the
general neglect of the needs of the campesino were causing
widespread dieruption of productive activities. To alleviate
the immediate problem an interim land redistribution program
was initiated under Decree No. 8. Longer range programs
are under development and will be presented as part of the
new National Development Plan, 1974-1978, which is scheduled
to be released by June.

In his new year's address to the nation on January 1,
1974, the Chief or State presented the explicit goals of the
Plan. They include, among others:

a) Ensuring each person a level of irnzome adequate
to basic needs;

b) Lowering permanently the level of unemployment and
underemployment ;

¢) Improving the quality of life for the rural popula-
tion;

d) Achieving a more equitable distribution of income
and assets; and :

e) Transforming the productive structure to diversify
it to achieve a sustained growth in national
production,

The Plan has been completed in draft and is presently
undergoing revision by the Council of State. Although details
of the program are consequently not fixed, the broad out-
lines are clear:

1) The Plan will siow a marked shift in GOH priorities
towards the development of the agricultural and forestry
sectors, with these sectors to receive a higher parcentage
of national investment. The agricultural sector program
will consolidate and extend the ongoing agrarian reform
effort, including the reorganization of many existing
settlements (asentamientos) under Decree No. 8 into
cooperatives, the continuation of the Agiin Valley coloniza-
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tion programs, and credit and technical assistance programs
for campesino settlements. In addition to the Agrarian
Reform Program, the agricultural sector program contemplates
increased extension services and supervised credit, grain
storage and price stabilization, irrigatiom, liveatock
promotion, several regional development projects, and
diversified crop production.

2) Planned investment in basic infrastructure such as
transport, energy., and port facilities will necessarily
ssn2in nigh but will decrease in relative importance and will
s+ mire ivectilT supportive of the productive sector (i.e.
frecer roads, facilities related to agricultural and
industrial projects, etc).

3) Industrial projects will be more resource-based
than in tie past (i.e. emphasizing the transformaticn of
mineral resources and agricultural and forestry products).

4) The social sectors (health, education, etc.) will
place greater emphasis »n nutrition and preventive medicine,
and on vocational and other productivity linked oducation.

5) The GOH regional development framework will be
incorporated into the majority of the Plan's sectoral
programs.,

6) A new program is included for strengthening the
capacity of local governments to execute local infrastructure
projects by means cf financial and technical assistance
channeled through BANMA.

2. BANMA's Role in the National Develcpment Prog=am

In order to'carry out its program for strengthening the
capacity of local governments to execute local infrastructure
nrojects, the new govarunment considered three alternatives:

- Capitalizing the Municipal Bank (BANMA);

- Expanding the activities of the Central Bank in the
municipal lending field;

- Directly improving local infrastructure through the
GOH ministries and autonomous institutionms.
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The successes of the ongoing A.I.D.-supported BANMA
reform program, the desirability of properly supervised
credit programs, and the reports of improved performance
from BANMA's Board of Directors convinced the Government
to utilize BANMA. Since then (October, i973) the pace
of the BANMA reform program increased markedly, The transfer
of the San Pedro Sula airport on terms favorable to BANMA
has been completed, the relatively high counterpart re-
quirements for the Loan were accepted, and heads of key
Government agencies such as the Central Bank and the
Planning Council, who had formerly avoided involvement in
BANMA's reorganization, have offered their assistance to
the Bank.

The Government intends to utilize BANMA to help the
municipalities help themselves in providing high priority
local infrastructure and services, rather than attempting
to meet these needs directly. By using BANMA to develop
more capable local governments, the national government
can turn its limited administrative and financial capacity
to projects whose scope in fact requires its direct action,
'This Project will channel in accordance with Plan priorities
municipal resources that might otherwise be dissipated in
lower pric ity projects and current expenditures. To the
extent thact the project is effective in improving local
tax collections and administration, additional resources
will become available for local infrastructure projects
and needed public services.

3. BANMA Lending Strategy

In order to distribute rationally its limited resources
and yet support national development goals, BANMA has
employed the regional planning framework established by
the National Planning Council to develop its sublending
program. The GOH Planning Council has divided the country
into regions and subregions and within these has designated
certain cities and towns as growth poles and service pcles.
The regions and poles are:



-39~

._Region Bo. Poles No. Names of Regions/Poles
1. Central Urban/ Tegucigalpa, San ?edro
. America (2) Industrial (2) Sula - :
2. Region (10) Agricultural La Ceiba, Chbluteca,
Service (6) Santa Rosa, Comayagua,
Juticalpa, Danl$
3. Subregion (30) Subpoles (21) (See Map I-1)

Note: 1In the Planning Council scheme urban-industrial
poles also function as agricultural service poles
and these service poles in turn function as sub-
poles. Thus there are 8 service poles including
Tegucigalpa and San Pedro Sula.

The principal criteria used in defining these regions
are the flows of money, goods, and services and communica-
tions between the regional center (pole) and its hinterland.
The pole serves its area of influence as its center of
internal communication, its marketing center, its supply
center, its social center, etc. Similarly, the pole depends
on the hinterland as its source of raw materials, its market,
etc.

Implicit in the regionalization scheme and thus BANMA's
lending strategy is Lloyd Rodwin's "dispersed concentration"
strategy vhich suggests that efforts be focused on potential
growth centers as well as in active development poles.

Even though this implies some loss in overall growth, it

makes possible the extansion of the benefits of growth to a
greater proportion of the population, while avoiding

excessive dispersion which would make it difficult to generate
and utilize external and scale economies which accompany
concentration and make sustained growth possible.

BANMA will coucentrate its lending on the six polar
and twenty-one subpolar municipios throughout the country
which serve their areas of influence as agricultural
service centers. This concentration of resources will permit
a project scope that is neithqr too broad nor sov restrictive
as to totally eliminate areasfof the country where political
realities, substantial effective demand for lending re-
sources, or localized development potential justify sub-
lending. The concentration will also maximize BANMA's
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contribution towards the achievement of national develop-
ment objectives. The polisy has the further advantage of
concentrating sublending in areas whose debt service
capacity can support a lending program.

Not surprisingly, the 27 agricultural service poles
and subpoles tend to be located in the most productive
agricultural areas of the country (See Map No. 1, Annex I).
Almost all of them serve valley areas that have good
agricultural potential. 1In addition, they service the
areas of highest concentration of rural population (See
Map No. 2, Annex I). A breakdown of the population by
regions and by polar, sub-polar and other municipiosis
presented in Annex I, Table 6.

The regional distribution of planned BANMA sublending
follows closely the regional distribution of programmed
GOH agricultural sector investment under the Plan aud the
spatial distributions of the rural population and of
Honduras' cultivable land. These regional distributions
are shown in Table I-7.

4. Beneficiary

This project will most directly benefit Hondurans who
depend on the country's agricultural base for earning a
living. The target is the rural Honduran citizen and his
family who receive basic public service from local govern-
ment. This citizen is both the townsman who earns his
living by servicing the community's agricultural base and
the producer for whom local government develops infra-
Structure to enable him to more easily sell, transport,
and process his production. As indicated previously, with
the exception of Tegucigalpa and San Pedro Sula, Honduran
counties are overwhelmingly rural. The urban areas of
San Pedro Sula and Tegucigalpa will not be eligible to re-
ceive subloans under this project; however, the rural areas
under their jurisdiction will be eligible.

The infrastructure and services developed under this
Loan will help improve the standard of living for rural
inhabitants and townsmen living in or within the areas of
influence of 27 agricultural service poles and subpoles.
This project will strengthen the financial base and general
administrative capacity of these key county governments and



TABLE No. I-7 DISTRIBUTION BY HONDURAN

GEO-~ ECONOMIC REGIONS OF:

1974-1978 PROGRAMMED LOCATABLE PUBLIC INVESTMENT

IN AGRICUL

TURAL SETTOR

PLANNED BANMA INVESTMENT, 1974-1977; RURAL POPULATION;

LAND

AND CULTIVABLE

(1) (2) (3) {4) (s)
Programmed Public Planned BANMA Rural Popula- Cultivable';Index Combining
Investment in Investment tion, 1973 Land (%) Rural Population
Agricultural Sec- (%) (%) : ' ~and cultivable
Region tor (%) ’ Land
Teghcigalpa 5.6 3.3 8.5 4.1 3.4
San Pedro Sula 36.5 35.1 21.5 15.0 31.6 &
&
La Ceiba 24,7 22.8 11.6 18.7 21.3 '
Choluteca 11.0 10.3 17.6 6.1 10.5
Sta.Rosa de Cop#n 7.9 7.4 12.5 7.0 8.6
Comayagua 0.2 k.9 10.7 11.3 11.9
Juticalpa 11.2 3.9 4.3 13,5 5.7
Danlf 2.2 12.3 5.7 8.0 .5
Bracias a Dios 0.7 - 0.9 14.5 1.3
Congolé8n - - 6.7 i.8 1.2
Honduras, Total 100.0 100.0 100.0 1 100.0 100.0

SQURCE: National Planning Council (Itsms 1,

3 and 4) and BANMA (Item 2).



the Loan will create employment ip construction a8 vell as

centers for theip hinterlands, BANMA is giving priority
under the Project to the financing of sub-projects which
clearly benefit the agricultural producer, €.g., markets,
slaughterhouses, access roads. Specifically excluded from
project lending are those pProjects which clearly have
minimum benefits fop the producer, i.e., street paving,
garbage collection, town halls, cemeterles, and parks,

5. Place in Country Program

focussed specifically on improving the socio-economic
standards of the rural man. In oprder to carry out its rural
development program, the Mission is Proposing an agricultural
sector loan (which will finance the following activities:
agricultural credit, sector coordination, Planning and
evaluation, agricultural services, agricultural education
and access roads), a national cadaster loan, technical
assistance to key agricultural institutions, and the BANMA
Project. These new programs will complement the existing
A.I.D. pProjects, mainly a farm-to-market access road loan,

a2 grain marketing program, and a credit program.

The proposed Loan complements these activities in that
it focuses on (a) improving the functioning of regional
agro-service and marketing centers, (b) improving municipio
provided services and facilities which affect the standard
of living of rural inhabitants, and (c) improving the
general functioning of the governmental units clésest to the
Honduran rural dweller. It is another approach to reaching
the "rural man" although it cannot be limited to supporting
only small producers since it will assist both large rural
Producers as well as town dwellers. While there is a lack
of institutional capacity in Honduras for servicing the
small producer, this Project is an attempt to strengthen
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another institution, the hunicipio, with responsibilities
for providing services to rural residents.

6. Consistency with CIAP Recommendations and IBRD Country
Study

While the current CIAP report (May, 1973) did not doal
specifically with Honduran municipal development, the CIAP re-
presentative attending the DAEC review of the BANMA IRR in
February, 1974 stated that the BANMA project was considered
of high priority and consistent with CIAP recommendations.

The latest draft World Bank macroeconomic report (dated
January 8, 1974) contains no specific reference to either
municipal development or the BANMA project. It approvingly
notes, however, the intent of the GOH to concentrate its
efforts on development of agriculture. It later recommends
that the Government improve the utilization of capital
investments, undertaking such measures as building more
feeder roads to complement the existing major road network.
This project is in line with both IBRD recommendations.
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SECTION II THE PROJECT

A. GOAL AND PURPOSE

The overall goal of the project is to improve the quali-
ty of life for the rural man by providing him the basic pu-
blic services essential to a minimally acceptable standard
of living and the infrastructure which will assist him in
reaching his production potential. Within this context the ]
specific purposes of the project are to (1) complete the BANMA':
reform and enable it to provide financing and technical assis-
tance on a systematic, continuing basis for municipal projects
of benefit +to the rural man; and (2) improve the L
capacity of the governments of the 27 rural polar and subpolar
counties to function effectively as agricultural service cen-
ters.

Honduras is basically rural. Agricultural activities
directly contribute 36% of the Gross Domestic Product and
73% of the population lives in the countryside. Outside of
Tegucigalpa and San Pedro Sula, it is a country of a few large
towns (ten) and many small ones. Public services are non-
existent or inadequate. The economy operates at a low level
of productivity relative to its resource base. One of the
reasons for this low productivity is the low level of infras-
tructure development. The lack of access roads, markets,
slaughterhouses, and storage and distribution facilities keeps
the producer isolated, increases his costs, decreases his in-
come and in general restricts his production potential.

The county governments, with their county seats serving
as agricultural service centers and marketing centers for
rural areas, play the key role in developing local infrastruc-
ture and providing municipal services. Twenty-seven of these
county seats have been identified by the Central Government
as development poles serving the agricultural areas around
them. This Project calls for strengthening the capacity of
these key counties to function as service centers.

In addition, the Project should enhance local decision-
making capabilities and spur the mobilization of resources
for local development, thereby releasing central government
management for national requirements. The infrastructure de-
veloped under the loan will create jobs in construction as
well as in maintenance and operation of municipal services.
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B. PROJECT DESCRIPTION

1. General

The Project consists of strengthening the BANMA'sg insti-
tutional capacity and providing it with sufficient resources
to carry out an expanded lending and technical assistance
program for county governments. It includes:. (a)-lending

for the construction and expansion of municipal infrastructure;

financial capacity and administration of loan-financed pro-
jects; and (c) technical assistance and training for the
BANMA staff, as well as necessary equipment, to complete the
Bank's reform program. The A.I.D. loan will provide credit
and training for the municipalities; and technical assistance,
training and equipment for the Bank.

BANMA will place about 90% of its lending under the Pro-
ject in the 27 polar and subpolar municipios. The cities of
Tegucigalpa and San Pedro Sula will be excluded fron the Pro-
ject, although rural areas surrounding them will be eligible.
The Bank may lend to any local government with its OWn resour-
cesS not committed to the Project. It is expected that as
BANMA develops its own capacity it will gradually expand its
coverage to a larger number of municipalities. The Loan will
provide BANMA with an adequate capital base to maintain a
portfoli- which will generate sufficient income to cover ope-
rating costs and sustain a technical assistance program,

Technical assistance and training will be tied directly
to the Bank's lending. Loan applications ape considered in
the light of 3 municipal analysis designed to reveal adminig-
trative or financial deficiencies requiring technical assig-~
tance or training.

2. Sublending Program

In preparation for the loan BANMA has tentatively identi-
fied projects totaling $18.6 million. (See Summary Table IT -1
and Annex III.) 1In Hay 1973 a potential project survey was
taken of all polar and subpolar municipalities and other po-
tential borrowers. After an initial Bank eligibility check,
the project list was reviewed with other GOH agencies (ie. SANAA,
ENEE, the Central Bank etc.) to exclude projects included in
their investment programs, identify new projects, and deter-
mine the existence of feasibility or other project studies.

The resulting project 1list currently serves as a basis
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Market 2,351.8 1,998.1 -0- -0- 2,381.8 2,023.6
Slaughterhouse 468.3 B18.0 -0- -0~ 500.8 425.6
Potable Water 1,u77.7 1,256.0 626.4 523.2 2,504.,1 2,204.2
Sanitary Sewerage -0- ~-0- 1,130.1 960,1 3,096.0 2,631.1
Roads 1,443.0 1,226.5 -0- -0- 2,015.0 1,712.7
Cadaster 53L,3 451.4 ~0- ~0- S534.3 us1i.4
Paving -0- -0- 1,770.2 1,504.8 6,224.4 5,290.9
Other 232.3 197.5 42.0 35.7 1,292.7 1,098.9
TOTAL 6,527. 4 5,504.5 3,568,7 3,023.8 18,649.1 15,838.4
BY POLE, SUB~-POLE

AND OTHER

Pole 2,095.5 1,780.2 1,240.0 1,054.0 5,261.9 4.,u471.7
Sub-Pole 2,732.6 2,325.8 1,835.,2 1,559.9 9,568,9 8,130.7
Other 2494 212.0 L4g93.,5 409.9 1,803.4 1,523.3
Regional l! 1,u42,9 1,226.5 -0~ -0- 2,914,939 1,712.7
TOTAL 6,527.4 5,54u.5 3,568.7 3,023.8 - 18,849.1 15,838.4
BY REGION
Tegucigalpa 333.9 282.8 -0- -0- 333.9 283.8
San Pedro Sula 2,450.9 2,030.6 1,6c1.0 927.0 7,766.2 6,598.3
La Ceiba 1,672.3 1,421.3 624,.6 530.9 3,318.2 2,820.2
Choluteca 486,7 413.7 $55.0 471.8 1,607.0 1,566.0
Santa Rosa de Copan 515.9 L3€e,.5 238.0 193.1 933.9 784.6
Comayagua 3u6. 4 2493.,5 150.1 127.6 1,721.3 1,462.2
Juticalpa 235.7 200.3 152.5 129.6 1,385.9 1,160.9
Danli Lg5.6 412.8 757.5 643.9 1,602.7 1,362.4
TOTAL 6,527.4 5,564.5 2,568.7 3,023.9 18,649.1 15,838.4

1/ Intermunicipal Coops
SOURCE: BANMA
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for programing the Bank's lending operations, taking into
account project priority and readiness, and for planning the
Bank's technical assistance activities. The Technical Ser-~
vices staff has recently initiated a round.of visits to con-
duct municipal analyses and prepare loan applications. So

far the 1973 survey appears reliable. The 135 projects

($18,6 million) identified to date imply financing of $15.8
million. Of these, 67 requiring $5.5 million in Bank finan-
cing ($3.5 million from the A.I.D. loan) have been tentatively
selected for the Project.

Any municipal project is considered eligible with the

specific exception of street paving, garbage collection,
town halls, cemeteries, and parks, These have been eliminated because

they hold munimum benefits for the producer and the function-
ing of the municipio as an agricultural service center. Pro-
posals holding the highest priority include:

i) Municipal Tax Administration ($0.5 million - 24 sub-
loans)

BANMA intends to finance the development of local tax
billing, accounting and collection systems. Based

on low precision property mapping and assessments,

tax billing systems may be installed underp which tax
bills will be delivered to each house or business

on a bi-monthly or quarterly basis. Muni:ipal incomes
are expected to increase between 20% and 50% cvep

the following two years, thus ensuring sub-loan re-
payment and creating the income base for further in-
vestment.

ii) Markets and Slaughterhouses ($2.4% miliion - 22 sub-
loans)

This includes financing for 13 markets and 9 slaugh-

terhouses. The markets will have refrigeration faci-
lities, storage facilities for agricultural products,
and sufficient land for eventual expansion or incor-

poration of small wholesaling operations.

iii) Roads (%1.2 million - 9 sub~loans)

These will consist of access road and town street
maintenance and improvement, and perhaps some access
road construction., Road maintenance and improvement
will be carried out through intermunicipal coopera-
tives. BANMA will finance intzrmunicipal cooperative
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equipment packages consisting of a tractor, motor-
grader, loader and dump trucks. In addition the
Bank will make equipment loans to individual muni-
cipalities.

iv) Potable Water Systems (%$1.2 million - 5 sub-loans)

Direct loans will be made to municipalities owning
their water systems. They will sign contracts with
SANAA for administration, operation and maintenance
of the systems. In cases where SANAA owns the muni-
cipal water system, BANMA is considering financing
their improvement if an _agreement can be reached on
allowing the municipality some cash return on its
investment.

v) Other Projects ($0.2 million - 7 sub-loans)

This category includes bridges (2), transport termi-
nals (1), rural electrification (3), and facilities
for storage of agricultural products {(1). The prural
electrification systems will probably be administe-
red by the National Electric Energy Authority (ENEE)
under contract to the municipality. The facility
for storage of agricultural projects will be viewed
as a pilot proj=ct.

In addition to the 67 sub-loan projects described above,
BANMA plans to finance from its own resources approximately
34 other projects requiring $3.0 in financing during the life
of the Pro,ect. These are shown under "Other BANMA Lending"
in Table II-1.

3. Municipal Technical Assistance Program

BANMA intends to provide technical assistance and train-
ing to the municipalities in three ways: i) directly by
BANMA staff; 1ii) through the ongocing municipal training pro-
gram; and iii) through personnel from other agencies. The
A.I.D. loan would provide $110,000 for the municipal training program,

a) Staff Technical Assistance

Technical assistance at no charge to the municipalities
will be provided by BANMA's Technical Services Department in
the areas listed below. In order to minimize staff require-
ments initially, BANMA will restrict its staff technical assis-
tance to those areas related to the sublending program.

These include:
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* Municipal administrative/economic analyses

* Municipal debt cabacity‘study preparation

¥ Municiﬁal caﬁital imbrovements brogramming

* Preparation of loan aﬁblications to BANMA

* Helping to meet conditions precedent to loan disbursement

* Preparing project administration and maintenance plans as
required by BANMA.

% Setting up separate accounting systems for lcan funded
projects

* Carrying out public bidding on loa:: funded projects
* Adjudication and preparation of sub-contracts

% Fuamiliarization of municipal officials with BANMA policies,
procedures and regulations.

ar,
o

Contracting with construction firms
% Oprganization of tax administration system projects.

% Preparing equipment specifications and parts orders;
operating and maintaining equipment.

* Organizing inter-municipal associations for the initial
purpose of providing street and rnad maintenance services
orn a low-cost, wide coverage basis.

% Assistance in lccating grant funds for projects in munici-
palities with ingufficient or no debt capacity.

% General assistance in local government organization, opera-
tion, and adnministration.

During March 1974 the Technical Services group spent three weeks

assisting various municipalities in preparing analyses, debt

capacity studies, and loan applications. It is expected that

this rhythm will be maintained, thus ensuring that in the

space of a year the team will have visited each member of the

client group of municipalities at least once. After the muni-

cipal analysis, short follow-up visits by one or two team mem-

bers may be scheduled if needed to attend municipal council

meetings to discuss project funding applications and further

TA requirements.

b) Training Program for Municipal Officials and Employees

Last September, the Bank began a program with the Minis-
tries of Public Works and Government for training municipal
officials and employees. The program is designed to provide
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a basic knowledge of municipal administration, including:
proper fund accounting and hudgeting, operation of local plan-
ning councils, administration and maintenauce of public ser-
vices, tax accounting and collection, and ciwil reglstry re-~
cording. Coordination, planning, and selection of partici-
pants is done by the Ministry of Government. BANMA and the
Ministry of Public Works contribute their personnel as ins-
tructors. Personnel from otlher agencies, e.g. SANAA, Fores-
try Corporation, and Ministries are invited to serve as ins-
tructors in their respective fields of competence.

Courses for more than 150 mayors and other municipal
officials have been held so far on subjects including muni-
cipal tux administration, information systems and basic opera-
tions. The program has been received enthusiastically by
the municipalities and the Bank proposes to continue funding
it under the Loan when present funding runs out in July 1974,
Loan funds would be used for short term consulting instruc-
tors, participant per diem and operating costs.

In addition to participating in the training program,
the Technical Services Department has prepared various tech-
aical pamphlets for municipal officials and employees. Among
the pamphlets prepared and distributed are:

* Nomenclacure (street naming and house numbering)
Systems: How to prepare a nomenclature system for
your municipality.

* Guide for planning municipal cadasters
* Personnel administration in the municipality
* Calculuating municipal debt capacity

* The formation of intermunicipal associations and
municipal road maintenance and improvement programs

% Model statutes for intermunicipal associations.

c) Technical Assistance Provided by Other Agencies

There are a number of central government agencies provi-
ding technieal assistance to municipalities. BANMA has
entered into agreements with several to provide assistance for
Bank-financed projects. SANAA will provide design and super-
vision for water works: the Ministry of Public Works will do
likewise for other municipal infrastructure projects. In _addi-
tion, BANMA will attempt to locate appropriate technical ser-
vices for project types where no agreements exist. The Bank
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considers this fynction ipportant, and is making a serious
effort to identify all such services available.

u. BANMA Technical Assistance

Technical assistance to BANMA in the amount of $440,000
is contemplated for loan financing:

a. Training of BANMA Employees ($40,000)

New BANMA employees will receive training through observa-
tion and on the job in other Latin American municipal develop-
ment institutions. This is a continuation, through use of
Loan funds, of the successful training begun under an A.I.D.
grant. Also fellowships and/or partially paid opportunities
for advanced degree programs would be offered to a few indi-
viduals for training in the following areas:

“* Urban Planning and Capital Improvements Programming
* Municipal Administration
* Public Works and Administration
* Regional Economic Development

Recipients of these fellowships will commit themselves
to work for the Bank for twice the period of duration of the
fellowship, and in any case for at least two years after com-

Pleting their advanced degree. The scholarships program will
be administered by EDUCREDITO.

b. Technical Assistance to BANMA ($400,000)

To further improve operations and develop technical assis-
tance expertise in new areas BANMA plans to contract the follow-
ing advisors;

Capital Projects Advisor

He would advise Bank officials and staff on all aspects
of its lending and technical assistance program, and identify
such additional advisory services as the bank may need, in
large part carrying on the functions of the present grant-funded
Capital Projects Advisor.

Tax Administration Advisor

He would continue to train the Bank's tax administration
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project supervisors and assist in the design of individual projects.

Equipment Advisor

Should the expected number of road maintenance and improvement projects,
either on a cooperative or individual municipality basis, materialize an
equipment advisor would be hired to train the Bank's staff to organize and
supervise these projects,

Marketing Advisor

The marketing advisor would train the Bank's staff in analyzing
the marketing implications of the Bank's slaughterhouse and market sub-
projects particularly as they affect the low income producer. Such
analysis would also include the implications of the national and regional
marketing systems on the particular subproject being considered.

Other Short Term Advisors

Short term advisors would be contracted for specific tasks.,
Among tasks that can be foreseen at this time are further development
of management information systems, social welfare aspects of project
appraisal, and procurement procedures,

Evaluation

The services of an evaluation team will be contracted with T,0an
funds to assist as des ribed in Seetion V.B. 1In addition, annual
independent audits will be contracted.

5. BANMA Sublending Priorities

In its Financial Policy (Annex III, Exhibit 4) BANMA.assigns a
general order of priority to subprojects it is willing to consider for
financing. These priorities are further reinforced by its interest rate
structure as outlined in its Credit Policy (Annex II1, Exhibit 3). Sub-
projects are classified by project tye as follows:

Class A. Projects that directly improve the efficiency of the produc-
tion and distribution ¢t agricultural products; e.g. markets,
slaughterhouses, access roads to areas of high agricultural
production, road maintenance and improvement, bridges, and
storage facilities for agikicultural products.

Class B. Projects that indirectly improve the efficiency of the pro-
duction and distribution of agricultural products, e.g.
potable water systems, sewage, electrical energy, preparation
of industriel sites, transport terminals, health centers,
rural schoo.s.

Class C. Projects having marginal affects on agricultural productivity:
street paving, storm drainage, shopping centers.

Class D. Other Projects. These include: garbage collection
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equipment, tax administration, cemeteries, city
halls, recreational facilities, tourism projects,
‘technical and professional services.

In general BANMA considers ciass A and B projects high
priority and class C and D ‘projects low priority. AID funds will
finance class A%B projects and tax administration projects. The Bank's
financial policy calls for the following priorities in terms of amount of

portfollo invested in each class.
Class A 40-50%

Class B 30~-40%
Class C 10-30%
Class D 0-15%

Based on the preliminary sub-project survey and most
recent indications of municipal interest, BANMA's portfolio
at the end of the Project is expected to lock as follows:

Sub-Projects in:

A.I.D. Loan Other Lending Total
Amount % Amount % Amount %
Class A 3.6 66 -0~ -0- 3.6 4?2
Class B 1.5 26 i.4 49 2.9 34
Class C -0- 0 1.5 50 1.5 18
Class D 0.4 8 0.1 i 0.5 6
TOTAL 5.5 100 3.0 100 8.5 100

This distribution follows the Financial Policy arn2 the prio-
rity given to agricultural production and distributiou.

C. BANMA OPERATIONS

1. Lending Procedure

BANMA has developed a procedure (see Annex III, Exhibit &)
to be followed in making subloans which ensures that loans are
tied to improvements in municipal administration. As BANMA®s
municipal lending experience and capacity increases, the Bank will develop
financial techniques and procedures (e.g. loan/grant mechanisms, interest
free loans, effective grant search procedures, project analysis capacity,
eLC,) TO PermIit 1t to reach low income groups both in térms of subborrower
(i.e. thc smaller, poorer municipality) and of subprojects which benefit
this group in the county. Progress in developing such procedures will be
examined during the two loan progress reviews. The first step is a
municipal analysis,
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(a) Municipal Analysis

Utilizing the project list as a guide, the Technical Services Depart-
ment is visiting 40 municipalities that have sufficient income to contract
for sub-loans, starting with the poles and proceeding to the sub-poles
and then other municipalities, They will analyze the economic and
administrative capacity of the municipality; develop a preliminary capita
improvements program; and assist local government officials to prepare
sub-loan applications for proposed projects. A copy of the standard
format used in the municipal analysis is available in LA/DR files.

From the visit, sub-projects are identified and programmed, the
municipal debt capacity is calculated, training and technical assistance
needs are defined, and the effects of the sub-loans on projected munici-
pal budgets and debt capacity are analyzed. Where serious administra-
tive deficiencies are found, sub-loans will be conditioned to ensure
improvements, At this point also a tax administration project may be
recommended,

(b) Sub-Project Applications

The municipalities with the assistance of the Technical Services
Department submit loan applications to BANMA. BANMA is providing this
technical assistance in preparing subloan applications to ensure ade-
quate preliminary project analysis, encourage the submission of high
oriority projects, and to gain the municipalities' confidence. Copies
of the loan application forms are available in LA/DR files.

BANMA conducts an eligibility review witn 2 weeks of receipt of an
application. During the eligibility review, the Technical Services
Department presents its recommendations to a Technical Commission
composed of BANMA's Manager and the three Department Chiefs. These
recommendations will be based on projJect priority, the municipalities'
credit history and debt capacity, municipal administrative improvement
efforts, and economic feasibility. For eligible projects a priority
is assigned, possible preconditions to be met before loan disbursement
are defined, additional data needed is determined, field visits are
scheduled, and the details of project execution are planned.

Eligible applications are then sent to the Finance Department
for detailed analysis. Loan analysts prepare &8 detalled economic
analysis of the project and a recommended financial plan as required
by the Bank's Credit Policy (see Annex III, Exhibit 3). At the same
time the engineering aspects are reviewed by Finance Department
engineers and arrangements are made to correct any deficiencies, If
the loan amount is $50,000 or over and is to be financed from AID
funds, the project is forwarded to A,I,D., for approval.
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The project is then returned to the Technical Commission
for final review and forwarded to the Board of Directors for
final approval. In the case of a project having a total val-
ue of less than $25,000 or a loan amount of less than $12,500
it may be approved by the BANMA Manager. Any subsequent ad-
justment to a loan amount originally approved by the Mana-
ger requires approval of the Board of Directors.

(c) Sub-Loan Contracts

The contracting officer (a lawyer) prepares a sub-loan
contract, consisting of a standard form, (a copy is available
in LA/DR files), annexes, and necessary public deeds and other
documents required by the municipal law and civil code. An-
nexes to the sub-loan contract may refer to preconditions to
disbursement standard regulatiens governing public bidding,
supervision of construction, and required municipal sub-loan
Project accounting systems. Preconditions to disbursement
may include requirements forp training of municipal officials
and/or employees, bonding of municipal officials and employees,
the presentation of operation and maintenance plans according
to Bank regulations, etc. The contract is then sent to them u-
nicipality for signing. The time required from receipt of sub-
loan application to signing of sub-loan agreement is estima-
ted to be about 90 days.

2. Ci2dit Terms, Repayment and Execution

(a) Credit Terms

The Bank has established the maximum and minimum sub-loan
interest rates, grace periods, and maximum repayment periods
in its Credit Policy (Annex IT1I, Exhibit 3),. Within these limit:
the terms governing any specific subloan will depend on an
analysis of the degree to which the project is self-financing
and on the repayment capacity of the municipality. The finan-
cing plan developed for each project will be based on the max-
imum interest rate and the minimum repayment period possible
to allow the municipality a 10% average annual return on its
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investment. To meet that criterion interest rates, repayment
period, and counterpart requirements can he adjusted within
the following limits:

Maximum Repayment Counterpart

Sub-Project Class Int.'Range Period (years) Range
A 4-10% 15 10-30%
B 5-10% 12 10-40%
C 6~10% 10 10-50%
D 7-10% 10 10 -60%

These limits reflect BANMA's survey of likely demand,
They may be modified as the Bank develops more lending experience.
The granting of any interest rate lower than 6% per annum will
require a special justification. Grace periods will cover
the expected execution period of subloans up to 18 months.
The Bank intends to finance a maximum of 30% of any project,
with the municipality contributing the remainder. The counter-
bart range indicates the relative amount of municipal support
or grant funding that may have to be sought. This will be
especially impcrtant in cases where a project will not be fully
sclf-financing. The Bank will accept as counterpart both cash
and in-kind contributions including those from other GOH agen-
cies, local donors and international agencies. BANMA will
help the municipalities locate appropriate sources of grant
funding where BANMA's softest terms fail to allow a priority
project to be financed on a self-paying basis.

(b) Repayment

BANMA has several methods to guarantee repayment of sub-

loans:

i) The standard sub-loan contract requires municipalities
to authorize BANMA to deduct loan repayments from mu-
nicipal deposits in BANMA or other banks and will allow
BANMA to attach municipal deposits to cover loan repay-
ments. Although the municipalities are required to
maintain their accounts with BANMA, a large number
have not done so. Satisfying this requirement may be-
come a condition for lending.

ii) BANMA is testing a correspondent bank plan which will
e¢nable it to offer checking account and. other bank
services (through the offices of other publiec and



method of depbsfting their funds in BANMA. Unti:
now this deposit requirement has not been met in
Part because of the limited accessibility of BANMA.

iii) The standard sub-loan contract also has provigion
‘equiring the municipalities to obren a separate
bank account in BANMA fop each sub-loan funded pro-
ject. BANMA authorization ig then required before

(c) Sub-Project Execution

Procurementof materials, equipment, goods, and construc-
tion and consulting services of less than $5,000 will be ca-
rried out employing good commercial Practice i.e.: three op
more quotations from reputable firms. Procurement of goods
over $5,000 will be carried out by advertised, competitive
bidding. Procurement of consulting, engineering, and con-
Struction services of less than $25,000 will be carried out
by assignment of the project to pre-qualified firms based on
@stablished unit costs. Procurement of consulting and con-
ftruction services of $25,000 or more will be carried out by
advertising for broposals from pre-qualified firms. Construc-
tion firms will be required to post a 5% bLig bond, a 20% per-
“ormance bond, and a 15% payment bond for projects over $50,000.

Disbursements will be made against paid vouchers, cer-
tified by the superviser. Separate accounts will be maintained
by municipalities to account for project funds.

3. Coordination

@) Coordination With Other Agencies

In order to reduce duplication of effort and the cost of
Projects, BANMA is promoting interinstitutional cooperation.
The Interinstitutional Coordinating Group - the Council for
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Planned Municipal Action (CONAPLAM) - has established a committee for
reviewing municipal projects. It is expected that the committee will
begin to function shortly. It will attempt to eliminate duplications
in the programming of the member agencies, and will serve as & centra-
lized source for locating grant funds for non-self finencing projects.
Prior to financing any municipal services requiring participation
(planning, staffing, equipping, etc.) by other central government agen-
cies, e.g. health centers and schools, BANMA will enter into an agree-
ment with the appropriate agency to assure their participation in the
project, The members of the Coordinating Group are the Ministries of
Government, Public Works, and Public Health, INVA, BANMA, the Tourism
Institute, the Honduran Municipal Association, SANAA and ENEE,

The Ministry of Public Works, the Electrical Energy Authority (ENEE)
and the Water and Sewer Authority (SANAA), will provide project feasi=-
bility studies and designs. BANMA has signed agreements with SANAA and
Public Works and is negotiating a third with ENEE. The project types
covered by the agreements are water systems, markets, slaughterhouses,
street paving, and storm sewerage. These agencies also provide construc-
tion supervision for the projects they have designed. BANMA will exercise
care not to substitute its funding for financing that is avallable from
any of the central government agencies,

The Ministry of Public Works is preparing with IDB assistance local
development plans for all polar and sub-polar municipalities over the
next 5-10 years. BANMA is participating in the elaboration of these plans
by providing the results of its municipal analyses and debt capacity stu-
dies to the Ministry for inclusion into the plans,

The personnel of the Ministry of Government's Office of Municipal
Technical Assistance are receiving training in the instellation of proto-
type municipal budgeting and accounting systems that have been designed
by an IDB-funded advisor working at the Ministry of Public Works. The
Ministry of Government personnel will begin installation of the systems
in June, 1974,

(b) Coordination With Other Sources of Financing

There are k& major loans currently being executed or negotiated that
relate to BANMA's sphere of operations:

i) SANAA is negotiating a loan with IDB for the financing of 150
rural aqueducts in villages of less than 2,000 inhabitants.
Since these systems are not self-financing, BANMA would not
(except in unusual circumstances) be involved in their financing.

ii) The Urben Development Office of the Ministry of Public Works is
assisting the Municipality of Puerto Cortes to secure concession-
ary financing from IDB for carrying out their Master Development
Plan, Should the IDB financing materialize BANMA will take neces=-
sary steps to ensure coordination with the Bank and avoid dupli-
cation of effort.

iii) The General Direztion of Roads is also seeking in conjunction
with the Planning Council the inclusion of $1.0 million for access
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road construction in the proposed A.I.D. rural sector program.
Consequently BANMA has no direct construction of access roads
planned at present,

iv) The Central Bank has $1.0 million available for construction of
slaughterhouses through the livestock fund created under a World
vank loan. It is estimated that about 5 or 6 slaughterhouses
will be built with the funds. The probable sites for these in-
vestments have been excluded from BANMA's project list.

The SANAA and Public Works loan programs referred to above represent,
to a great degree, grant funds available to the municipalities. In addi-
tion, the Hinistry of Public Works and other GOH agencies directly fi-
nance specific projects from the national budget each year. Also, various
vrivate and internaticnal agencies have materials and funds which they
make available on a prant basis. BANMA is in the process of compiling
4 directory of avajlal.le sources of such grants which it wishes to tap
for municipalities.

h.oo Otner BANMA Operations

siiliid will continue to offer various banking services to the munici-
ialities and the public:

i) Checking, savings and time deposit accounts. These accounts cu-
rrently provide BANMA with almost $1 million of capital.

ii) Trust and fiduciary services for the municipalities. This in-
cludes puaranty and placement of municipal bond issues and dis-

counting of letters signed by taxpayers for payment of tax bills

and paving charves. The small comuissions earned on these dcti-
vities have provided a substantial portion of BANMA's operating
income. BALLA will continue to use the bond puaranty and place-

ment service as a means of financing projects for which its lend-
ing capital is insufficient.

tliscellaneous banking operations. These include travelers checks,
line of credit arrangements with foreign banks, purchase and

sale of foreign currencies, handling of GOH subsidies to munici-
palities, rotating fund for USAID funded projects, and tax collec-
tion services for the municipalities.

| S
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5, LEvaluation

BAKMA proposes to have an ongoing evaluative process that will ena-
Lle it to see the degree to which it is accomplishing the various object-
ives it has been assigned. At first, the objectives may Le somewhat narrow
(i.e., cmphasis on developing BANMA as a strong financial institution)
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SECTION III - TECHNICAL SOUNDNESS

A. MUNICIPAL DEBT SERVICE

The capacity of the municipios to service the increased levsel of in-
debtedness which will result from the contemplated BANMA sublending pro-
gram will not constitute an important factor limiting the amount of
credit they can absorb or service.

It is estimated that by the end of 1980 outstanding municipal debt
channeled through the BAMMA will totcl nearly L. 20 million. Because
of the strategy of focusing progremmed investment in the 27 agricultural
service poles and sub-poles, around L. 17 million, or 88%, is expected
to have been invested in these regional centers. Since at present these
27 centers account for only 32% of londuran wunicipal revenues, any debt
service bottlenecks that may exist would be in these 27 regional centers.
At the same time, and although the lack of reliable data for the smaller
municipalities precludes a more thorough analysis of their debt capacity,
it is thought that since smaller municipalities handle 257 of Honduran
municipal revenues their debt servicing of only 127 of the contemplated
sub-loans should not constitute an excesgive burden. In light of the
above, the Misasion and BANMA undertook the fellowing analysis of the
projected debt capacity of only the regional centers.

The debt service capacity of the 27 poles and sub-poles doubled from
L. 663,000 in 1970 to L. 1,332,000 in 1973 (see Table IXII-1). It is ex-
pected to double again by 1977, and by 1980 to reach almost L. 4 million,
triple the 1973 capacity. The basic reasons behind this are:

- Currant revenues are growing at a faster rate (8%) than current
expenditures (5.17), with the result that current savingr are growing
at the rate of nearly 121 per annum.

- Debt service is increasing at an annual rate of only 6%, in spite
of higher interest rates; this reflects the large percentage of munic-
ipal investment financed by current savings resulting from insufficient
availabilities of credit at present.

The projections of current revenues and expenditures in Table III-1
are based on historical tendencies and therefore do not reflect the
effecta of the new BANMA sublending program (i.e., they do not take into
account the favorable effects of the tax administration projects, nor
the fact that most projects will generate revenues), Table III-2 proj-
ects total new BANMA sublending, the average balance of the subloan
portfolio and the subloan debt service from 1974 to 1980. Table III-3
combines the elements of projected debt service capacity, debt service,
and municipal subloan counterpart under two sets of assumptions. In
the first, all subloan debt servicing is assumed to be met by current



Table III-1, PRCJECTION OF CURRENT REVENUES, CURRENT EXPENDITURES,

CURRENT SAVINGS, AMORTIZATION OF PRESENT
DEBT, AND ADDITIONAL DEBT SERVICE CAPACITY FOR AGRICULTURAL ROLES AND SCHEDULES

(000 "s of Lempiras)

1970 1971 1972 1973 1974 1975 1976 1977 1978 1879 1280
Current Revenues 3,801 4,114 4,609 4,988 5,388 5,819 6,284 6,787 7,330 7.916 8,549
Less: Current Expenditures 2,678 2,791 2,956 3,107 3,265 3,432 3,607 3,791 3,984 4,188 4,401
Current Savings 1,123 1,323 1,653 1,881 2,123 2,387 2,677 2,996 3,346 3,728 4,148
Less: Service of Existirg Debt 460 494 479 548 959 797 660 462 240 230 171
Additional Debt Service Capacity 663 829 1,174 1,333 1,1e4 1,590 2,017 2,534 3,097 3,498 3,977
Note: 1970-1973 are historical figures; 1972-1980 are projected according to the following criteria:

(1)

(2)

(3)

Current Revenues are projected to increase at the rate of 8.0% per annum, the 1965-1973 growth rate, the

1970-1973 rate being 10.1%.

-SS-

Current expenditures are projected to increase at the rate of 5.1% per arnnum, the 1970-1973 growth rate --

the only figures available.

Service of existing debt is based on projection of seven in-depth studies; it assumes amortization of
debts for the purchase of BANMA shares over a twenty year period starting in 1974 and the ratio of present
debt amortization to be the same in the 27 poles and sub-poles as in the seven municipios studied have an

estimated 51% of the total current revenues received by the 27 poles and sub-poles.



TABLE III1-2  HURICIFAL SUBLENDING PROGRAM, AGRICULTURAL SERVICE FOLES AND SUBPOLES
TOTAL NEW LENDING, AVERAGE BALANCE OF SUBLOAN PORTFOLIO. AND SUBLOAM
DEBT SERVICING - 1974 - 1980 (000's of Lempiras)

1974 1375 1976 1977 1978 1979 1980

Tctal New Sublending

(A.I.D., General and Reinvestment) 906 $,137 4,726 5,219 2,376 2,816 3,212
Sub~-Lean Portfolio:

Begimming Balance - 896 4,931 6,278 13,687 14,729 15,879
Add: New Subloans 906 4,137 4,726 5,219 2,376 2,816 3,212
Less: Repayments 10 102 379 810 1,334 1,666 1,862
Year-end Balance 336 4,931 9,278 13,687 14,729 15,879 17,229

Average Balance 448 2,914 ° 7,104 11,483 14,208 15,304 15,554

Sub-Loar Debt Servicipg:

Interest 34 228 592 89 1,224 1,305 1,408

Repayments 10 162 379 816 1,334 1,666 1,862

Commissions _9 41 50 49 18 19 24
Sub-Loan Debt Service 53 371 1,621 1,848 2,576 2,990 3,294

-gg-

SOURCE: Figures in this Chart were derived by multiplying the relevant items in the carh flow by a
factor of 0.88 (the proportion of BANMA sublending slated for the agricultural service poles
and subpoles).
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revenues growing at the 1965-1972 growth rate. This assuaption implies
that none of the projects to be financed by the BAMMA sublending program
will generate sufficient new revenues to contribute to new debt serv-
icing. Because approximately 807 of the programmed projects arg self
firancing this is clearly the limiting case. The second assumes that
only 20% of the subloan debt service will be met by current revenues
because 80% of the programmed projects are expacted to be self financing.
It is of course posaible that these projects will generate surpluses in
excess8 of their operating and debt scrvicing costs and contribute to
defraying the costs of projects which are not self financing (principally
the access road construction and maintenance element) -- but this is not
considered probabla or even necegearily desirable.

The range between the two projections in Table III-3 is a large one.
In the case of the first projection, the amount of current savings avail-
able to finance non-subloan fiaanced investment falls beyond 1975 to a
clearly unacceptable level, being negative in 1977. In the case of the
second projection, the amount of current savings available for non-subloan
financed investment is more than sufficient. It is probable that the
current savings avallable for non-subloan financed investment will fall
somewhere between these two prejections bocouse some of the self financing
projects may not reach their projected break-even pointa or do so as
rapidly as expected. When the PAMMA technical staff performs the detailed
project analyses and feasibility studies required for each project, it will
ve possible to determine where between these two limiting cases the current
savings available for non-sublesn financed investment will fall. It i ex-
pected that the average will be much closer vo the second projection than
to the first and that in an overvholming majority of cases the break-even
point will not oxtend bevond the subloan grace period. Sufficient debt
service capaclty thus exists in the 27 ggricultural poles and sub-poles
7 service the programmed levals of indebtedness.

The BANMA's technical staff has been conducting in-depth studies in
each of the municipios to detarmine debt capacity on & case by cage basis.
1t is clearly possible that while in combination the 27 centers have suf-
ficient debt capacity, individual municipalities might not. Of the seven
rmunicipalities that have been studied in depth to date, five showy more
than sufficient debt capacity to finance programmed profects. In two,
insufficient i{imodiate debt service capaclty was encountered., In both
of these cases, improved user charge collections or better control over
current expenses during the first half of the disbursement period would
provide sufficioent debt capacity to permit the execution of programmed
projects during the later half. It is expected that similar results will
be encountered in the other 20 polar and sub-polar centers. Moreover,
BANMA will provide direct TA and finance tax billing and collection system
installation in those wsunicipalities presently having insufficient debt
capacity so as to develop more quiclkly their investment potential. Thus
it is not anticinated that insufficient debt capacity will require major
revisions of th: list of programmed projects.



TABLE III-3, PROJECTIONS OF CURRERT SAVINGS AVAILABLE FOR NON-SUBL  PIRANCED INVESTHENT I ACRICULTURAL SERVICE POLRS
AND SUBPOLES, 1974 - 1980 (000's of Lempiras)

1974 1975

1976

1977 1978 1979 1980

Projection No. 1, 100% of subloan debt aservice to be met by curreant revenues

Additional debt service capacity 1163 1590
Less: 100%2 of subloan debt service 53 371
Less: Mun. subloan counterpart 160 730
Current savings available for mon-subloan

financed investment 950 489

2017
1021
834

162

2534 3097 3498 3977
1848 2576 2990 3294

921 419 497 567
(235) 102 11 116

Projection Ro. 2, 20% of subloan debt service to be met by current revenues

Additional debt service capacity 1163 1590
Less: 20% of subloan debt service 11 74
Less: Mun. subloan counterpart 160 730
Curreat savings available for non-subloan

financed investment 992 786

2017
204
834

979

2534 3097 3498 3977
370 515 598 659
921 419 497 567

1243 2163 2403 2751

SOURCES: Additional debt service capacity, Table III-1.
Subloan debt service, Table III-2.

Municipal subloan counterpart is equal to 15% of sub-project cost and is

of Table III-2.

therefore equal to 17.65% of total new lendimg

-85~
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B. NEED FOR INCREASED REVENUES

Many local needs caunnot be met by self financing capi.al investwent
projects, but require incregsscd levels of current expenditures, financed
by increased tax collections or other current revinues. Among these
needs are such activities as schools, health centers, children's feading
stations, access road improvement and maintenance and other local govern-~
ment activities for which user charges are not eas’ly applicable. The
BANMA sublending program includes one such activit, --access road mainte-
nance and improvement. This activity amounts to about 20% of the cost
of BANMA subprojects. The estimaced cost of these subprojects in the
27 agricultural service poles and avb-poles 18 around L. 1.2 million.

Although the preceding debt capacity section indicated that guf-
ficient capacity existed for servicing the debt entered into for these
non self-fimancing projecte, it did not take into account the increased
current expendituves resulting from these projects. In the 27 regional
centers, Buch projects will increase current expenditures for operations
and maintenance by about L. 500,000 per anmums. These expenditures are
not likely to be offset by increused user charges. If expenditure in-
creases are not offset by corresponding revenuve increases, they will have
serioua consequencea for current savings and dabt capacity.

1t is expected, however, thwt increases in current revenues resulting
from the estenlishment of {mproved tax administration measures (mapping
and reiated tex billing systems) will provide more thar onough current
expenditures ¢ 5%fpet non self-financing projects. Based on studies of
the San Pedro Suia cadastar progrsm to date, it is expected that after
the first yeas »r two of operation, the curremt revenue base of these
27 agricultural noles and sub~polas will increase by about 15% to 18%
(L. L.0Omillion to L. 1.2 millicu). Thie projected increase is consid-
erably more thon the L. 500,000 fncrease in current expenditures pre-
viously mentioned, and will probakly previde seme surplus. This surplus
should both make it easier tvo attsnd those local needs not met by this
profect as well as increade Jdebr gsrwice capecity.

In conclurion, it is expected that future revenues in the 27 agri-
cultural pole: and sub-poles will be suificient te cover debt servicing
requirements ami leave u margin sufficiently large to allow the muni-
cipins to respsmd to locel investment needs not contemplated under this
project. Although increesed municipal revenues are not necessary for
the success of this loan, a major decrease in municipal revenues or
shrinkage in the legal tax base could seriously weaken the project's
feasibility. It is not anticipated that revenues would decrease if
the municipal tax base is left intact. & Covenant assuring that no
governmental action will be taken to reduce this tax base will be
included in the Loan Agreement,
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ii. Be operating in the viack.

iii. Reduced its delinquency rate to no more than 2% of
the amount due and payable.

iv. Increased its capital from $1.4 million as of 12/31/73
to $8.0 million of 12/31/77.

v. Reduced its long term debt by $600.000.

vi. Have assets of $10 million with a municipal loan
portfolin of $8.0 million.

vii. Have increased its municipal deposits from $285,000 as
of 12/31/73 to $735,000 by 12/31/77.

viii. Have the deposits of 120 municipalities among its
assets through the correspondent bank plans.

ix. Have provided or coordinated provision of direct
technical assistance to 60 municipalities.

¥. Lstablished formal channels of communication with
the various agencies of the GOH that influence muni-
cipal operations in order to assist in the develop-
ment of programs and policies beneficial to the mu-
nicipalities.

xi. Creatcd an on-going T.A. program f{or municipal offi-
cials as evidenced by a plan of operations, a bud-
get, and past performance.

xii. The BANMA staff will have developed sufficient ex-
pertise in planning, administration and accounting
to permit the institution to operate without exter-
nal T.A,

xiii. Developed operational procedural manuals based on
the pnlicies, regulations, and directives developed
during its reform period, and established a proce-
dure for amending the manuals as required.

®iv, Developed policies and procedures (including project analysis)
which accounts for and gives-priority to social equity consid=
erations in approving projects,

XV, Managing its operations in compliance with the instructions
found in the manuals and procedures mentioned in xiii and xiv above,

The polar and subpolar municipalities, by the end of the Loan
disbursement period will have:
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i. Emphasized the development of services required by
the low income rural population living outside of the county seat,

ii. Raised the percentage of their revenues spent on in-
vestment to 35% per year.

iii. Raised the percentage of their revenues spent on in-
vestment in class A and B (high priority) projects
to 25% per year.

iv. Made accessible to 50% of rural residents a hygienic
market or slaughterhouse within 2 hours travel of
their farms.

v, Have created 600 temporary and 300 permanent jobs
through loan funded projects and 2,500 temporary
jobs through subcontracts with construction compa-

nies,

vi. Have installed tax billing and accounting systems
and be collecting in 1977 80% more taxes than in
1973.

vii. Have installed double entry accounting systems and

be maintaining them up to date.

viii. Formed 8 intermunicipal cooperatives which will be
providing efficient road maintenance and improvement
services on over 800 Km. of roads in key agricultu-
ral areas.

ix. Developed a planning and budgeting capacity.

E. ENVIRONMENTAL CONSIDERATIONS

The USAID Capital Assistance Committee has determined
that the activities of the proposed project will have no
long range adverse effects on the Honduran natural environ-
ment. To the contrary, most of the public wnrks pro-
jects financed with A.I.D. loan funds will result in an im-
proved and more healthy urban environment. This will be
particularly true in the cases of water and sewer system
projects, and improved markets and slaughterhouses. It is
the intention, however, of the Mission to include a clause
in the Loan Agreement bringing environmental considerations
to the attention of BANMA. It is anticipated that when the
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the nature and size of sub-projects merits it, BANMA will
include a discussion of the environmental impact in theip
reviews of sub-project proposals.
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SECTION IV FINANCIAL AMALYSIS
A. PINANCIAL PLAN

1. Pund Use and Source

The use and source of Project funds over the three-and-one-half year
disbursement period of the Loan 1is as follows ($000):

A.1I.D. HOST COUNTRY TOTAL
L GOH BANMA Munic.

Subloans 1,200 2,300 1,500 500 611 6,111
Tech. A, Loo Loo
Training Lo 110 150
Equipment 50 50
Subtotal 1,600 2,410 1,500 500 611 6,711
TOTALS 4,100 2,611 6,711

The A.I.D. loan totals $4.1 million or 61% of the total project cost.
The host country contribution totals $2.611 million or 39% of the total
cost. The municipal portion of the host country contribution represents
the municipality's contribution to each subproject (10%) as the Bank will
finance a maximm of 90% of each project. In most cases a larger munic-
ipal counterpart is expected but a conservative figure of 10% has been
used here. This contribution may be in cash or kind. The Bank contri-
bution of $500,000 will come from its own resources and will be made avail-
able immediately upon signature of the Loan. The Govermment contribution
of $1,500,000 will come from budgetary sources and will be made availablae
on a pari passu bagsis with Loan disburgsements. In addition, in order to
assure the continued capitalization of BANMA after the Loan disbursement
period, the Government has agreed to provide budgetary support to BANMA
of $3.5 million over the 7 years following disbursement of the AID Loan.
Because of the relatively high GOH contribution it has been agreed that
the Govermment may include reimbursement for BANMA's investment in the
San Pedro Sula airport (represented by unrepayed advances to contractors)
as Loan counterrart. Under the bond amortization schedule, this would
amount to §$122,185 per annum or a total of $427,048 over a 3 1/2 year
period. Its effect on BARMA's financial situation is to replace an uncol-
lectable debt with a bona fide GOH receivable. The remaining $1,072,352
of the GOH contribution would be a straight budgetary transfer.

2. Loan Amount

Several considerations were taken into account in setting the amount
of the Loan. The first was the amourt of funds that BANMA could be
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expected to commit for eligibl2 projects over a three year period. Of
the total number of municipal projects that the Bank has identified,
priority was given to those projects wvhich clearly met the agro-service
center concept, and to those which would increase municipal income and
municipal repayment capacity. Allowances were made for the fact that
some of these may not materialize, and the operating capacity of the
Bank was taken into account.

Lending at the levels proposed represents an increase in its volume
of new municipal lending from an annual average of $442,000 for the
1970-72 period to $2,578,000 for the 1975-78 period. Although BANMA has
clear lending and credit procedures on paper and has already begun de-
veloping subloans, the direct loan process (and the degree of subloan
analysis) is new. Key staff members are new. The Bank's history in
general is one of {nadequate performance. Consequently, the Bank's ex-
perience can be considered some tat thin at this point weriting a con-
servative approach.

A second major cousideration wes the need to establish a financial
base adequate to enable the Bank to raise funds and continue operations
including technical assistance after the Loan disbursement period. In
addition the Dank should have enough resources to make an impact oun the
municipalities 2nd so enable it to overcome its previous poor reputation.
A $3.5 million Loan added to the GOH contribution of $1.5 million is
expected to meet this requirement. Technical assistance, training and
equipment requirements added to thia then yields a Loan level of $4.1
million.

3. Borrower and Loan Repaymeut

The Borrower will be the Government of Honduras, who will donate the
Loan proceeds to the BANMA to increase its capital and assume the re-
payment obligation. Given the low levels of Govermment incurred inter-
national debt, contracted on fairly soft terms, the smount of foreign
exchange going to service outstanding debt as a percentage of exports is
quite low. Table IV-1 shows Honduras has the lowest debt service ratio
(debt service to foreign exchange) in Central America. .



-67-

TABLE 1IV-1, CAM 8 TIO8: 1972
(Percent)
Guatamals 10.5
Nicaragua 10.1
Costa Rica 10.0
El Salvador 4.0
Honduras 3.4

Source: IBRD dats

The trend of this ratio over the recont past indicates a slight
rise to 3.8 percent in 1973 as can be seen in Table IV~-2., There remains
more than adequate capsacity to service the Government's international
debt.

TABLE 1V-2, HOMDURAK DEBT SERVWICE IATIO: 1965-73

Debt Service Exports Debt Service Ratio

($ Millions) (8 Millions) (Percent)
1965 3.3 138.6 2.4
1966 3.4 157.4 2.2
1967 3.5 170.6 2.1
1968 3.4 196.7 1.7
1969 4.3 186.7 2.3
1970 5.6 195.5 2.8
1971 7.0 215.6 3.2
1972 7.9 230.6 3.4
1973 10.6 279.3 3.8

Sources: 1965-72: IBRD data

1973 :+ Mission estimates
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B. BANMA FIRANCIAL POSITION

1. Situation at December 31, 1971

The financial statements of BANMA for the year ended December 31,
1971 (Aunex IV), as adjusted by AID financial analysts to reflect their
opinion as to the true financial position of the Bank, show that the
organization was facing a serious liquidity crisis due primarily to the
historical lack of earning capacity coupled with under-capitalization.
The debt/equity ratio was 4.7 to 1 which must be considered as excessive
leverage, particularly when negative returns on capital had been desmon-
strated. The Bank was virtually operating on funds provided by time
deposits from the Nationmal Port Authority, and had the time deposits been
withdrawn BANMA would have been forced into a position of technical
bankruptcy. Outstanding long-term debt in the form of Bonds had been
issued with a three year grace period on amortization of principal.
FANMA was unable to service that debt, amd was in very serious finan-
cial straits.

2. Current Financial Pogition

BANMA management has taken actions during the past eighteen months
that have resulted in major progress toward solving the liquidity przb-
lem and operational problems that have plagued the Bank. BANMA has
accomplished the following:

(a) The municipal loan portfolio hee baen analyzed and a major portion
of delinquent accounts collected or re-financed. BANMA officials con-

tinue to monitor the portfolio closely to improve the delinquency rate

and improve collzction procedures.

(b) Comrercial operatioms have been discontinued. The commercial loan
portfolio was purged of uncollectible accounts. An agrressive collec-
tion policy has been established and the portfolio hes beeu reduced
considerably. Estimatec zre that the remaining balances will be col-
lected through 1977.

{c) BANMA has ‘ssued bonds totaling $1.85 million redeemable through
1981 to the Natinnal Port Authority, thereby converting into long-term
debl capital a chort-term obligation that bad been a major liquidity
burden,

(d) The BANMA has negotiated a settlement to the problem related to
the construction advances made for the San Pedro Sula airport project.
By govermment decree, the GOH has agrced to pay to BANMA approximately
$900,000. Thece payments will be considered a part of the ten year
capital contribvtion by the GOH.



-69-

{e) Considerable cost savings have been effected by closing one branch
office and reducing the number of Bank employees by 24.

The financial statements for the year ended December 31, 1973 pre-
sented in Aanex IV, show the improved financial comdition of the Rank.
The liquidity crisis has been reuolved to the point where the Banl: has
invested in short-term securities to utilize excess lia:idity. The
balance sheet shows an investment of approximately 1.© .ilion Lempiras
in marketable securitircs and sowe 655 thousand Lewpiras in cash and cash
items. Against these relatively liquid assets the balance sheet shows
current ligbilities of 738,000 Lempiras including interest payable and
loans approved but not disbursed. The statement of operations for 1973
discloses that BANMA through reduction of personnel, consolidation of
physical plant, and investment of excessliquidity was able to produce
a small return on capital for the year.

3. Projected Future Operationa

Projections of future operations have been prepared for the tzn vear
period through 1983. Cash flow projections and balance sheet and state-
ments of income and expense are presented in Annex IV. Based on con-
servative estimates of growth from the infusion of capital from the AID
loan and the GOH ten year contribution, BARMA will attain a position of
self-sufficiency with a capital base and loan portfolio adequate to
generate profits and accumulate reserves to cover legal requirements
and contingencies. During the initial two years of the AID Loan Project,
losses from operations have been projected due to estimated increases
in administration costs being incurred before lending increases suf-
ficiently to generate offsettiug revenues. In 1976, however, a break-
cven point is reacher, and revenues from the expanding lending program
rontinue to grow thrsugh 1983 at a rate greater than the administrative
cogts required o ojerate the Bank. Conservative profit projections
through 1983 indicace that by then BANMA will veach a level of operatiom
that may provide a return on capital asufficlenc to attract new equity
capital to expand ite lending program. Additionally the Bank will have
liquidated its long-term debt and will be in an excelleat rfinancial
nosition to seek leverage (debt capital) thereby broadening its operating
2bility and further expanding its municipal lending capacity. The pro-
Yected balance sheet and income statement for 1983 shows that the BANMA
should generar+ a return of Lps, 1,160,000 or 4.3% on capital. Total
capitalization of the Bank will have increased by almost nine times
from Lps. 3,038,000 in 1973 to $26,965,000 estimated for 1983.

3. Municipal Loan Delinquencies

During the past two years BANMA management has addressed the problem
of delinquent municipal obligations. Working on a case by case basis,
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some obligations have been refinanced and others have been brought into
current status. BAMMA officials continue to work on the remaining de-
linquent or defaulted municipal obligations. The balance sheet as of
February 28, 1974 (Annex 1V) shows the balances held by BAMMA in munic-
ipal obligations as follows:

Municipal Bonds Lps. 204,700
Municipal loans and discounts 254,539

Municipal loans assumed by
as guarantor Y- Y
Lps. llc.ﬁ.Blﬁ
In addition BANMA is contingently liable as guarantor Zor Lps. 2,439,000
in outstanding loans and bonds. Of the total Lps. 3,689,81L in outstanding
municipal obligations either held or guranteed by BANMA, Lps. 700,000
are delinquent. Of the delinquent total approximately Lps. 260,000 is in
the process of being refinanced. The remainder of Lps. 440,000 represents
approximately 127 of the BANMA municipal loan portfolio. The reserve for doubtful
loans totals Lps. 150,000 or approximately 3L% of the delinquencies. If
the entire balance of delinquent lozns at February 28, 1974 should prove
to be uncollectible, which is highly unlikely since the municipal entities
continue to exist and produce revenues, the operations of BANMA would not
be materially affected.

w

Considering that BANMA officials are working to bring the delinquent
loans up to a current basis and that a number of safeguards have been
built into the fsture municipal lending program to ensure againt a con-
tinuation of the problem, the current level of delinquent municipal loan
does not constitute a major problem.
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Development Role. 1Is BANMA functioning as a develop-
ment bank? Has BANMA understood and fulfilled the
development role assigned to it? Have BANMA's
coordinative activities helped it to carry out its
functions and improve municipal functioning? Have
GOH programs, policies and actions helped or hindered
BANMA in carrying out its functions?

Institutional Progress. 1Is BANMA a Wwell run self
sustaining institution? Have the financial projec~
tions described in the loan paper been achieved?

Has BANMA provided or facilitated delivery of the
expected types and amounts of financial and technical
assistance to the municipalities? Have BANMA's
policies, regulations and directives been developed
and utilized as described in this Loan Paper? And
improved? Has its professional staff been developed
as outlined in the Loan Paper? Have internal evalua-
tion mechanisms functioned as expected? And improved’
Has BANMA played a leadership role in providing the
development viewpoint of municipal government with
the GOH? With the municipalities?

Municipal Improvement. What improvements in
municipal administration have occurred? Have re-
venues increased to the degree expected, Have
administrative procedures, especially accounting

and tax administration systems been improved? Has
municipal investment gone up? Did current savings
increase significantly? Has municipal ability to
provide public services and infrastructure improved?
Who have been the primary beneficiaries of the
investments?

Subproject Costs and Benefits. Which subproject
types have been the best investments? What have been
the costs and benefits of different types of sub~
projects? Which sub-project types have been best
administered by the municipalities or contracting
agencies? Which sub-project types have been most
difficult administratively for the municipalities

and what steps could be taken to improve theéir
administration? Have the costs and benefits met
expectations? Have the sub-projects been financially
good investments for the municipalities from an
economic and cash flow point of view.
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C. MONITORING RESPONSIBILITIES

The loan will be monitored for the USAID by the Chicft
of the Institutional Development Division supported closely by the
Capital Development and  Engineering staffs. The latter

are expected to be heavily involved initially in
procurement, lcan. compliance, and engineering aspects of trne
project as it gets underway. The Mission Controller wili
assist in reviewing the financial aspects of the project.
~These offices will alsc be responsible for reviewing and
approving &all subloans over $50,000. Subloans over this
amount will be reviewed for conformity to BANMA operating
criteria and Project ¢riteria, appropriateness for A.I.D.
financing, and general engineering and economic soundness.
This subloan ceiling will be reviewed in the course of
program reviews and may be modified at that time.

D. PROCUREMENT AND DISBURSEMENT

Procurement will be authorized from Code 941 and CACH
countries. The subborrower (the municipality) will procurec
directly under BANMA's supervision in compliance with BANMA's
A.I.D. approved Procurement regulations. (See Section II-C-
2, Subproject Execution). The majority of such procurement
is expectad to be local procurement of consultant and
consiruction services fo small civil works projects, althcu.n
approximately $1.0 million in road equipment under various
subloans will also be purchased. Since the jobs will be so
small as to preclude the interest of U.S. firms and since
this is an ICI loan, no advertisement will be conducted in
the U.S. except for road equipment procurement. All
procurement for the Bank's own account will be conducted in
accordance with A.I.D. Project Guidelines.

Disbursement for local costs will be in accordance w:-n
pProcedures to be determined by the USAID Controller. Disburse-
ment for dollar cost will be made through normal Letter of
Commitment procedure.
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TABLE No. 1

IN RELATION GROSS HATIONAL PRODUCT, 1960-1972

LOCAL GOVERNMENT AND CENTRAL GOVERNMENT EXPENDITURES

GR0SS NACIONAL PRODUCT

CENTRAL GOVERNMENT EXPENDITURES

LOCAL GOV. EXPENDITURES

MILLIONS OF MILLIONS OF AS % OF MILLIONS OF AS % OF

LEMPIRAS LEMPIRAS G. N. P. LEMPIRAS G. N. P.
1960 763.9 92 .1 12.6 8.4 1.1
1961 785.4 93,2 11.9 8.5 1.1
1962 843.6 98.9 11.7 10.9 1.3
1963 862.2 1044 12.1 8.9 1.0
1964 930.5 112.9 12.1 12.0 1.3
1965 1,025,2 125.5 12.2 11.6 1.1
1966 1,082.3 143.5 13.3 14,2 1.3
1967 1,162.9 145, 3 12.5 17.0 1.5
1968 1,247 .4 169.3 13.6 14.0 1.1
1969 1,302.0 205.6 15.8 16.7 1.3
1970 1,382.5 228.6 16.5 16.9 1.2
1971 1,466.6 227.7 15.5 17.5 1.2
1972 1,566.4 239.0 15.3 18.5 1.2

Rate of Growth,
6.4 8.3 6.7

L966-1972

30URCE: G.G.H. Planning Councii and Centrzl Bank.
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TABLE No. 2 MUNICIPAL PAYROLLS AND THEIR RELATION TO REVENUES, 1972

Number of Ave, No. of Annual Average Monthly Payroll Costs as
.......... Region __ ---_-_----@'I'Pl?Z??i__----?l’D}?¥9§§---__--E’Q).’IQH-!9991§_1.~P§:2_-----99'1‘9?7_1§§£i<37_1-Q'P§;l_----------5-95-3?!9&'92'---------
Tegucigalpa 1/ 253 12 202.3 67 42.9
San Pedro Sula 790 18 1,869.3 197 30.7
La Ceiba 527 15 612.7 57 37.2
Choluteca 408 12 318.2 77 36.3
Santa Rosa de Copin 453 10 300.9 55 47.8
Comayagua 437 10 372.6 72 46.5
Juticalpa 182 14 167.7 77 38.2
Danli 213 16 179.9 70 40.1
Gracias a Dios 2/ 13 7 35.4 227 266.4
Congolé6n - 223 8 75.4 29 62.7
Honduras Total 1/ 3,499 T3 1,194.F o5 .
Size of Pupulation
100,000 and over _1/ 827 827 919.6 93 21.3
10,000 - 99,999 57 57 348.4 142 33.1
5,000 - 9,999 16 16 374.4 87 34,7
3,500 - 4,999 16 16 253.2 100 47.5
2,000 - 3,499 n 1 471.0 64 47.1
Less Than 2,000 4 4 827.7 100 54.9

1/ xcludes the Central District
.2/ Subsidized by Central Government
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TABLE No.3 MUNICIPAL REVENUES, EXCLUDING SAN PEDRO SULA AND
TEGUCIGALPA 1965-1972 (THOUSANDS OF LEMPIRAS)

e o o - = . - - = e A — S m s == S S =S e e e = ——— . . . . SA. S 4 o o o S

REGION 1965 1966 1967 1968 1969 1970 1971 1972 DROWTH
1965-1972
Tequcigalpa 253.2 374.5 540.4 618.4 516.5 507.6 471.7 483.8 8.4
San Pedro Sula 1,667.2 2.187.9 1,987.3 2,272.9 2,252.2 2,415.6 2,238.8 2,571.1 5.5
La Ceiba 1,007.6 1,198.5 1,083.4 1,032.6 1,189.2 1,367.8 1,478.6 1,646.3 6.3
Choluteca 653.8 750.2 677.3 741.2 791.9 724.1 900.4 1,041.7 6.0
Santa Rosa de Co-
pan 408.7 513.2 554.7 508.8 497 .2 500.1 515.7 629.7 5.6
Comayagua 429.6 546 .5 759.4 531.2 596.1 622.3 692.3 800.7 8.1
Juticalpa 182.7 293.7 286.9 353.3 327.1 351.6 449.6 439.6 11.6
Danli 186.4 234.9 222.6 249.0 246.6 249.8 299.0 448.5 11.6
Gracias a Dios 9.4 10.5 12.7 13.5 13.6 16.1 15.6 13.3 4.4
Congolon 74 .4 93.0 89.2 77.6 83.0 74.1 84.8 120.4 6.6
Honduras, Total 4,871.1 6.201.56 6,203.8 6,398.5 6,513.6 6,823.8 7.146.4 8,195.4 6.7
Size of Population
100,000 and Over - - - - - - - - -
10,000-99,999 2,475.8 3,057.8 3,015.7 3,033.0 3,296.1 3,347.8 3,561.2 4,073.9 6.4
5,000- 9,522 573.8 755.9 847.3 810.7 765.4 912.9 979.2 1,079.8 8.2
3,500- 4,999 349.3 459.8 588.4 574.1 584.0 565.0 522.1 533.3 5.4
2,000- 3,499 621.6 854.1 717.2 860.4 772.1 817.5 821.2 1,001.0 6.1
Less than 2,000 850.6 1,064.1 1,035.1 1,110.7 1,096.1 1,179.7 1.262.8 1,507.2 7.4

e e = . .~ — 4 m .~ = = R A A = = T o R M S e m LR - sem S S S = e e o - —_— = -~ = B % m e W o el B
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TABLE No. 4

» STRUCTURE OF MUNICIPAL REVENUES, BY SOURCE AND SIZE, 1972

SIZE OF POPULATION

100,000 10,000 to 5,000 to 3,500 to 2,320 to less Than
Source Total and more 99,999 9,999 4,999 3,492 2,000
Total Revenue (000's Lps.) 12,509 4,314 4,074 1,080 533 1,001 1,507
§ Taxation 48.4 N.A, 44.9 45.3 52.2 58.4 67.7
% Property Tax 6.8 NLAL 7.7 6.1 8.6 13.5 17.1
% Head Tax 9.9 N.A. 6.2 15.6 15.9 21.5 33.5
% Business and Banking Tax 31.7 N.A, 31.0 23.6 27.7 23.4 16.6
% Service Charges 33.2 N.A. 33.3 40,2 35.3 26.7 12.8
% Water 9.5 8.7 6.6 9.7 6.8 7.9 5.2
% Garbage Collection 3.6 4.6 2.3 1.0 0.7 -—- -—-
% Sewage 0.8 0.¢ 0.5 0.6 0.5 + +
% Pavement 2.2 N.A. 5.4 5.4 -- 0.2 +
{ ‘Electrical Energy 4.9 2.5 4.7 3.6 7.1 10.7 5.4
% Markets 9.4 7.4 12.2 7.8 6.3 1.7 0.3
% Slaughterhouses 2.8 0.4 1.4 12.1 14.4 6.2 1.9
% Rents, Licences, and other 18.4 11.3 21.8 14.5 13.5 14.9 20.0
Source: Municipal Survey, 1973
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ANNEX I
Teble No., 5
Page 6 of 9

TABLE No. 5 LOCAL GOVERNMENT INVESTMENT RELATED TO TOTAL
PUBLIC SECTOR INVESTMENT, 1960 - 1970 ‘
(Millions of Lempiras)

PUBLIC SECTOR LOCAL LOCAL GOVERNMENT AS

TOTAL GOVERNMENT $ OF PUBLIC SECTOR
1960 20.0 2.0 10.0
1961 19.5 1 8.2
1962 33.3 3.0 9.0
1963 33.8 1.3 5.6
1964 24,9 3.6 14.5
1965 23.7 1.2 5.0
1966 26.0 1.3 5,0
1967 40.5 2.6 6.4
1968 48,0 3.1
1969 81.4 4.4 5.4
1970 91.4 3.7 H.0

Total, 1960-

1970 442.5 26.8 6.1

SOURCE: G.0.H. Planning Council
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DISTRIBUTION OF THE POPULATIOCH
BY REGIONS AND SUBREGION
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ESTIMATED POPULATION - 1973
BY REGION, POLE AND SUB-POLE (FIGURES

IN 000's)

POLAR MUNICIPIOS

SUB-POLAR MUNICIPIOS OTHER MUNICIPIOS TOTAL
! -

Begidn No. | Urban jRural | Total No Urban | Rural | Total No. | Urban | Rural | Total No. | Urban _ Rural  Total
Tegucigalpa 1 274.8 27.6 | 302.4 1 6.2 5.9 12.1 21 27.0f 116.1 |143.1 23| 308.0 | 149.6 | 457.6
San Pedro Sula (SPS) 1 133.7 19.6 | 153.3 5 86.5 66.5 | 152.6 37 98.9 | 285.9 |[384.8 43| 318.7 | 372.0| 690.7
La Ceiba 1 44.0 8.9 52.9 4 18.7 71.2 89.9 30 35.1}1 122.8 | 157.9 35 97.8 | 202.9 ) 300.7
Cholutecs 1 22.3 26.2 48.5 3 17.6 37.2 54.8 30 30.2 1 245.6 }275.8 3% 70.1 | 309.0| 379.1
Santa Rosa de Copédn 1 11.8 7.8 19.6 2 8.6 17.4 26.0 44 54.7 195.0 249.7 47 75.1 220.2 295.3
Comayagua 1 16.0 12.7 28.7 3 16.8 28.9 45.7 41 42.1}1 146.4 | 188.5 45 74.9 | 188.0} 262.9
Juticalpa 1 11.3 23.3 34.6 1 8.4 11.5 19.9 12 14.7 40.2 54.9 14 3.4 75.0§ 109.4
Danlf 1 10.0 36.7 46.7 2 9.6 17.4 27.0 10 10.9 45.9 56.8 13 30.5 | 100.0| 130.5
Gracias a Dios o * * * o] * * * 2 1.8 16.0 17.8 2 1.8 16.0 17.8
Congolén 0 * * * 0 * * * 27 13.5] 123.8 |137.3 27 13.5 | 123.8| 137.3

TOTAL 8 523.9 1162.8 | 686.7 21 172.0 | 256.0 | 428.0 254 | 328.9 ] 1337.7 |1666.6 283 11024.8 [1756.5 | 2751.3

TOTAL - Excluding urban

areas of Teg. and SPS 115.4 1162.8 | 278.2 172.0 | 256.0 | 428.0 328.9 | 1337.7 |1666.6 616.3 {1756.5 | 2372.8
% of total Urban, Rural,

Total 51.1 9.3 24.7 16.8 14.6 15.4 32.1 76.2 59.9 100.0 100.0 100.0
% of total {n Polar, )

Sub-polar, Other

Municipics 76.3 23.7 1100.0 40.2 59.8 | 100.0 19.7 80.3 | 100.0 36.8 63.2 ) 100%
% of total ex:luding urban

areas of Teg. and SPS | 18.7 9.3 11.7 27.9 14.6 18.0 53.4 76.2 70.3 100.0 | 100.0 | 100%

I

T of Polar, Sub-polar, Ocher

excluding Teg. and SPS | 41.5 58.5 | 100% 40.2 59.8 | 100.0 19.7 80.3 |} 100.0 26.00] 74.0| 1002

#* WolPolar or Sub-polar Municipio

Source:

Demographic Statistics - National Planning Council, March, ’72,

Tegucigalpa - Table 10.

Figures may not add precisely due to rounding.
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BIOGRAPHICAL SKETCHES

BANMA BOARD OF DIRECTORS

President

Armando Blanco Paniagua

Mr. Blanco's curriculum vitae are included in Annex ITI,
Exhibit 3

Board Members

Marco Tulio Banegas Reyes

Mr. Banegas is an economist and has received specialized
training in Public Sector Planning and Programming
(ILPES - Santiago, Chile) Publie Administration and
Planning (Puerto Rico) and data processing (U.S.A.). He
is currently Sub-Secretary of the Ministry of Finance
and Public Credit. He has previously served as advisor
in administration and budgetting in four GOH Ministries
(Finance and Publiec Credit, Education, Natural Resources,
and Communications and Public Works) and two autonomous
agencies (National Child Care Agency and the Central
District).

Vicente Diaz

Mr. Diaz - an economist - is Sub-Secretary of the
Ministry of Economics. Additional data are not avail-
able.

Rafael 0Oliva

Mr. Oliva - a lawyer - is legal adviser in the Ministry
of Government. Additional data are not available.

Victor F. Ardén

Mr. Ardoén is a professor of the Spanish Language.
Among his many publications are basic Spanish texts
widely used in Honduras and other Central American
countries, During his long career he has served as
Director General of Secondary Schools, City Council
Member of the Central District and lecturer in the
National University. He was a delegate to the Second



ANNEX II
Exhibit 1
Page 2 of 15

Central American Municipal Assembly (El Salvador,
1960) and has served as President and Vice-President
of the Central American Intermunicipal Association
(1960-61).

José Mario Suazo Osorio

Mr. Suazo has held various positions with the General
Direction of Civil Aeronautics. He is presently in
charge of the Civil Aeronautics Registry. He has
studied air traffic control in the U.S. and Panama.



BANMA - ORGANIZATION PLAN

BOARD OF DIRECTORS

PRESIDENT's OFF.

President
2 Secretaries

LEGAL ADISERS OFF.

1 Lawyer

% Legal Representation

INTERNAL AUDITING OFFICE
1 Auditor

® Internal Auditing

MANAGER's OFFICE

Manager
1 Secretary

l ADVISERZ '—-—_—_____

ASST. Tuv uinc AANAGLK |

* Special Studies and Investigations

TECH. SERVICES DEPT

FINANCIAL DZPARTMENT

1 Dept. Chief 1 Dept. Chief (Vac)
1 Urban Planning Spec. 2 Loan Analysts
2 Municipal Analysts (1 vac) |1 Loan Administrator
1 Project Evaluator 2 Asst. Loan Adm. (Vac)
1 Secretary 1 Contractor Officer
1 Secretary (Vac)
* Municipal Financial/Admin. * Analisis of Loan Applications
Analyses * Prepare Loan Contracts
* Project Promotion % Loan execution programming
* Training of Munic. * Supervision of Licitatiens
Employees * Supervision of Construction
% Technical Assistance in *

Preparing Loan Applica-
tions and Satisfying
Conditions precedent

* Technical Assitance in
Coordination with other
GOH Agencies

* Maintain project shelf

Grant Funds Search

* Follow up on completed
projects.

Very Limited Direct Technical
Assistance in Project Design

T

OPERATIONS DEPARTMENT
1 Secretary
GENERAL SERVICES

1 Dept. Chief
ACCOUNTING

1 Current Accis.Clerk

1 Secc. Chief Secc. Chief
1 Accountant I (vac) 1 Chauffeur
1 Accountant II 2 Messengers
1 Accounting 3 Guards
Clerk/Typist 3 Maintenance Personnel

CREDIT COHM. PORTFOLIO RECOVER

1 Secc. Chief
1 Assistant
1 Collection Agent

1 Secc. Chief (Vac)
1 Accountant II

1 Typist

CASH

1 Cashier/Teller

SAN PEDRS SULA BRANCH OFFICE

% Loan repayment monitoring

1 Office Chier 1 Secretary

ACCOUNTING CASH
1 Accountant IT 1 Cashier I

CREDIT

% Accounting and financial records

* Receipt and Disbursement of Cash and Securities

% Administrative Services

GENERAL SERVICES

1 Section Chier 2 Guards

* Recovery of Commercial Portfolio

1 Collections Officer 1 Maint.Personnel

Accounting and Financial records

L 2R B

Administrative Services

Loan repayment Monitorirg and collections (Comm. Portfolio)

Receipt and Disbursement of cash and Securities

¢ ITqrgxy
IT xannv
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NAME: Armando Blanco Paniagua -

DATE AND PLACE OF BIRTH: La Ceiba, Department of Atldntida, 10/3/30

CIVIL STATUS: Married

CHILDREN: Three

PROFESSION: Lawyer sad Notary

ADDRESS: Colonia Viera, Tegucigalpa, D,C.

Tel 22-6415 (homs)
22-£501 (office)

ACTUAL POSITION: President Autonomous Municipal Bank (BAMMA)

EXPERIENCE: - Standard Fruit Co. Fruit Department, Materials
and Supplies Assistant, Timekeepeur

=~ La Ceiba, Construction Department

~ Ministry of Matural Resources, Land Section,
Office of Agrarian Certificates, Assistant

- Ministry of Foreign Affairs, Treaty and Inter-
national Organizations Section, Assistant

- Dept. of Francisco Morazdn, Legal Clark, Labor
Court

- Central Institute, Honduras Institute, Professor,
Interim Professor (resa«ctivaly) in following
subjects: Public Finance, Tax Law, Business Law,
Principles of Economic Science and Sociology

= Controller Ceneral of Honduras, Chief of Legal
Dept.

- Controller General, Chief of Secretarial and Admin,
Sarvices Dept.

- Ministry of Lsbor, General Directorate of Labor,
Acting Chief

- Attorney General of Honduras, Assistant Public

Prosecutor

- District of Yoro, Civil Court Judge and Property
Registrar

-~ Comayagua Dept., Civil Court Judge and Departmental
Registrar

= Tegucigalpa, Civil Appcali Court Judge



STUDIES:

OTHER ACTIVITIES:

ANNEX 11
Exhibit 3
Page 5 of 1¢

Justice of Comayagua Appasls Court

Tegucigalpa, Directer, Legal firm "Blance Paniagus'
(9 years)

Hational Autonomous University of Honduras (UNAN),
Member of Examining Board for Law School General
Examinations '

Course in Comparative Business Lav (Central American
Institute for Comparative Law); Tegucigalpa, June,
1972 .

Third Course for Post Graduates in Legal and
Institutional Problems of Central American Integration;
UNAH and Central American Bank for Economic Integration

(CABRI)

Course for Programs on Latin American Political and
Economic Organizations; spomsored by Internatiomal
Comparative Legal Teaching Faculty of Stasbourg
France; Tegucigalpa, Hondurae (1965)

Course in Legal and Institutional Structures for
Integration Processes URAH; Tegucigalpa, November,
1967

Inter American Seminar on Municipal Banks; Caracas,
Venezuela, March 1972

National Seminar for High Level Managers of Public
Enterprisces; Tegucigalps, 1973

Course in Civil Law (unions); UNAH, 1972

Observation visit to Planning Office, Municipal
Development Institute; Bogota, Tolombia, 1972

Observation vieit, Brazilian Institute for Municipal
Administration (IBAM); Rio de Janeiro, 1972

Visit to Institute for Municipal Devalopment and
Assistance; San Jose, Costa Rica

Visit to Natiomal Institute for Municipal Develop-
ment (INFON) and National Institute for Development
Administration (INAD); Guatemala, 1972

Course in Municipal Administration at Technological
Institute for Nigher Studies; Monterrey, Mexico
September, 1972

Member, Tegucigalpa Country Club
Member, Tegucigalpa Lions Club
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CURRICULUM VITAE

Nanie : Miguel Angel Meifa L.

Place and bate of Birth:

Professional Qualifications: Uegree 1n Administration; Public
Accouatant.

Civil Status: Married.

No. of Children: Three

Address: La Ronda, Ilouse No. 12, Tegucigalpa

Primary Studies: 0 years, Lsteban Guardiola School
La Lima, Cortés.

Secondary Studies: 5 years, San Francisco Institute,
Tegucigalpa.

University Studies: 5 years, National Autononous
University of llonduras.

Actual Occupation: General Manager, Municipal Bank,

'rior Experience: Accounting Assistant, .lational

Development Bank (1956),

Auditor in GOIl Controller General
(1958).

Chief of Audit Department, GOl
Controller General (1956-1960).

Assistant Director General of
Agriculture (1961).

Internal Auditor for National
(Autonomous) later and Sewer Service
(1962-67).

Assistant General Manager of llonduras
Electric Materials Inc., MEHSA
(1968-71).

Forcign Studies: Budget Administration; Central
American Institute of Public
Administration (ICAP) San José,
Costa Rica.

Administration and Control of
Aqueducts; San Juan, Puerto Rico,

Project Evaluation; Inter American :
Development Bank (IDB), Whashington, D.C.
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Course for lixecutives; TBM Training
Center, Cucrnavaca, ‘Mexico.

Foreign Cormerce Seminar; Inter
American Center for lixport Promntion
(CIPE), Bogotd, Colombia.

Second Regional Seminar of liigh
Level Management for State Enter-
prises; (ICAP) San José, Costa Rica.

Otner Activities: President, Junior Chamber of Conmerce;
Tegucigalpa (1964).

President, National Association of
Junior Chambers of Commerce of
llonduras (1965).

Chief of Delegation, Conference of
Junior Chambers of Commerce;
Managua (1964).

Chief of Delegation, World Conference
of Junior Chambers of Commerce;
Oklahoma (1904),

Chief of bhelegation, Junior Chamber
of Comucrce; Panamd (1965).

Director of Junior Chamber of Commerce
Conference; Tegucigalpa (1966).

Vice President, Student Association
Economic Sciences Department;
Tegucigalpa.

Member, Superior University Council;
National Autonomous University of
Honduras.

Delegation Member, University of
Honduras visiting University of
Athens, Ohio.
Member of Board, Chamber of Commerce
and Industries; Tegucigalpa (1971-73)
Member of Tegucigalpa Country Club.
Member of Rotary Club, Tegucigalpa.
Countrics Visited: Guatcuala, L1 Salvador, Nicaragpua,
Costa Rica, Panami, Colombia, Puerto
Rico, Mexico, U.S.A.
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Awards: Distinguished Mowber; Junior Chamber
of Commerce, l'egucigalpa.

Candidate from National Association
of Honduran Junior Chambers of
Conmerce for World Vice President,
Junior Chamber of Commerce World
Congress; Sidney, Australia.

Senator, Junior Chamber of Commerce.
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BIO DATA
NAME | : José& Salil Garcia
NATIONALITY : Honduran
DATE & PLACE OF BIRTH:
CIVIL STATUS :  Married
HIGH SCHOOL STUDIES : Public Accountant and Bookkeeping
UNIVERSITY STUDIES : Degree in Economics. Subject of

thesis: Analysis of Reforms in the
Taxation System in Honduras.

POST-GRADUATE STUDIES: 1. Intensive Basic Course in Project
Planning and Evaluation (ECLA,
United Nations, Tegucigalpa,
Honduras).

2. Human Relations (CCTI, Tegucigal-
pa, Honduras).

3. Marketing (CCTI, Tegucigalpa,
Honduras).

4, Course in Tax Administration
(ICAP, United Nations, San José,
C. R.).

5. Course in Financing for Economic
Development, (CEMLA, México).

6. Course in Analysis of Financial
Policy, (International Monetary
Fund, Washington, D.C.).
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EXPERIENCE

ANNEX II
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Seminar on High Level Management,
(CcCTI, SPS, Honduras).

Seminar on Capital Markets
(Secretariat of the C.A.
Monetary Council, SIECA, CABEI,
O0AS, and Central Bank, Teguci-
galpa, Honduras).

Seminar on Loan Administration
(Interamerican Development Bank,
Tegucigalpa, Honduras).

Accountant, Fdbrica de Ladrillos
y Tubos de Cemento "La Hondure-
fia" and Honduras Grava, S.A.
Tegucigalpa, D.C.

Chief, Income and Expenditures
Section, General Accounting
Office of the Republic, Ministry
of Economy and Finance

Chief, Public Debt Section,
General Accounting Office of the
Republic, Ministry of Economy
and Finance.

High School Professor, Tegucigal-
pa, D.C.

Associate Professor, School of

‘Economics National Autonomous

University of Honduras (UNAH),
Tegucigalpa, D.C.

Professor, School of Economics,
National Autonomous University
of Honduras (UNAH), Tegucigalpa,
D.c\l

Analyst, Technical Advisor Group,
Ministry of Economy and Finance.

15



10.

11.

PRESENT POSITION 12,

PARTICIPATION IN

ANNEX I1I
Exhibit 3
Page 11 of

Assistant Chief, Technical
Advisory Group, Ministry of
Economy and Finance.

Chief, Technical Advisory Group,
Ministry of Economy and Finance.

General Coordinator, Commission
for the Restructuring of the
Central District Council, Tegu-
cigalpa, D.C.

Chief, Stock Market Program,
Central Bank of Honduras, Tegu-
cigalpa, D.C.

Economist in Project Planning,
Administration of IDB Loan
No. 291/SF-HO. Executive Unit
Ministry of Communication,
Public Works and Transportatior

INTERNATIONAL MEETINGS: Assistant Chief, GOH Delegation to
the XIII Meeting of ECLA, Lima Per(

Note: Mr. Garcia has bLeen hired by BANMA as chief of the
Technical Services Department and will begin his

job on May 1, 1974,

15



Name

Civil Status

Date of Birth :

Residence
Secondary Studies :

University Studies :

Post Graduate Studies:

Languages :

Professional Experien-
ce :

ANNEX I1I
Exhibit 3
Page 12 of

BIO DATA

Efrain Lépez Padilla

Married

1957, Diploma as Public Accountant
from Héctor Pineda Ugarte Institute.

1963, Degree in Economic Sciences,
National Autonomous University of
Honduras (UNAH), Tegucigalpa.

Human Relations, Dale Carnegie Inst.;
High Level Management, San Pedro

Sula Chamber of Commerce; Industrial
Projects, Technical Industrial
Cooperative Center; High Level
Management, School of Public Adminis-
tration, Costa Ricaj; Trofessor and
Inspector for three semesters in
various subprojects for Northern
Regional University Center (UNAH).

English reading - fair,

1.

Municipal audit and administra-
tion; 1957-62

Chief, Department of Loans and
Securities, Mun.cipal Bank; 1963-
62.

Manager, San Pedro Sula Branch,
Municipal Bank; 1968-73.

Chief of Operations, Municipal
Bank; 1974

18
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BANMA OUTSTANDING

LCA

IS,

DIRECT

OR GUARANTEED,

BY TYPE OF BORROWERS, AND RELATIONS

WITH THE PRIVATE SECTOR
1962 - 1972 (000's of Lempiras)
1962 1963 1864 1965 1966 1967 1968 1969 1970 1971 1972
Total BANMA Loans, direct
or guaranteed i/ 688 1,279 5,373 5,682 5,990 6,892 7,217 7,081 7,070 8,064 7,562
Total Municipal Loans 682 1,245 5,336 5,511 5,295 5,309 5,024 4,476 L,0u44 5,086 5,094
BANMA Direct Municipal
Loans 670 925 2,124 2,703 2,869 2,246 1,859 1,964 1,563 1,568 1,353
Municipal Loans as a %
of Total Loans 99 97 99 97 88 77 70 63 57 63 67
Loans to Private Sectorl/ 6 3y 37 171 695 1,583 2,193 2,605 3,026 2,978 2,468
Private Sector Loans as
a % of Total Loans 1 3 1 3 12 23 20 37 43 37 33
BANMA Private Sector
Liabilities 2/ (Deposits
- and Loan Guarantees) ug7 649 3,610 3,189 2,831 3,694 4,325 3,887 4,224 5,750 6,074
Net Transfer from Private . »
Sector 481 615 3,573 3,018 2,136 2,111 2,132 1,282 1,198 2,772 3,606
l/ Does not include investment in short-term Central Government bonds or deposits in banks; does
include all municipal and private sector lending. :
3/ Includes autonomous institutions. 3?;
'S‘OURCE: Central Bank of Honduras. 03, f;"§
e
W et H
o &
H
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BAiiMs MUNICIPAL BONDS, 1962 TO 1973 - AMOUNT EMITTED, AMOUNT AMORTIZED, AND
PEXIOCCS OF DELINQUENCY, COMPARISON OF SITUATION OF 9/21/72 AND ON 3/1/74,
(000's of Lempiras)

Situation on Situation on
9/21/72 3/1774
fmeunt of Bonds Emitted 8,645 10,865 1/
Amount. Amortized 3,308 74,175 3/
Amortized as % of Loans Made 38.2 © 66,0
Amount Delinquent, Total 803 : 700 3/
eelinquent as $ of Cmitted 9.3 6.4
Amount velinquent, 0-6 mos. 87 40
- Moz, us L of Luitted 1.0 0.3
Amount elinguent, 7-12 mos. 151 h
T-10 llus. as b of Emitted 1.7 0.6
camoutt Gelinguent, 12+ mo. 565 Hah
Folcs aus voof bmitted G.h Holi
L/ luciudes 1973 bond emmision of L.1,869,000 for San Pedro Sula airport.
Y Includes L.3,409,000 of San Pedro Sula airport debt assured by Central
nevepnment.
oy Woes not include L,528,175 of delinquency recently refiuanced; does

include L.260,000 about to be refinanced.

SLURCLT BANNMA



STATUS OF COMMERCIAL PORTFOLIO

ANNEX I1I
Exhibit 6
Page 15 of 15

Ao Recoveries to date 1972 1973 1974
(year) (ycar) (Ist. 3 months)
balance - beginning of period $1,436 $1,230 $ 752
Collections during period 206 323 156
nritten off during period - 155 37
balance - Lnd of period $1,230 $ 752 $ 559
B, Recoveries Projected 1974 1975 1976
(last 9 ios)
balance - bieginning of period % 559 $ 459 S 209
Collections anticipated during
period 100 250 209
valance - Iind of period® > 459 $ 209 -

No additional write - offs anticipated

SOURCE: Memos Tron BANI Jated 1/2/74 and 4/17/74



ILLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY BE RECQUESTED FROM BANMA

PRICRITY CLASS DATE LOAN APPLICATION TOTAL
P o T o
gl [T 37 el 3 FATECTLD AND FINAKCING| 1oraL cosT oF | mumzczpar | mama TAVESTHENT
REGION AND MUNICIPALITY uie | TYPE OF PROJLCT PROJECT CONTRIBUTION
) St e AID CWN -
R LOAY FUNDS ($) ($) TOTAL  ($)
[78
1/
PEDRO SULA REGION:
1. Puerto Cortés
Department of Cortés X X Potable water 4 277,680 41,650 236,030
X Sanitary sewerage* NP 1,091,350 163,700 927,650
X Market 74 394,237 60,000 334,237
X Slaughterhouse 76 83,600 12,540 71,060
\Y
X Storm Sewerage e
and Paving® NP 1,122,500 168,375 954,125
X { Land Fill% NP 400,000 60,000 340,000
X | Municipal Cadas-
ter 74 36,000 7,250 28,750
f. E1 Progreso, Dept.
of Yoro X X Potable water 74 375,000 56,250 318,750
X Sanitary Sewerage 74 265,000 39,750 225,250
X Market 74 300,000 45,000 255,000
X Slaughterhouse 75 83,600 12,540 71,060
X Storm Sewerage
and Paving u 103,500 15,525 e7,975
4 | 9 1
¥ Projects that will he financed by other agencies with own furds or with loans being nero:iated; in case these loans are not granted, the

rojects wili bLe comsi

i/ NKF = ilot programmed

dered for financing Ly BALKA.

9€ 30 . oPeg

t}i .
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ILLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY BE REQUESTED FROM BANMA

PRIORITY CLASS DATL LOAll APPLICATIONM
EXPECTED AND FINALCING TOTAL :
. . Hin A B c D QO&RCE - TOTAL COST OF | MUNICIPAL BANMA INVESTMENT *
REGION AND HUNIC1PALITY “ale g TYPL CF PROJECT — PROJECT CONTRIBUTION
. SR AID OWX TTOTAL  ($)
= Lot FUNDS (¢) ($) :
(2%
1/
X [Municipal Cadas-
ter 74 70,640 10,596 60,044
X |[Cementery 76 42,000 6,300 35,700
3. Tela, Department of .
Atlantida X X Potable water® 76 250,000 37,500 212,500
X Sanitary Seweragd® NP 175,000 26,250 148,750
X Market 75 225,000 33,750 191,250
X Storm Sewerage )
and Paving* NP 375,000 56,250 318,750
X Municipal Cadas-~
ter n 27,325 4,099 23,226
4. Quimistan, Department
of Santa Birbara X X Potable Water 74 9,700 1,455 8,245
X Sanitary Seweragd 74 48,500 7,275 431,225
X Municipal Cadas-
ter 75 5,250 787 4,462
S. Santa Birbara, Dept.
»f Santa B&rbara X X Municipal Cadas-
ter 75 14,700 2,208 12,512

/

jo

Przjects tiat will e financed by other agencies with own funds or with

projects will ke considered for financing by BAMNMA.

LP = ot programmed

lozns being negotiated

i in case these loans are not granted, thLe

9¢ Jo Z eBwy
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ILLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY BE REQUESTED FROM BANMA

PRIORITY CLASS CATE LOAN APPLICATICH TOTAL
5 - . A
= PO I B | DATECTED AP PINANCING| 1o7AL COST OF | MUNICIPAL | BAMMA INVESTMENT
RuGION AND HUNICIPA;ITY gic |y TYPE OF PROJECT’ — PROJECT CONTRIBUTION
o1 |e AID OWXN -
=121° oA FUNDS ) (%) TOTAL (%)
1/
6. Choloma, Department
of Cortés, X X Potable Water 75 32,500 4,875 27,625
Slaughterhouse 75 Ly 000 6,600 37,400
X Storm Sewerage
and Paving 76 12,600 1,890 10,710
X |Yunicipal Cadas-
ter I 19,720 2,958 16,762
7. Villanueva, Department
of Cortés X X Sanitary Seweragé 75 91,200 13,680 77,520
X Storm Sewerage
and Paving® NP 1,012,000 151,800 860,200
X jCity Hall Build-
ing® NP 36,000 5,400 30,600
8. San Manuel, Department
of Cortés X Sewerage and
Paving i 71,000 11,000 60,000
9. Trinidad, Department
of Santa BSrbara X Market 75 25,000 3,750 21,250
X X Potable Water 75 125,000 18,750 106,250
X {City Hall Build-
ingt NP 12,500 _ 1,875 10,625

* Frojects that will be financed by other agencies with own funds or with loans being nepotiated; in case these loans are not granted, the
;rojects will Le considered for financing Ly BANMA.

-/ P = lot programmed

9 Jo ¢ efwyq
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[LLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY BE REQUESTED FROM BANMA

PRIORITY CLASS DATE LOAN APPLICATION
EXPECTED ALD FINANCTYNG TOTAL
. Hi. P n ¢ 2 _ SOURCE TOTAL COST OF MUNICIPAL BANMA INVESTMENT
RLGION AND HU.‘.’ICIPAL_ITY ) g w ' TYPE OF PROJLCT = PROJECT CONTRIBUTION
T7 A3 D¢ N
21218 Lon runbs (%) ) ToTAL (9)
v l/
10. Colinas, Department
of Santa Birbara X X Sanitary SeweragJ 75 40,000 6,000 34,000
X Slaughterhouse 74 17,500 2,625 14,875
11, Cooperative San Pedro
Sula X Construction Equip
ment 74 208,642 31,447 178,200
12. Cooperative El
Progreso X Construction
Equipment L 86,706 13,006 73,700
13. Cooperative Santa
Birbara X Construction
Equipment 75 155,294 23,294 132,000
TOTAL SAN PEDRO SULA
REGION cocvvcnvnnoafenadacdecebenalennddeaod.., R R ST Ry S P
LA CEIBA REGION:
1. La Ceiba, Department
of Atldntida X X Potable Water 75 500,000 75,000 425,000
X Sanitary Seueragé NP 375,000 56,250 318,750

& Potoal s . ) N . s . . : :
= P-oqec;; that will be firanced by other agencles with own funds or with loans being neroziatec; in case these loans are not granted, the
projects will be considered for financing by BANNA.

i/ KP = llot programmed

¥ 3FqQryx3
IIXI X3INNY
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ILLUSTRATIVE LIST OF PROJECTS FOR

WHICH FIMANCING MAY BE REOULSTED FROM BANMA

PRIORITY CLASS

DATE LOAl APPLICATIO!
EXPECTED ANT FIMANCING

TOTAL COST OF

MUNICIPAL

TCTAL
BANMA INVESTMENT

=1 ., —
REGION AND HUMICIPALITY | w [E |5 {* | ®{ €| ?|1vre oF erosecr SOURCE PPOJECT | COMTRIBUTION
AENE b o (%) ($) TTAL ($)
=) LOAl FUNDS o
77
1/
X Transport Termi-
nal 76 126,000 18,300 107,100
X Market 76 300,000 45,000 255,000
X Storm Sewerage an
Paving 76 240,000 36,000 204,000
X {Municipal Cadas-
ter 74 62,800 12,420 70,380
X [Cementery® NP 42,000 6,300 35,700
2. Olanchito, Department
of Yoro X X Potable Water 76 175,000 26,250 148,750
X Sanitary Sewerage NP 738,500 11,925 67,575
X Electric Power 75 15,000 2,250 12,750
X Storm Sewerage
land Paving* NP 306,000 45,300 260,100
X Municipal Cadas-
ter 74 38,605 5,791 32,814
+ Trujillo, Department
of Colén X X [Potable Water 75 5,500 825 4,675
X Sanitary Sewerage| 78 10,395 1,559 8,836

% Projects that will be financed by other agencies with own funds or wi

projects will bc considered for financing by BANMA.

1/ NP = llot programmed

th loans being negotiated; in case these loans are not granted, the

T 3FqQruxa
IIT X3IKRV
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ILLUSTRATIVE LIST CF PROJECTS FOR WHICH FIMANCING HMAY BE REQUESTED FROM EBANMA

PRIORITY CLASS

PATE LGAIl APPLICATION
EXPECTED AND FINANCIL

TOTAL

B A a c D SOURCE TOTEL COST OF KUNICIPAL BANMA INVESTMENT
REGION AND MUNICIPALITY wig o TYPE CGF TROJECT — FROJECT CONTRIBUTIOH
Sl e RID OWN —
=12[° on FUNES %) ) T57ALLS)
b
X Market 75 200,000 30,000 170,000
X School® NP 21,000 3,150 17,850
X Storm Sewerage
and Paving 76 273,000 40,930 232,050
X |Municipal Cadas-
ter 74 11,405 1,711 9,694
4. Yoro, Department of
" Yoro X X Sanitary Seweragel 76 40,000 6,000 34,000
X |Municipal Cadas-
ter 75 9,450 1,417 8,032
}5. San Esteban, Departmen
1: of Olancho X X Market NP 30,000 4,500 25,500
. X Slaughterhouse NP 12,500 1,875 10,625
k. Guanaja, Department of
- Islas de la Bahfa X X Potable Water 75 55,677 8,352 47,325
7. Sonaguera, Department
. of Colén X X Electric Power 75 27,500 4,225 23,375
» Cooperative Tela La
r Ceiba X Construction
: Equipment 74 186,353 27,953 158,400

% Projecic that will be financed by other
projects will be considered for financin

1/ NP = lNot programmed

agencies with own funds or with loans being negotiated
g by BANMA.

3 in case these loans are not granted, the

9¢ 30 9 e3wg
P 3Fqryxa
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ILLUSTRATIVE LIST OF PROJECTS FOR

WHICH FINANCING I'AY BE REQUESTEL FROM BANMA

PRIORITY CLASS DATE LCAli APPLICATION
. EXPLZTED AND FINANCING - TOTAL
e =i PO A al el s COURSE TOTAL COST OF | MUMICIPAL BANMA INVESTMENT
RECION AND HUNICIPALITY “uig ] TYPE OF PRQJECT = PPOJECT CONTRIBUTION
ol |& 0 WM
HERES e o ($) ($) TOTAL ($)
. l/
9. Cooperative Olanchito-
Trujillo X Construction
Equipment NP 155,294 23,294 132,000
TOTAL LA CEIBA REGION....|...[..L. e e e R tecrecrcrrscnnchececsessesenetesna2,596,795
ICHOLUTECA REGION:
1. Choluteca, Department
of Choluteca X Potable Water NP 200,000 30,000 170,000
X Sanitary Sewerageft NP 145,000 21,750 123,250
X Market 75 225,000 33,750 191,250
X Slaughterhouse 75 83,600 12,540 71,060
X School# NP 65,000 9,750 55,250
X Storm Sewerage
land Paving 75 210,000 31,500 178,500
P. San Lorenzo, Departmen#
of Valle X X Sanitary Sewerage 75 75,000 11,250 63,750
X Storm Sewerage
Land Paving 76 270,000 40,500 229,500

# Projects that will be financed by
projects will be considered for £i

1/ NP = lot programmed

other agencies with own funds o
nancing by BANMA.

r with loans being negotiated

; in case these loans are not granted, the

9¢ Jo L elwyq
T 3TqQryxy
IIX X3INKY



ILLUSTRATIVE LIST OF PROJECTS FCR

WHICH FINANCING MAY BE REQUESTED FROM BAKEA

FRICPITY CLASS

s
X ¥
SRS
£t
o

TOTAL COST OF

MUNICIPAL

TOTAL

= o D PANMA INVESTMENT
REGION AND MUNICIPALITY | w2 |8 | % | B ©| 2 }rver or progrer UPCL FPGJECT CONTRIBUTION
glaig AID < oWl - S
2 paTN TUNDS (s) ($) TOTAL - ($)
2 1
3. San Marcos de Colén,;
Department of Cholute-
ca. X X Market 75 50,000 7,500 42,500
¢, Cooperative Choluteca X Construction
Equipment 75 128,117 19,217 108,900
5. Cooperative San Loren-
. 2o and Valle X Construction
Equipment NP 155,284 23,294 132,000
FOTAL REGION OF CHOLUTE-
e TR L L S O L P R S B0 11 2Y:Y
ANTA ROSA DE -COPAN REGIO&
l« Santa Rosa de Copén,
Department of Cop&n X X Sanitary Seweraged 75 150,000 22,500 127,500
X Market 74 225,000 33,750 191,250
X Storm Sewerage
and Paving NP 180,000 27,000 153,000
X [Municipal Cadas-
ter 7 22,240 3,336 18,904

t Projects that will be financed by other agencies with own funds or w

projects will be considered for financing by BANMA.

NP = lot programmed

ith loans being negotiated; in case these loans are not granted, the

9¢ Jo g ef¥uwy

T IFQTYx3
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1LLUSiKALTLIVE LIST OF PROJECTS FOP. WHICH FINANCING MAY BE PTQUES

TED FROM BANMA

PRIVRITY CLASS DATE LOAN APPLICATION TOTAL
SBEAmETY A .
) ‘ e 2T 37 o1 3 FATLCTID AN FINANCLIG) roraL cost oF | wumrciesn | semma IHYESTMENT
REGION AND HUNICIPALITY wig 4 TYTE OF PRGJECT — PROJECT CONTRIBUTICN
elilg AIT OoWN T6mAL
2 Lon TUNDS ($) ($) se-AL(s)
1/
2, Gracias, Department of
Lempira X X Potable Water 74 32,500 4,875 27,625
X |Municipal Cadas-
ter 76 18,665 2,800 15,865
3. Nueva Ocotepeque,
Department of Ocote-
peque X X {Municipal Cadas-
ter 75 14,700 2,205 12,495
4. Copin Ruinas, Depart-
ment of Copé&n X X Sanitary Seweragg 76 40,000 6,000 34,000
X Electric Power T4 31,325 4,700 26,625
X Market: 7 50,000 7,500 42,500
5. San Jerdnimo, Depart-
- ment of Copin X X Potable Water 7 15,500 11,500 4,000
6. Cooperative Santa :
Rosa de Cop&n X Construction
Equipment 75 154,000 23,100 130,900
TOTAL SANTA ROSA DE COPAN
REGION...cvssuereducnfeadonhenhean o e, .........................................r.................................

* Projects that will be financed by other

agencies with own funds or with

projects will be considered for financing by BANMA.

1/ NP = llot programmed

loans being negotiated

3 in case these loans are not granted, the

T 3ITQrYx3
III XANNY
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ILLUSTRATIVE LIST OF PROJECTS TGR

WHICH FIMNANCING }AY BE RLQUESTED FROM BANMA

PRIORITY CLASS DATZ LOAH APPLICATION TA
S (2T 2T o1 FAPECTED AND FINAHCIRG | 1o7ar cost oF | wumrerpas EALME INVESTMENT
REGION ANT HUMICIPALITY (] gy ) Y1 Tyec OF PEOJICT — = PPOJECT CONTRIPBUTICN
RIS AID oW —
=i31° Lenn FUNDS () %) AL (%)
COMAYAGUA REGION:
1. Comayagua, Department
of Comayagua X X Potable Water¥* NP 150,000 22,500 127,500
X Sanitary Seweragg* NP 100,000 15,000 85,000
X {Municipal Cadas-
ter 74 18,260 3,652 14,608
2. Siguatepeque, Depart-
ment of Comayagua X X Sanitary Seweragg 75 75,000 11,250 63,750
ry
X Market 76 32,500 4,875 27,625
X Slaughterhouse 76 44,000 6,600 37,400
X torm Sewerage
and Paving* NP 690,000 103,500 586,500
X |Parks* NP 43,750 6,562 37,187
X {Municipal Cadas-
ter 74 22,095 3,314 18,781
X |Children's Feed-
ing Center NP 146,562 21,987 124,575
3. Marcala, Department
of La Paz X X Storm Sewerage
and Pavine 74 65,100 8,765 55,335

® Projects that will be fin
projects will be consider

-1/ NP = llot programmed

anced by other agencies wi
ed for financing by BAMMA.

th own funds or with loans being negotiated

3 in case these loans are not granted, the

T 3ITA¥ryx3
III X3NNV
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ILLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY PE FLQUESTED FRCM BAHMA

PRIORITY CLASS DATE LCAN APTLICATION TOTE!
I/ et) Shoey T TH 1 .
) = PO sl el o ““‘E“Eghﬁgi,F‘"A”CILG TOTAL COST OF | HUNICIPAL EANMA TiVECTMENT
REGION AND HUNICIPALITY wilc “ TYPE ©F FRCSECT AR PPOJECT CONTRIBUTION
(o] [} £ ¥ oW
S EN :\52 r\GJ:‘" ($) ($) ToTEL ($)
i/
X Storm Sewerage
and Paving 75 12,500 1,875 10,625
X |Municipal Cadas-
ter 74 5,250 787 4,462
4. La Paz, Department of
La Paz Xt X Agric.Storage
Facility 75 15,000 2,250 12,750
X Sanitary Seweragg 75 10,000 1,500 8,500
X Bridge 75 5,000 750 4,250
X {Municipal Cadas-
ter 74 14,345 2,151 12,193
S. La Esperanza and
Intibucd, Department
of Intibucd X X iMunicipal Cadas-
ter 75 10,500 1,575 8,925 .
6. Cooperative Comayagua X Construction
Equipment 74 166,941 25,041 141,900
7. Cooperative La Espe-
ranza-Marcala X Construction
Equipment NP 94,470 14,170 80,300
TOTAL COMAYAGUA REGION,.l...l..l..J. . dooido. ...L................ seescnsnoseficcee scvecosfioctecncieccrnendoacessesensacslesaal, 455,517

fad Projects t@at will be financed by other agencies with own funds or with loans being negotiated; in case these loans are not granted, the
projects will be considered for finamcing by BANMA. ’

1/ NP = Hot programmed

T 3TqFyxa
IIT X3NNY
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ILLUSTRATIVE LIST OF PROJECTS FOR

WHICH FINANCING MAY BE REQUESTED FROM BANMA

PRIORITY CLASS DATE LOA! APPLICATION TOTAL
= PO D R ey EAPECTLD #HD FINANCING | romaL cost oF | muntcrear | mama INVESTMENT
RECIQN AND HUMICLPALITY [ g W . TYPE OF PROJECT = PROJECT CONTRIBUTION
ol & AID OWH
aERN Lo FUNDS ($) ($) TOTAL ($)
ot 1/
JUTICALPA REGION:
1. Juticalpa, Department
of Olancho X X Potable Water 75 105,000 22,500 127,500
X Sanitary Sewerag 75 115,000 17,250 97,750
X Slaughterhouse 75 4y 000 6,600 37,400
X Storm Sewerage
and Paving NP 267,750 40,162 227,587
X School* NP 42,000 6,300 35,700
X (Municipal Cadas-
ter 74 27,325 4,098 23,226
2. Catacamas, Department
of Olancho X X Sanitary Sewerag 75 37,500 5,625 31,875
X Storm Sewerage j
and Paving® NP 501,000 75,150 425,850
X {Municipal Cadas-
ter 7u 14,345 2,150 12,195
3. Cooperative Juticalpa X Construction
Equipment NP 166,941 25,041 141,300
IrOTAL JUTICALPA REGION......]..W... R R A SR D R RO ...............{............. .. 1,160,982

$eT uregrarmed

T will Ye fipnanced

by

other agencies with own funds
Le considered for firancing by BaliMa.

or with lcans being nerotiated;

ir case these loans are not granted, the

T 3FQFyxy
IITI X3NNY

9¢ Jo z1 edweg



ILLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY BE RECQUESTED FROM BANMA

PRIORITY CLASS PATE LCAll APPLICATION TOTAL
- " ,
Sl (AT 30 ol 5 EAPECTED SiD TIRANCING | romii cOST OF | MUNICIPAL | BANMA LNVESTMENT
RECION AND HUNICIPALITY uie = TYPE OF PRQJECT PROJECT CONTRIBUTION
S |1 |e 41D oW
a § - LOAN FUNDS (s) ($) ToTAL (§)
1/
DANLI REGION:
1. Danli, Department of
El Paraiso X X Potable Water® NP 150,000 22,500 127,500
X Market 75 225,000 33,750 191,250
X Slaughterhouse 75 44,000 6,600 37,400
X Storm Sewerage
and Paving 75 525,000 78,750 446,250
X 1City Hall Build-
ing® NP 144,000 21,600 122,400
X lParks® J NP 65,625 9,844 55,781
X {Municipal Cadas-
ter 74 22,240 3,336 18,904
2. El Paraiso, Department]
of el Paraiso X X Potable Water 75 100,000 15,000 85,000
X Sanitary Seweragq 75 65,000 9,750 55,250
X Slaughterhouse 74 44,000 6,600 37,400
X Hunicipal Cadas-
ter T4 11,405 1,711 9,694

=vPro!ects t%ut #ill be financed by othar agencies with own funds or with ioans being nerotiated; in case these loans ape not granted, ttre
p¥9Jjects will be considered for firancing Ly BANHA.

/ ¥P =.lot programmed

9¢ Jo g1 e3wg

T 3¥qQyux3
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ILLUSTRATIVE LIST OF PROJECTS FOR WHICH FINANCING MAY BE REQUESTED FROM BANMA

PRIORITY CLASS

DATE LOAil APPLICLTION
EXPECTED ANL FINANCING

TOTAL

<. A 8 ¢ D SOURCT TOTAL COST OF MUNICIPAL BANMA INVESTMENT
PECION AND BUNICIPALITY “ile b TYPL OF PkQJLCT - PROJECT CONTRIBUTION
A E AIN oY T
R LN FUNDS “OTAL
- 1/
3. Yuscarin - Department J
of El Paraiso. X X Sanitary Sewerag 75 67,500 10,125 57,375
X {Municipal Cadas-
ter 7y 4,410 661 3,748
4. Cooperative Danlf X Construction
Equipment 7y 134,588 20,188 114,400
TOTAL DANLI REGION..........d..J.. J 1,267,790
TEGUCIGALPA REGION:
1. Talanga, Department
of Francisco Morazin X X Market 74 100,000 15,000 85,000
! X Municipal Cadas-
{ ter 75 12,600 1,890 10,710
2. Cooperative TegucigalpE X Construction
Equipment 75 221,294 33,194 188,100

izejects that will he finance! Ly ot

projects wili be considered for financing Ly BalitA.

P = "ot nrogrammred

ber agencics with: own funlds or witl loans

as

beir; repotiated; in case these loans are not granted, the

¥ 3IFQTYx3
III X3aNNV
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USE OF TECHNICAL ASSISTANCE, TRAINING,

FUNDS

ANNEX III
Exhibit 2
Page 15 of 36

AND EQUIPMENT LOAN

Technical Assistance

It i
ipal
1.

2,

Trail

S presently planned to provide loan funded tech-
nical assistance to the BANMA and participating munic-

ities as follows:

Capital projects advisor
3 years at 25 ,000

Equipment Advisor and Regional
Cooperative Superviscr - 2
years at $30,000 per year

Cadaster Advisor - 1 Year at
$40,000 per year

Marketing Advisor - 1 year at 30,000
Short Term Advisors

Project Evaluation and Auditing

ning

—_— e ——n

Training will be provided to BANMA
cipal employees and oificials as follows:

Muni

1.

Training courses for municipal

employees and officials - travel,

per diem costs for participants

and fees and eXpenses for course

instructors

Short term training for BANMA
personrel in U.S. or third
countries

Long term training for selected
BANMA personnel

60,000

40,000
30,000

95,000

100,000 _

$400,000

employees and

$110,000

25,000

15,000

—$150,000




Equipment

ANNEX 111
~Exhibit 2
Page 16 of 36

Equipment and office improvements are estimated to
include the following items:

1.

Four jeep type vehicles and spare
parts

Desk, adding machines, typewriters
and calculators

Bank accounting machines
Telephone system

Miscellaneous

$ 20,000

8,500

7,500

4,000
10,000
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SUMMARY OF CREDIT POLICY
HONDURAN MUNICIPAL BANK (BANMA)

CREDIT POLICY.:

1.

General Orientation:

Once a project is declared eligible for financing in
accordance with the financial policy, the Bank will attempt
to develop a financing plan that will maximize the income
potential for the municipality, within the limits of the
credit policy.

Based on an appropriate feasibility study, the Bank will
determine the repayment period, interest rate, and conunter-
part requirements so as to provide the municipality with

a net return of 10%/year on its investment.

Assuming an interest rate of 10% and a counterpart contri-
bution of 15%, the repayment period will be extended to
the point of satisfying the return criteria. In no case
may this period exceed 15 years for class A projects or

10 years for others.

If adjusting the repayment period does not allow the project
to meet the return criteria, the interest rate will be
lowered, assuming the maximum repayment period, until the
project does meet that criteria. In no case may it be
lowered to less than 4% for class A projects, 5% for class
B, 6% for C and 7% for class D projects. Any interest
rate of less than 6% must be justified by showing that

a higher rate would result in undue economic hardship for
the municipality and/or for the consumers of the service.
If this cannot be shown, the Bank may require an increase
in service charges as a sub-loan precondition.

If lowering the interest rate has still not allowed the
project to meet the return criteria, the Bank may require
a larger counterpart requirement. Raising the counter-
part requirement in increments of 5%, the feasibility
will be recalculated to see if the project would meet the
return criteria. In no case would the counterpart re-
quirement exceed 30% for class A projects, 40% for class

36
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B, 50% for class C and 60% for class D.

If the project still does not meet the return criteria,
the Bank may require:

a) Liens on property or other acceptable guarantees over
and above those normally regquired; and/cr

b) Deposit in a special account of part or all of the
net income from other services to cover the expected
shortfall.

The period of grace extended by the Bank will cover the
time programmed for execution of the project, but in no
case more than 18 months.

A one percent commission will be charged on direct loans.

The Bank will make no loan which would raise to more than
20% of the total portfolio the loans extended to any one
municipality.
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SUMMARY OF FINANCIAL POLICY
HONDURAN MUNICIPAL BANK BANMA)

FINANCIAL POLICY:

1.

Orientation of the Policy:

BANMA will develop and keep updated an'invostnent program
which reflects the role the GOH has assigned to the Bank
in promoting the development of Honduras.

Investments will be concentrated in regions of high
potential agricultural productivity. BANMA will finance
Projects as specified in the five-year Development Plan.
In the absence of specific orientation in the plan, the
regional distribution of investments will roughly follow
the trend of all government investments, calculated on a
regional basis.

During the years 1974-78, BANMA will concentrate invest-
ments in the polar and subpolar counties except the urban
areas of Tegucigalpa and San Pedro Sula. These 27 counties
are identified in various documents of the National Planning
Council. Based on Projections of available capital, the
following distribution will be observed:

BANMA  AID Loan
N Resources Program TOTAL

Ia.

Ib.
II.
III.

Urban/Industrial poles

(Teg. and SPS) 2 30% - 10%
Agricultural service poles 6 30% 45% 40%
Agricultural service subpoles 21 30% 4s% 40%
Other municipalities 254 10% 10% 10%

S

TOTAL 283 100% 100% 100%

BANMA will give priority to those. projects which improve .the income. and
welfare of the low-income Honduran and whose area of influence extends
beyond the county seat serving the rural areas of the county, subregion,
and region,

Investments will be concentrated on projects most closely related to the
development of the agricultural -seetor,- The -follewing-elaspifiocadion -
of projects has been adopted:

A. Projects that directly improve the efficiency of the production
and distribution of agricultural products. '
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These include: public markets, storage facilities for
agricultural products, slaughterhouses, access roads
to areas of high agricultural production, road
construction and maintenance equipment, irrigation
systems.

B. Projects that indirectly improve the efficiency of the
production and distribution of agricultural products.
These include: potable water systems, sanitary sewerage,
elzctrical energy, preparation of industrial sites,
transport terminals, health centers, rural schools.

C. Projects having marginal effects on agricultural productivity.-
These include: street paving, storm sewers, shopping
centers.

D. Other projects. These include: garbage collection
equipment, fiscal cadasters, cemeteries, city halls,
recreational facilities, tourism projects, technical
and professional services.

All of the projects in classes A and B
will be eligible for financing under the A.I.D.
loan. Likewise fiscal cadasters (class D).

The distribution of these projects in BANMA's overall lending
will follow the following orientation:

Class A 40-50%
Class B 30-40%
Class C 10-30%
Class D 0-15%

6. The above policies will be treated in all municipal analysis and sub-
loan approval documentation,
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—— ) ema—

DIRECCION CABLEGRAFICA
“BANMA~

BORRADGR

REGLAMENTO DE LA APROBACION DE PRESTAMOS

TITULO I

ELEGIBILIDAD DE LAS MUNICIPALIDADES

CAPITULO I

REQUISITOS BASICOS

Articulo 1.- Serdn elegibles de recibir asistencia financiera
del Banco, las Municipalidades que cumplan con
los siguientes requisitos bisicos:

Muestren en sus operacions, una responsabi-
lidad administrativa-financiera, aceptable
para el Banco.

Cuenten con un buen sistema de recaudacidn
de impuestos, que produzcan recaudaciones
lo suficientement altas, de las posibles
rentas Municipales.,

Tengan actualizado un plan integral de
desarrollo aceptable para el BANMA.

Esten al dia con sus obligaciones ante

el BANMA, o que se comprometan ponerse al
dia al momento de firmar el contrato de
préstamo.

Refinan otros criterios, que el BANMA decida
aplicar a su juicio.
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Articulo 2.- El Banco determinar8 'la elegibilidad de cada
Municipalidad cliente potencial a- traves de un
anallsls Municipal.

CAPITULO 1II

LOS ANALISIS MUNICIPALES

Articulo 3.- A través del anflisis sistemdtico de la administra-
cidén de las operaciones y del estado financiero
de la Municipalidad se determinar& el grado de
cumplimiento con los requisitos bésicos.

También establecerd& lo "m&ximo" que la Municipa-
lidad podré& amortizar para cancelar sus deudas y
por lo tanto hasta que mdximo estimado se lo po-
dr8 prestar. Asimismo establecerd también el ti-
po de entrenamiento que necesitard el personal
Municipal para poder realizar sus funciones con
precisidén y rdpidez, asi como para organizar y
administrar un proyecto de servicios Municipales.
Finalmente, estableceri las precondiciones con que
la Municipalidad ‘'ebe cumplir para establecer su
elegibilidad.

Articulo u4.- El Departamento de Servicios Técnicos del Banco
realizard el primer anflisis Municipal dentro de
tres meses de recibir la primera solicitud de
préstamo de una Municipalidad. El Banco podrd
antes de realizar el andlisis aprobar y desembol-
sar sobre el primer préstamo solicitado.

Asimismo el Gerente podrd prolongar el plazo en
que el Banco realizar8 el andlisis si la disponi-
‘bilidad del personal lo hace necesario.
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Articulo 5.- Cuando es posible, se realizar§ el primer
andlisis Municipal, como parte del programa de
elaboracidn de los planes integrales de desa-
rrollo que lleva a cabo el Ministerio de Obras
PGblicas.

Articulo 6.- El Banco estard actualizando periédicamente los
andlsis Municipales en lapsos no mayores de
5 afios. Sin embargo el BANMA podr4 actualizar
el andlisis Municipal lo mas pronto posible, al
ocurrir cualquiera de los siguientes factores:

1. Cuando la Municipalidad cae en morosidad por
mas de 3 meses, en la amortizacifn y pago de
intereses sobre un préstamo.

2. Cuando a la Municipalidad se le ha prestado
hasta lo méximo previamente establecido y
quiere realizar proyectos adicionales (siem-
pre que esté al dia en el pago de todas sus
obligaciones financieras ante el BANMA).

3. A peticidn de la Municipalidad, cuando lo
justifique la aprobacidn e inclusidén de pro-
yectos en el Plan Nacional o Regional de
Desarrollo.

4, Cuando lvs ingresos Municipales aumentan o

disminuyen dr&sticamente (en un 30%), en
relacidn con el afio anterior.

CAPITULUWO 'III

LA RESPONSABILIDAD ADMINISTRATIVA Y FINANCIERA DE LAS
o MUNICIPALIDADES .

Articulo 7.- Con el propdsito de evaluar el "Mérito de Cré-
dito" de la Municipalidad, el Banco reserva el
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derecho de examinar los libros, documentos, plan-
tas, y métodos, pricticas administrativas o rea-
lizar otras investigaciones que fueren necesarios
para permitir que €l seglin los criterios que
estime convenientes, determine el grado de la
responsabilidad administrativa y financiera de la
Municipalidad.

Como minimo entrarln como criterios los siguien-
tes factores:

1. La educacidn, capacitacidn y experiencia del
personal Municipal, tanto de funcionarios
como de empleados.

2. La organizacidn administrativa de la Munici-
palidad y la eficiencia con que realiza sus
operaciones,

3. El monto de los ingresos ordinarios y extra-
ordinarios de las Municipalidades, comparado
con las posibles rentas.

4. El funcionamiento y estadc del sistema
contable.

5. El manejo y administracidn de los servicios
pliblicos que presta al pueblo.

6. La organizacidn y contenido de las actas,
ordenanzas y legislacidn Municipal.

7. La operacidn y resultados de los proyectos
financiados anteriormente por el BANMA, otra
institucidn financiera, o casa comercia .es.

8. El nfimero de reuniones de la Corporacidn Mu-
'~ nicipal abiertas al pfiblico y el nfimero pro-
medio de personas que asisten a las reuniones.
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Articulo 9.- E1 Banco, despu&s de realizar el andlsis Munici-
pal informard por escrito a la Municipalidad que
ha sido declarado elegible para recibir préstamo
del BANMA o en su caso, que deberd implantar me-
didas correctivas, si se ha notado deficiencias
en el manejo administrativo y financiero de 1a
Municipalidad. La implantacidn de estas medidas
serd una condicidn brecedente al desembolso so-
bre el préximo préstamo a 1a Municipalidad.

Articulo 10. La Municipalidad informari al Banco cuando haya
implantado las medidas correctivas, para que
este Gltimo haga las investigaciones necesarias
para determinar si 1la Municipalidad ha cumplido
la condicidn precedente qQue se establecia.

Articulo 11. El Gerente del Banco, podrd concedep excepciones
temporales a las disposiciones de los Articulos
9 y 10 cuando 1la Municipalidad demuestre suficien-
tes esfuerzos hacia cumplimiento como para ameri-
tarlo. ‘

CAPITULG Q Iy

LA RECAUDACION DE LOS IMPUESTOS MUNICIPALES

Articulo 12. El Banco Municipal requeriri que la Municipalidad
este recaudandc anualmente un 80% de las posibles
rentas municipales, establecidas en el primer
analisis Municipal, para ser elegible de recibir
préstamo de la Institucidn.
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ANNEX III
Exhibit §
Page 26 of 36

Si por diferentes circunstancias las rentas
Municipales no alcanzan ese porcentaje estipu-
lado, el BANMA podri requerir como condicidn
(es) al desembolso sobre un préstamo; uno o
mas de los siguientes:

1. Que la Municipalidad establezca una Ofici-
na de Catastro Municipal en forma eficien-
te.

2, Que la Municipalidad establezca un sistema
adecuado de control de impuestos. El sis-
tema administrativo que adopte la Municipa-
lidad para crear los datos y mantenerlos,
tendrd que ser aceptado por el BANMA, siem-
pre que aumente el % de las rentas municipa-
les requerido por la Institucién.

3. Que la Municipalidad implemente un sistema
moderno de cobranza, mande periédicamente y
regularmente avisos de pagos a los contri-
buyentes, que indicar&n los impuestos co-
rrientes actuales y los de afios anteriores,
si debiera a la Municipalidad.

4. Que reduzca, capacite o emplee personal.

5. Que modifique las finanzas y legislacidn
Municipal.

6. Otro que estime conveniente.

El BANMA no aumentard el monto méximo de présta-
mos establecidos en el primer andlisis Municipal,
hasta que la Municipalidad haya logrado ese por-
centaje.
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Articulo 15, El Gerente del Banco podra prorrogar hasta por
tres afios el cumplimiento del ‘Artfculo 12.

CAPITULO V

'PLAN INTEGRAL DE DESARROLLO

Articulo 16. El Banco Municipal, requerirs que la Municipa-
lidad cuente con un Plan integral de desarrollo
elaborado o aprobado por el Ministerio de Obras
P@blicas, para ser elegible para recibir présta-
mo del BANMA.

Articulo 17. El Plan Integral de Desa.rollo deberd tener como
minimo 4 partes, que podr&n ser desarrolladas en
forma separada o de una sola vez. Lsas U4 partes

serdn:
1. Una carpeta de datos bésicos sobre el Munici-
pio. Los datos basicos estarén detallados

en un instructivo que ser§ elaborado por 1la
Institucién.

2. Un esquema general, en forma de Plano, indi-
cando el drea urbanizada dctualmente y la
proyectada durante los préximos 5 afios y 10
afios respectivamente.

Se sefialard en el plan; la ubicacién actual

Yy la esperada en el futuro de 1las principa-
les instalaciones Municipales, gubernamenta-
les y privadas y que podrdn incluir: Merca-
dos, Mataderos, Centros Comerciales, Plantas
Eléctricas, Alcantarillado, La Presa, Escue-
las, Cabildo Municipal, Hospitales y Centros
de Salud, Campos de Reecreo y Diversiones,
Parques Industriales, Carreteras, Telégrafo,
Presidio y. otros. : a
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3. Un Plan de Inversiones que la Municipalidad
pretenda realizar en los prbximos 10 afios;
este plan incluird solamente las inversiones
planeadas por el sector pdblico en el Munici-
pio.

4. Un plan regulador, por el cual se regulard
el desarrollo del Sector privado. Esto in-
cluird por lo menos, la politica que se apli-
cari para el buen uso de la tierra, adaptado
por la Corporacidén Municipal y otros Instru-
mentos que le fueren necesarios, para poner
en prédctica esa politica, como ser una orde-
nanza de zonificacidn.

Articulo 18. Este Plan Integral de Desarrollo que se requeri-
r4 de las Municipalidades, tendr8 que presentar-
se dentro de los 3 afios después de la fecha del
primer an8lisis Municipal.

Articulo 19. El Gerente del Banco podrd prorrogar el cumpli-
miento de este requisito hasta por dos afios adi-
cionales.

Apticulo 20. E1l BANMA no aumentari el monto mdximo de présta-
mos establecido en el primer andlisis Municipal,
hasta que la Municipalidad haya presentado el
Plan Integral de Desarrollo.

CAPITULGO VI

EXCEPCIONES

Articulo 21. E1l Gerente dél‘Banco podré temporalmente excep-
tuar de los requerimientos establecidos en los
capitulos III, IV y V las Municipalidades en
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donde su cumplimiento requerir& recursos adminis-
trativos y financieros que no est4n al alcance de
la Municipalidad.

TITULO II

APROBACION DE PROYECTOS

CAPITULO I

ELABORACION Y PRESENTACION DE SOLICITUDES

Articulo 22.

Articulo 23.

La responsabilidad de la elaboracién y presenta-
cién de solicitudes para préstamo queda con las
corporaciones municipales, consejos distritales,
y Juntas Directivas de las asociaciones intermu-
nicipales. Estos deberdn haber cumplido los
requisitos establecidos para ser elegible para
recibir préstamos conforme Articulo 9 de este re-
glamento excepto en caso de la primera solicitud
0 las exenciones especiales que se ha previsto
en Articulos 11, 15, 19 y 21.

El Departamento de Servicios Técnicos proveerd
asistencia técnica a la Municipalidades Distri-
tales y ascciaciones para ayudarlos en la prepara-
cidn de solicitudes completas y precisas y que

satisfagan los requerimientos del Banco segﬁn los.

formularios e instructivos que éste proporciona-
ra. No se aceptard solicit.d que no estd presen-
tada en los formularios del Banco o copia fotost4-
tica de ellos. El Banco podr4 rechazmrcualquler
solicitud que no esté completa en todos sus .aspec-
tos. :

36
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CAPITULO II

REVISION DE LAS SOLICITUDES

Articulo 24. Al recibir una solicitud, él Departamento de
Servicios Técnicos la revisari para ver si es-
td completa. Si faltan muchos datos o si los
datos presentados no permiten que se asigne
las prioridades a que se refieren los Articulos
26 y 27 y se devolverd la solicitud a la Munici-
palidad pidiendo que lo sometan cuando esté com-
pletado.

Articulo 25. El Departamento de Servicios Técnicos revisari
la carpeta oficial de la Municipalidad. Esta
carpeta contendrd como mZnimo:

1. El mas reciente an&lisis administrativo eco-
noémico de la Municipalidad.

2. Historia crediticia de la Municipalidad con
el BANMA y con otras instituciones. Podré
contener ademés,

3. E1 Plan Integral de Desarrollo si este ha si-
do elaborado, y su correspondiente programa
de inversiones.

4k, El1 formulario de la encuesta Municipal mas
reciente.

5. La encuesta de proyectos si fue realizado en
la Municipalidad.

Articulo 26. El Departamento de Servicios Técnicos asignard al
proyecto una prioridad tentativa de entre las si-
guientes categorias:
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a) Alta prioridad (proyectos en clase A o B de
la politica financiera, catastro municipal,
© estudio de factibilidad para proyectos en
clase A o B),

b) Mediana prioridad (proyectos en clase C de
la politica financiera).

c) Baja prioridad (proyectos en clase D de la
politica financiera excluyendo catastro mu-
nicipal o estudios de factibilidad para
proyectos de alta prioridad).

d) Proyectos no elegible para financiamiento del
Banco (proyectos que otras instituciones debe-
rian financiar, o de municipalidades personas
naturales o jurfdicas no elegiblesde recibir
préstamos del Banco).

El Departamento de Servicios Té&-:nicos asignari
tentativamente el afilo en que se ha programado el
proyecto para ejecucidn. Esto se basari en los
siguientes factores:

a) La disponibilidad proyectada del BANMA.

b) La prioridad tentativa asignada al proyecto
(excepto en el caso de considerar tentativa-
mente que el proyecto no es elegible para fi-
nanciamiento del Banco).

c) La capacidad de endeudamiento adicional de 1la
municipalidad.

d) El progreso de la municipalidad en cumplir con
las condiciones precedentes establecidas por
el Banco.

e) El grado de conformidad del proyecto con las
disposiciones de la polftica Financiera.

‘36
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Articulo 28. El Departamento de Servicios Técnicos revisars
los datos presentados en la solicitud de prés-
tamo. ' Basado en los datos en la carpeta oficial
y los presentados en la solicitud, preparari una
lista de posibles precondiciones para desembol-
so del préstamo solicitado.

Estas precondiciones pueden incluir requerimien-
tos sobre el entrenamiento del personal munici-
pal, las tarifas o cobros a los usuarios, cance-
lacién de deudas pendientes y otros asuntos que
puedan mejorar la factibilidad de realizar el
proyecto.

Articulo 29. Dentro de diez dias de la fecha de recepcibn de
la solicitud presentard a la comisidn Técnica
del Banco lo exigido por los Articulos 26, 27 y
28 y otros resultados de su anilisis preliminar
de la solicitud,

Articulo 30. La comisidn Técnica en base de la presentacién
hecha por el Departamento de Servicios Técnicos
dard una aprobacidén inicial a2l proyecto, si es
ameritado confirmando o modificando las priori
dades y precondiciones tentativamente asignados
por aquel Departamento. El Gerente informard a
la Junta Directiva de la recepcidn de la solici-
tud y las recomendaciones de Comisidn Técnica
en su prdxima reunidn.

Articulo 31. La Junta indicari su autorizacidn para proceder
con el andlisis del proyecto y la preparacién
del documento de -préstamo, 0 en su caso seflala-
rd sus objeciones al préstamo solicitado.

‘Articulo 32. El Departamento de Servicios Técnicos notifica-
rd a la Municipalidad dentro ‘de los 3 dias de su
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presentacidn .a la Junta Diprectiva de la accidn
tomada por esta iltima. Informars si hay datos
adicionales que el Banco necesita para tomar una
decisibén final y avisard a la Municipalidad de

la llegada proyectada de funcionarios del BANMA
‘para investigar mas a fondo los aspectos del pro-
yecto que necesita mayor estudio.

CAPITULO III

PREPARACION DE DOCUMENTOS wuE PRESTAMO

Articulo 33. Sera4 responsabilidad del Departamento Financie-
r0 preparar el documento de préstamo, realizapdo
tales investigaciones que fueren necesarios para
comprobar la veracidad de los datos presentados
por la municipalidad y para analizar a fondo 1los-
aspectos administrativos, econdmicos y técnicos
del proyecto.

Articulo 34. El Documento de Pré€stamo contendri como minimo .
la siguiente informacidn:

1. El Préstatario

2. Destino de los fondos

3. Ejecutor

4. Monto del Préstamo

5. Condiciones del Pré&stamo incluyendo plazo,

intereses, garantia, forma de pago, plan de
desembolsos. :

6. Plan financiero del proyecto.
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7. Déséripcién del proyecto

5. hkaze legal de proyecto

9, Justificacidn del proyecto -

10. Condiciones especiales
- Previas al primer desembolso.
- Durante la ejecucidn dél proyecto
-~ Durante la vida del préstamo

11. Anexos técnicos

Articulo 35. El Departamento Financiero remitird copias del
Documento de Préstamo a la Gerencia para darle
"trdmite al procedimiento de aprobacién final.
En caso de ser requerido por otras instituciones
como la A.I.D. le remitird una ccepia del docu-
mento.

Articulo 36. Si el proyecto tiene un valor total menor de
L.50,000 y un valor financiable menor de
L.25,000 el Gerente podra aprobarlo,.

Articulo 37. Si el proyecto tiene un valor total de L.50,000
© mas o un valor financiable de L.25,000 o mas
o si forma parte de un proyecto que a través de
varias solicitudes llegare a exceder esos montos
la Junta Directiva deberg aprobarlo.

Articulo 38. Cuando se presenta una solicitud al Directorio,
el Gerente presentari sus recomendaciones en la
misma sesidn.

Articulo 39. Al ser aprobado por la Junta Directiva el Depar-
tamento Financiero remitiri tres copias del Do~
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cumento de préstamo a la Municipalidad.

Articulo 40. La municipalidad devolveri el documento aproba-
do totalmente o solicitdndole las reformas que
estime necesarias. Si las reformas son menores
serdn aprobados por el Gerente. Cualquier refor-
ma que trata de aumentar el monto del préstamo
© cambiar en mas del 15% o L.5,000 el que sea
mayor, u otras partes del Plan Financiero tendri
que ser aprobado por la Junta Directiva.

Modificacidn del monto de un préstamo original-

mente aprobado por el Gerente tendr& que ser apro-
bado por la Junta Directiva.

TITULO III

EJECUCION DEL PROYECTO

CAPITULO I

PREPARACION DEL CONTRATO

Articulo 41. Después de recibir la aprobacién del documento
de préstamo por la municipalidad y en su caso
por la A.I.D., el Departamento Financiero pre-
parard el contrato de préstamo. Para este pro-
pésito se usari los contratos tipos aprobados
por la Junta Directiva.

Articulo 42. El funcionario de contratos y otra persona
‘'responsable de la preparacidn del contrato lo
preparard de conformidad con lo estipulado en
el documento de préstamo y otros reglamentos
de) BANMA que tiene pertenencia.
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Al ser preparado el contrato se lo pasaréd al
Gerente quien llamard a los interesados para
proceder a la firma.

Se ejecutard el proyecto conforme los requeri-
mientos establecidos a el contrato seglin los
procedimientos que ha establecido el BANMA en
los reglamentos que regulan las licitaciones
piblicas y la supervisidn de los proyectos y
de acuerdo a los convenios interinstituciona-
les que puedan tener relevancia.

36



BALANCE SHEET
BANCO MUNICIPAL AUTONOM(
December 31, 1971

Assets
- 525,772
Cash - Note A
Reimbursements receivable - banks 164,852
Loan Receivable - Note B .
Commercial L 2,791,915
Municipal 620,791 L 3,412,706
Less Allowance for Uncollectible loan - Note B - 650,000
2,762,706
Employee loans 68,315 2,831,021 g
Investments in bonds - Note C . g
Municipalities L 1,030,177 =
Less provision for uncollectible bonds 500,000 530,177 g*
Commercial bonds - Note D . 445,000 975,177
Advances on Construction - La Mesa Ajrport - Note E 1,718,271
Overdrafts - Note F 139,213
Interest and Commissions receivable - Note G 197,146
Miscellaneous accounts receivable - Note H ;74’484
Fixed Assets - Note I L 286,1'12
Less Allowance for depreciation 138,709 147,403
Deferred Chargas - Note J 36,127

Total 16,809,466 7 =2
té’ i g
. IR =
The Notes to Financial Statements are an integral part of and should be read in conjunction with this balance sheetg::!%
]
n Ny
\n
5



BANCO MUNICIPAL AUTONOMO

December 31, 1971

Liabilities and Capital

Liabilities

Demand deposits - Note K
Municipalities
Private
Cashiers and certified checks - Note L
Savings Accounts -
Municipaiities
Privata
Time deposits - Note M
Municipal subsidies held by bank - Note N
Trade accounts payable )
Trust account - La Mesa Airport - Note E

Guaranty deposits

Gank bonds payable - Note 0
Foreign currency payable
Interest payable

Unearned interest income

Branch account - Note P
Total Liabilities

Capital
Capital stock paid, of which $730,529 is unissued - Note Q
Accumulated Deficit :

Deficit as of January 1, 1971 - Note P
Net loss from the year

Contingent liabilities - Note C

447,819

504,387

16,742

338,843

L3,529,056

1,415,429

197,228 (1,612,657)

5¢ Jo g odeq
T 3Tqryxy
AT XINNV

L 952,206
149,989

355,585
»390,
‘464,077

391,941

51,878

38,586
997,400
29,230
21,833
42,039

48,189

ty »

1,916,399

6,809,466
14,000,000




STATEMENT OF INCOME
BANCO MUNICIPAL AUTONOMD
Year Ended December 31, 1977

Municipal Commercial Total

Revenues:
Interest earned on loans 1,670 283,578 285,248
Interest earned on investments in bonds 83,410 25,400 138,810
Commissions earned 70,181 20,553 90,734
Miscellaneous revenues 11,162
Total revenuye 155,261 329,531 495,055
Provision for Uncollectitle Toans 110,000
Income before deducting Operating Expenses 385,955

:xpenses:
Interest paid 121,103
Personnel Compensation 298,264
Directors' fees 35,900
‘Legal expenses 325
Building Rental and maintenance 29,635
Providing for depreciationprovisions 26,624
Operating Expenses : 71,332
Total Expenses 583,183
Net loss for the period (197,228

SZ 3o ¢ e3eyq
't ATqQryxy
AT Ve
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STATEMENT OF CHANGES IN
ACCUMULATED DEFICIT
BANCC AUTONOMO MUNICIPAL
December 31, 1971
Unadjusted balance - January 1, 1971 270,517
Adjustments increasing deficit:
Uncollectible overdrafts - 1969 and prior 2,676
Uncollectible advances to employees - 1969 and prior 3N
Unrecorded depreciation - applicable to prior years 13,779
Uncollectible travel advances - 1969 and prior 4,896
Uncollectible small accounts receivable from '
municipalities - 1969 and prior 1,907
Uncollectible small commercial accounts receivable - :
1969 and prior 648
Allowance for doubtful accounts - portion applicable
to prior years 540,000
Prior year accrual of severance pay 78,980
Uncleared advances in repairs to building 1,955
Allowance for possible losses on municipal bonds 500,nnn 1,115,212
1,415,729
Adjustment decreasing deficit - unapplied cost
applicable to prior years 300
Adjusted balance - January 1, 1971 1,415,429
Net loss year ended December 31, 1971 197,228

Tota] deficit December 31, 1971 L 1,612, 657
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NOTES TO FINANCIAL STATEMENTS

R. Cash presented in the balance sheet is made up of the following items:

Cash on hand:

..empiras 131,782
roreign Currency 37,350
169,132
Bank accounts -

Central Bank of Honduras 323,459
Domestic Banks 29,581
Foreign Banks - 3,600*
356,640

Total Cash 525,772

* The records of account of the bank reflect 2 balance of 112,914,
which we have reduced by 109,314 and transferred to the account, "Advances
on Construction - La Mesa Airport". The rather large adjustment is due to a
difference between the records of the bank and the latest bank statement
received from the Chase Manhattan Bank of New York, with whom the account
is maintained. The differences are as follows:

Records of BANMA 109,516
Bank Statement from Chase

Manhattan Bank (12-31-71) 202
Unaccounted for difference 109,314

We were unable to locate cancelled checks in order to reconcile this
account. The latest reconciliation prepared by BANMA was on September, 1968.
In the absence of supporting documentation, the unaccounted difference may
represent a cash shortage.

We were told by BAMMA officials that the unaccounted difference of
-109,314 represents fire fighting equipment purchased for the La Mesa Airport.
Based on this oral information, we have charged the Airport construction
account with the amount in question. It should be observed, however, that
_should this amount not be applicable to airport purchases, either the current
year or accumulated deficit shouid be increased, thus accounting for the

cash shortage.
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B. Loans receivable in the amount of 13,412,706 have not been reviewed
by bank management with a view toward eliminating from the reccrds (writing
off) uncollectible loans, At our request, the bank prepared a schedule
of loans receivable, classified by current and past due.

with an average of forty percent (40%) of loan installments past due. As a
result of this delinquency rate and in the absence of reliable estimates b,
bank officials, we estatlished an allowance for doubtful accounts in the
amount of 650,000 of which 110,000 was charged against current years operations
as an expense and the balance, 540,000, was added to the accumulated deficit.
It is important that cognizance be taken that the allowance for doubtful
accounts of 650,000 is a rough estimate which might be increased or decreased
by bank officials. It is our judgment, hovever, that the allowance represents
a8 minimum and that any adjustments would probably be upward.

C. In accordance with its charter, the Bank sells and guarantees bonds
on behalf of municipalities. Bonds which are not sold are purchased by the
bank. As of December 31, 1971, the bank had investments in bonds, carried
at acquisition cost of L1,030,177.

It appears that there is no market value for these bonds, inasmuch
as only the Central Bank of Honduras and the National Port Pfuthority have
been willing to purchase these securities. Therefore, in accordance with jts
charter the hank sells and guarantees repayment of bonds, on behalf of
municipalities. 1In return foir its guarantee, Tormal agreemarts are entered
into between the bank and municipalities requesting bond issues, whereby
municinal revenues or comparable security is pledaed to the bank to support
its quarantee, Further, these agreements call for municipalities to honor
specific amortization installment schedules.

Acting-under its charter, the bank hag marketed a total of 7,728,900
of municipal bends, of which more than 5 million is stil] outstanding. The
bank hzs sold, principally to the Central Bank of Honduras and the Hational
Port Authority, bonds vhich have outstanding principal amounts of 4.0 million.

Although municipalities have lTeaal obligations t» honor their
commitiments and despite the fact that municipal reventies are pledged to
cover bank guarantees, substantial amortization rayments are delinquent. At
present, the status of bond amortization is as ‘o0llows:

Held by Others
but Guaranteed

Held by BANMA | by BANMA

Installments not due 740,037 3,848,210
Delinguent installments -

overdue 3 mos. to five years 290,140 307,490

Total 1,030,177 ﬁ__,_J_S_S_,_Z_Q_O_
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Fully 59 percent of all bond issues have some installments past due,
and 33 percent of all jssues outstanding have installments past due for periods
of six months or more. As a result of the rather high delinquency rate on
the part of municipalities, special note should be made of the contingent
Tiability of the bank in the amount of 4,155,700, -

"~ In the event'subsfantia1'defauité occur, the bank's contingenfo

Tiability could become legal obligations. A schedule of amortization prayments
through 1974 is presented in Annex &. :

In recognition of the present delinquency rate of bonds by the bank
(33% of 1,030,177 overdue), w2 have estahlished an allowance for default. .
in the amount ot 500,000, of which the full amount was added to the
accumulated deficit and no part was changed against current operations.

D.  The bank has invested in the following bonds:

Central Bank of Honduras,

Interest rate of 4 per cent ‘ L145,000

Financiera Hondurena, : :
Interest: rate of 7 per cent 300,000
L445,000

E. The bank has entered into a contract with the municipality of
San Pedro Sula to issue bonds to Tinanc> tho La Mesa airport. To date, more
than 12,500,000 have been seld under zhis arrangement. In return for its
guarartee, San Pedro Sula has pledged %3 revenues, including revenues
generaied from administration of the airpori,

Under the contract describeg immediately above, the bank is authorized
to act as Administrator of the La Mesa Airport. Under this arrangement, the
bank receives all revenues and disburses a’ | funds from a segredated trusc
account. As of December 31, 1971, tho irust accourt held a positive balance
of 51,878, : : '

The bank has additionally advanced 1,718,271 for airport construction
and commodity procurement expenditures. Upon completion of procurement and
construction, the bank will attempt to sell bonds to cover funds expended.

In the event no buyers for the bonds are found, the bank would have no recourse
but to accept the bonds in exchange for funds advanced for airport construction
and commodity purchases.

F. PReclassifications were made from various accounts to reflect over-
drafts receivable. The bank holds collateral in the form of mortgages on
L104,000; the remainder may prove-difficult to collect.
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G. The bank follows the practice of recording interest and commissions
receivable and recognizing such amounts as income for all accounts, current
and past due. To the extent that interest and commissions receivable have
been recorded for uncollectible accounts, incemz and assets are thereby
overstated. We did not attempt to quantify uncollectible interest and

commissions receivable.

H. Included in miscellaneous accounts receivable are amounts receivable
from present and former bank employees for (1) cash shortages of 12,278
and (2) salary advances of 1,032; and an account called "Oficina Principal”
in the amount of 7,952. This latter account may well represent an unaccounte
for item which is worthless, for an entity camnot recognize as an asset
funds receivable from itself.

I. Subsidary records are maintained for fixed assets - furniture,
office machines, safes, etc. - which added together account for the total
recorded as fixed assets. However, the bank has not taken a physical
inventory of its assets to ascertain the reliability of its records. We
attempted to verify the accuracy of fixed asset subsidiary records-and were
unable to locate 16 items amounting to approximately 113,000 which are 1isted
in the subsidary records. We also found certain assets which are not
supported by inventory records. Inventory records do not contain sufficient
detail to identify with certainty the existing physical assets.

The bank follows the practice of recording as fixed assets such
items as staplers, perforators, plastic covers, rubber stamps and similar
items costing less than L30 each. No inventory of these items has been
taken by the bank.

The fixed asset account includes an elevator (17,529) and building
improvements (7,544). However, the bank has no lease agreement covering
the building it cccupies. Should the lessor of the building demand that
it be returned, the bank would sufver loss of the undepreciated value of
these items of L8,800,

J.  Deferred charges include miscellaneous office supplies, such as
stamps, stationary, check and savings books which have not been inventoried.

K. Included in checking accounts are the following:

National Lottery 172,891

Civic Committee for
National Defense 131,377
Central District Treasury 62,485
Directorate for Technical -
Assistance 88,446
455,199

L. The bank was unable to prepare a Yisting of certified and cashiers -
checks for our rejvew.
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M. Included in this account are funds deposited by the Nationa) Port
Authority in the amount of 1,231,000. The bank pays interest at the rate
of 7 percent per annum ar.d requires that funds remains on deposit ga -
minimum of one month.

N. The bank serves as depository for subsidies allocated by the
national government to municipalities, Conditions for releasing these
funds by the bank are somewhat unclear, but presumably municipalities must
satisfy the national government that the activities to the subsidized are
in process of execution. Ve were unable to determine the exact nature of
subsidies held by the bank.

As of December 31, 1971, the bank had retaiﬁed subsidies in the
amount of 464,077, of which 370,217 was received prior to 1971, See
Annex H for a complete presentation of subsidies held by the bank,

. \

0. The bank has issued 10 year bonds whi&h are held by the following
organizations:

Cenfra] Bank of Honduras

5% interest L700,000

National Port Authority
7% interest 296,400
Others - 7% interest 1,000
Total £997,400

P. There exists an unreconciled difference in the home office/branch
accou:s between the central office and San Pedro Sula in the amount of
2,070 At the time our examination was compieted, the difference had not
beer ~oconciled by the bank. The figure is recorded as a liability, but
couic rapresent a reduction in assets, reduction ip expenses or an increase

in oiraome,

C.  Under the municipal banking law of the nation, municipalities
are “oruired to deposit five percent (5%) of their annual revenues with
the b2 & in return fer capital stock.

As of the date of gyp examination, municipalities were seriously in
arrears in honoring their commitments to pyrchase capital stock of the
bank. Records of the bank indicate that g3 total of L1,760,420 was due from
municinalities as of 1970. Thus, there exists contingent assets and capital
of an amount in excess of 1,760,420. As a practical matter, however, the
receivable will probably never be realized.
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No permanent record,. or other type of record, of stock holders
is maintained. We requested a 1isting of stockholders which the bank was

unable to provide.

The bank did prepare a summary listing by department

as follows:

Payments of

Atlantita L 86,755
Colon 31,348
Camayagua 69,555
Copan 93,115
Cartes 490,369
Choluteca 53,325
E1 Paraiso 78,095
Francisco Morazan 217,679
Gracias a Dias * 1,740
Intibuca 2,025
Islas.de Bahia v 9,210
La Paz 24,785
Lempira - 35,681
Santa Barbara 86,172
Olancho ’ 75,744
Octepeque 6,995
Valle 46,780
Yiro 110,895
Total Departments L1,520,268
National Treasury 2,000,000

Total L3,520,268
Unaccounted for , 8,788

Total

has not been jssund.

13,529,056

730,529 have been received for which capital stock
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BANCO MUNICIPAL AUTONOMO
DALANCE SHEET - AS OF DECEMBER 31, 1973
(In Lemplras)

ASSETS
Cash and Cash items
Cash and cash items 172,762
Central Bank deposits ‘408, 560
Correspondent bank deposits - 74,418
Investments
Honduran Government bonds 690,000
Municipal bonds 737,600
Financiera Hondurefia Bank bonds 512,700
Loan Portfolio
Commercial Loans 1,504,934
Municipal Loans and discounts 288,335

Loan to F
Bank

inanciera Hondurefia
___600,000

2,393,269

Less Reserve for Doubtful Loans _(150,565)
Reoceivables
Interest Receivable

TLoans 64,002

Investments 259,880 323,882
Commissions Receivable 63,939
Other Receivables _1e3,826

Municipal Obligations assumed by
Banlk as guarantor

Foreclosed Assets in Liguidation

Pixed Assets
Leasehold Improvements 23,237
Furniture and fixtures 169,551
192,788
Lecs Depreciation Reserve (93,935)
Charges

Daferred

Total Assets

ANNEX IV
Exhibit 2
Page 11 of 25

655,740

1,940,300

2,242,704

551,647

388,475
1,844,000

30,443

98,853 °
36,853

~7,789,015



BANCO MUNICIPAL AUTONOMO
BALANCE SHEET- AS OF DECEMBER 31,1973

LIABILITIES AND CAPITAL

CURRENT LIABILITIES

Accounts Payable

Interest Payable

Customer Accourits:
Demand Deposits
Savings Deposits

TIME DEPOSITS

GENERAL BONDS PAYABLE (Note 2)

DEFERRED CREDITS

Unearned Interest
Unapplied Cash

MUNICIPAL SUBSIDIES (Note 3)

CAPITAL (Note 4)

Paid-in Capital:
Subscribed Capital
Less Subscriptions

558,438
179,367

871,655
291,955 1,163,610

28,288
142,390

7,414,359

Receivable (3,697,020) 3,717,339

Accumulated Losses
Profit for year

(767,557)
87,949 (679,608)

ANNEX: IV
Exhibit 2.
Page' 12 of 25

1,901,415

1,278,791

997,400

170,678

403,000

Total Liabilities and
Capital

3,037,731

_7,789,015



BANCO MUNICIPAL AUTONOMO .
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31,1973

INCOME
Interest an Loans and Investments: 534;078’
Commissions 137,530
Exchange Income 3,177
Other 5,954
Total Income

EXPENSES

Salaries and Benefits 316,682
Interest Payments 159,394
Legal Fees 2,050
Renit and Utilities 28,914
Miscellaneous Operating Costs 58,328
Depreciation and Amortization 26,406
Other 1,016

Total Expenses

1973 Net Income

ANNEX IV
Exhibit: 2
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680,739

592,790

87,949
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BANCO MUNICIPAL AUTONOMO
NOTES TO THE FINANCIAL STATEMENTS FOR
THE YEAR ENDED. DEC. 31, 1973 -

Represents the BANMA direct investment in the San Pe~-
dro Sula airport facility. The GOH has agreed to
reimburse the Bank for the investment; payment to be
amortized annually over a ten year period without
interest.

5% bonds issued for general working capital secured
by the general assets of the Bank, due and payable
serially beginning in 1974 through 1982.

Represents subsidies granted to municipalities by
the GOH for specific projects. Funds have been
pending receipt of order by GOH Treasury to disburse.
BANMA has received verbal advice that projects have
been cancelled and that GOH will authorize transfer
of funds to BANMA as additional paid-in capital.

BANMA is contingently liable as guarantor for munic-
ipal bond issues totalling Lps- 4,156,554.00

at December 31, 1973. The BANMA has provided no
reserves to reflect these contingent liabilities
because the operations have not generated reserves to
cover such an eventuality. The policy of the Bank
has been to assume the liability as guarantor and
pursue collection from the Municipality.



BANCO MUNICIPAL AUTONOMO

BALANCE SHEET - AS OF FEBRUARY 28, 1974

(In Lempiras)

ASSETS

Cash and Casn Items

Cash on hand

Central Bank deposits
Correspondent bank deposits
Cash in transit

Investments

Central Bank bonds
Municipal bonds
Financiera Hondurefla Bank bonds

Loan Portfolio

Commercial Loans

Municipal Loans and Discounts
Loan to Financiera Hondurefia Bank
Loan to Banco de Honduras

Less reserve for doubtful loans

Receivables

Interest Receivable

oans 75,501
Investments 299,334

Commissions Receivable

Othexr Receivables

Municipal Obligations Assumed
by Bank as guarantor

Due from the Government of Honduras (Note 1)

Foreclosed Assets in Ligquidation

Fixed Assets
Leasehold Improvements
Furniture and fimtures
Less Depreciation Reserve
Deferred Charges

111,954
293,922
46,846

105,117

500,000
204,700

512,700

1,291,368
254,539
700,000

1,000,000

R A T A

3,245,907

(151,399)

374,835
57,614
124,643

771,575

22,027
170,590

(106,701)

ANNEX IV
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557,839

1,217,400

3,094,508

1,328,667

1,844,000
30,442

85,916
45,177

S— 1=V XY A
8,203,949



BANCO MUNICIPAL AUTONOMO
BALANCE SHEET - AS OF FEBRUARY 28, 1974

LIABILITIES AND CAPITAL

CURRENT LIABILITIES

Accounts Payable

Interest Payable

Customer Accounts:
Demand Deposits
Savings Deposits

TIME DEPOSITS

GENERAL BONDS PAYABLE (Note 2)

DEFERRED CREDITS

Unearned Interest
Unapplied Cash

MUNICIPAL SUBSIDIES (Note 3)

CAPITAL (Note 4)

Paid-in Capital:
Subscribed Capital
Less Subscriptions Re-
ceivable

Accumulated Losses(645,050)
Profit for period 7,862

715,645
202,610

1,174,730
241,504

10,207
108,820

7,414,359

(3.688,261)

- 3,726,098

(637,188)

ANNEX 1V
Exhibit 3
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2,334,489
1,261,123

997,400

119,027

403,000

3,088,910
8,203,949




BANCO MUNICIPAL AUTONOMO
STATEMENT OF OPERATIONS
FOR THE PERIOD ENDED FEBRUARY 28 1974

(In Lempiras)

INCOME

Interest on Loans and Investments
Commissions

Exchange Income

Other

Total Income

EXPENSES

Salaries and Benefits
Interest Payments

Legal Fees

Rent and Utilities
Miscellaneaus Operating Costs
Depreciation and Amortization
Other

Total Expenses

1974 Net Income through 2/28/74

84,555
33,510
378
1,504

65,836
24,738
300
4,235
13,395
3,581

ANNEX IV
Exhibit 3
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119,947

112,085

— 7,862
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BANCO MUNICIPAL AUTUNOMO
NOTES TO THE FINANCIAL STATEMENTS FOR
FOR THE PERIOD ENDED FEBRUARRY 28,1974

Represents the BANMA direct investment in the San
Pedro Sula airport facility. The GOH has agreed
to reimburse the Bank for the investment; payment
to be amortized annually over a ten year period
without interest. :

5% bonds issued for general working éapital secured
by the general assets of the Bank, due and payable
serially beginning in 1974 through 1982,

Represents subsidies granted to municipalities by
the GOH for specific projects. Funds have been
held pending receipt of order by GOH Treasury to
disburse. BANMA has received verbal advice that
projects have been cancelled and that GOH will
authorize transfer of funds to BANMA as additional
paid-in capital.

BANMA is contingently iiable as guarantor for
municipal bond issues totallingLps. 4,285,533

at February 28, 1974. The BANMA has provided no
reserves to reflect these contingent liabilities
because the operations have not generated reserves
to cover such an eventuality. The policy of the
Bank has been to assume the liability as guarantor
and pursue collection from the Municipality.



BANCO MUN
STATEMENT OF ATTUAL/

PROJECTED INCO

ICIPAL AUTONOMO

(IN LEMPIRAS)

ME AND EXPENSE (1972-1983)

Actual ctual PROJECTED
INCOME 1972 1973 1974 1975 1976 1977 1978 1979 19 1981 1982 1983
Interest -Commercial Loan Bortfolio ) 143,543 116,043 55,543 22,543 - - - - - -
Interest-AID Loan Program ) 19,062 178,614 470,374 731,583 803,438 717,710 639,425 560,880 475,811 382,915
Interest-General Loan Program ) 20,000 79,764 197,260 368,796 522,230 635,354 758,617 903,631 1,075,595 1,276,406
Interest on AID Loan Project )

Reflows )667,810 534,078 - 440 4,873 23,549 65,494 130,270 202,473 263,986 318,031 368,386
Interest-Municipal Discounts ) 45,000 45,000 48,750 48,750 48,750 48,750 48,750 48,750 48,750 48,750
Interest-short Term Investments ) 282,030 291,042 203,417 81,959 20,000 20,000 20,000 20,000 20,000 20,00¢C
Commissions-AID Loan Program ) 5,300 36,900 37,200 30,600 - - - - - -
Commissions~General Loan Program 5,000 10,000 20,000 25,000 20,000 22,000 27,500 32,500 40,000 42,500
ccxnmissions—Municipal Bond Portfolio) 139,449 137,530 41,207 35,150 29,837 27,183 24,848 21,179 19,167 11,855 6,230 3,018
Comrissions-Guarantees Granted ) 25,500 - - - ~ - - - - -
COmmissions—Miscellaneous ) 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Other Income 10,442 9,131 - - . = - - - T P g =

TOTAL INCOME 817.701 680,739 587,642 793,95. 1068,254 1360, 963 1,505,760 1,596,263 1,716,932 1,842,602 1,985,417 2,142‘975
EXPENSES
Interest on Savings Accounts ) 10,474 10,997 11,548 12,717 13,353 14,020 14,720 15,456 16,229 17,041
Interest on Time Deposits ) 163,508 159,394 5,000 - - - - - - - - -
Interest on General Bonds ) 240,270 235,270 220,640 189,960 159,280 128,600 97,920 67,170 41,490 15,810
Administrative Expense 469,403 406, 990 600,000 650,00C 700,000 770,000 790,000 810,000 830,000 830,000 830,000 830,000
Depreciation and Amortization 23,683 26 406 13,002 13,000 23,000 20,000 20,000 10,000 10,000 10,000 10,000 10,000
Amortization of Training and
TA Cos:s (10%) —-0- —-0- 17,809 48,000 76,000 110,000 110,000 110,000 110,000 110,000 110,‘000 1lo 000
TOTAL EXPENSES 656,594 592,790 886,544 957,267 031,188 1,102,677 1,092,633 1,072,620 1,062‘640_ 1,032,626 1,007,719 982,851
NET PROFIT (LOSS) 161,107 87,949 {298,902) (163 (314 37,066 258,286 413,127 523,643 654,292 809,976 977,698 1,160,124
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ASSUMPTIONS AND ESTIMATES USED IN PREPARATION OF THE
PROJECTED STATEMENTS OF INCOME AND EXPENSE

1, Interest income projections are based on the
projected level of lending operations established
for the AID loan funded project and other lend-
ing program.

2, Other sources of income were projected based
on historical data coupled With the revised
nature of lending and scope of future
operations. '

3. Administrative Expense projecticns were made on
a very conservative basis in order to reflect
projected operating statements at the lower end
of the spectrum for evaluation of the viability
of the project in most conservative terms.



BANCO MUNICIPAY, AUTONOMO
STATEMENT OF CASH FLOW PROJECTIONS (1974~
(IN LEMPIRAS)

1983)

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983
Cash Available at Beginning of Year 655,741 419,258 539,092 595,096 465,461 535,989 653,083 676,608 786,424 723,¢
Sources of Cash: :
1) Reduction in Investments 723,000 750,000 1,700,000 1,686,400
2) Reduction in Commercial Loan Portfolio 400,000 500,000 600,000 4,935 - - - - - -
Commissions Receivable at 12/31/73 63,939 - - - - - - - - -
Interest Receivable at 12/31/73 323,882 - - - - - - - - -
Other Receivables at 12/31/73 163,826 - - - - - - - - -
3) Increase in Paid-In Capital 215,500 215,500 215,500 215,500 215,500 215,500 215,500 215,500 215,500 215,¢
4) Increase in Demand Deposits 389,865 135,865 35,865 35,865 6,152 73,801 77,491 81,365 85,434 89,7
5) Increase in Savings Deposits 14,598 15,328 16,094 16,899 17,744 18,631 19,562 20,541 21,568 22,€
6) Repayments- AID Loan Program 11,123 101,971 370,321 708,845 971,294 996,101 910,820 961,167 1,046,236 1,129.1
Repayments - General Lending Program - 14,484 59,732 206,853 521,158 829,852 1,064,693 1,348,373 1,573,379 1,613,¢
AID Loan Fund Disbursements
Sub—Lending 330,000 2,290,023 2,320,020 2,060,000 - - - - ~ -
Technical Assistance 128,000 212,000 180,000 230,000 - - - - - -
Training 50,000 90,000 100,000 60,000 - - - - - -
Equipment - 92,000 8,000 - - - - - - -
GOH Capital contribution~Project 200,000 1,000,000 1,000,000 E00,020 - - - - - -
GOH Capital Contribution—Continuing - - - 200,000 1,020,050 1,900,000 1,000,000 1,000,000 1,000,000 1,000,C
B) Repayments- AID Loan Program-Reflow
Loans - - 426 4,782 23,553 67,566 140,167 230,894 325,277 427,3
7)(Net Income for Period - - 37,066 258,286 413,127 523,643 654,292 809,976 977,698 1,160,1
(Depreciation and Non-Cash Items 30,800 61,000 99,000 130,000 130,000 120,000 120,000 120,0c0 120,000 120,¢
TOTAL SOURCES 3,700,274 5,897,406 7,281,096 7,263,461 3,763,989 4,381,083 4,855,608 5,464,424 6,151,516 6,511,
Accounts Payable at 12/31/73 562,449 - - - - - - - - -
Increase in Municipal Discounts 11,665 - 50, 000 - - - - - - -
3) Amortization of General Bond Principal 100,000 100, 000 528,000 528,000 528,000 528,000 529,000 428,000 428,000 424,cC
AID Funded TA Disbursements 128,000 212,000 180,000 280,000 - - - - - -
Training 50,020 90,000 100,020 60,000 - - - - - -
Equipment - 22,000 8,000 - - - - - - -
Loans to Local Banks 1,100,000 - - - - - - - - -
Sub-Loans Disbursed-AID Loan Prog. 530,000 3,690,000 3,720,000 3,060,000 - - - - - -
Sub-Loans Disbursed-General Loan Prog. 200,000 1,000,000 2,000.000 2,500,000 2,000,000 2,200,000 2,750,000 3,250,000 4,000,000 4,250,C
i) Sub~Loans Disbursed-Reinvestments
under AID Loan Program - 11,000 100,020 370,000 700,000 1,000,000 900,000 1,000,000 1,000,000 1,000,cC
') Net Loss for Period 298,902 163,314 - - - - - - - -
Total Applications 3,281,016 5,358,314 6,686.000 6,798,000 3,728,000 3,728.000 4,179,000 4,678,000 5,428,000 5,674,C
Cash Available End of Period 419,258 539,092 595,096 465,461 535,989 653,083 676,608 786,424 723,516 837,8
o
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ASSUMPTIONS AND ESTIMATES USED IN PREPARATION ON THE CASH
FLOW PROJECTIONS

1. It is estimated that the level of investment will be
reduced annually through 1977 in order to provide
funds to meet the demand for loans outside the AID
loan project.

2. BANMA officials estimate the current commercial loan
portfolio will be fully liguidated in 1977.

3. It has been estimated that stock subscriptions will
be collected from municipalities over a 20 year
period.

4. Projected demand deposits were based on the assumption
that all commercial accounts would be closed out by
1978 and that Municipal demand deposits would increase
by Lps. 600,000 through 1977 because of the anticipated
installation of a correspondent banking system, and
thereafter grow at the rate of 5% per annum.

5. Savings deposits growth has been projected at a level
of 5% per annum.

6. It has been assumed that first generation reflows of
AID loan project funds will be re-invested in lcans
of a similar nature and for the same terms as the
original loans. Second generation repayments are
included in the general lending program at terms of 8%
for ten years with one year grace period.

7. Net income projections were prepared as a separate
schedule and reflect non-cash costs such as depreciation,
amortization and charges to reserve accounts. These
amounts have been added back for cash flow purposes
since they do not utilize cash resources.

8. The amortization of General Bonds is based on a finalized
amortization schedule established by the BANMA and
approved by the Central Bank.
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OTHER

a. For presentation and projection purposes accrual items
such as receivables and payables have been eliminated
during the first projection year (1974) and the other
projected years are on a cash basis for collections and pay-
ments. This assumption should not materially affect the
projections.

b. Cash balances shown as available at end of period do
not constitute cash surpluses but reflect a projected cash
position at a point in time that will be available if all

of the ~~sumptions and estimates included in the projections
prove .lid. The cash position should be congidered as the
level >f working capital necessary to sustain banking
Operacions and maintain a level of liquidity required by
law and by sound banking practices.

Co It has been assumed that no further paid-in capital
contributions will be made by municipalities, i.e., that
the law requiring share subscriptions to the BANMA will
ke rescinded.



Cash acd “ash jtems
Investments
Bonduran Government Bonds
Menicipal pondg

Banco Pinanciera Hondurefia Bonds
Loans to Local Banks

Loar Portfolio
=== ¥ortfolio
Coxzercial Loans
*¥unicipal Discounts
Maniefpal Loans
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2~@eivables
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Interest & Commissions Receivable-Investxents 53
Konicipal Obligationg Assumed as Guarantcr 3B

Otnier Receivables

Dee Frem the Government of Honduras
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Furniture ang g ixtures

Less Reserve for Depreziation
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Deferred Credits

==leirec Credits
Unearned Interest
Unapplied cash

Capital

Municipal Assessments
Less Municipal Assessments Receivable

Government Contribution
Donategd Capital

Accumulateqd Earnings (Losses)

Total Liabilities ang Capital

* The exact 1mount or Municipal subg
bat is inclu

12731 7; ;4 unknouwr,

Aztual Actual
12/31/72 12/31/73
7 656
245 690
771 738
512 512
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- 288
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323
388
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2,347 1,901
1,353 1,279
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3,630 3,717
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___________ —
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ilies on beposit as of
in Accounts Payable.

Estimated
12/31/74
419
500
1,924
512
1,700
= 4,636
1,108
300
1,009
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2,274
kY: 1)
kLT
1,844
30
22
171
193
(107)
85
160
37
9,874
1,22
307
-0-
-0-
1,569
ag
4,023
403
28
143
171
3,062

BANCO MUNICIPAL A
B

UTOROMD
PROJECTED BALANCE SHEFPTS (1974-1583)
Lempiras (000 a)
Projected Projected Projected
12/31/75 12/31/76 12/31/77
539 595 465
50G 500 500
1,174 1,174 -
512 512 -
1,700 -0- -
T 3,886 T 2,186 500
€0S 5 -
300 350 350
5,603 10,993 1s,goz
—{150) 150 4
6,35e 11,198 16,202
388 388 3Bs
3s8 388 388
1,844 1,44 1,844
30 Jo 30
32 32 32
253 261 261
285 293 293
(120) (143) {163)
165 150 130
413 618 B48
37 37 37
13,651 17,046 20,444
1,398 1,434 1,470
322 33g 355
T -0- -
-0- -Q- -
1,720 1,772 1,825
48 48 48
3,921 2,393 2,865
403 403 403
28 28 28
143 143 143
171 171 171
5,388 5,388 S,3es
(3,265 3,051 {2,835)
2,122 2,337 2,553
6,392 10,000 13,420
26 25 26
8,540 12,363 15,973
(1,142 {1,104 __(8a7;
7,395 11,259 15,132
e ——
13,661 17,046 20,4543



Projected Projected Projected Projected Projected Projected
12/31/78 12/31/79 12/31/80 12/31/81 12/31/82 12/31/83
536 - 653 677 786 724 838
500 soo 300 5C0 500 500
- 500 500 7 so0 - 500 500 500
3sc 350 350 350 350 350
17,186 18,493 20,027 21,737 23,792 25,862
{150) (150) 150 (150) __1{150) '150)
17,386 18,693 20,227 21,937 23,992 26,062
388 388 388 388 338 388
388 388 - g T - 388 388 ) 388
1,844 1,844 1,844 1,834 1,844 1,844
30 30 30 30 30 30
32 32 32 32 32 32
261 261 261 261 261 261
293 293 293 293 293 293
183 (193) (203) _(213) 1223) (233)
110 100 90 g0 70 60
738 628 518 408 298 188
37 37 37 37 37 37
21,569 22,873 23,311 26,010 __ 27,883 29,947
1,476 1,550 1,627 1,709 1,794 1,884
373 391 411 431 453 476
1,849 1,941 2,038 2,140 2,247 2,360
48 48 48 48 48 48
2,337 1,809 1,280 ©52 424 -0-
403 403 403 103 403 403
28 28 28 28 28 28
143 143 143 143 143 143
171 171 171 171 171 171
5,388 5,388 5,388 5,388 5,388 5,388
(2,620) 2,404 2,189 (1,973) (1,758) (1,542)
2,768 2,984 3,199 3,415 2,630 3,846
14,400 15,400 16,400 17,400 18,400 19,400
26 26 26 26 26 26
17,};; 18,410 19,935 20,841 22,056 23,272
(433) 91 1,555 2,534 3,693
16,761 18,501 20,371 22,393 “ 24,590 26,965
21,569 22,873 24,311 26,010 27,833 29,947
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Loan Application
(Informal Translation)

LETTER RECEIVED FROM FINANCE MINISTER DATED

Dear Mr,

DECEMBER 14, 1973

Marasciulo:

Confirming the conclusions reached in our meeting of
December 6 in rel-tion to preliminary negotiations for an
AID loan destined for the capitalization of the Autonomous
Municipal Bank (BANMA), I wish to inform you:

1.

The Government wishes to negotiate a loan with
AID for S4 million with a b0-year repayment
period and a 10-year grace period; interest of

2% during the grace period and 3% during the re-
maining time. These funds will be contributed to
BANMA and the Government will assume the repay-
ment of principal and interest.

The Government will:

a) Provide the Municipal Bank with resources
to increase its capital of not less than $1.5
million during the loan disbursement period,
which would be three years, extendable by
common agreement of AID and the Government.
In addition, the Municipal Bank will provide
$500,000 from its capital, which is currently
available. The Government counterpart would
be made in contributions proporticnal to loan
disbursements (pari passu);

b) Provide the Municipal Bank, in addition to
that indicated in sub-paragraph (a), with a
sum of $3.5 million during the seven years
following the loan disbursement period;

c) Establish that the policy of the Central
Bank of Honduras, in relation to loans to the
municipalities, will be to leave that activity
to the Municipal Bank, to the degree that the
latter is able to adequately attend to such
financing. The Central Bank President has
been consulted on this matter and is' in agree-
ment with this position; i
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d) Prohibit the Municipal Bank from making
commercial loans. In this respect, the Bank's
Board of Directors has approved a resolution
to suspend these credits and offer to sell the
remaining commercial portfolio,

e) The Government in addition is disposed to

free the Municipal Bank of the administration

of the San Pedro Sula International Airport and

to assume the balance of the confirmed obligations
for which the Municipal Bank contracted in order

to finance the construction and expansion of the
airport. The Decree-Law to accomplish the transfer
is now in its final steps, waiting to be approved
by the appropriate legislative body.

I wish to note that the Municipal Bank is undergoing an
internal reorganization for which it has received valuable
AID assistance which is helping the Bank to adequately
prepare itself to manage the funds of the above referenced

loan.

Sincerely,

Manuel Acosta Bonilla
Minister of Finance and
Public Credit
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TEXT OF BANMA LETTER TO USAID/HONDURAS APRIL 18, 1974

(Translation)

Mr. James 0'Rorke
Chief, Institutional
Development Division

2ear Mr. O'Rorke:

I vish to advise you that BANMA will include in
its credit policy for the Municipalities in the Loan prograr
being developed with A.I.D. and the Government of Honduras,
among other points,the requirement that the investment of
the municipality be at least 10% of the cost of each sub-

project, which may be provided in cash, goods, labor, etc.

Enclosed with this letter is a summary of collec-
tions from the commercial portfolio through March 31, 1974,
and a projection of collections through the rest of this

year.,

/s/

Armando Blanco Paniagua
President

28
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NARCH O, U074 15212 UNCLASSIFIED cr 0i89
N
ACTIONS ATD SN c0f — @
INFOs AMB/DCN AR
CHRON INFO: D

—
,/

oken — -
acuon T ak DD

P 8723492 MAR 74 Qote 1D
FM SECSTATE WASHDC .P\{/’ CHRON
TO AMEMBASSY TEGUCIGALPA PRIORATY READER

BY

AIDAC - FF\C‘-"'\'“'
E.0¢ 116%2% N/A

SUBJt IRRGMNUNICIPAL DEVELOPNENY (BAUMA)Y Y—

le SUBJECT IRR WAS REVIEWED BY THE DAEC OBY PEBRUARY 2).

IRR WAS APPROVED SUBJECT YO THE FOLLOWR(G CCHSIDER
SHOULD BE INCORPORATED IN THE LOAN PAPER.

As LOAN PURPOSE® 3T WAS AGREED THAT SHE LOAN WOULD SUPPORY

THE GOH REGIONAL DEVELOPMEWT STRATEGY OUTLINED I8 THE RECENTLY
RELEASED NATIONAL DEVELOPMENT PLAU, SPECIFECALLY 4 THE PURPO

OF THE LOAN PROGRAN SHOULD BE (A) ¥0 IHPRGYE THE CAPABINL1TY

OF THE COUNTY GOVERNMENTS OF THE 27 POLAR AND SUB«POLAR COUNTIES
TO FUNCTION EFFECTIVELY AS AGRICULTURAL SERUICE CENTERSS

AND (B) TO COMPLEIL THE REFORM PROGIAW OF BANMA 0O AS 30 ZHABLE
IT TO EFFECTIVELY ASSIST COUNTY GOVERNMEIITS. DEMANDS FRQM

LOCAL GOVERNMENTS OUSSIDE THE 27 POLAR COUNYITY COULD BE HMEY
FROM BANNMA®S OWl) FUNDS (CURREWILY APRROKIMATELY $2.8 MILLIOW)Y,
THE REGIONAL POLAR/SUB-POLAR STRAZEGY 78 THE WATIHNAL FLAM
SHOULD BE TREATED EXTENSEVELY X8 YME LUAD PAPER. THE BABLS FER
CHOOSING THE 27 COUNTIES SHOULD BE Z#CLUDED , Eoley TRE EMPORYANCE
OF THE COUNTIES TO YHE DEVELOPMENT OF RORICULTURE IN THE RESLION,
CONCENTRATION OF PUPULATION, ETC.

Bo TARGE? GROUP2 IH GENERAL, THE DAYC RECOGNIZED THE BALSECE
THAT MUST BE STRUCK DETYEEN FINAUCEAL AN INSTRSUTIONAL VIABILITY
OF , WHAT 15 FOR ALL PRAIXXCAL PURPOSES., & FLEDGLRING ENSTITUTION
AND ATTEMPTING TO IMMEDIATELY SERVE ¥HE LOMESY INCONE GROUPS,
THE LOAN PAPER SHOULD RELATE THE POLAR CONCEPE HND GOM®S MEe
GIONAL STRATEAY TO YHE LOWeINCOHE PRODUCEN (AT & MINLUUM THE
PROPORTION GF LOW-INCOME PRODUCERS T(* Y¥O%4L POPULATION 23 TME
AREAS EFFECTED)Ye SECONDLY, THE LOAN PROORAM SHOULD SE WELAYED
TO OTHER GOH (AND IFI) PROGRAMS TO REACH TKE COMPESING J®

ORDER TO DEMONSYRATE HOY THE BANMA PROGRAM CINPLEMENTS THESE
(PERHAPS MORE DIRECH) EFFORTS, THIRDLY, I¥ ADDYTION 10 EL§e
MINATING THE TWO PRINCIPAL URBAR AREAS AND FLAOREG RESTRICTIONS
ON SUB-PROJECT ELIGIBILITY, THE WISSION SHOULD WORK WITM BANNA
TO DEVELOP A WECHANISM (leBuy XNTEREST FREE RLOAN, GRANT/LOAN
COMBINATION), CONSISTENT WEIN THE I8STESUSZONAL SURPOSE OF THE
LOAN, TO REACH YHE LARGE NUMBER OF SMALLER MUNICIPALITIES

WHICK CAN W07 PARTICIPATE IN A COHVENTIONAL LEWDING PRQGRAN,

IN THIS CONNECTION, THE DAEC FELY THAT SUB~LOAM REPAYMENTS
SHOULD BE SUBJECT TO THE SAME CRITERLIA AS ORIGINAL LOAM

FUNDS (EeGey TEGUCIGALPA AND SAN PEDRO SULA INELIGIBLE, ETC.),

UNCLASSIFIED
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PAGE 2 STATE 46537 UNCLASSIF 2 ED
FOR A REASOMABLE PERIOD OF FINE AFFER Frog) DESBURSENKNT,

SieCOUNTY GOVERWNENTS: SINCE AN (LYEUVE PURWOBE 1S 70 ImPRev
THE CAPACITY oOF LOCAL GOVERQME”?Q Tk LOAN PARER ENOULD DIsCUSS
FAECCOUNTY BOVERNMEST S AR INSPAYATTON ALONS WEER fHE AgpoCoS
PATED EFFECT OF THE PROJECT 09 THAT GAPACETYy Dok, NESbans
SIBILITIES, ORGANIZATION, FINANCIAL RESAUNCES, PRISCIDL
PROBLEMS, ETC, INCLUDE TNE MISTORIGAL POTVNRY OF BUSIEASAL
FINANCING, CAPACITY Y8 CARRY GUY PROSicES. Sup.

Do INSTITUTIONAL ARALYSSS® MK ChERCFT 1Y BukiNe TO ASELS

THE COUNTIES SHOULY' BE DETANER, I3 FERGLYEG WUNBSEIPe),

PROBLEM AREAS WHICH THE BANY 744, ERUEEE AHOULD BE IDENTEFIED,
E<«Ge, PROJECT DEVELOPNEAT, Tax el B BAT 0N, A0RD MAY N
TENANCE, ETCo AN ARALYSIS GF YHE 9w 1RHEL 014G STAFF RENGIHNS
ING FROM BANMA®S PREVIOUS CONMAECING A0 AYRPORY QPERATIONS)
SHOULD BE CONDUCYED I TERMS i vay NPSLETANGE DAKNA wILL,
PROVIDING UNDER THE LOAN PROGRAH, FINNLY , HAUNA®S ROLE AND TNAT
OF OTHER GON AGENCIES, SUCH nS PumLje SHEES, SHAULD BE DISCUSSED.

Es SUB-LENDING PROGKANGZ THE LLLUSLRAT WA 4,558 o SUA-PRGIECTS

T0 BE FINANCED UMDER THE n0aAN SHOUAD B ULARERY RELAYER 0T QMY
TO IMPROVING THE CAPACIRY OF THE 27 LOCat, SOVERNMENTS BYT

10 THE AGRECULTURAL HERVELE FENFER CRErgyts AWE DEGRER 30 YNICN
THE CAP CAN DEMONSTRAYE YMAT sijisM SRBOUECHS A8 NARKRYS

AND SLAUGHTERHOBIEY F1% Iuve » it NEELSY L, DEVELOPHENY PLARN
IN ORDER §3 AUOKD DUPL ICATION fum oy LEHTION AND THAT YWEY
ACTUALLY WELYL MEASUHARLY DEMER;T o SHALL PRODOCKR 18 AL30
IMPORTANT .

Fo FINANCYAL AMALVEISS THR viulk HERBICLAL PRIGJECTIONS CHNSEISTING
OF CASH SLOW, INGGH: STATEMENT o B, H0E AREREY SHOWLD BE
DEVELGPED FGR THE L4y PAPER o ASEUMIBG EST A9 AYD FOLLOW-UN
FIANCING WILL RE AVWi.aRLE, SPECIELE ARSUMOYTIORS UNDENLYY 0

THE PROJECTIONS SueuLn Ay EEPLTS LY Pavan g LoBJUNCY O

WITH THE {ABLES,

Ge EVALUATION® YHE Ca® SHOULD PRUNIDE FON ¢ PORNAL ANMUAL REVIRY
SYSTEM. INCLUDED WOULD BE 4 PERIGDEL GUTIZAE EYALUAT IO oF INE
PROGRAM 70 BE FUHDEY YNDER THE LUt B&SEL THE DATA YO BE GATNERED
AT INITIATION OF PROJECT SHOWLD 5% DEVELOPED 70 FACILITATE
REVIEWS AND EVALUATION,

KISSINGER

BNCLAGS {WFTED
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Honduras - Municipal Development Project

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Edward Marasciulo, the principal officer of the
Agency for International Development in Honduras, having
taken into account, among other things, the maintenance
and utilization of projects in Honduras previously
financed or assisted by the United States, do hereby
certify that in my judgement, the Autonomous Municipal
Development Bank (BANMA) has both the financial and human
resource capabilities to effectively maintain and
utilize the capital assistance project consisting of the
BANMA's sub-lending and related technical assistance
programs being financed in part by this proposed loan
entitled Honduras: Municipal Development Project.

This judgement is also based on the Mission's
opinion that BANMA's performance during implementation
of the A.I.D. grant financed project No.522-15-810-039.10
has becn very satisfactory. During this period the Bank
nas undergone a complete reform with A.I.D. assistance
as described herein and has met all reform targets
cstablished in the project. 1In addition, the proposed
loan calls for continuing technical assistance to aid
the Bank in carrying out the project.

‘.x‘:'gf';‘): n (( ’ "k k (HA Aot o (f.:""
- Edward Marasciulo
Mission Director

April 19, 1974
Date
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the capital of the Administrator.

(d) Prior to first disbursement, the Administrator shall submit
evidence satisfactorv to A.T.D. that it has:

(1) Provided a contribution te the Project of not less than
$500,000,

(2) ¥ired aqualified, nrofessional personnel for the nosition
of Thiel of Technical “ervices Nepartment and Chief of the
Fincial Nemartment,

(3) Submitted a mutually accaptable plan for utilizing
technical assistance funds, includine evaluation and audit
an made arrancements For contractineg such technical assist-
ance in accordance with the plan.

(e) Prior to Tirst dishursement, the “arrower shall provide a
Finaneial plan accertable to A.7.M, fap providing 51,500,000 to
the canital =f FANMA on a pari nassu Haeis with AID loan dis-
Mircemants,

(£) Priov to initial disbursament for cthevr than technical assist-
Ance and training, the Admin’strator shall:

(1) “ubmit For ATM anproval all resulations ind nrocedures
1nvernine subloans to he Tinanced under the Project. These
s1all include, but not be 1imited te Tinarcial Policy, Loan
Anpraval Pepulations, and Prociurement Negulations.

(2) Submit €or AID anrroval a standard subloan contract and
annexas, ‘nclulding reportine requiremants and accounting pro-

cedurnas,

(3) Mrovile evidence that the corresnondent bank plan is in
oneratinn,nt ledast on a nilot hasis.

(g) The Aldministrator shall covenant with ATD that:

(i) All subloans financed under the Project shall be approved
and execnted in accordance with the procedures approved above,
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AID 1240-2 (5-74)

CHECKLIST OF STATUTORY CRITERIA

(Alliance for Progress)

In the right-hand margin, for each item. write answer or, as appro-
priate, a summary of required discussi.:- As necessary, reference
the section(s) of the Capital Assistan - ' .er, or other clearly
identified and available document, in whi. _.nhe matter is further
discussed. This form may be made a part of the Capital Assistance

Paper.

The following abbreviations are used:

FAA - Foreign Assistance Act of 1961, as amended.
FAA, 1973 - Foreign Assistance Act of 1973.
App. - Foreign Assistance and Related Programs Appropriation Act, 1974

MMA -~ Merchant Marine Act of 1936, as amended.

BASIC AUTHORITY

1. FAA 8 103: 8 104; 8 105;
# 106; 8 107. Is loan being made

a, for agriculture, ruyal devel-
opment or nutrition;

b. for population planning or health;

c¢. for eduocation, publio adminte-
trationy or human resouroces development;

d. to solve eoomomio and sootal (1) The loan is designed to
development problems in fields such aa promote municipal develop-
transportation, powenr, industry, urban ment outside of the major

development, and exzport development; urban-industrial popula-
tion centers of Tegucigal=-

pa and San Pedro Sula.
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e. in support of the general
economy of the reoipient
country or for development
programs oconduoted by private
or international organisa-
tions.

COUNTRY PERFORMANCE

Progress Towardas Country Goals

2. FAA 8 208; 8,351(p).

A. Describe extenu to which . ) ’

country is: (1) The fiovernment of Honduras has placed a
strong emphasis on increasine food production
and providing enlarged facilities for its
storage and distribution. An on-goins compre-
hensive analvsis of the agricultural sector was
initiated durhg CY 1972, All the international

(1) Making appropriatc sfforts arencies involved in londuran economic develop-
ment are contributine throurh various nroerams

to tnorease food production A h
to the moals of increased food nroduction and

and tmprove mearna for food . . ;
atorage and digtribution. improvad food distrihbution.,

(2) Honduras is strivine to create a favorahle

(2) Creating a favorable olimate climate for foreign and domestic private enter-

for foreign and domestic private prise. The G0OH has an export promotion depart-

enterprige und investment, ment in the Ministrv of Lconomv, This depart-
ment provides assistance to domestic firm:
entering international market and foreign compa-
nies wishing to invest in Honduras. Firms can -
obtain loans from several sources including the.
Government-owned National NDevelopment Bank and
the Central American Bank for Economic Integra-

tion.
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AID 1240-2 (674) (3) Honduras is activily eacouraring the participat jnn

of {ta eitfzons in the devadonnent procass.  The wXport

: QIS evious nentioned, auninta
(3) IﬂO!’Cdl‘tﬂﬂ the pub!to 's m‘t"rrn\\ion th‘l.ltt'l nt, o '\mu lv‘ nentions L e
Y nrivete buelnessenn to devalon the country's in witeia

role in th‘ d‘v‘zopm‘ntaz hitso,  Ths a0 {4 wepkine with AR and other inter-
process, national donart in various owant and lear prospana, de-

sirned to atrgnethen vrivate institutions, inclm‘lim
coopa,  Tn addition the o0 {1 cuprently (!dV(!l(?l)lnﬂ
programs vhich will draw the yural nopulace which ae-
counts for 70% of the country's total ropulation, Into
the nation's economic mainstireanm.

(4) (a) Allocating available
budgetary resources to

developmant, (4-a) Tlonduras has baen allooating annroximately 259
of its budnet i the recent past for {nvestment prIe-
noses, :

. . (heb) Miditary snendinn inerdased somauhat hecauge of
(b) Dtverttng such the 1959 host{litleg with F1 Salvador, Thia {neraise;
regourocgs for unneaessarydoes hot appear to he d{sprovortionate to Honduran
mili tary expend-itura (Se@ defense neals, The material obtained has heen used )

onlv for defenag Mrposes and not to intervene in the

a.zeo Item.‘vo‘ _20) and. affairs of other free and independent nations.
intervention in affaireg
of other free and
independent nations.)
(See also Item Mo, 11)

(s5) Mak‘z;ng. eOO?IOMiO, eooiaZ, (5) At the present time the GoN ig studving wavs to
and political reforms 8uch agimrove its lang tenure pattern, Tt macentlv axpopd.
tax collection improvements ™nted with one nesiiy of land reforn. Aa a rasule

d A land of & proposed national cadastep the 000 s alge con-
an changee n lan te.nu?'e sldeving revision of the property tax lav. Hondupaa
arrangements, and makzng does not restrict freadom of txprassion and of the
progress toward reaspect for Press and recosnizes the tmmorcanen of individual £ree.
the rule of law, freedom of ' Inttiative, and nrivace snterprise.

R a

expression and of the press,
and recognising the importance
of individual Freedom,
initiative, and private
enterprige,

(é) Adhering to the prinaiplcc (6) Honduras' has been adhering to the prin-
of the Aot of Bogota and cinles of the Act of Bogbta and the Charter .’

Charter of Punta dei Este, of Punta del Iste,
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(?) Attempting to repatriate
capital invested in othenr
countries by its own ocitimens.

(8) Otherwise responding to
the vital economie, political,
and sooial concerns of its
people, and demonstrating .a
clear determination to take
effective self-help measures.

B. Are above factore taken into
account in the furnishing of the
subject assietance?

ANNEX V
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(7) The ROH is nromoting canital repatriation

by followine a policv of direct assistance to
loeal entreprencurs throush the export Jevelop.
ment department mentioned mreviouslv, and nen-
intervention i{n private enterorise,

(8) Durine the present inflationary roriod
the wovernment has sought wavs to cushion
the blow of vising prices narticularly for
the lower income wvoups, It has emphas ized
the development of the rural sector where
hoth the majerity and the poorest serment
of tha population are found, ’

B. All of the above factors were taken
into acecount. o

Treatment of U.S. Citizens by Reotpient Country

3.

FAA 8 620(c). If assistance is
to government, i8 the government
liable as debtor or unconditional
guarantor on any debt to a U.S.
citizen for goods or services

furnished or ordered where (a)such

citigsen has exhausted available
legal remediee and (b) debt is

not denied or contested by euch
government?

FAA 8 620(e)(1). If asstetance
18 to a government, has it
(inoluding government agencies

or subdivieions) taken any
action which hae the effact of
nationalising, ezpropriating,

or otherwise seising ownerehip

or control of property of U.S.
citigens or entities beneficially
owned by them without taking

steps to discharge ite obligations

toward such citisens or entities?

3. AID knewn of no such indebtodness te
any 11,5, citizen,

4. There is no evidance of anv such action,
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5. FAA 8 620(0); Fighermen's
Proteotive Adcot. S. I oountry 2. Honduras has ot seized or inposed aav
has setsed, or imposed any penalty Prenalties or sanctions amainst 1,5, fishing
. . vessnrls bhecause of their activities in inter-
or sanction against, any U.S. national waters during recent vears,

fishing vessel on account of tte
fishing activities in intermational

wa*ers,

a. has any deduction required by N/A
Fighermen's Protective Aot been
made ?

b. has complete denial of N/A
assistance been conasidered by
A.I.D. Administrator?

Relations with U.S. Government and
Other Natione

6. FAA # 620(a). Does recipient 6. MHonduras neither furnishes assistance
country furnish assistance to to fuba nor nermits ships or airerafts undep
Cuba or fail to take appro- fes flan to earrv carso to or from Cuba.
priate steps to prevent shipe
or atroraft under ite flag
from ecarrying cargoes to or
from Cuba?
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AID 1240-2 (5-74)
?. FAA 8 620(b). If asstistance 7. The Secretarv of- State has determinad
that Hondupras is not controlied bv the

18 to a government, has the
Secretary of State determined
that it ie not controlled by
the international Communisgt
movement?

international Communist tovenent,

8, FAA 8 620(d). If assistance 1s 8. This loan is not intended to provide
for any productive entgrprise assistance to a productive onterorise.
which will compete in the United
States with United States enter-
prige, is there an agreement by
the recipient country to prevent
export to the United States of
more than 20% of the enterprise's
annual production during the life
of the loan?

a. 620(f). Is recipient country 9. llonduras is not a communist
a Communigt country? countrv., '

Lo. FAA 8 620(1). Is reotipient eountry 10. AID has no evidence of anv sub-

in any way involved in (a) subver- veraion or arrrassion or of plans for
sion of, or mili tary aggression anv such action againat anv countrv.
againat, the United States or any

country receiving U.S. asstetance,

or (b) the planning of sueh sub-

version or aggression?

A Z“ FAA 8 620(j). Has tha country 11. Nurine periods of tension and public
permitted, or failed to take sz’“"ti‘_’" caused by factors such as the
adequate measures to prevent, :a:;::; :;’ :i’;::“::":ai: g;\;l:a::e GO has

-t s < meas
the damage or destruotion, by to prevent damage to the u.g.’ Chanc:::;r,‘e(slsm

mob aetion, of U.S. property? insta.llatic.ms, and U,S, Military Advisory
Groups.ofﬁ.ces. However, the Chancerv has
been given a 7y hour guard, and the (lovern.
ment has nromiged prompt assistance to the
other installations and offices shoull
trouble develop in the future,
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18

3.

14.

15,

l6.

# 620(1). If the country
has fatled to institute the
inveatment guaranty program
for the specifio riske of
expropriation, in convert-
ibility or eonfiscation, has
the A.I.D. administration within
the past year considered denying
assigtance to such government
for thie reason?

FAA 8 620(n). Does recipient
country furnieh goods to North
Viet-Nam or permit ships or
aireraft under its flag to
earry cargoes to or from North
VietiNam?

FAA 8 620(q). Is the governmant
of the recipient country in
default on interest o» prinecipal
of any A.I.D. loan to the
country?

FAA 8 620(t). Has the country
severed diplomatio relations
with the United Stateas? If so,
have they leen resumed and
have new bilateral assistance
agreements been negotiated and
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12, The 0OPIC Inéestment Guarantv Progran
is in operation in the countrv,

13+ AID has no evidence of Honduran
involvement in such matters,

1%, Honduras is not in default on anv such
10nn.

15, Honduras hasg maintained dinlomatje
relations with the U.s.

entered into sinece suoh resumption?

FAA & 620(u). What ie the pay-
ment atatue of the ocountry's U.N.
obligations? If the country i9
in arrears, were suoch arrearages
taken into account by the A.I.D,
Adminigtrator in determining the
current A.I.D. Operaticnal Year
Rudno+?

16. lopduras {a not in arregrs to the

“extant descrihod In Apticlo 19 of the U.N,

Charter,



AID 1240-2 (5-74)
12, FAA 8 481. Hae the government of
recipient country failed to take
adequate 8tepa to prevent narootie
drugs and other oontrolled eub-
stances (as defined by the Compre-
sensive Drug Abuse Prevention and
Control Act of 1970) produced o
processed, in whole or in part, in
auch country, or transportaed
vhrough such country, -from being
sold illegally within the Jurig~
diction of such country to U.S.
Government personnel or theip
dependents, or frmom entering the
UeS. unlawfully?

L8 raa, 1973 § 29. If (a) military

base s located in reoipient
country, and was constructed opr
t8 being maintained or operated
with funde furnished by U.S., and
(b) U.S. personnel earry out
military operations From suoh
base, has the President detenr-
mined that the government of
recipient country has authorised
regular access to U.S. corrgsg-
pondents to suoch base?

Military Fxvenditures

9. FAA 8 620(s).
country budget
expendi tureg?
exchange resour
tary equipment?
the purchase of o
Weapona aystemg?
of these points ig
dinated with the Bu
Program and Polioy Coordination,
Regional Coordimators and Military
Aesistance Staff (PPC/RC). )

What percentage of

i8 for military

How much of foreign

ces8 spent on mili-

How much spent for

ophisticated
(Considaration

to be coor-

reau for

~ANNEX V
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17. The G0H has taken adequate ste?s

to control illeral narcotics traffie.

A special Narcotics Tnvestiration Rranch
was established within the Police (CES)
in 1970, Honduras is not at this time

a channel for international traffic in
heroin or cacain:, and most vases have
been in the area of internal use, sale
or growing of marijuana or the 'ise or
»ale of amphetamines or barbituates.
The Yonduran Talice have nraviously cz-
operated with BIND, ‘leaisliaticn vas
récentlv nassed which un-dates 3 n»re-
vious law bv nroviding criminal nenalties
for newer forms of Jdrue ahuse,

18. No U.S. military base is
located in Hondurss.,

(19) According to offieia? released fipures,
7.9% of the nOl budpet is allocated to

militarv snending during 1974, Onlv 0,97 or
foreien nxzhannpe resources are heing used fop
militarv cquipment, The Hission believes the
major portion of this fund is used for standard
arms and ammunition, personnel costs, mainte-
nance, etc. There is no reason to believe the '
GOH has any sophisticated weapons systems, |
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CONDITIONS OF THE LOAN

General Soundne«s

FAA 8 201.(d). Information and
coneclusion on reasonableness
and legality (under laws of’
country and the United States)
of lending and relending terme
of tha loan.

20.

21, FAA 8 251(b)(2); 8 251l(e).

Information and conclusion on
activity's economio and
teechnical eoundness. If loan
18 not made pursuant to a
multilateral plan, and the
amount of the loan exceeds
8100,000, has country submitted
to A.I.D. an application for
such funds together with
assurances to indicate that
funds will be used in an econom=
ically and technically sound
manner?

1

FAA 8 251(b). Information and
conclusion on capacity of the
country to repay the loan,
tnoluding reasonableness of
repayment proapecta.

29.

28, FAA 8 251(b). Information and
conclusion on availability of
finaneing from other free-world
sources, including private

gources within the United States.

and U,8, law and the proposed
ahle for Honduras,

(21) The activitv has been f
and technically sound.
mitted a loan

will bg used in a sound

ANNEX V
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(20) The pronosed loan is lagal under Honduran
tTerms are reasoa-

ound economically
o The Rorrower has sub-

>AN application to AID dated Decemher
4, 1973which contains assurance that the funds
manner,

ng)bit is reasorahly certain that the GOH will .
¢ dble to repav the loan. fee Sect
of thecore. ection IV.A.3

(23) rinancing for this project is

not available from other free-world sources,
includine nrivate sources within the United
Statea. ) :



AID 1240-2 (§-74)

24. FAA 8 6ll(al)(l). Prior to
aigning of loan will there be
(a) engineering, finanoial,
and other plans necessary to
carry out the assigtance and
(b) a reasonably firm estimate
of the cost to the Unitad States
of the asetatanoce?

FAA B 611(a)(2). If further
legialative action is required
within recipient ocountry, what
tg basis for reasonable expec-
tation that such action will be
completed in time to permit
orderly accomplighment of
purpose of loan?

28,

26. TAA B 61l(e). If loan is for
vapitel Asciatance, and all

. aosiatance to project now

ceds 81 million, has Migaion

“rrector certified the ocountry's

capability effectively to

maivtoin and utiliae the projeot?

Loan's Relationship to Achievement
of Ccuntry and Regional Goale

FAA 8 207: B 251(a); & 113.
fxtent to whieh asaietance
reflecte appropriate emphasis
on: (a) encouraging develop-
ment of demooratio, economio,

22,

political, and soetal institutions

(b) self-help in meeting the
country's food needa; (c) im-
proving availability of trained
manpower in the country;

(d) programs designed to meeat
the country's health needs:

ANNEX V
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(2h) T™ho ranulred plans have honn completed
and a reasonahiv Fipm eatimite of the cost
to the U,%, of the activity to be financed
has heen ohtained,

(25) Since the GNH will repav the‘loan .
ratification bv the Chiefa of Stato and the
Councel of Ministers will be,neceasarv prior
to initiation of disbubsements. ¥ AID loans
mada to the Govarnment and its apencios iIn
the past have been ratified on a timaiv basis,

(26) The Mission Nirector has signed the
certification included in Annex V of this
CAP,

(27) This loan is designed to strensthen NAINNA
and up-grade 27 nnlar and subpolar counties to
operate more effectively as apricultural servic
centers, As service is improved agricultural
production and distribution should increase.
Technical Assistance provided bv BAMMA will im-
nrove the county eovernments' aduinistration.
The project will not have a direct offect on
{mnroving the availabilitv of trained manpower
in tho country or meeting *he countrv's health
needs other than nutrition.
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28,

29.

3e.

3L,

(e) other important areas of
economie, politiecal, and social
development, including industry;
free labor unions, cooperatives,
and Voluntary Agencies; trane-
portation and communication;
planning and public adminietration;
urban development, and moderni-
zation of exieting laws; or

(f) integrating women into the
recipient country's national
eaonomy. ’

FAA & 209. Is project susceptible (28)Dur to the emphasis of thn Project on part{.

. o cular ; : s
of execution as part of regional pccjfi]:"":e:g”’:hcountw each with its own
. ° [ . us .
project? If so why i8 project not execution as papt sszolzsgoizlns:‘)?:.lttable for
: J ject,

ao executed?

FAA 8 251(b)(3). Information and (29) This Pruject 15 consistent with the Govern-
conclusion on activity'’s relation- ment's development plan and the USAID's chosen
ehip to, and consistency with, emphasis on rural development,

other development activities, and oo

1ts contribution to realisable

long-range objectivee.

FAA 8 2.§Z(b) (7). Information amd (30)This nroject will contribute to the achieve- -
conclusion on whaether or not the mant of splf-aufficiency and cont inning nrowth
activity to be financed wiil of the BANMA hecanse {t emphanizes imnrove:.ant

’ . . : !

contribute to the achisvement of ;:Q(il)m}‘g?::f?z?i’V‘(’.,?";C.t;°°’f IF ﬂ".’t?“"k ';"dh '
_ . as; {22 Financial rosition of the:-
gelf-sustaining growth. Rank and municipalities and (3) services provided

in rural localities, .

FAA 8 209; 8 251(b)(8).

Information and conclusion (31) By enhancing ag production through im-
whether assistance will proved marketing distribution Honduras will
. gai> a stronger harraining nosition in the
encourage regional development. CACM and thus encourage it to carrv on

[] '\('\_
programs, and Oo'ftir’bbute' to th"‘.- negotiations with the other membars,
economic and politieal inteyration
of Latin Amerioca.
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32, FAA 8 251(g); 8 111. Infor- (32) The loan will not directlv promote the
mation and conolusion on use 0f cooperative movement, lowever, miny of the, sane
loan to aseist in promoting the imnrovements which tacilitate the distridution

of goods will facilitate the movement of people
zoopgrative movement in Latin thus anhancine tre formation and operation of
merioaq. cooperatives,
(33) It has heen determined that this activity |
. is consistent with the findings and recommanda-

38. FAA 8 251(;1). . Information tiona of the Inter American Cormittee for the
and conclusion on whether the Alliance for Progress.’, (See Sectfon I1.D.6 of
activity is coneietent with the  of the CAP), ’
findinge and recommendations of the
Inter-American Committee for the
Alliance for Progress in ita
annual review of national develop-
ment activities.

34, FAA B 281(a). Desoribe emtent to () The municipalities imnroved ahility to
which the loan will oontribute to vrovide more and hotter service as a4 renult of
the objeative of qesuring maeimum 2 ftrennthoned NANMA will asaiat tho rural :

.Y . . ' ponulation rain a ereater narticipation in the
pqrttazpatton in the tae of eoon‘o'economic development of the countrv, .
mic development on the part of the
people of the ocountry, through the
encouragement of demooratio,
private, and local governmental
ingtitutions.

3. FAA 8 281(b). Describe extent to (35) This loan recoenizes the neel of the riral

pohiok program recognizea the nonulation for immroved harketing centers, Tha
PANMA relving heavily on its own staff will

particular neede, desires, agnd o . X ¥
0apacitice of the psopla of the \unch losas mewmvemnothor ik, rowrams o
country; utilises the country’s  ministrative nractices,
intellectual resources to

encourage inatitutional devel-

opment; and esupports oivie

education and training in skills

required for effeative partioi-

pation in governmental and

political processes eseential to

self-government,
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AID 1240-2 (6'74) (36)This nroject will indirectly in;:rease the
Flow of international trade bv facilitating dis-

30. FAA 8 60%(a). Information and tribution in the local markets and betwaen the,

conclugione whether loan will countrv's local and regional markets., As local
market accessahilitv hecomes nreater zom~etltion ‘

igoou?zgeif,zl'fzz:: g{etﬁiogo:;tr’ will {ncrease and with the provision of se_e:‘v:'.cus
. . ph such as slectricitv and water ag. related industr-
international trade; (b) Jcater will be encourased to locate close to its susnle.
private initiative and compatition; e
(c) encourage development and use

of cooperatives, credit untionas,

and savings and loan aggootations;

(d) discourage monopolistie

practices; (e¢) improve technical

effioiency of industry, agrioulture,

and oommerce; and (f) atrangthen

free labor unions.

37, FAA B 619. If asetstance is for 67)HNMMWSiSHptanﬂdvimhpﬂmmu

newly independent country; ie it  country.
furnished through multilateral
organtzations or plans to the
mazimum extent appropriatae?
Loan's Efrect on U.S. and A.I.D.
Program
38. FA4A B 261(h)(2): & 102, Information (38) This nrofect will have. no foreseaahl
and oconolusion on poseibla effaots adverse effacts on the U.S. economv,

of loan on U.5. economy, with special
reference to areas of substantiql
tabor surplus, and extent to which
U.§8. commoditiee and aseistance are
furnished in a manner consiatent

with improving the U.S5. balance of
payments poeition,

38. FrAA 8 252(a). Total amount of money (39) The entire amount of the loan will be
under lLoan which is going direotly' made ava%'lahle to an intermediate credit
to private enterprise, ig going to in:tfi};ut;on for relending to municipalities
intermediate oredit institutions op "¢ financing related technical asaistance.
other borrowars for use by py»ivate

-enterprige, 8 being used to finanea
imports from private gouroeg, or is
otherwise being used to fimanoe
proouremente from private 8ources.
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40.

41.

42.

43.

44

FAA 8 601(b). Information and
conalusion on hovw the loan will
enocurage U.S. private trade and
inveatment abroad and how £t will
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(h0) 1,8, axports could he usad in the

varfous construction prejectn, In addition

4s local markets hecome more accassahle
opportunities for selling U.R. products

encourage private U.S. partioipation will increase.

in foreign assietance programe
(inocluding use of private trade
channels and the serviocee of U.S.
private enterprise).

FAA 8 601(d). If a capital
project, are engineering and
professional services of U.S.
firme and their affiliates used
to the maximum extent oconsgistent
with the national interest?

FAA 8 602, Information and
conolusion whether U.S. small
buginess will partioipats
equitably in the furnighing of
goods and eecrvices financed by
the loan,

FAA 8 620(h). Will the loan

promote or aesiat the foreign
atd projeets or activities of
the Communigt-Bloe countries?

FAA 8 621. If Techniecal
Aseietance is financed by the
loan, information and conelusion
whether such assistance will be
furnished to the fullest extent
practicable as goods and profee-
gtonal and other aervises from
rivate enterprise on a contract
asis.

information and conclusion on

Ifthe faoilities of other
Federal agencies will be uttlised,

(41) Design and engineering

services over $25,000 will be
procured on a competitive basis

for which U.S. firms will be

eligible., It is expected that most
Jobs will draw international interest.

(42) 11,5, small business will be permitted
to participate in the furnishing of goods
and services financed by the loan.

(43)  This loan will not promote or assist
foreinn aid projects of Communist-Bloc
countries,

(U4) Technical assistance to ba financed
under the loan will he furnished to the
fulleat exteont practicable by private’
organizations or individuals,
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whether they are partioularly
suitable, are not aompetitive with
private antarpries, and aan be
made aquatlable without undue
intarferenoca with domestio programs.
Loan's Compliance with Speoifio Regquiremente
95. FAA 8 110(a); 8 208(e). Has the (45) The recipient country has
recipient country provided so provided. (See Section IV
assurancea that it will provide A.l. and Exhibits 1 and 2 of

at least 25% of the costs of Annex V).
the program, project, or aqotti-

vity with respeat to whioh the

Loan 18 to be.made?

468. FAA 112, Will loan be used No
to finance police training or
related program in recipient
country?

4?7, FAA 8 114, Wiil loan be used to No
pay for performance of aboritone
or to motivate ¢r cogros persons
to pructice abortiong?

48. FA4 B 201(d). I»s interest rate Yes
of loan at Ieast 2% per annum
during groae period and at leaat
3% per annum thereaf*ar?

98 FAA 8 604(g). Will all commodi ty (49) No commodities will he procured in
proocurement financed under the bulk, '
loan be frum the United States
except ae otrarwise determined
by the President?

§50. FAA 8 604(b). What provigion ¢ (50) No bulk commodity procurement {s con-
made to prevent finanaing commodi{ty templated under this loan. :
procurement in bulk at pricesc higher'
than adjusted U.S. market price?
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40.

41.

42.

43.

44

FAA 8 601(b). Information and
conclusion on how the loan will
encourage U.S. private trade and
investment abroad and how 1t will

encourage private U.S. partioipation

in foreign aestetance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

FAA 8 601(d). If a capital
project, are engineering and
professional services of U.S.
firmes and their affiliates used
to the maximum extent consistent
with the national intereat?

FAA 8 602. Information and
conclusion whether U.S. emall
busingss will participate
equitably in the furnishing of
goodes and ecrvices financed by
the loan,

FAA 8 620(h). Will the loan

promote or aessist the foreign
atd projects o» activities of
the Communiet-Bloec countries?

FAA 8 621, If Teohnioal
Asestetance 1g finanoced by the
loan, information and conclusion
whether such agsistance will be
furnished to the fullest extent
practiocable as goods and profes~
sional and other aervices from
rivate enterprise on a contraot
asis.

information and conclusion on

If,the facilities of othexr
Federal agencies will be utilised,
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(40) 11,5, axnorts could he usad in the
varioun construction projecta, In addition
4% local markets hecome more accassahle
opportunities for selling .S, products
wi{ll increase,

(41) Design and engineering

services over $25,000 will be
procured on a competitive basis

for which U,S. firms will be

eligible. It is expected that most
Jobs will draw international interest.

(42) .S, small business will be permitted
to participate in the Furnlshins of roods
and services financad by the loan.

(43) This loan will not promote or assist
foreirn aid projects of Communist-Bloc
countries,

(44) Technical assistance to ha financed
under the loan will he furninhed to the
fulleat extent practicable hv private’
orzanizations or individuals, )
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whether they are partioularly
suitadble, are not aompetitive with
private antorprise, and aoan be
made availlable without undue
intarference with domestio programs.
Loan's Compliance with Specifioc Requiremente
48, PAA_ﬂ 1l0(a); 8 208(e). Has the (45) The recipient country has
reoipient country provided so provided, (See Section IV
assurancee that 1t will provide A.l. and Exhibits 1 and 2 of

at least 26% of the costs of Annex V),
the program, project, or aoti-

vity with respeoct to whioh the

Loan i8 to he.made?

46. FAA § 112. Will loan be used No
to finance police training op
related program in recipient
country?

47. FAA 8 114, Wiil loan be used to No
pay for performinoe of aboniions
or to motivute c¢r coeras persons
to practice abor'ione?

48. F44 8 201(d). Is interest rate Yes
of loan al lcast 2% per annum
during grnae period and at leaat
8% per annum thereafter?

48 FAA 8 604(e¢). Will all commodi ty (49) No commodities will he procured in
procurement finanoced undar the bulk., ‘ _
loan be from the United States
except as otherwiee datermined
by the Presidant?

60. FAA 8 604(D). What provision ie (50) No hulk commodity procurement is can-
made to prevent Finanoing commodity templated under thia loan.
procurement in bulk at prices higher
than adjusted U.S. market price?
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51,

52,

5d.

5 8.

Fitr 8 604(d). If the coop-
erating country disoriminates
against U.S. marine insurance
companies, will laan agreement
require that marine insurance
be placed in the United Statas
on commodities financed bu the
loan?

FAA 8 604(e).

praoduct is
provigion

commodity is leag than parity?

FAA 8 604(71).
commodity <mport program, will

arrangementie be made for asupplien
and A.I.D,
approval of commodity ag eligible

ecertification to A.I.D.

and suitable?

FAA 8 608(a). Information on

measures to be taken to utilise
U.S. Governnent excegs peraonal
property in lieu of the proouremegnt

of new itema.

FAA 8 611(b); App. & 101, If
loan finances water or water-

related land resource congtruction

project or program, is there q
benefit-coat computation mqde,
inaofar as practicable, in

accordance with the procedures

set forth in the Memorandum of .
the President dated May 15, 19627

If loan finances a

‘KNNEX "V
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(51) The loan Arrasemetit will provide for ’
compliance with this ‘proviaion.

If offahore prooureé= (s52) No such orocurement is contemplated.
ment of agricultural commodity op

to be financed, ia .there

against sueh procurement

when the domestio priae of 8suach

(53) The loan does not finance
a commodity import program,

(54) In procurement for {ts own account
BANMA will Follow AID approved proceduras,
which include ap investication of 11,3,
fiovernment fxcess Propevty 3tocks,

(55) This profect is not a water or water-
related land resources construction project,
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AID 1240-2 (6-74)

56. FAA 8 6l1(c). If oontracte for (56) Prior to tnitial disbursemont for other
corstruation are to be financcd, than technical assistance and training BANMA

. . . muat submit for AID apnroval all repulat{ona
what provision will b:t::':gte)e tgg:i.am procedures concernine suh-loans Includting

they be. Let on a comp L procurement ragulations, USAID will not an-
to maximum extent practicabla? prove these reculations unless they ensure tt
contracts will he awarded on a competitive
‘basis,

[y

5 7. FAaA 8 612(b); 8 636 (h). Desecribe (57)No U.S. owned foreign currency is avail

; abla for use in the loan, Honduras is con-,
etepe taken to assure that, ro ‘t,“ tributing local currency to the project,

mazimum extent possible, the COURERY (oo cection V. A, 1 of the CAP)
t8 contributing local currencies to ~ ‘ s

meet the cost of contractual and

other services, and foreign ourrenciss

owned by the United States are uttlised

to meet the coat of contractual and

other services.

N
Ry

App. 8 113. Will any of loan funds be used to No
acquire currency of recipient country

from non-U.S. Treasury sourcas whaen gz«

cess currency of that eountry ie on

deposit in U.S. Treasury?

(59) The Unitad Statas dees not own excess
59. FA4A 8 612(d). Doas the United forairn currancv suftable or available for
Statet own exzcesg foreign currency utilizatfon in this projact.
and, tf so, what arrangements have been
made for ite velegsa?

60. FAA 8 620(q). What provigion ta (60) The Loan Aureement will provide for
there agai_'rfat use of subjeat snecific use of the loan funds and therehy
assistance to compenaate owneps rreclude allocation of the funds fop such
. s p . e purposes. : » ’
for expropriated or nationaliged
property? ‘
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61, FAA 8 620(k). If comeiruotion (61) This project will not involve constructic
of productive enterprise, will ofa productive enterprise,

aggregate value of aseietance
to be furnished by the United
States exceed 8100 million?

62. FAA 8 636(i). Will any loan funds
be used to finance purchase, long-
term lease, or exchange of motor
vehicle manufactured outeide the
United States, or any guaranty of
such a transaction?

63. App. 8§ 103. Will any loan funde be
used to pay pensions, ete., for

military personngl?

64. App. 8 105. If loan 18 for ocapital
project, 18 there provision for
A.I.D. approval of all contractore
and contract terms?

6€5. App. 8 107, Will any loan funds
be used to pay UN assessmants?

66. App. 8 109. Compliance with
regulations on employment of U.S.
and local personnel. (A.I.D.
Regulation 7),

(62) No 1can funds will be.used for this
purpose,

(63) Loan funds wi1y not be used for thig
nurnose, ' ‘

(64) ATD will apnrove all technical assint-
ancn contractn and contractors .nd will
annrovn NANMA's hasic contract form for
aubh-loans,

(65) Mo loan funds will be used to nav 1.,
assegsments,

(56)Thiu provision will be compliad with,
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87.

68,

68,

7 0.

@ 110. Will any of loan
%unaa be used to carry out pro-

viaione of FAA 88 208(d) and 861(h)?

. 8 114. Desoribe how the
Committes on Appropriations of
the Senate and Rouse have been or
will be notified oconocerning the
activity, program, projcat,
country, or other operation to be
financed by the Loan.
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(67) No loan funds will be
made avallable to the IDB or
other multilateral finaneial
institution.,

(68) This loan was included
in the FY T4 presentation
to the Congress., (Latin
America, page 57).

App., 8 601, Will any loan. funde (69) Mo loan funds will be used for propaganda
be used for publiaity or purpones,

propaganda purpceaes within the’
United States not authorised by
the Congress?

MMA 8 901.b; FAA § 640C.

(a) Compliance with requirement
that at lecst 50 per centum of

the gross tonnage of commodities
(computed separately for dry bulk
carriera, dry cargo linere, and
tankers) finanoced with funde made
available under thies loan shall be
transported on privately owned U.S.-
flag commeroial vaessels to the
extent that such vessgels are
avatlable at fair and vreasonable
rates.

(b) Will grant be made to loan
reoipient to pay all or any portion
of such differential as may extst
between U.S. and foreign-flag veesel
ratea’

(70) The Loan Agreement will provide
for compliance with this provision.

~ No





