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PROJECI' AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

NAME OF COUNTRY: HONDURAS
NAME OF PROJECT: RURAL HOUSING IMPROVEMENT
NUMBER OF PROJECT: 522-0171
NUMBER OF LOAN: 522-T-043

1. Pursuant Section 103 of the Foreign Assistance Act of 1961, as amended, I
hereby authorize the Rural Housing Improvement Project for Honduras (The
"Cooperating Country') involving planned obligations of not to exceed TWO
MILLION THREE HUNDRED THOUSAND UNITED STATES DOLLARS ($2,300,000.00) in loan
funds ("'Loan') and ‘IWO HUNDRED 1HOUSAND UNITED STATES DOLLARS ($200,000.00) in
in Grant funds ("Grant") over a five year period from the date of
authorization, subject to the availability of funds in accordance with the
A.1.D. OYB/allotment process to help in financing foreign currency and local
currency costs for the project.

2. The Project will enable the National Housing Institute (INVA) to finance
 home improvement loans for low income rural families. INVA will channel the
funds to private voluntary organizations and public sector institutions
(intermediaries) which will lend them to individuel and solidarity group
borrovers.  INVA will nrovide or contract far the nrovisien of technical
assistance to the intcormediaries to help them further develop their capability
to provide effective assistance to loan recipients.

3. The Project Agreement, which may be negotiated by the officer to whom such
authority is delegated in accordance with A.I.D. regulations and Delegations
of Authority, shall be subject to the following essential terms and covenants
and major conditions, together with such other terms and conditicns as A.I.D.
may deem appropriate.

a. Interest Rate and Terms of Payment

The Cooperating Country shall repay the Loan to A.I.D. in United States
Dollars within forty (40) years from the date of first disbursement of the
Loan, including a grace period of not to exceed ten (10) years. The
Cooperating Country shall pay to A.I.D. in United States Dollars interest from
the date of first disbursement of the Loan at the rate of (a) two percent (2%)
per annum during the first ten (10) years, and (b) three percent (3%) per
annun thereatter, on the outstanding disbursed balance of the Loan and on any
due and unpaid interest accrued thereon.


http:200,000.00
http:2,300,000.00

BICROFILED FROM BEST
AVAILABLE COPY

b. Source and Origin of Goods and Services (Loan)

Goods and services, except for ocean shipping, financed by A.I.D. under
the Loan shall have their source and origin in countries that are members of
the Central American Conmon Market or in countries included in A.I.D.
Geographic Code 941, except that A.I.D. may otherwise agree in writing. Ocean
shipping financed by A.I.D. under the Loan shall, except as A.I.D. may
otherwise agree in writing, be financed only on flag vessels of the United
States or of countries that are members of the Central American Common Market.

c. Source and Origin of Goods and Services (Grant)

Goods and services, except for ocean shipping, financed by A.I.D. under
the Grant shall have their source- and origin in the United States and
Countries that are members of the Central American Common Market, except as
A.I.D. may otherwise agree in writing. Ocean shipping financed by A.I.D.
under the Grant shall, except as A.I.D. may otherwise agree in writing, be
financed only on flag vessels of the United States.

d. Condition Precedent to First Disbursement

Prior to any disbursement or the issuance of any commitment documents
under the Project Agreement, the Cooperating Country shall furnish, in form
and substance satistactory to A.I.D., the name of the professional that INVA

proposes to assign as Project Director.

e. Additional Conditicns Precedent to Disbursement for Credit

Prior to any disbursement or the issuance of any commitment documents
for credit, the Cooperating Country shall furnish, in form and substance
satisfactory to A.I.D., evidence that INVA has made arrangements to contract

for:
(i) professional services of an INVA/AID Project Coordinator;

(ii) technical services to prepare the bookkeeping and Basic
Construction Techniques courses, and;

(iii) the services of the Material Production Teams.

f. Special Covenants

The Cooperating Country shall unvenant that, except as A.I.D. may
otherwise agree in writing, it shall:

(i) grant the A.I.D. funds to INVA;



(ii) maintain the level of the Credit Fund at no less than the
equivalent of $1.5 million during Project Implementation;

(iii) provide $200,000 per year for sublending capital to INVA for
five years after the Project activities are complete;

(iv) cause INVA to obtain A.I.D. approval in writing prior to
qualifying each intermediary for particination in the Project.
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RURAL HOUSING IMPROVEMENT
522-0171

I. BACKGROUND
A. The Problem

The rural population of Honduras is poorly housed. This
conclusion is demonstrated by several studies. The Honduran Population
and Housing Census of 1974 shows that over 22% of all rural inhabitants
live in cne room houses while 51% have two room shelters, leaving only
27% of all rural inhabitants occupying a house with more than two rooms.
With an average family size of 5.7, the average rural house has 2.6
people/room compared to 2.1 people/room in urban areas.

The Census shows the following characteristics of rural housing
in Honduras:

Structure Type Occurrence
Roof clay tile 54%
thatch 30%
tin roofing’ 2%
other 2%
Exterior walls mud or adobe 46%
cane or sticks 12%
Floors dirt 83%

A recent study conducted for the National Planning Council
(CONSUPLANE) indicates that only 30% of the rural population have easy access
to some type of water system, while only 18% are provided with latrines or an
alternative human waste disposal system. These figures correlate with some of
the worst health indicators anywhere in the Western hemisphere. The infant
mortality rate in Honduras is 103 per 1000 live births, and it is estimated
that 80% of children under five years of age suffer from same degree of
malnutrition. Gastrointestinal illnesses are common, with some 24.4% of
infant deaths attributed to diarrhea. The contrast between rural and urban
health conditions is notable. The general mortality rate in 1977 was
16.5/1000 for rural areas compared with 9/1000 in urban centers. These
indicators are considerably worse than the acceptable norms for a developing
country established by the WHO.

The prevalence of inadequate and unhygienic housing in rural areas
is due to a number of factors. Low incomes and the customs traits of rural
Hondurans have led them to place little emphasis on improving their housing.
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Likewise, the GOH's preoccupation with concerns such as production, education,
and health, which up to now have had higher priority, has resulted in minimal
government attention and resources being devoted to improving rural housing.
Institutional mechanisms for providing assistance have not been developed, and
only those rural residents who had family savings or access to informal credit
mechanisms have been able to improve their housing.

B. Demand for Improved Housing

Improvement in income for some rural families, improved
communiications, and other factors have led increasing numbers of rural
residents to desire improved housing. This is evident in requests for
assistance to GOH institutions and PVOs, and the warm rcception given to
ongoing small-scale housing assistance projects at the comunity level. The
desire for this assistance is most evident in areas where the development
process has begun. The incorporation of increasing numbers of families into
the market economy, scarcity of some formerly readily available materials,
improved communications, rising expectations, development of campesino
pressure groups for the purpose of gaining resources and engaging in self
improvement, and the resulting desire for better living conditions all play a
part in promoting a demand for housing issistance. Furthermore, increased
incomes, or the expectation of same, make borrowing fui investment in housing
improvements thinkable and desirable. Rural families have demonstrated their
interest, where assistance has been offered, by both applying for loans and
carrying out self-help improvements. Where well conceived and planned
improvement programs have been carried cut, loan repayment rates have been
zccoptable,  Thus although it may be unracscnafle to expect rural families to
cemmit themselves to a 20-year mortgage for a finished hcuse, it is within
their normal cultural patterns and financial possibilities to repeatedly
borrow and pay back small amounts of money in order to carry out small
incremental improvements in their homes.

C. Rural Housing Improvement Programs

1. GOH Efforts

As indicated below, only negligible investment from the public
sector was assigned for rural housing before 1979.

Public Sector Prograr for Rural Housing Construction and
Improvements, 1974-1978 1/

Nurber of Housing Units:

Year Constructea improved
197 3 B
1975 632 b
1976 208 *
1977 826 *
1978 10 83
1979 0 547

* No reliable data
1/ Source: CONSUPLANE, Housing Department.
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This investment was realized through several GOH agencies:

a. The National Housing Institute (INVA) was created in 1957
to administer and supervise low-cost housing projects financed through the
public sector. Its main activity has been the construction of urban houses,
with some 3,550 units constructed between 1974 and 1978. It has had some
experience in rural housing and urban home improvement. Following Hurricane
Fifi (1974), INVA constructed or supervised the construction of 975 rural
houses for organized farm groups. These houses sold for $500 each and were
partially financed with A.I.D. Loan 522-W-028. INVA has provided financing to
over 800 individual urban hame owners for hame improvement loans.

b. The Natianal Social Welfare Board (JNBS) was organized in
1958 to coordinate and assist in the implementation of activities and programs
related to the protection and social assistance of the individual family and
community. Its rural shelter improvement program consists primarily of
providing construction materials for cement floors, reinforcement of existing
walls, and new roofing. The projects are undertaken by commmity groups
through self-help participation. The JNBS provides materials, and skilled
labor when necessary, to the commmities on a grant basis. Since 1974 the
JNBS, with UNICEF finanf}ng of $50,000 per year, has assisted rural families
with hame improvements.l/ After Hurricane Fifi, the JNBS, working in
coordination with several PVO's, provided housing for 700 families with funds
from a special UNICEF Grant.

c. The Ministry of Health (MOH) has promoted housing
improvement through 143 Zasic Zuanizatien Program (fFRCAAZA).  This program,
estaplished in 1974, is centrally tunded by the .CH and implemented by rural
health pramoters working at the village and mmicipal level. The MOH provides
surplus building materials and supervision for home improvement to village
volunteers who work on well and latrine construction projects.

d. Integrated Approach. The GOH recently initiated a
$500,000 pilot rural home improvement project. The Project is coordinated
through the military, and is being implemented by the Ministry of Natural
Resources' Good Housekeeping Program and the JNBS. Under the project hame
improvements averaging $150 per dwelling are plammed for approximately 3,300
houses. Improvements include concrete flooring, room dividers, reinforced
walls, and tin roofing. To date, the Good Housekeeping Program has completed
one pilot project consisting of assistance to 40 families. An additional 14
cammmities, with a total of 400 families, have been authorized for home
improvements.

2. PVO Response

a. Catholic Relief Services/CARITAS has an ongoing project
which has demonstrated the viability of loan Iinancing home improvements in
rural areas. In 1979 CARITAS created two rural housing funds totaling

1/ These improvements are not included in the above Table as the JNBS was
unable to provide data on number of families assisted.
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$100,000. The rural housing activity is part of a larger program which begins
with the social formation of the farmer, and complements CARITAS' cammunity
development efforts. Although the project is coordinated through a central
office, its form varies greatly fram region to region depending on the felt
needs of the participants and the area promoters.

CARITAS works only with families willing to form housing
comnittees. These committees are responsible for determising which families
have the economic means to participate in the program, and the annual
disposable income of each family which can be used for home improvements.
Since the borrowers are mostly small farmers receiving most of their income at
harvest time, the collection system is geared to those peak periods. The
obligation of collecting is left up to the local housing camittee, which in
turn pays the CARITAS regional office, not the promoter. The assistance is
provided in the form of construction materials rather than cash, and the loans
have a relatively short payback period of from 12 to 18 months. In addition,
each group must pay 20% down before any construction materials are delivered,
and is expected to pay 40% after the first harvest, and the remaining 40%
after the succeeding harvest. No interest is charged, but a 20% penalty is
added if a participating family fails to pay an installment within the agreed
term. After all the home improvement loans within a commmity have been
repaid, CARITAS follows with a second or even a third phase, which allows the
initial group of families, and any additional families who wish to join, the
opportunity to take advantage of further housing credit to continue improving
their shelters. To date, over 5,000 loans averaging $75 have been made for
home improvements. Repayments have exceeded 90%.

5.  Campws...y Unions - The Naticnal Association of Honduran

esinos (ANACH), a major agrarian reform organization was one of the
agencies which assisted INVA in selecting and prequalifying eight of the
organized farm groups totaling over 200 families that participated under the
A.I.D. Rural Shelter Loan (522-W-028). ANACH now has a program for promotion
of rural shelters. Member groups can purchase basic building materials at
subsidized prices through the central ANACH office in San Pedro Sula, and
ANACH provides skilled laborers to act as instructor/supervisors during
construction. This activity has been initiated in the north coast area, where
ANACH is assisting two model groups totaling 41 rural families.

c. FEKOVIL - The institution building component of the
A.I.D.-financed Cooperative Housing Loan (522-H-011), which was implemented
from 1965 through 1969, assisted in the creation of the Federation of Housing
Cooperatives (FEHCOVIL). Since its creation, FEHCOVIL consistently has
provided low-cost housing in urban areas, but has provided basic shelters
within a few of the agrarian reform coonmmities. These rural projects were
implemented in 1975. A total of 62 units were constructed using self-help
techniques. FEHCOVIL requires that all commmities form housing cooperatives
before providing assistance, and it has an excellent record with collections.

3., Plamed Future GCH Efforts

In recognition of the dimension of the problems and lack of
attention to date, the GOH is planning to increase dramatically its efforts in
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rural housing over the next four years. Table 1 indicates the goals set for
INVA and JNBS as part of the present five-year plan. In a time of budgetary
stringency, the iarge planned increase in housing expenditures is a clear
indication of the seriousness with which the GOH views the problem and of the
priority assigned to resolving it.

TABLE 1 : Proposed GOH Rural Housing Expenditures, 1980-1983
(Includes Interna%sand)ﬁxternal Funding)
000

1980 1981 1982 1983

INVA (new) 30 500 450 450
INVA (Improvements) 115 1,000 4,000 4,300

JNBS (Improvements) 500 300 1,000 4,000
’ ’ b}

D. Rationale for A.I.D. Support

A.1.D.'s role in supporting efforts to improve rural housing is based
on several reasons.

First is the complementarity between investment in housing and other
A.I.D. supported programs. Perhaps the most direct link is to health and
envirormental sanitation efforts, which at present are supported by Municipal
Development Loan II (522-0165), Rural Water and Sanitation (522-0166), ard
cccasional SDA activities. Many of the hizalth problems which affect rural
families are attributable to the conditicns of their dwellings. Animals,
especially pigs and chickens, frequently wander in and out of open doors. The
dwellings are overcrowded; lack privacy; are unsanitary; and offer habitats
for insects and rodents. The traditional roofs and walls found in a large
percentage of rural houses, while offering basic protection from the
enviromment, are poor barriers against disease vectors and pathogens and in
fact harbor them. The thatched roofs are infested with a variety of insects
including the insect which transmits the feared Chagas disease. Dirt floors,
which are difficult to clean adequately, provide moist areas conducive to the
growth of parasite larvae and fungi resulting in the transmission of diseases
to barefoot children. Space is used in common for food preparation, sleeping,
and other activities, and the absence of sanitary facilities can negatively
affect family attitude and health. Consistent and steady improvement in
health status will only come about as a result of orderly and progressive
improvement in housing, education, health, envirommental sanitation, income,
and other areas together on a commumnity level. Little improvement in health
status will result from the cementing of floors if children will still get
parasites by walking barefoot outside. Conversely, if other iimmprovements are
made and housing is still inadequate and infested with vectors, progress in
health will be limited. Thus, the housing improvement mechanism to be
developed through this Project will contribute to improvement in the health of
rural Hondurans.

Second, improving rural housing is a logical next step in supporting
the GOH's rural development efforts. Ongoing and planned programs in
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agriculture, health, and education are improving incomes, opportunities, and
selected aspects of living conditions for increasing numbers of rural
residents. A.I.D. is providing and will continue to provide substantial
support for these major program thrusts. At the same time, the orderly,
progressive development of rural areas requires attention to the second
generation problems such as housing, energy, and technology. The Mission has
developed, or plans to develop, appropriate institutional mechanisms to ensure

- that.a.start is _made j ese areas, Housing is important to improved livi
&85 353 ot 1T ﬁgnggrans and 1s necessgrily;ggrt of a co;ggehensiveVIng

support package for Honduras' rural development.

Third is that the Project has certain innovative aspects which should
increase A.I.D.'s and the GOH's knowledge of methods for improving rural
housing. Previous projects, in Honduras and elsewhere, have not been very
successful. This Project has been designed based on moderately successful
models, and takes into account the mistakes of the past. Approaching this
difficult area a more realistically increases the chances of success and the
possibility of contributing to the Agency's knowledge of rural housing
development.

A final reason is the fact that the GOH has became increasingly
concerned about the level of unrest in rural areas, and has therefore made
housing improvement a high priority in part to provide tangible and material
improvement in living conditions to rural residents. Assistance to it in
accelerating that effort and in achieving a program likely to be sustainable
at reasonable cost is in the interest of the United States Government, which
3150 <ees tI'z need for tonzible improvement in 1iving conditions in the near
Term as necsssery to suppcrt the transition to a d:zmocratically elected,
moderate goverrment. This particular rationale is based on the probability of
achieving near and medium term social benefit to A.I.D.'s target group.
However, our concern for longer term development impact has guided design of
the Project, whose activities will be concentrated in areas that are more
highly productive; will assist stable families; and will complement ongoing
commmity development programs and activities.

ﬂgg;@Mm@ G A0 TIETIVAY
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A. Goal and Purpose

The Goal of the Project is to provide healthier and more comfortable
living conditions for the rural poor. For instance, it is expected that the
incidence of Chagas disease and other health problems will be reduced among
the approximately 120,000 Project beneficiaries (approximately 18,400 rural
families). In addition, housing quality indicators, such as the number of
persons per room and the percentage of houses with solid floors, should show
significant improvement for the beneficiaries in comparison to the rural
population taken as a whole.

The Purpose of the Project is to establish a system for the
sust.ined improvement of housing conditions for the rural poor. By the end of’
the Project, the National Housing Institute (INVA) will have developed its
capacity to provide technical and financial assistance to intermediaries, such
as private voluntary organizations, cooperatives, and other Goverrment
institutions, which serve as housing improvement sponsors and facilitators in
Honduras' rural areas. It is expected that at least five of the
intermediaries that participate in the Project will have decided to continue
and to expand their home improvement programs as a result of their successful
experiences under the Project. Finally, the credit program initiated under
the Project will have a total portfolio of over $1 million and be capitalizing
at a rate of 2% per year.

B. Target Groun and F.>ject I  ategy

The target group for the Project is the approximately 280,000
families with below median income who live outside of the urban areas of
Tegucigalpa, San Pedro Sula, and La Ceiba. Reaching these families with
assistance in housing improvement is an extremely difficult task. In general,
these people do not have access to institutional sources of credit, and, when
they do borrow, prefer to limit loans to small amounts and short payback
periods. For some, housing is not a high priority investment -- it is largely
something to be attended to, if at all, after other more basic needs, such as
food, clothing, and productive pursuits, have been met. Despite these
attitudes, the experiences of several small-scale programs described in the
background section show that housing improvement programs can be successful if
they are developed with an understanding of these attitudes and promoted by
people and institutions that have gocd reputations and are known to target
group families through previous work in the commmity.

The strategy for the Project has emerged from these considerations.
In order to develop a system for sustained housing improvement, sponsors known
to the communities and willing to work with them at the community level are
essential. In any cuase, the small loan sizes would preclude direct lending or
administration by large organizations, such as INVA and private or public
banks, as they would find such a venture highly unprofitable or demanding of
too much time and effort. In contrast, the private voluntary organizations
and GOH commmity development programs are relatively low-cost operations, but
their level of accountabilility to financing sources often has been less than
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the minimum necessary to enable them to qualify for more than occasional small
donations. The Project's strategy is to make greater resources available to
those agencies willing and able to demonstrate financial responsibility and
accountability, and to help them to increase their activities in housing
improvement as they demonstrate greater responsibility and accountability to
the funding source. The Project design includes incentives for the
intermediaries to encourage them in this direction.

The financing source will be INVA. Although this will be INVA's
first experience as a secondary-level financier for rural housing improvement,
its recent progress in establishing itself as a developer of low-cost housing,
its so far successful experience with an urban housing improvements project
and its willingness to create the necessary institutional infrastructure for
this Project bode well for its success in this venture.

C. Project Activities

1. Summary

The Project consists of two activities: Home Improvements and
Institutional Development. INVA will create a Project Coordination Office
(PCO) which will contract with private voluntary organizations and other
intermediaries to sponsor home improvement programs for target group members.
The intermediaries will make home improvement subloans to individual and
solidarity group borrowers, collect the subloan repayments, and use the
collections to make add1t10na1 heme improvement subloans. The Project will be
financzd v oa2n A IL0, L 20 9203 million, an A.I.D. Grant of 2oud, 000 and
host country contrlbutlona estimated at )000 000. It is expected tnat over
13,600 subloans at a total cost of $1 5 m11110n will be made with the first
use of A.I.D. Loan funds. The remaining $800,000 of Loan funds will finance
institution building activities for INVA, the intermediaries and participating
community groups and a small amount of commodities for INVA. The $200,000
Grant will finance the services of an INVA/AID Project Coordinator and short
term technical assistance. INVA will pay all of the administrative costs not
already included in its budget and not financed by the interest earned on its
loans to intermediaries. These costs are estimated at $300,000. The
borrowers will contribute their down payments and self-help labor, estimated
at a total of $600,000 to the improvement of their hames. To ensure the
continued financial viability of the Project, the GOH will ensure the
maintenance of the investment fund level during Project implementation and
contribute an additional $200,000 annually in sublending capital to INVA for
five years after the Project activities are completed.

2. Home Improvements

a. INVA-Intermediary Relationships - INVA's criteria for
acceptance of potential intermediaries are that the organization must:
organization must:

-- Have an existing rural development delivery mechanism in the
commmities in which it intends to work,
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Have the ability and willingness to manage a loan collection
system,

Have legal status (personeria juridica),

Be willing to accept responsibility for repaying its loans fram
INVA, if called on tordo so,

Demonstrate acceptable managerial competence and administrative
procedures,

Have a good reputation among the target group.

More detailed criteria for each of the above are included

in Annex H.1l. Intermediaries which want to participate in the Project will
contact INVA directly. The PCO will evaluate the intermediary's capability

based on informal discussions and a review of the organization's operating
procedures, staffing, logistical capability, and bookkeeping practices. Where
the organization's capabilities do not clearly satisfy the above criteria, PCO
staff will work with the organization to help it qualify as an intermediary.
It is quite possible that some potential intermediaries will not be willing to
make the effort, and will eliminate themselves from consideration. For those
intermediaries accepted by INVA, an initial allocation of funds will be
approved, based on the number of commmities in which the organization expects
to work during a two-year period. The amount may be increased (or decreased)
by INVA subsequently based cn the intermediary's performance, plans for

ettt
crriianility
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The intermediaries acccpted by INVA will sign a formal
cp

agreement (See draft in Annex H.Z) governing their participation in the
Project. The agreement form provides for a flexible implementation
arrangement whereby INVA agrees to lend a certain awount to the intermediary,
and sets forth certain limits which must be observed in making subloans. As
long as INVA is satisfied with the housing improvement activities of the
intermediary, repayment will not be required and the loan amount can be

increased, if warranted, by a simple amendment.

The intermediaries will pay INVA 5% interest on the
disbursed balance of their loan. Each intermediary will set up a separate :
A1l disbursements received fram INVA, interest

bank account for the Project.
payments to INVA, disbursements for Project costs and subloan repayments will

flow through the bank account. Disbursements of the loans to the
intermediaries will be made either as advances or reimbursements. INVA will
make advances to intermediaries based on written requests giving a list of
commmities in which the organization expects to develop activities and the
estimated financeable cost of the improvements to be made. Reimbursement
requests will be submitted to INVA accompanied by copies of signed subloan
agreements, a list of subborrowers and disbursements on each subloan, and
evidence that disbursements have been received by the subborrowers. INVA will
make all disbursements to the intermediaries within fifteen days of the
receipt of the requests, and conduct post audits of all transactions.
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Intermediaries will reimburse INVA for any disbursements
they have made for ineligible loans or materials and for improperly completed
improvements which are found in the post audits. The loans to the
intermediaries will remain in effect as long as INVA is satisfied with their
performance. INVA will have several remedies should it determine that an
intermediary is having implementation difficulties, or experiencing a high
rate of subloan defaults, or otherwise not adhering satisfactorily to the
agreement. It can provide assistance to the intermediary to help improve its
operations; suspend disbursements; declare some or all of the loan due and
payable, require the intermediary to make no new subloans, and turn over all
future collections to INVA; and even take over subloan collection
responsibility. The intermediaries will be asked to make best faith efforts
to ensure loan repayment and pleajing of assets other than those provided
through the Project will not be required.

v Project activities will commence with six intermediaries
who already have formally expressed interest in participating and agreed in
principle to the model Implementation Contract. These intermediaries are
CARITAS, Save the Children Foundaticn, San Jose Obrero (PV0), Coordinating
Group for Development Resources (ACORDE), the Federation of Savings and Loans
Cooperatives (FACACH), and Meals for Millions (MFM). All of them are private
voluntary organizaticns. Additional organizations, includiny GOH
institutions, may enter the Project at any time, subject to INVA and A.I.D.
approval.

b. Intermediaries-Beneficiaries Relationships - Up until now,

NTTA 1 Temmom e lima @ S s e coves 4 =iy R deimm 3 PR AN RN 2 RPN | Fp
CRRITAS has been -urhops toe no3t succolstul ¢f thes organizations which have
> Jiymma Tea e

Spenscred Lcusiag inprovement in rural sreos of Monluras., Its success is due
to long years of working in community development and to the knowledge about
campesinos that this experience has provided. Thus, although each
intermediary will be free to work in its own way, we expect their operations
to be similar to CARITAS', and the Project will encourage that by involving
CARITAS persomnel in training the employees of other intermediaries, and by
incorporating key elements of CARITAS' approach into the Implementation
Contract which each intermediary will sign with INVA (See Annex H.2).

Generally intermediaries will organize or work through a
local housing committee or patronato organized and run by target group
members. The cammittees will identify which community members want to improve
their housing and when they are ready to be helped; and will develop, with the
assistance of the intermediaries, rough cost estimates of the housing
improvements desired. The cammmity members will select from among themselves
groups of at least five people who agree to be jointly and severally liable
for loan repayments (solidarity groups). CARITAS' experience with repayment
fram solidarity group loans has been excellent, and similar results have been
documented with solidarity groups in El Salvador. Cammmity members with
mortgacgleable property (e.g. land title) will be allowed to apply for loans as
individuals.

The housing camnittee or patronato will collect payments
from the interested commmity members until a down payment equal to 20% of the
estimated cost of the improvements has been raised. The intermediaries will
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then collect the down payments, bring in the materials needed for the
improvements, and sign repayment agreements with the individual and solidarity
group borrowers for the amounts it is financing. During construction, the
housing committees will organize mutual self-help efforts. At times specified
in the repayment agreement, the committees will collect the repayments from
the commmity members, and remit them to the intermediaries. In general,
beneficiaries will be required to pay off existing loans before becoming
eligible for new financing. The intermediaries will be responsible for
attempting to infuse new life into any committees which fall into a state of

sommolence.

c. Typical Improvements - The kinds of improvements which will
be financed under the Project, and thc estimated cost of materials for a 20
square meter house are shown below:

ITRM Estimated Cost (§)
Toncrete Floor \cap, 10 cm. thick) 55.00
Fired Tile Floor 22.40
Fired Brick Floor 25.00
Cement Fiber Tile Floor 14.40
Asbestos Roof 180.00
Cement Sheet Roof 90.00
Galvanized Sheet Roof 94.40
Clay Tile Roof 90.00
Pan Tile Roof 236.00
Roof Trusses and Cross Supports 200.00
Lumbor Preservaticn Trsaunent .00
Stabilized Soil block waiis, Entire House 176.C0
Concrete Block Wall, S m. wide x 2 m. high 44,00
Concrete Block Wall, Entire House 176.00
Reinforced Adobe Walls 41.60
Door Frame 6.00
Window Frame _ 3.00
Window Shutter 6.00
Wooden Door 11.00
Screens, 2 Doors and 2 Windows 16.00
Room Divider 27.00
Exterior Plaster, Entire House 32.00
Lorena Stove, Installed 30.00
Lorena Stove, Materials 18.00
Rain Water Catchment 55.00
Water Sealed Pour Flush Ccmmode 14.00

In addition, financing may be provided for basic furniture, such as beds,
chairs, tables, sinks, and shelves, and for fencing around the house.

Most of these improvements will be affordable by very poor
rural families. A few will require family incames slightly higher on the
income distribution scale. The controlling factor in which improvement or
combination of improvements can be financed will be the subborrower's ability
to pay. The affordability question is discussed in detail in the Social
Soundness Analysis.
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d. Eligible Subborrowers - Individuals and families who 11V€
in one or two room houses {excluding Wered storage areas and outside .
kitchens) in rural areas will be eligible subborrowers, We believe that this
criterion provides a reasonable test of income. To require a more rigorous
selection procedure, such as income checks, would be too difficult for the
probable intermediaries. Furthermore, the high costs of carrying out the
income checks in relation to the loan size probably would upset the financial
viability of the Project. For purposes of this Project, rural areas includes
the entire country except for the urban areas of Tegucigalpa, San Pedro Sula
and La Ceiba. It is expected that the majority of beneficiaries will live in
commmities that are already part of the country's more productive areas. The
problems of getting materials to remote areas and isolated communities (high
transportation costs, roads too small for trucks) and low prevailing incomes
make the feasibility of housing improvements in these areas doubtful.

e. Subloan Terms and Conditions - In developing subloan terms
and conditions, INVA and the Mission have tried to balance our concern for the
financial condition of INVA, the intermediaries, and the beneficiaries, and to
allow for different modus operandi on the part of likely intermediaries. We
believe that the following terms and conditions meet these criteria:

Terms and Conditions Limits Probable
Minimum Borrower Downpayment 20% 20%
Maximum Interest Rate 20%/yr. 15%/yr.
Maximun Individual Subloan $500 $250
Maximum Solidarity Group Subloan $300 x No.  $110 x No.

of Members of Members
Maximum Qepayment Foricd 26 menths 13 months
Maximm Grace Period 0 months 0 months

The Project costs and analyses are based on the probable
terms and conditions shown above. The limits have been included as an
indication of what would be acceptable in the case of any specific
intermediary. The above terms and conditions may be modified during
implementation.

f. Subloan Guarantees - Individual subborrowers may be asked
to provide collateral of up to 100% of the loan amount. Following the
principle of peer pressure as the major factor in ensuring repayment of
unsecured losns, solidarity group subborrowers will simply agree to be
collectively responsible for the entire debt of the group. It is expected
that this normally will be evidenced by their jointly signing a single subloan
agreement. This mechanism also should contribute to ensuring that the great
majority of beneficiaries are stable families. Few target group families will
want to accept newcomers or unreliable persons into the group.

g. Financeable Items - In general, subloans will finance
construction materials, tools, and transportation of tools and materials not
locally available. As all construction will be done through self help, no
labor costs or locally available materials such as sand and gravel will be
financed. Intermediaries will be allowed to add a loan origination fee to the
amount financed. This fee may not exceed 25% of the subloan amount (which is
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equivalent to 20% of the total cost of the improvement). The loan origination
fee is intended to allow the intermediaries to quickly recover their promotion
expenses.

h. Use of ReflowS - The intermediaries will use subloan
reflows for making additional loans to benefic‘aries, and, should the
circumstance arise for repayment of its loan and interest due to INVA.

i. Budget - The budget for this activity is as follows:

($000)

ITEM , AID LOAN ITIES TOTAL
Subloans 1,560 1,500
Subborrower Downpayments 375 375
Self-help Labor 225 225

TOTAL 1,500 600 2,100

3. Institutional Development

In order to achieve the level of housing improvements projected
above, a concerted and cooperative effort will be needed by INVA, the
intermediaries, and the beneficiaries. The institutional relationships
between these different actors have been designed to ensure that each plays an
appropriate role in implementing the Project, given the nature of the tasks
and the limitations inherent on each of the parties. These relationships will
e lavalimal thvsngh i-mlarasreqtion of the inztituticnsl Jevelor—ant tacsks

described telew. The areas in which the capebilities of =uch ¢f the entities
will be strengthened through the Project are also discussed.

a. Promotion of the Project with Potential Intermediaries -
INVA's Project Coordination Office (PCO) will be responsible for stimu.ating
interest of potential intermediaries in participating in the Project. The
Project has been discussed in detail with sixteen potential intermediaries,
and so far six have agreed to participate in the Project. Follow-up with the
remaining ten is needed; and, in order to ensure the widest possible access of
the assistance to the target group, additional organizations should be
contacted. Furthermore, difficulties are sure to arise during implementation
and special efforts will be required to keep intermediaries who are performing
well in the Project.

b. Supervision of Housing Improvement Activities - Supervision
of housing improvement activities will be carried out by the key field
personnel of the PCO. There will be at least five rural housing technicians
included in its staff. These technicians will be assigned to specific regions
of the country, and will spend at least 60% of their time in the field. At
the outset of the Project, they will receive special training in bookkeeping
and supervision of simple construction tasks. The technicians will be
responsible for such tasks as:

-- attending promotion sessions carried out by the intermediaries;
-- observing the construction of improvements;
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-- reviewing materials purchasing practices;

-- reviewing loan disbursement requests (INVA to intermediary);

-- auditing records of collections, the use of subloan reflows, and
the intermediary's bank account for Project funds;

-- assessing training needs and the effectiveness of Project funded
training courses for community members and the intermediaries'
employees; and,

-- advising the PCO director and INVA management when additional
assistance to the intermediary is desirable, and when further
investigation and actions are needed to ensure adequate Project
implementation.

c. Training and Technical Assistance - It is expected that
INVA's technicians, the personnel of same of the intermediaries and the
beneficiaries will need technical assistance in several areas to enable them
to carry out the Project effectively. These areas are: improved management
and bookkeeping practices, construction techniques, and local materials
production. INVA will be responsible for ensuring the provision of this
assistance by: contracting with a consulting firm to develop course materials
for management improvement and bookkeeping systems; training the rural housing
technicians in the use of these materials; contracting for development of a
video tape course on basic construction techniques; and contracting with the
Professional Formation Institute of Honduras (INFOP) for training services in
both basic construction techniques and local materials production. INVA will
purchase the necessary hardware (video tape equipment, generator, etc.) which
will be needed to nrcvide the training. The rural housing technicians will be
responsible tor scheduiing the training courses znd ceordinazing the use of
Project hardware.

Three kinds of training will be carried out under the Project:

i. Management and Bookkeeping - Some of the
intermediaries may be weak in one or both of these areas. During Project
implementation, INVA, possibly with the assistance of CARITAS, will offer one
week courses in these areas using the course materials developed by a
consultant. It is expected that a total of seven courses will be offered.

ii. Basic Construction Techniques Training - Since the
self-help nature of the Project means that labor will not be financed, some
training in basic construction techniques will be needed at all levels -- INVA
technicians, intermediaries promoters, and beneficiaries -- to ensure that
improvements are properly carried out. During Project implementation, INFOP
will be contracted to provide training in basic construction techniques for
INVA's rural housing technicians and approximately 160 promoters of the
intermediaries. It is expected that approximately eight such courses with
15-20 participants each will be offered. INFOP has agreed to provide these
services. The promoters, in turn, will use the video tape course and
equipment to provide training for cammmity groups in the same subject.

iii. Local Materials Production - During the last year,
INVA, with financial and technical assistance fram the Industrial Development
Center (CDI), formed a local materials production unit. This Unit, which was
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financed through A.I.D.'s Rural Technologies Project, provides assistance in
developing and promoting the use of low cost, locally made materials in
response to commumity requests. Examples of materials already developed
include: 1light weight roofing tile; a thick, sturdy brick which requires less
expensive lime mortar; inexpensive cement roofing sheets; and stabilized soil
blocks for walls. Instead of expanding the materials production unit to meet
Project needs, INVA will contract with INFOP to provide similar services to
the intermediaries and benefitting cammunities. By contracting INFOP, INVA
will be able to concentrate on its major responsibilities, minimize its costs
and create the needed capability within an institution that can continue to
support it after the Project ends. It is anticipated that INFOP will form
three teams, each consisting of a skilled laborer and an assistant and having
its own transportation, tools and equipment to provide the needed services.

These training activities and their costs are discussed in more
detail in the Technical Analysis.

d. PCO Staffing and Administrative Functions - The PCO will be
the GOH's Project accounting station. It will assemble documentation needed
to request disbursement of the A.I.D. Loan, receive and account for such
disbursements, and in turn make all disbursements to the intermediaries and
other providers of goods and services. In order to carry out adequately its

.function and its above responsibilities, INVA and the Mission have agreed that

INVA will need the following minimm staff:

1 Office Director

1 Adninistrative Officer

1 Accountant

5 Rural Housing Technicians
1 Auditor

1 Secretary

1 Driver/Messenger

INVA plans to fill the first three positions with current
employees and hire the others. In addition, a second auditor may be needed
starting in the third year of implementation. INVA's additional operating
costs attributable to the Project and not covered by interest income will be
counted as a counterpart contribution. These costs are estimated at $300,000
during the plammed five year implementation period. A Grant funded INVA/AID
Project Coordinator will be contracted by A.I.D. to ensure smooth Project
implementation. Seven vehicles will be purchased for the PCO at a total
estimated cost of $84,000.
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e. Budget - The budget for this activity is:

($000)
ITEM AID INVA TOTAL
Loan Grant
Course Preparation:
Consultants to prepare Management/
Bookkeeping and Video Courses 12 12
Preparation of Construction
Techniques Course and 10 copies 52 - 52
Training: .
Management/Bookkeeping Courses 16 16
Basic Construction Techniques 229 229
Materials Production Teams 355 355
Operating Costs:
\aditional PCO Operacing Costst/ 300 300
Vehicles 84 ' 84
INVA/AID Project Coordinator 164 164
Evaluation Assistance 24 24
Contingencies/Inflation (15%) 64 64
Activity Total 800 200 300 1,300
1/ Not covered by interest income.
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III. PROJECT ANALYSES
A. Technical Analyses

1. Technical Specification and Costs of Illustrative
Improvementsl/

Most rural dwellings are built by their owners. They are
rudimentary structures whose primary function is to provide protection from
the elements. The size of such shelters are restricted by the locally
available materials and the understanding that exists within a commmity on
positioning and stabilizing heavy uncut poles to support the roof structure.
As a result of such limitations a twenty square meter (20 M2) single room
dwelling is the approximate size of an average low income rural dwelling. A
gescription of improvement and expansion options for a house of this size

ollows: :

a. Floors - The need for improved floors is apparent since
over 80% of all rural dwellings have tramped earth floors. A number of
alternative solutions for improving dirt floors are within the economic means
of most of the beneficiaries. Several of the alternatives use materials
produced locally in many rural cammunities. The alternatives are:

Number of Total Cost
Material Dimensions Units/MZ Cost/Unit $Cost/M2% 20R House#
Fired square tile 20 x 20 cm. 25 0.045 1.12/mé 22.40
Fired bricks " 14 x Z5 cm. 25 .05 1.25/m 25.00
Cement fiber tile 8 x 10 cm. 125 0.0055  0.72/m 14.40
Cement cap (plain
concrete) 10 cm. depth 1 1.10 1.10/m2 55.00

* Costs include only materials brought in fram outside the cammunity. Labor and
local materials such as clay, sand and gravel are not included.

b. Improvement of Existing Walls - 46% of the rural shelters'
walls are constructed of mud or adobe. The usetul life of these walls can be
significantly increased by protecting the walls from filtration of moisture.
Methods which can be used to improve them are:

i. Extending roof overhang to a minimized erosion of

adobe walls;

ii. Plastering the outside mud wall at least one meter
high at the bottom to prevent wall deterioration during the rainy season. The
estimated cost per M¢ is § 0.80;

1/ OSketches ot typical improvemcnts may be found in Annex H.3.
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iii. Constructing an open drain lined with rocks at the
base of the wall directly below the roof's overhang to reduce erosion caused
by rain run-off at the base of the walls. Estimated cost for cement is
approximately $0.60 per m2. The beneficiary must furnish the rock and

gravel.

iv. An outward slope of the window sill will greatly .
decrease the possibility of filtration. The estimated cost for this
improvement is estimated at $0.70 lineal meter.

c. New Wall Construction - For the construction of new adobe
walls the Project can assist with strengthening the foundation using local
rocks and cement to ensure increased stability. Rural recipients can be shown
how to construct such foundations using locally available rocks and the cement
will be approximately $2.00 per lineal meter. Also, solid walls of cement,
block, brick or even wood can be built. The cost of new wall construction
will depend on the building materials used. A brick or cement block wall five
meters long and two meters high costs about $44.00, and for a 20 m¢ house
about $176.00.)

d. Roofs

i. Clay tile: 54% of rural shelters have clay tile
roofs. A large number of Egese are in a state of deterioration. To replace
the deteriorated clay tile for a 20 m shelter if 50% of the tile were bad
would be about $45.00. There are 35 clay tiles for each Mé. Where the clay
tiles have been placed improperly, leaks are common and often the weight of
the clay tile exceeds the reccmmended safe bearing weight of the existing
woogen trusses. 1hus, tefcrs improving cluy tile rocfs the follcwizg norms
should be followed:

-- The bearing walls must be strong enough to justify the
reconstruction of the roof.

-- If the distance between the outer walls is such that the
existing trusses are inefficient or weak, the construction of
supporting columns and installation of a center cross beam will
have to he undertaken before the roof can be equipped with clay
tile.

== As a result of extensive termite damage the useful life of
untreated lumber, used for the trusses, may be as low as three
to four years. Such a situation is easy to resolve by merely
painting all exposed lumber used in the trusses with drain oil.
The estimated cost is approximately $5.00 for an average 20
rural shelter.

ii. Cement Roofing Sheets 1/: Where clay tile does not
exist or is not available at a reasonable price an alternative solution would
be to install cement-fiber sheets. Such material can be fabricated locally,
and has a longer durable life than clay tile. INVA, as well as a few of the

1. The cement roofing sheets will be tested for their durability and stress
resistance prior to their use under the Project. If serious failure (e.g.
decomposition, shattering or splintering under impact or stress) results, they
will not be used.
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PVO's, have experience in fabricating cement-fiber purlins roofing sheets.
"The cost for a Imé lamina is $2.25. Cement-fiber roofing sheets or clay

tile require much stronger roof supports than either thatch or tin. While the
trusses generally can be constructed of uncut poles the cross supports should
be sawn lumber. The trusses should be debarked and then painted with drain
oil, and the sawn cross supports should be dried for one month then treated
before fastening to the trusses. Second grade lumber can be used for these

supports.

iii. Galvanized i.oofing: Where the wooden cross supports
are insufficient to support the weight of either clay tile or cement roofing
sheets, or where the participants cannot afford more expensive roofing,
galvanized corrugated steel shects may be an appropriate solution. Generally
go laminas will completely cover & 20 M2 rural shelter at a total cost of

94.40.

e. Doors and Windows (shutters) - Doors and wooden shutters
are subject to rapid deterioration due to both weather and insects since they
are generally constructed with untreated lumber. It is not advisable to
install a new wooden shutter if the original frame is deteriorated, or if the
window sill does not have the propcr outward slope. The estimated material
cost to replace the window frame and shutters is as follows:

i. = Material cost of frame*

90 cm x 110 cm. $ 3.00
Material cost of wooden shutter#*

30 ca. x 100 cm. S 6.00
Total cost of windcw and freme 5 9.00

ii. Door

Material cost of frame®

90 cm. x 210 cm. $6.00
Material cost of door*

80 cm. x 200 cm. $11.00
Total cost of door T17.00

*# Costs include sawn lumber, nails and hinges.

f. Room Dividers and Additions - In over 40% of the rural .
dwellings facilities for food preparation share space with living and sleeping
areas. Part of the improvement program can consist of providing materials for
the installation of interior room divisions, or the constriction of three
additional walls to form a separate room. The cost of a room divider
consisting of a wooden frame covered with plywood is $27.00 and the same type
of frame covered with plastic is approximately $16.50.

g. Lorena Stove - Over 90% of all rural dwellings use a
traditional stove which can be upgraded to be more fuel efficient, and
incorporate a chimney allowing the smoke to escape from the house. These
stoves can be constructed primarily from local materials over a block or
bricks base. When families upgrade their stoves educational materials should
be provided to stress the importance of proper use of the improved stove. The
Lorena stove can be purchased already constructed for $30.00, or the materials
can be supplied at a cost of $18.00.
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h. Rain Water Catchments - It is possible to collect and store
rain water with individual catciment tanks. A covered tank, which has a
faucet near the bottom, can be constructed of a variety of materials including
cement-fiber polyester or reinforced concrete. The catclments must be
installed in such a manner as to enable easy cleaning since the initial rains
of each season will inevitably wash an accumulation of dust and dirt fram the
roofs. The drain canal can be constructed of galvanized corrugated steel
roofing sheets supported by wooden posts. The estimated cost per catchment is

approximately $55.00.

i. Wells and Latrines - As previously indicated a large number
of rural families lack basic sanitation services. Therefore, latrines and
pour-flush commodes may be financed under the Project. A pour-flush cammode
is essentially a toilet without a reservoir. It can be installed inside the
house or in an outhouse, with a pipe connection to a latrine type pit.

Excreta are flushed into the pit by pouring three quarts of water into the
comnode after use. In an outdoor installation, the pit requires a concrete
top and the total cost, including the commode, is about $30.00. If installed
inside the house and connected through the wall to an outside pit, the pit
must be concrete lined to avoid wall erosion and the total cost is about

$60.00.

j. Summary of Unit Costs of Typical Improvements - The
following table summarizes the unit costs of improvements for a 20 m? house:

Cost Per Total Cost ($)
Item ‘ Units Sa. Mt. (5) 20 Sz.Mz, Heouss
Foundation beam (15x15 cm) l.m. 2.69 53.80
Asbestos roofing sheets 1 sheet 4.50 180.00
Cement roofing sheets 1 sheet 2.25 90.00
Galvanized roofing sheet 1 sheet 2.36 94.40
Sawn lumber (trusses) board foot 0.30 200.00
Brick walls m2 3.90 156.00
+ Cement m2 .50 20.00
Reinforced adobe walls ml 1.04 41.60
Concrete block walls A 4.10 12.00
+ Cement m2 .30 2.80
Screening (window) n2 2.00 16.00
Exterior plaster m2 0.80 32.00

2. Appropriateness of Technology

Locally produced building materials will be used to the extent
possible to reduce problems of delivery and to reduce costs to the
homeowners. Although brick and tile makers and carpenters are numerous,
production is minimal due to a limited demand for their products. In the
rural areas such trades are generally practiced to supplement the incame of a
subsistence farmer/part-time tradesman. The expansion of their existing small
rural industry is directly related to the localized demand, which this Project
should increase. The Project will encourage and complement local production
by making available improved, known, low-cost building technologies such as
blocks of compacted stabilized soil (using small amounts of cement or asphalt)
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for wall construction, low cost containers for rainwater collection. The use
of these improved technologies can be taught in 4 short period of time to
relatively unskilled villagers or to interested promoters.

Assistance is developing local production processes for low-cost
building materials will be provided by INFOP's Materials Production Teams.
The intermediaries will identify candidate commmities where local production
of construction materials may be feasible. Upon request, INVA will send one
of the material production teams to study the feasibility of local production,
both in the terms of the availability of manpower and the quality of existing
natural materials such as clay, sand, soil for stabilized blocks, and timber.
If all the necessary conditions are favorable the team will organize the
interested individuals and provide the assistance required to locally
fabricate quality construction materials to be provided to subborrowers in the
recipient and adjacent commmities. Assistance will be provided to the
commmity or rural industry in all phases of pre-construction, construction,
proper use or installation, and the method of most effectively transporting
the finished product. The Importance of quality control will be stressed to
ensure that the final product is acceptable to meet the standards of the
Project. These teams will remain in a given commmity until the participants
are sufficiently trained to supervise and carry out production on their own.
As the Project will concentrate on improving existing production techniques
rather than developing new products, one or two weeks of supervision and
training should be sufficient for the fabrication of most construction
materials. In general, new materials will not be introduced into cammunities

unfamiliar with them.

It is anticipated cnat three tecuas will be formed and each team
will be expected to conduct an average of one course per month. Each team
will have a skilled laborer, who will act as team leader, and one semi-skilled
assistant; and will be authorized up to 180 days per diem annually, one
pick-up per team, a complete set of construction tools and equipment, a
CINVA-RAM machine (for stabilized soil block production), and vehicle
operation and maintenance costs. The cost of the three teams during Project
implementation is estimated at $354,600, and will be financed with Loan funds.

3. Feasibility of Self-Help Construction

All of the intermediaries which will be involved in this Project
have broad experience in promoting commmity participation and the use of '
village volunteers as a means in obtaining their project goals. They have
concluded that the reliance on self-help labor is feasible, since rural
housing is now largely a self-help operation, in which family and friends
erect shelters without the use of paid contractors.

Although rural families construct their own shelters, their
knowledge of and experience with permanent construction materials may be
limited in some cases. This has been taken into consideration in designing
the Project. The majority of the likely improvements are simple, and will
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present little difficulty to beneficiaries with no previous construction
experience. The proper mixing and pouring of cement and the construction of
roof structures using sawn lumber are exceptions, and training will be
provided in these areas.

In most rural communities there is at least one person with
basic building skills who would be willing to assist his neighbors, when
improvements can be comﬁleted in a relatively short time. This person ma
already have provided skilled labor on other small commmity projects. e
intermediaries will encourage local housing cammittees and patronatos to
include such persons among their members in order to share E1s skills with the
other beneficiaries. The essentially multi-family nature of present rural
house construction makes this feasible. Bartering arrangeme. .s, whereby
skilled services may be traded for goods or other forms of campensation, e.g.
labor to assist with agriculture production or work on the houses of other
commmity members, are also quite possible. Where a family does not have the
necessary skills and is unable to obtain the assistance on a barter basis, tle
housing camittee will be responsible for encouraging the family to select
alternative solutions that they are capable of completing. For instance,
there are several alternative solutions to a full cement floor - fired square
tile, bricks, or cement fiber tile - which are all relatively simple to
install. The CARITAS experience has indicated that with minimal supervision
an unskilled person can be easily taught to properly construct the trusses
with sawn or uncut lumber. ‘

In addition, the intermediaries will encourage the development
oficonstrction incw-nov!t ritiiinithe torzativillages, T Audio-visntal training
courses, INALNLY in Casic carpentry &nd masonry swillsz, will be conducted in
participating commmities to ensure the availability of sufficient skilled
human resources. Follow up promotional materials, such as pamphlets
containing simple graphic instructions for building techniques, will be
provided. The key to construction success is in the quality of the
intermediaries' promoters and in the cohesiveness of the community. Promoters
will receive training in building skills, and be available to guide the
construction effort of the participants. Previous self-help construction
projects have shown that, with minimal training and supervision, unskilled
volunteer laborers can learn to properly improve their dwellings, and
cooperate with their neighbors in the process.

4. Materials Pricing Policy of Intermediaries

Although the intermediaries involved in the Project's execution
will be highly socially oriented, their continuation in this Project will
depend upon establishing a realistic materials pricing policy, and their
ability to recggerate their investment. As the loans to the intermediaries
will finance subloans, the costs of pramotion, subloan administration and bad
debts will have to be recovered through a combination of adding those costs to
_the price of the materials financed and charging interest on the subloans.
Each intermediary will determine what mark up and interest rate will be
required to ensure acceptance of subloan terms by the beneficiaries and ensure
its financial stability. The method of explaining such increases to the
beneficiaries will be left to the implementing agencies. They may choose to
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provide only a list of materials to be supplied and a total price. In some
geographic areas it is possible that pricing policies may be affected by
prices offered by local commercial outlets.

Still, the CARITAS experience indicates that because of the
availability of credit, rural families are willing to participate in the home
improvement program providing that materials can be delivered at campetitive
prices, not necessarily cheap prices. In general, even with the above
"service'' costs included in the amount financed, the cost of the improvements
will still be competitive with the cost of construction materials procured in
small quantities through a local retail store.

5. Technical Capability of Intermediaries

The variation in the intermediaries' capability has been
identified as a potential constraint to successful project implementation. In
order to alleviate this constraint, the Project includes funds for training
and technical assistance needed to increase their capabilities by upgrading
promoters and improving bookkeeping. Courses in management and bookkeeping
practices for commmity projects, the use and application of audio-visual
equipment and basic construction principles and methods will be provided for
field pramoters, and in a few instances selected members of participating
commmities. The description of these activities, for which a cost breakdown
is included in the Detailed Project Budget (Section IV.A.), is as follows:

a. Manacement and Bockkeening Courses - INVA and CARITAS will
provide seven cne-week basic managerialiand hookkeeping classes for personnel
of the intermediaries that INVA determines need to strengthen their management
systems. The numbers of such participants for each course will be limited to
between seven and ten persons to ensure maximum effectiveness. The course
materials will be developed by a local consultant contracted by INVA, at an
estimated cost of $6,000. The seven courses are estimated to cost $16,450.
Eligible expenses will include honoraria for the training staff, and travel
costs and per-diem for the intermediaries' administrators/bookkeepers.

b. Basic Construction Course Preparation - Loan funds will be
used to prepare video tape instructional materials for a course in basic
construction techniques. The course will cover the major aspects of basic
construction methods to be utilized under the Project, the use and proper care °
of construction tools, and the method of estimating construction and
improvement costs. The instructional materials developed will include
pamphlets, video tapes, and construction guides covering the major home
improvement options. The cost of preparing the course, purchasing ten video
tape machines, and reproducing ten copies of the instructional materials is
estimated at $52,200. As INVA has no experience in developing audio visual
courses, a short term consultant will assist INVA in identifying areas where
training is needed and in developing the course. The estimated cost of the
consultant's services is $6,000. Although the initial costs of producing this
type of instructional material is expensive, in the long run it appears to be
more practical than financing outside technical assistance to conduct routine
training courses explaining basic construction methods for each participating
commmity. The video equipment will be the property of INVA, and will be
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loaned to intermediaries to enable their promoters to provide courses to
interested commmities. INFOP will be responsible for developing the course
and may contract for the services of SIPCAR, a specialized office of the
National Agrarian Reform Institute (INA) which has special expertise in the
development of audio-visual courses.

c. Training in Basic Construction - Although construction will
be carried out by the beneficilaries, the intermediaries' promoters must be
able to act as an 'instructor-supervisor'' where needed. To develop the
promoters' capabilities to provide this assistance, INVA will contract with
INFOP for an initial two-month training program for all intermediaries'
promoters in basic construction skills and in the use and preventive
maintenance of audio-visual equipment. It is expected that up to eight such
courses will be conducted with an average of 15 to 20 participants for each
course. Loan funds will finance honoraria for the training staff, and travel
costs and per-diem for the promoters. The total cost of the basic
construction courses is estimated at $228,800.

Once trained, the promoters will provide training in basic
construction techniques to the beneficiaries. The concept of using
paratechnicals (promoters) to conduct classes using video equipment has been
successfully tested by the National Agrarian Institute (INA), whose promoters
are authorized to check out video tape machines for instructional purposes
after satisfactorily having completed a course pertaining to the operational
use of such equipment.

i PRIV AT Dum e ame (T mamadymaeme-
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The Rural Housing Division within INVA is receiving full time
technical assistance from the EEC. No additional long term advisory services
are required for the Project. However, grant funds will be used to contract
an INVA/AID Project Coordinator. This person will be responsible for ensuring
that implementation plans and progress are adequate and for maintaining
liaison between A.I.D., INVA and the intermediaries. He will assure that
interinstitutional contracts conform to A.I.D. and GOH legal and technical
requirements and will assist in the preparation of documents related to these
actions. His major task will be to serve as an ombudsman for Project
implementation. This will entail field inspections to monitor the operations
of the intermediaries. His services will be required during the five year
implementation period of the Project. A contract with a professional with
considerable experience in rural housing is comtemplated. The contract will
be for two years at the outset, renewable after an evaluation to determine if
his services are still required. The estimated cost for 60 p.m. for this
Coordinator will not exceed $164,000.

7. Environmental Concerns

The IEE for the Project was reviewed with the PID and a negative
determination was subsequently approved. The Project has not changed
significantly in areas which relate to envirommental concerns. Consequently
no further examination of envirommental concerns is required. u
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B. Social Soundness

1. Subloan Demand by Target Group Families.

In five years, working in one rural county in the north coast
region, CARITAS made loans totaling approximately $215,000 to target group
families. In the 1974 Census, that county - Olanchito - had a rural
population of 33,930 people which was only 1.5% of Honduras' rural population
of 2,193,275. (This latter figure excludes the urban areas of Tegucigalpa,
San Pedro Sula and La Ceiba). Honduras' population has grown by over 20%
since the 1974 census, but even on the basis of the 1974 figures, and
assuming demand holds constant across the country, CARITAS' experience would
indicate there is a total demand of over $14 million for home improvement
loans in rural areas. Thus, the Project's Credit fund would be able to attend
slightly more than 10% of the total demand indicated. Based on the experience
of both CARITAS and San Jose Obrero, where demand for exceeded available
funds, we believe the actual demand to be much greater. In its Olanchito
project, CARITAS had no problem finding beneficiaries for its rural housing
loan program. Before embarking on a full scale program of house construction
in Choluteca, the Asociacion San Jose Obrero was innundated with requests from
its workers for small loans for home improvement.

The effective demand, of course, is much more limited. Given
the nature of the Project, it is restricted to the number of commmities that
can bhe effectively reached by the intermediaries promoters. The Project's
Financial and Social Analyses have been developed on the assumption that,
petween ail or tne internediaries, there will be an average of 100 full time
pramoters working 20% of their time on the Project. The realism of this level
of manpower is borne out by the Institutional Analysis which has identified
about 80 full time promoters among the six intermediaries which have agreed so
far to participate in the Project. We expect this number to rise to well over
150 by the time Project activities end, as additional intermediaries decide to
participate in the Project and as participating intermediaries expand their
coverage. Hundreds of part time volunteer promoters on which some of the
intermediaries rely are not included in the above figures and they may wind up
being the Project's more effective agents.

In view of the above, the Mission has concluded that both demand
and effective demand exceed by a large margin the resources programmed for the

credit activity.

2. Affordability of Improvements

a. Target Group Income - The most recent incame data collected
through a methodologically sound procedure are those of 1977 survey carried
out by CONSUPLANE's Nutrition Planning System (SAPLAN). These data, which are
20¥ibe§ng tabulated, show for residents of all but the largest 15 cities, the

ollowing:
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Table I: Income of Rural Population (1977)

Group Number of Annual Incame (Ave.)
Persons (%) Families (%) Per Capita Per Family

1, Population with inade-

quate nutrition 1,624,194 (79) 259,038 (72) § 109.25 § 686.27
2. Population with basic ;

needs satisfied 365,043 (17) 75,836 (21) 280.40 1,349.73
3. Well Off 78,783 (4) 23,518 ( 7) 546.40 1,830.39

Total Rural 7,068,020 (100) 358,392 (100)

$ of Honduras © 68 69

The survey also provides income by deciles. However, these
data are not broken out by urban and rural residents. In an effort to
approximate a rural incame distribution scale, the Mission has developed the
following analysis:

Monthly Family Income 1977 ($)

Actual Mission Estimate
Decile Count Urban Rural
0- 10 3I.3§ 60 25
10- 20 49,59 100 40
20- 30 58.10 138 52
30- 40 70.35 155 57
40- 50 76.83 210 60
50- 60 105.44 330 63
70- 80 108,57 445 40
80- 90 318.74 490 110
90-100 462.41 560 135

These rough calculations indicate that the income for the

50th percentile for the country as a whole (about $91) corresponds to
approximately the 75th percentile for all areas outside the largest 15 cities.

CARITAS' experience with its rural housing improvement
project indicates that the very poorest 20-25% of rural residents simply are
too poor to pay for the assistance they need. Although CARITAS is trying a
loan program with some groups of the very poorest, it has little expectation
of recovering the money lent to date. It is doubtful that this group can be
helped under this Project without creating an extreme drain on Project
resources. Consequently, assistance will be focused on those families between
the 25th and 75th percentiles of rural families with regard to incame. These
families have monthly family incomes of from $52 to $90, and they fall roughly
in the 18th to 50th percentile for the country as a whole. The median incame
for families in this group is approximately $62 per month.

b. Loan Payment Capability - Most expenditure surveys done in
Latin America have disclosed that rural families devote about 10% of their
income to housing, on the average. According to the last tabulated rural
family expenditure survey (1968%, rural Honduran families followed this
general trend. Thus the range of monthly payment capacity is approximately

e
M
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$5.20 to $9.00 with an average of about $6.20. This latter figure is
confirmed by CARITAS' experience to date, in which the average loan has been
$75 with no interest payable over a 12 month period, for an average repayment
of $6.25/month. Allowing for slight improvement in incomes since the survey
was taken and CARITAS' figures were compiled, the Mission has concluded that
$7.50 per month is a reasonable amount to expect rural poor families to spend
én pgying off housing improvement loans, with a range of from $6.00 to about
10.00.

c. Affordable Improvements - The kind and amount of
improvements which can be built for this level of income depends on the
financing terms. For purposes of analysis two different financing
arrangements have been analyzed in light of the monthly payment capability
calculated above:

-- (Case 1: Moderate terms. The intermediary includes promotion costs
of 20% in the amount financed; charges 13% interest; and allows a 15
month term.

-- (Case 2: Terms most favorable to the intermediary. The intermediary
includes promotion costs of 25% in the amount financed; and charges
20% interest and allows an 18 month term.

The results of the analysis are:

Borrower Value of Promo- Materials Total Value
Casg)vcnthly Leax  Dewn Fav- Immrove-  tion  and Trans. orf Materiais
Payinent Amount ment ments costs  Financed  and Trans.
1 2 3(1+2) 4(1-5) S5(1-4) 6(2+5)
Case 1:
$6.00 $ 84 $ 20 $ 104 $ 170NN S 6T $ 88
$§7.50 104 27 131 21 83 110
$10.00 135 34 169 27 108 142
Case 2:
$6.00 94 24 118 23 71 94
$7.50 118 29 147 30 88 118
$10.00 157 39 196 39 118 157

Averaging Case 1 and Case 2 gives an average monthly
payment of $7.50 on an average loan amount of $111, which with a 20%
downpayment from the beneficiary finances improvements with a total value of
$139. Of this amount, about $114 is the value of the materials and
transportation incorporated into the improvement. A review of the cost of
typical improvements summarized in the Project Description indicates that the
average borrower will be able to afford almost all of the improvements
eligible for financing under the Project. The most costly improvements (e.g.
roof of asbestos or pan tile, brick or block walls) would be affordable only
by those at the upper end of the inccme scale with a downpayment greater than
the minimum 20%.
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3. Beneficiary Attitudes Toward Borrowing for Home Improvements

Although most of the families who seek housing improvement loans
have the capacity to repay, they usually are excluded from consideration by
more formal channels of credit due to their low incames and lack of sufficient
collateral. Moreover, their level of savings is too low compared to what
would be required to accumulate sufficient amounts of funds to make desired
improvements. Consequently beneficiary attitudes towards loans seem to be a
function of the structure of the lending process. Short payback periods
encourage repayment. The requirement of a substantial downpayment appears to
positively influence the beneficary's attitude toward repayment. The
beneficiaries apparently feel a greater commitment to the program and its
success after having made this initial investment. Also, in discussing
repayment terms with the beneficiaries, it appears best to talk in terms of
the total payments that will be required rather than in terms of principal and
interest, since many rural people appear to have resistance to paying interest
on loans, in part because they often don't fully understand the concept of
interest. Furthermore, including interest within the total loan figure
substantially reduces the level of confusion over the loan terms. The
participant is not burdened with elaborate and complex formulas, but is made
aware of the essentially loan nature of the construction materials. In
projects where this mechanism has been used, default rates have generally been
at acceptable levels.

The simplification of the presentation of the offer to the
beneficiary is illustrated by the results of an evaluation of an earlier
CWIT S heme construction prosram (Merschred and Corcnado, 1975). This study
found that all but 1% or tne peneficidriés uncerstccd that they were receiving
a loan. However, although they were aware that dcwnpayments were required,
and accepted this fact, there was some confusion regarding how the amount of
this payment was calculated.

Moreover, it should be noted that loans are not something new to
most of the target population. Although most rural residents attempt to
minimize risk with loans representing a classic case of risk taking, this has
not inhibited campesinos fram taking out loans when the risk to personal
property has been minimized. Small farmers in particular acquire agricultural
production loans from local moneylenders for short periods of time, usually
mortgaging their crops rather than their land. Also, the CARITAS housing
projects have successfully relied on peer pressure and commmnity solidarity
rather than on collateral to insure repayment. In sum, the attitudes of the
beneficiaries toward loans in general and past experience with successful
housing loans in particular, indicate that this will not be a serious
constraint to successful Project implementation.

4, Relations Between Intermediaries and Beneficiaries

The potential intermediaries are both goverrmental and private
non-profit organizations (PVOs). While functional and structural differences
exist between these two types of organizations, they have in cammon same
degree of grass roots contact with the target population. The important
linkage between these groups and the intermediaries has been the patronato,
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which are local committees set up by and for the village to secure assistance
from the national or local govermments or PVO's for projects such as schools,
roads, or water systems. Typically some middle class community members are
elected to positions on the committee due to their prestige and influence.

The patronatos often set up cammittees to deal with specific
projects or to meet specific needs. Often a commmity will have as many
comnittees as there are projects to be dealt with, although it is not uncammon
to find many of the same people serving on several of them. Once the need is
met, the patronato may became dormant until a new need arises. The
municipalities and national govermnment institutions such as the Ministry of
Health often work with patronatos carrying out self help infrastructure and
nutrition projects.

Church related groups often develop their links to the
commmities by working with local groups whose purpose is mainly the active
social formation of the commmities and their members. Usually building on
the indigenous social structure of rural society, they attempt to organize the
commmities around an ideology of solidarity. The goal is to create and
nurture a social environment of cooperation and self-reliance in dealing with
the developmental problems of the community. These groups are characterized
by a close and intense relationship with the people of a village, usually
extending over many years. They usually take an integrative developmental
approach to the commmity, attempting to increase the standard of living
through production, health, andmﬁousing projects organized so as to further
the goals of group solidarity, and beneficiary participation. The results of

nrniacts irmiemented v CARITAS, ‘zocciacion Sion Jose Obrern, and nthar such
N : . 2o Ry B <
organizations, nave demonstruced tic viabilicy of an integratad davelcoment

strategy hased on long-cterm intensive werk within the target ccmmunity, and on
an ideology of community solidarity and participation.

What distinguishes the patronatos fram these church sponsored
groups fram thc patronatos is the goag. The reason for the emphasis on
commmity solidarity is that their objectives are much broader than solely
carrying out specific projects. The overriding concern of the organizations
is to create the necessary conditions for a more broadly based integrative
development of the commmity that fosters a more general sense of community
solidarity to meet continuing development needs.

In the context of a home improvement program tiis prior and
continued work in promoting community solidarity has had very practical
results. It has permitted the establishment of an effective decentralized
administrative organization for project planning and implementation. This has
resulted in the program's greater flexibility in identification and resolution
of the particular needs of cammunities. The high level of participation by
the beneficiaries in the Project design and implementation has created a
greater sense of commitment by the beneficiaries to achieve the goals of the
Project. This in turn has produced low default rates and acceptable levels of
control of materials. '
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5. Effectiveness of Solidarity Group Lending Process

The public sector agricultural development banks in El Salvador
and Honduras as well as a Credit union system in El1 Salvador have used the
solidarity group lending process with good results. The system appears to
have been instituted in order to get around collateral requirements under
banking regulations, which poor people could not meet. The key factor that
makes the process successful seems to be the self-selection of the group
members. Egggesinos living in close proximity to each other seem to know
which cammunity members are serious, dedicated workers and which are
unreliable. They will normally pledge to be jointly liable for debts only if
they know and have confidence in the other group members. They are apparently
willing to exercise sufficient peer pressure to ensure repayment, and may wind
up financing each other if one or more members have difficulty meeting their
obligations. The programs in which this process has been used have sufficient
similarities to this Project to establish a basis for concluding that it will
be an effective lending mechanism with high probabilities of achieving loan
repayment rates of 80-90% or better.

This probability can be enhanced where the solidarity group is
active in the administration of the loan program. In an examination of 12
commmities in which housing construction was undertaken through a CARITAS
loan program, the effect of local participation and control of project
administration was found to be significantly related to the level of commumity
‘participation. In the various communities where the program was undertaken,
it was found that partzc1pants often formed work brigades to rotate
censtructiin tasks, fio e o cCamon fund was set up tc mest wnerpictad
additional expenses tnat mignt be incurred by cimnunity membars. [Furthermers,
in 14 of the 15 projects within these communities, the participants
successfully had set up a housing cammittees for planning, construction and
loan repayment based on the principle of collective responsibility.

The housing commitees or patronatos that will be established
under this Project appear to offer the kind of opportunity for participation
that will enhance the solidarity group lending process and encourage loan

repayment.
6. Beneficiaries and Spread Effects

a. Number of Beneficiaries - Approximately 75% of the rural
population camprise the target population. This represents a population of
about 280,000 potentially eligible families of the 375,000 in the country's
rural areas. Given the funding level, it is estimated that loans will be
received by 31,000 families. Excluding the number of families who are
expected to borrow more than once, over 18,400 families will be beneficiaries
(see Table 2). This is approximately 7% of the target group.
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TABLE 2
ESTIMATED NUMBER OF FAMILIES TO BENEFIT FROM HOME IMPROVEMENT LOANS

YEAR
1st 2nd 3rd 4th Sth Total

No. of Loans received by beneficiaries:

From Initial Loan 3,600 3,49 2,235 2,155 2,120 13,600

From Loan Reflows 0 2,325 4,310 5,120 5,700 17,455
'mm ] » ] » ] »

Total Beneficiaries
(excludes grevious

borrowers 3,600 3,635 3,635 3,635 3,910 18,415

b. Health Benefits - The improvement of the shelter conditions
of the target population will have its primary impact on the health of the
members of the participating families. This will be particularly true where
the Project is part of a general program of commmity development aimed at
improving the sanitation conditions of the commmity in general. It is
important, therefore, that, whenever possible, the Project be carried out in
conjunction with related infrastructure and hame improvement programs, such as
water systems, latrine building, and interior partitions, as well as
developing sanitary practices in the storage and preparation of food. The
benefits to improved health can be expected in the following general areas:

1) reduction of gastrointestinal diseases, diarrheal diseases, and infectious
hepatitis due to the increased use of latrines, and improved care in the.
nrsparation of foods; 2) reduction in arthropod vectors of disease,
particularly that transmitted by cockroacnes, bugs carrying Chaga's Disease,
flies, mites, fleas, and lice due to improved shelter conditions as well as to
sanitary care; and 3) reduction in commutability of disease due to a reductio
of overcrowded conditions.

c. Effects on Women

Past experience indicates that women's organizations such
as housewives' clubs can play important organizing roles in these
complementary housing improvement programs. Since participation affects one's
concept of self-worth through increased confidence in the ability to control
one's enviromment, and since outlook on life is related in part to the
physical conditions of one's surroundings, this Project can be expected to
provide benefits in these two areas. Given that women in lower income
families spend a greater amount of time in the home than me., it is expected
that participation and improved shelter conditions will positively affect
women to a greater degree than men. Finally, a number of wcmen hold high
level positions in the intermediary organizations, especially CARITAS and
Meals for Millions. The Project should offer them opportunity to increase
thtgir feelings of professional accamplishment and satisfaction in helping
others. :

d. Spread Effects - The Project is expected to generate spread

~ effects both within the beneficiary groups and within the intermediary
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organizations. The first set of spread effects involve the demonstration
effect to those commmity members not participating in the initial rounds of
lending. As commmity members gain familiarity with the process of borrowing
and repayment of loans, as well as with working on a collective basis, it is
expected that they will generate an even greater demand for such loans. The
second set of spread effects will result from the demonstration effects to the
intermediaries participating in the Project, as well as to those not initially
participating. As the viability of this type of program is demonstrated, it
is expected that additional institutions will wish to enter into the Project,
and that existing participants will wish to expand their operations into other
commumities.

The most important issue relating to spread effects is the
degree to which success under this Project will cause the GOH to alter its
present policy of favoring construction of new hames which results in a
relatively high benefit for a small number of families. If this Project is
highly successful we should expect the GOH to divert same of the resources
that its now destines for finished units to this activity. This would ensure
that the spread effects of the Project go beyond the already positive
projections of additional beneficiaries from the planned use of loan reflows
and additional GOH contributions that are built into the project design.

The potential spread effects could be reduced if the
Project expands too rapidly. As has been previously pointed out, the success
of these kinds of housing loan programs tends to be related to the nature,

level and intensity of contact that the executing agency has with the
S ssmastosintroductionfo faRnclsingis s sransaRicre :pﬂﬁ*r!“ﬂTT\,
those institutions which nave experienced success in this area havs becn those
who have worked long and hard to improve the overall level of development of
the conmunity, in a way which encourages a broad base of participation and
solidarity, before undertaking a housing program. Where these conditions are
not met, the success of the Project and potential spread effects may not reach

projected levels.

C. Financial Analysis

The Project calls for a financial role for INVA, the intermediaries
and the beneficiaries. The interest of each party in implementing and
continuing the Project will depend to a great degree on the Project's
financial feasibility for that party. The financial feasibility for the
beneficiaries is essentially a matter of affordability. This was discussed in
the Social Analysis. This section analyzes the financial feasibility for the
other two parties: the Intermediaries and INVA.

1. Intermediaries

The probable intermediaries have very different ways of
working. Same, like CARITAS (a confirmed intermediary), are very low cost
operations which rely almost completely on volunteers and religious fervor to
get assistance out to the target group. Others, like CARE (a probable
intermediary), rely to a much greater extent on paid pramoters and have
relatively hlgh costs in relation to the assistance that will be provided
under this Project.




IRl r.-—]r‘-p[’l] MR
- | " r <_ La0 ,l

AR

[y ;|..:|.‘

- 35 -

For purposes of analysis, it is assumed that each intermediary
will develop pricing policies that will put its housing assistance on a
self-paying basis. The liberal restrictions allowed by the Project design -
allowing for the subloans to include up to 25% for pramotion costs and
permitting a maximm interest rate of up to 20% - should provide sufficient
margin to enable all intermediaries to cover their costs, while affording a
margin of protection to the beneficiaries against unfair pricing policies.

In analyzing the financial feasibility for intermediaries, a
composite of the institutions expected to participate has been developed.
This composite is based on data provided by the institutions and USAID
assumptions based on informal discussions with some of the individual
agencies. The principal factors in this camposite are:

-- On the average, promoters work in ten commmities each year. Five
new subborrowers, averaging seven families each, will receive loans
each year. Starting in the second year, promoters will generate
additional loans to previous beneficiaries, as follows: second year -
three loans; third year - four; and, fourth and fifth years - five.
Loans average $800 each.

-- The probable intermediaries, in total, have 100 promoters working
throughout the country. Promoters have a motorcycle provided by and
maintained by the intermediary and receive $15 per diem while working
in the field. Promoters spend 15 days a month in the field. They
spend an average of 205 of their time on the Project. The average
salary for a prcaoter is S150 per month. The overiiead of the
intermediaries averages 50% of direct salaries and benefits average
20% of salaries.

-- Intermediaries adopt a pricing policy of adding a promotion cost of
25% to the cost of materials % making the promotion cost 20% of the
loan amount), and charging an interest rate of 13% to the
beneficiaries. Loan terms average 15 months. Defaults are equal to
20% of loans made. No interest is received on defaulted loans.

-- Intermediaries costs are assumed to increase at a rate of 10% a year
during the Project implementation period. In the year after the
implementation period ends, costs decrease by 25% due principally to
a mxch higher percentage of repeat borrowers, which reduces pramotion
and overhead costs attributable to the Project. Thereafter costs
increase at 10% per year.

-- The average loan size remains at $800 throughout the Project, as
there is little basis on which to assume an increase in disposable
income on the part of the target group.

--  INVA charges 5% annual interest on its loans to the intermediaries.
The GOH makes $200,000 per year available to the intermediaries for
continuing the Pro;ect starting the year after the Project activities
are completed.
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a. Costs - From the above composite, the following costs are
attributable to the Project during the first year of implementation:

i. Promoters Salaries. 100 promoters x $1,800/year $
x 20% of time spent on Project 36,000
ii. Benefits. 20% of Salaries 7,200
iii. Overhead. 50% of Salaries 18,000
iv. Per Diem. $15/day x 15 days/month x 12 months/year
x 100 pramoters x 20% of time spent on Project 40,500
v. Vehicle Cost. $1,200/year x 100 pramoters x 20% of
time spent on PrOJect 24,000
vi. Miscellaneous 20,000
Total First Year Costs $145,700

b. Portfolio, Income and Expense - The above assumptions were
used as a basis for projecting the portfolio, income and expenses of the
intermediaries, taken as a group. The results are shown in Table 3. As is
seen, under the above assumptions, the Project is not quite a breakeven
proposition from the intermediaries point of view. A liberal advance policy
from INVA will be required to keep the intermediaries from dipping into
capital in order to cover costs. Nevertheless, the Project does more than
break even in the latter vears of Project implementation. Continuing GOH
capitalization in the five years following the implementation period should
ensure steady growth of sublsanding capital. If costs can be controlled, or
defaults reduced, or additional operating cost contributions obtalned from the
intermediaries’ trahltlunal EinancingfscircesiWthe ¥R te e et sILiih a1
on a self-sustaining dasis.

This somewhat somber picture improves considerably if the
intermediaries apply the maximm terms and conditions permitted: including
pramotion cost recovery of 25% in each loan, charging an interest rate of 20%,
and extending the loan repayment terms to 18 months. These results are shown
in Table 4. However, even under these assumptions, the yearly surplus
generated by the Project begins to decrease in year seven. Greater assurance
of continued growth of Project resources could be achieved by INVA's turning
the loans to the intermediaries into grants starting in the year after the
Project implementation period ends, under the condition that the funds
continue to be used for housing improvements and a sustained demand for this
type of assistance be demonstrated. The pros and cons of this course of
action will be studied further prior to PP approval. This learly could be a
major incentive to the intermediaries and might encourage fence sitters to get
in at the begimning thus improving the overall financial feasibility of the

Project.
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TABLE 3: INTERMEDIARIES INCO!lii AND EXPENSES ($000): CASE 1

YEAR

ITEM 1 2 3 4 5 6 7 8 9 10

PORTFOLIO:

Porfolio - Beginning of Year -0- 400 720 848 944 1020 1050 1075 1096 1113
Principal Payments Due During Year -0- 320 592 704 784 848 874 895 913 927
Defaults -0- (64) (11x) (141) (157) (170) (@175) (179) (183)  (185)

New Loans (total): 400 640 720 800 860 878 899 916 930 942
Financed with Principal Repayments -0- 256 474 563 627 678 699 716 730 742
Financed with Project Funds 400 384 246 237 233 200.2/ 200 2/ 200 2/ 200 2/ 200 2/

Portfolio - End of Year 400 720 843 944 1020 1050 3/ 1075 1096 1113 1128

Recove;"y of Pramotion Costs 80. 128 141 160 172 176 180 183 186 188

Interest Earned 21 55 81 96 105 111 115 117 119 121

TOTAL INCOME 101 183 225 256 277 287 295 300 305 309

EXPENSES: )

Adninistrative Costs 146 160 176 194 213 176 194 213 234 257

Interest Expense 13 33 _a7 59 71 82 92 102 112 122

TOTAL EXPENSES 159 193 223 253 284 258 286 315 346 379

Difference 1/ (58) (10) (2) 3 7 29 9 (15) (41) (70)

Cunulative Difference (58) (60) (62) (59) (66) (37) (26) (42) (83) (153)

1/ Negative figures during Project Implementation are assumed to be financed by outstanding advances from INVA.

3/ GOH continuing contribution, :

3/ As this is less than the original $1.5 million put into the credit fund, the Mission will require the GOH to maintain
the fund level, if so warranted by demand for subloans.
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TABLE 4: INTERMEDIARIES INCOME AND EXPENSES ($000): CASE II

YEAR
Diff. Est. Mix Terms/Int. 1 2 3 4 5 6 7 8 9 10
Cost Recovery 100 160 180 200 215 220 225 229 232 236
Interest Earned 32 83 141 173 190 203 211 215 220 223
Total Income 132 243 321 373 405 423 436 444 452 459
Total Expenses 153 193 223 253 284 258 286 315 346 379
Difference (27) 50 98 120 121 165 150 129 106 80
Cumulative Difference (27) 23 121 241 362 527 677 806 912 992
With grant Option Starting in Year 6:
Difference 247 242 231 218 202
Cumulative Difference 609 851 1082 1300 1502

2. INVA

Assuming the Project is fully operational at the outset, INVA's
first year costs are estimated as follows:

Item Monthly Cost ($)

n - o - k]
rSrS0nnics..

1l Utffice Directer 1.0

1 Accountant/Office Administrator 500

5 Rural Housing Techncians 2,375

1 Accountant 400

1 Auditor 500

1 Secretary 300

1 Driver/Messenger , 250 5,325

Per Diem:

15 days/month x $25/day x 5 Technicians 1,875

15 days/month x $36.00/day for Director/

Auditor/Administrator 540 2,415
Vehicle Maintenance and Operation 1,758
Other 167

Total Monthly Cost 9,665

The total yearly costs of over $116,000 are based on present
prices. A yearly increase of 10% per year is assumed for inflation. Thus the
average cost during the five year implementation period will be approximately
$140,000. After the implementation period, a smaller staff will be required
to monitor and continue the Project activities and expenses are expected to
stabilize as costs are increasingly assigned to other programs.
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INVA expects to assign some personnel currently in its employ to
the Project Coordination Office. As these persomnel account for roughly 25%
of the estimated total first year cost, only 75% of the above average of
$140,000, or $105,000 average per year, will be additional costs to INVA that
can be reasonably attributed to the Project.

A projection of INVA's portfolio, income and expenses has been
prepared (see Table 5). The income is based on the loan drawdown and interest
expense figures in Table 3. As costs start out high in the first year and
income starts low and increases thrcughout the implementation period, there is
some shortfall during the Project’ implementation period. However, as income
catches up to and surpasses additional costs about five years after the end of
the Project, the Project is viable over the long run. Against the expectation
of fully covering the additional yearly operating costs by the year eleven of
the Project, INVA has agreed to contribute the difference between income and
additional expenses during Project implementation. As shown in Table S5, this
difference amounts to slightly more than $300,000. It will be counted as
counterpart for the Project.

3. Conclusions

The nature of the Project - small loans, short repayment
periods, high default rates - places severe constraints on achieving financial
viability. The factors which make approaching feasibility possible are the
relatively low-cost nature of the intermediaries themselves and the improved

utlllzatlon of their already existing infrastructure in the benefitting
con.niticz. This kas allowed utilizaticn cf a marginal cost/marsinal returns

LT P ) - -
ation

npproach to the financial feasibility issue, and has permitted demonstraticn
of a more or less breakeven operation for this innovative and scmewhat

experimental Project.

It should be noted that the most serious obstacle to achieving
financial feasibility is the presumed default rate of 20% of all loans. Even
a small improvement in this rate during implementation will have a large
effect on improving financial feasibility. The second most important factor
is the small loan size, which has been presumed to remain constant throughout
the implementation period. Should the beneficiaries be interested in and
capable of borrowing more than the average amount calculated in the Social
Analysis, the financial feasibility of the Project would show a significant
improvement.

The Mission believes that the financial analysis has been
carried out using reasonable and conservative assumptions. The analysis may
be viewed as a "worst-case' approach. Even in this scenario, the Project
comes close to being viable from a financial point of view - a remarkable
situation given the difficulties inherent in the Project design.
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TABLE 5: INVA INCOME AND EXPENSE ($000)

ITEM

Portfolio:
Loan Funds Disbursed
Continuing GOH Contribution
Cunulative Loan Funds Disbursed

Income:
Interest Earned

Expenses:

Total Costs l/
Total Attributable to the Project

Counterpart Contribution
Excess of Costs Attributable to
Project over income
Cumulative Counterpart Contribution

1/ Costs are assumed to increase by 10%/yr un

400 384 246 237 233

200 200 200
400 784 1030 1267 1500 1700 1900 2100

13 33 47 59 71 82 92 102

116 128 140 154 170 170 170 170
87 96 106 116 128 128 128 128

(76) (63) (59) (57) (57) (46) (36) (26)
(76) (139) (198) (255) (312)

personnesy are increasigly assigned to othur programs.

200
2300

112

170
128

(16)

10

200
2500

122

170
128

(6)

til Year 5 and then stabilize as the costs of Project
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D. Economic Feasibility

From an economic point of view the feasibility and desirability of
doing this Project derives fram its effect on the national economy through
linkages to primary production activity and on the incorporation of the rural
poor into a system of saving, borrowing, and investment. The effect on Gross
Domestic Product (GDP) is strong and positive given the size of the Project.
Effects on the fiscal situation will be favorable as well.

The major linkage effects of this Project will be with damestic
production of cement, fiber roofing panels, brick, and door and window
products. Of these, only cement production is large and capital intensive,
but the GOH is planning on increased demand to make feasible construction of
two new plants for which investment funds are now being sought. Most other
material inputs will be produced locally, generally in rural areas by small
entrepreneurs, generally out of existing plants. The money spent on these
inputs will have a multiplier effect on the currently slack building inputs
sector that can be estimated conservatively at two to one. Some new
investment in industry producing building materials can be expected as a
result of the Project; in particular it is likely that the production of fiber
cement roofing sheets will be encouraged in a large number of places in
response to this demand and the new, appropriate technology being developed
under the Rural Technologies Project.

The Project will have the effect of bringing the rural poor into a
financial system that should have replicable benefits well into the future.

\ -.".' :C¢ Jdemainds chat the rural Dartu..lpa'lus save (\.ul:'. L..O"ﬂ'p-\.;_lent) and
borrow to invest in their homes. This system is a first apprcximation of a
financial intermediary arrangement which removes the excessively high risk
premium and transaction costs to the c sino borrowers in the only market in
which they can now borrow -- the rural "curb' market -- with its observed rate
of 6% per month. That is, the Project's lending mechanism will change the
trade-off between current consumption costs and investment costs faced by

campesinos by reducing the effective cost of investment from some 101% to 20%
per annum. It is not surprising that at 101% per annum little borrowing takes
place for housing (or other) investment; g%'ngﬁsmos borrow at this rate only
to meet short term emergency needs and/or high payoff production costs. Thus
the Project will point the way towards getting an economically more correct
allocation of resources between current consumption and investment in the
rural areas. Replication and adaptation of the system could do muxch to
overcame the apparent inability of many poor campesinos to invest to improve
their income and life situation.

This Project's major activity, credit for rural housing improvements,
is essentially an intermediate credit institution type activity, and therefore
the economic decision as to whether the particular investment is worthwhile
can be left to the campesino family, with the aggregate economic worth of the
Project then depending on a demonstration of effective demand for loans for
such housing rovements. The strong demand for participation in this aspect
of the Project (see Social Analysis) means that we can calculate an estimate
of the minimum increase in gross domestic product expected to result from the
Project. Remembering that value added by owner-occupied housing in the
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national income accounts is estimated .by the inputed rental value of such
dwellings, we can figure that since the owner is willing to borrow at the 20%
rate of interest included in the Project package, this is equivalent to saying
that he values the rent of the improved house to be at least equal to the
annuallized mortgage payment that would be required to amortize the investment
at the 20% rate over the (assumed) life of the improvement(s) so financed. If
we take 10 years as a conservative estimate of the average life of
improvements, then we have a $0.238 increase in inputed rental value of the
house, equivalent to value added in GDP terms, for each dollar of housing
improvement. Because of the high cash downpayment plus owner supplied labor
and non-cash materials, and because of the rapid payback of the one to one and
a half year loans, the benefit/cost ratio is 1.98 when the respective streams
are discounted at the 12% rate used by the World Bank as the opportunity cost
to capital in Honduras at this time.

This favorable inccome can be interpreted econamically as follows: by
eliminating the exaggerated risk premium and thus lowering the perceived cost
of financial capital to the campesinos, their desired mix of inputs into their
houses changes towards cash cost inputs (cement, windows) relative to embodied
labor inputs (adobe, thatch), thus allowing the enjoyment of a much higher
than average marginal rate of return on the heretofore scarce cash financed
inputs.

In terms of the national econamy, no aspect of the Project will cause
any uncue pressure upon the country's production system or infrastructure, nor
would there be any bottlenecks created if the Project were doubled or tripled
in sizs.

The Project will give rise to a small additional increase in the GOH
budget. The estimated requirements for counterpart and post PACD
contributions is shown in Table 7.
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TABLE 6: FECONC:iIC BENEFIT COST CALCULATION

|

(5000)
HOUSING IMPROVEMENT LOANS Equiv. Cum. Other INVA Total
GoH Down Owner, Total New "Mort." Project Net Present Values

AID  Contri- From Pay- Labor §& Invest- '™ort-  Pay- Costs _  Econ. (12%) Discount

Funds bution Reflows ment Materials ment gage" able GOH AID Costs Benefits Costs Factor 12%
1982 400 - - 100 150 650 155 155 76 190 9i6 138 818 .893
1983 384 - 256 160 240 1,040 248 403 63 219 1,066 321 850 .797
1984 246 - 474 180 270 1,170 279 682 59 266 1,021 486 727 712
1985 237 - 563 200 300 1,300 310 992 57 185 979 631 623 .636
1986 233 - 627 208 312 1,380 329 1,321 57 140 950 749 604 .567
1987 - 200 678 220 330 1,428 341 1,662 46 - 796 843 404 .507
1988 - 200 699 225 337 1,461 348 2,010 36 - 798 909 361 .452
1989 - 200 716 229 344 1,488 355 2,365 26 - 799 955 323 .404
1990 - 200 730 233 350 1,513 361 2,726 16 -. 799 984 288 .361
1991 - 200 742 236 354 1,523 363 3,089 6 - 796 1,115 287 322
1992 - 2,934 - - - 842 .287
1993 - 2,686 - - - 690 .257
1994 - ' 2,407 - - - 551 .229
1995 - 2,097 - - - 430 .205

. 1996 - 1,768 - - - 324 .183

1997 - 1,427 - - - 233 .163
1998 - - 1,079 - - - 158 .146
1999 - 724 - - - 94 .130
2000 - 363 - - .116

- 42
PV/B = 10,495 5,285 = PV/C

NOTES TO THE TABLE: The source of investment flow data is the financial analysis. Only the first ten years of Project
investment activity is taken into account; this includes all A.I.D. and GOH cash inputs which are subject
to the Project Agreement. Because of the assumed default rate, the annual investment level begins to

decline in the eleventh year unless new funds are added to the Pruject. If we were to calculate out the
declining, but still sizable amount of investment beyond Year 11 it would give us a further, substantial
increase in benefits since the reflows are not an econamic cost to the Project.
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TABLE 7
GOH CONTRIBUTIONS TO THE RURAL HOUSING IMPROVEMENT
PROJ s
INCREMENTAL COSTS CONTRIBUTION TO

YEAR OF INVA LENDING FUND TOTAL
1982 76 76
1983 63 63
1984 59 59
1985 57 57
1986 57 57
1987 46 200 246
1988 36 200 236
1989 26 200 226
1990 16 200 216
1991 6 200 206

These amounts are insignificant in relation to the total GOH budget,
which in 1981 stands at $675 million. The size of the GOH contribution is a
function of the ability of INVA and particularly the collaborating PVO
implementing agents to undertake the outreach activities. Discussed earlier
was the high priority attached to improved rural housing by President Paz and
the already substantial amount of budget resources that are to be devoted to
attempts to mount a rural housing program. This Project moves the GOH away
from a giveaway model which has none of the savings, investment, and reflow
through the capital fund advantages of the present Project. While some might
consider th:se budgetar: costs as a CGOH subsidy to rural housing, we think
that chis is an appropriate role fer the GOH in that it reduces the
unnecessary cost of risk and the cost is small in relation to the model the
GOH would be most likely to follow in the abserce of this innovative and
somewhat experimental Project.

We conclude therefore, that the Project has an acceptably high
benefit/cost ratio, has no negative effects on the structure of production or
the economy's infrastructure, and that the Project is a least cost solution
for the GOH to meet the compelling requirement of improved rural life. Thus,
that Project is economically feasible.

E. Institutional Analysis

1. Intermediaries

a. Committed and Probable Intermediaries

The Project has been under constant discussion with a
number of PVO's starting before the PID was reviewed. Recently sixteen PVO's
attended a workshop in which the Project and the draft implementation contract
were discussed in detail. As a result six PVO's verbally committed themselves
to act as intermediaries under the Project. They have been requested by INVA
to express their interest in writing. A seventh PVO is awaiting home office
approval. None of the others declared that they were uninterested and may
decide to enter at a later date. This section describes the nature and
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capability of the six committed and the one probable intermediaries.

i) CARITAS - Caritas started operations in Honduras in 1958
and received its legal status (personeria juridica) in 1969. The Central
office coordinates CARITAS' efforts with the Catholic Relief Service (CRS),
and provides financial support for the seven regional offices throughout the
country. Central office personnel include a director, three secretaries, a
messenger, two administrators, a socio-economic advisor and a socio-religious
advisor. The regional offices each have an administrator, a secretary and a
supervisor who are paid by the central office. Full time, paid promoters are
assigned to each region. CARITAS presently has 53 full time salaried
promoters throughout Honduras. These promoters rely on the assistance of
volunteer representatives to organize the communities, and assure project
acceptance and follow through on implementation. At present, CARITAS has 945
part-time volunteer promoters serving their respective villages and nearby
commmities. These part-time promoters concentrate their efforts on specific
projects which are designated by the salaried pramoter for the area.

In general, CARITAS operations are highly decentralized.
The regional offices operate independently from the central office, and this
independence is also evident at the level of diocese and parish. The only
programs which CARITAS continues to maintain on a national scale are the Food
for Work Program and the Child-Feeding Program.

ii) Save the Children - The Foundation is working in three
impact areas, which have a total population of over 50,000 potential
bepaficiaries, They are: Pespire - a low-lving rural area with extramely
hilly terrain; La Esperanza, in the deépartiment of Intituca, a high land rura
area populated mainly by Lenca Indians; and, the poor barrios of Tegucigalpa.
Activities are promoted through 10 field extensionists who assist in
developing small industries, weaving cooperatives, fish ponds and sawdust log
production. In addition to the ten salaried field promoters, Save the
Children relies heavily on Peace Corps Volunteers. The central office staff
consists of a director, an administrator, an accountant, 2 secretaries, an
urban projects coordinator and a rural projects coordinator. Save the
Children coordinates effectively with other agencies and receives in return,
program support such as food from CARE, credit from CEDEN and transportation
of materials from the JNBS.

iii) Asociacion "San Jose Obrero'" - The Association was granted
personeria juridica 1in 1974. It operates a commercial and industrial center
which provides work for the unemployed in the municipality of Choluteca. In
response to requests from its workers for small home improvement loans, the
association now includes the construction of a low-cost housing project within
its activities. Training for this project was conducted through the
cooperation of INFOP and Peace Corps Volunteers assigned to the Asociacion.
A.I.D. is supporting the overall development efforts of '"San Jose Obrero" with
a $325,000 OPG to promote incame generating projects. I.D.B. has recently
approved a $500,000 loan to ''San Jose Obrero! to expand its current industrial
operations and to provide credit for agricultural training and production
projects.
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The Association sponsors both profit making and non-profit
activities. The profit-making factories donate their profits to the
Asociacion so that it can provide social services. One such service is a
small health clinic at which natients are charged minimal fees and medicines
are sold for about half the market price.

iv) The Asociacion Coordinadora de Recursos para el Desarrollo

(ACORDE) - ACORDE was founded in January of 1974, and received personeria
uridica in April of 1975. ACORDE initially worked mainly to channel funds
and technical assistance from international organizations to local
institutions, which then chamneled the funds to individual commmities or
projects. In 1978, ACORDE entered directly into the implementation of
projects, such as sponsoring a small handicraft project in Colomoncagua,
through the provision of credit for raw material purchases and assistance in
developing marketing contacts. In addition, ACORDE is working in several
rural comnunities in the department of Francisco Morazan to improve small
family agricultural plots.

ACORDE has a board of directors camposed of six members and
a board of approximately 20 advisors who have a voice but no vote in the board
of directors. The staff consists of an accountant, a secretary, a messenger,
a training officer, two full time commmity organizers/promoters, and three
part time volunteer commumity organizers/pramoters.

v) The National Federation of Savings and Credit Cooperatives
(FACACH) - FACACH is an association of 95 affiliated credit cooperatives. It
hezan its arerations in 1966, and has zrown to beccme crne of th: strongest and
most effective of the cooerative institutions in the country. A2s an
intermediate credit institution, FACACH has mobilized (through grants and
loans) a total of L. 12,600,000 for the use of its urban and rural members.
In addition to its credit services, the Federation also provides its member
cooperatives with training and educational services. A substantial portion of
the credit mobilized by the Federation (66%) has been channeled through 57
rural cooperatives for the purpose of relending to members for agricultural

production and related purposes.

FACACH is likely to lend mainly to individual
subborrowers. It does not have a commmity development program of the kind
that has been identified as being key to Project success, and special
arrangments will have to be made to ensure that the objectives of the program
are achieved. One possibility would be obtaining local level cooperation with
the JNBS pramoters who are active in many of the towns where there are FACACH
cooperatives.

vi) Meals for Millions (MPM) - MM has as its objective the
relief from and prevention of malnutrition. It sponsors nutrition training
programs, and production of low-cost, highly nutritious foods that can be
grown locally. Self-help is stressed for all sub-projects and program
methodology varies from commmity to cammunity in response to the specific
situation. MFM is now assisting the Ministry of Health to strengthen its
rural services to the rural poor in the department of Olancho. Training is
provided to both the MOH village health promoters and commmity leaders.
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To support these efforts, MFM maintains a staff of a
director, a part time secretary, and three salaried field pramoters. It has
activities underway in nine rural commmities of Olancho. MFM relies on part
time village volunteers to conduct follow-up supervision upon campletion of
the training provided by the promotors.

vii) CARE - CARE is not yet counted as an intermediary because
its participation in this Project has not yet been approved by CARE's New York
office. The CARE representative in Honduras, however, hopes to obtain this
approval and to participate in the Project. CARE is one of the best known
PVO's in Honduras. It maintains a permanent staff of 7 field promoters that
work in all areas of the country. The promoters are responsible for specific
geografic areas and have utility vehicles, which facilitates efficient project
supervision. CARE's major programs are school construction and potable water
systems, which are built by commmity volunteer groups. When CARE obtains
Central office approval, it intends to request funding to sponsor home
improvement loans in one or two cammmities on a pilot basis. CARE would then
determine the feasibility of continuing in this Project based on the results
of those efforts.

b. Intermediaries Management Capability

The PVOs' management systems and capabilities vary a great
deal. Three of the seven probable intermediaries -CARE, Save the Children,
and Meals for Millions- are Honduran affiliates or offices of worldwide
assistance programs larzely funded from U.S. sources. FACACH has developed
VEry Commeteht fandg=ment over the years, although scme of the individual
cooperatives may be weak. San Jose Obrero and ACORDE are well run national
organizations who receive significant assistance from aboard. CARITAS is a
large, highly decentralized organization, which is quite appropriate given the
commmity level focus of its programs. In general, the degree of
sophistication of management systems correlates positively with the size of
the PVO and management capability is more than adequate for the purposes of
this Project. The Project includes training activities intended to improve
the intermediaries' bookkeeping, hame construction, and pramotion
capabilities. Any other weaknesses observed during implementation will be
addressed through the combined efforts of INVA's technicians and the rest of
the PCO staff working together with the PVO to improve the PVO's performance
under the Project.

c.  Bookkeeping Practices

Based on information fram a local public accounting firm
that has extensive experience in working with PVO's, both in conducting
mandatory audits and in providing accounting assistance, most PVO's maintain
minimum accounting records and documentation. Generally the quality of the
bookkeeping and administrative procedures vary with the size of the PVO and
the scope of its activities in each geographic area. The Project design
includes training in bookkeeping systems for those PVO's that need it. It is
expected that most of the PVO intermediaries will require assistance in the
following areas:
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Cash Accounting: Making disbursements using a simplified
voucher system; completion of documentation required for reimbursement;
collection of borrower payments; and retention of documentation.

Subloan Accounting: Establishing subloan cards and files;
posting a subloan control sheet; posting individual subloan disbursements and
collections; calculating and posting interest accruals; sending payment due
notices to subborrowers; closing loan records; and retention of records.

Materials Accounting (for those PVO's who stockpile
materials in warehouses): Establishing materials record cards; posting
transactions for receipt and issuance; taking periodic physical inventories;
reconciliation of material issuances with subloan disbursements, and retention

of records.

Reporting Procedures: Completion of periodic reports to
INVA including format, content and preparation procedures. :

Delinquent Loan Procedures: Defining delinquent loans;
identifying alternative corrective actions; documentation of collection
efforts; and preparation of special reports to INVA.

INVA will set forth the above procedures in a manual which
includes a step-by-step explanation of the entire process for each of the
above activities. Additionally, INVA will provide the PVO's with samples of
all the preprinted forms and documents that may be required.

d. Purchasing Practices

The potential intermediaries, in general, do not follow
detailed procurement regulations. Normally, however, they do seek the lowest
available competitive price. The larger organizations occasionally request
competitive bids for major purchases, but usually purchase materials from
sources previously identified as the lowest priced supplier. Because of the
purposes of their programs, several of the PVOs have arrangements with larger
commercial dealers to provide materials at a little below the market price.
While all the private and volunteer organizations feel that they do "shop"
before buying, supporting documentation attesting to such is seldom obtained
unless required by a financing source.

The PVO's in general are sensitve to AID's concern for
following good commercial practice and obtaining the lowest price on materials
purchases. They will be asked to document the price caomparisons (phone or
written quotations, pro-forma invoices) on materials purchases under the
Project, All of the probable intermediaries have had experience in managing
an A.I.D. OPG, matching or outreach grant. They have had little difficutly in
satisfying AID's concerns in these areas in past projects. Given the nature
of this program, their procedures are considered to be acceptable.
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e. Capability of Likely Intermediaries

This analysis has demonstrated that the PVO's have the
capability to carry out the project, identified the areas that need
strengthening and shown that these areas will be addressed under the Project.
In sum, the intermediaries maintain a lean but efficient management, have an
excellent relationship with the target group, have a cammendable record in
carrying out development projects, and have an adequate outreach capability
for this Project.

2. INVA

a, Previous Egerience in Rural Shelter Development:
m - -

In the wake of Hurricane Fifi, A.I.D. provided both
immediate and long term recovery assistance. A one million dollar Rural
Shelter Reconstruction Loan (522-W-028) was implemented through INVA. Of the
total authorized amount, $650,000 was disbursed, and over 1,000 rural shelters
for agrarian reform families were constructed. The Project demonstrated that
unskilled laborers, with minimal training and supervision, can construct their
own houses using permanent construction materials. However, the project was
not totally successful. It took too long to camplete and the houses built may
have been inappropriate. To achieve simplicity, a standard design was offered
with little or no construction flexibility. In addition, new housing colonies
were constructed rather than attaching new umts Eo existing strur:gures The
kenafiCiariesavalirelicinanticalinhondonftniviecdsivhichisippeatadl fruit
trees, shade and other services and conveniences that the new housing colcnie
did not offer. As a result, a number of houses remained vacant until INVA
designed a procedure to pass the provisional titles from the intended
beneficiaries to interested families which were being resettled under the
Aguan Valley development program.

b. Experience with Urban Hame Improvement Projects

INVA has gained some experience in urban home improvement
through a small program of loans to poor families in the country's largest
cities. Approximately five years ago, INVA created a special unit for urban
home improvement loans. This unit, known as the Department of Savings and
Loans, has now provided loans to some 800 beneficiary families. This
relatively low lending level appears to be due principally to lack of
promotion. In part, it may also be due to the focus on providing hame
improvement loans almost exclusively to beneficiaries of past INVA
construction projects. These factors will not be constraints under the
present project, and we do not believe the experience of INVA under the urban
home improvement program portends difficulties for this Project.

c. Recent Improvements in INVA Management and Organizatian

Since its creation in 1957, INVA has not enjoyed the best
reputation among GOH institutions. Its housing production efforts have been
costly and inadequate. Frequent managerial changes have not helped establish
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permanancy and stability in planning or in operations. However, over the past
two years, INVA has made much progress in improving its middle-level
management and organizational capacity. A recent evaluation of an INVA
urbanization program credits the institution's efforts and dedication, along
with appropriate and timely technical assistance from A.I.D., for a successful
reorganization effort. Development of strong middle-level management was the
major focus of the reorganization, in accordance with the recammendations of
the Mexican consulting firm which was contracted by INVA three years ago. The
result has been the establishment of a restructured and strengthened
institution.

While in the past INVA concentrated almost exclusively on
construction of finished houses for lower middle class urban residents, its
interest in really low-cost affordable solutions for the poor has been
increasing in recent years. Recently, INVA adopted new regulations for urban
home improvement loans, which make the institution more responsive to the
needs of poorer families by reducing INVA's minimum income requirements in
making loans available for shelters in marginal communities.

INVA's planning and management capabilities in organizing
and implementing shelter programs has greatly improved in recent years.
Greater delegation by the Board to management over key operational details has
resulted in greater flexibility in the day to day decision making. This
improvement has been made possible in large part by the Board's confidence in
the strengthened middle-level management of the institution. The results of
thlS more flev*ble structure are evidenced by the improvements that have been

Sos in dSs intsimcl ceportinz system, particularly on financial matters; the
aredger effectiveness of the Dudgetlng system; and much improved intsrzgency
coordination. Although not all areas of the organization have experienced
improvements to the same extent, the results are encouraging and speak well
gg:nthe more general institutional capacity to effect needed organizational

ges.

d. INVA Capability to Carry Out Its Role in the Project

Under this Project INVA will function as a financial
institution - a significant departure from its previous efforts in which it
attempted to play the role of low-cost, new housing developer in rural areas.
INVA management realizes that the costs in originating thousands of small
subloans for small, supervised home improvement loans would prohibit it, or
any agency that does not maintain a permanent mid-level labor force in the
field, from economically providing assistance to rural families. Moreover,
INVA does not have the administrative or physical infrastructure to provide
subloans and directly supervise construction efforts at the conmunity level.
It is within INVA's capacity to function as a financial institution and
monitor the implementation efforts of the intermediaries. To keep its costs
as low as possible and its functions within those areas in which it has the
%agggest expertise, INVA will even contract most of the training activities to

INVA's administration of the Project will be facilitated
through the PCO, which will be established as a separate implementing unit
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within the Rural Housing Division. This division is presently receiving full
time technical assistance from an architectural engineer provided by the EEC.

The Office's location and staffing levels should be sufficient to ensure that
it is able to carry out its role effectively.
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IV. IMPLEMENTATION ARRANGEMENTS WL A=R0E m

A. Detailed Budget

The total cost of the Project is estimated at $3.4 million. This
will be financed with A.I.D. resources of $2.5 million and a counterpart
contribution of $900,000, which is approximately 26% of the total cost. In
addition, the GOH will contribute an additional $1.0 million in equal
installments over a five-year period starting the year after campletion of
project activities. The detailed budget and a projection of disbursements by
year are shown in Tables 8 and 9, respectively. Project activities are
expected to begin shortly after signature with disbursements beginning in the
last quarter of calendar year 1981. Thus, the calendar years 1981-1986 shown
in Table 9 are slightly out of time phase with years one to five of the
Eénancial Analysis, which has resulted in slightly different disbursement

igures.

B. Procurement and Disbursement of Project Funds

1. Procurement

The Home Improvement Activity involves loan financed credit and
self-help labor by Project beneficiaries. The credit funds will finance
mainly off-the-shelf purchases by the intermediaries acting in the role of
Intermediate Credit Institutions (ICI's). The purchasing practices of
potential intermediaries other than those discussed in Section III.E above
will be reviewed and accented pricr to qualifving the institution to
participatefingcie itz cy o0 el o ol D approvaliof8ICIStransacticn
during implementation is planned - a practice that is consistent with the
provisions of Handbook 1, Supplement B, Chapter 19.

The Institutional Development Activity involves six Loan and
Grant financed procurements by INVA. These are:

Procurement Action Approx. Cost ($)
a. 10 Vehicles 120,0

b. 10 video-tape and three CINVA-RAM machines 17,100
c. Consulting services for design of management/
bookkeeping and video construction courses 12,000

d. Technical services for basic construction
techniques course and provision of 10 copies

of the course 263,600
e. Technical services of Materials Produc-

tion teams 318,600
f. T.A. for informative evaluation 24,000
g. Professional services of Project Coordin-

ator 164,000

Total Procurement 919,300
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TABLE 8: Detailed Project Budget ($)

A. I. D. GOH
Activity/Item LOAN GRANT (INVA) COMMUNITIES TOTAL
1. Housing Flggrovenent:
redit fun 1,500,000 1,500,000
Borrower downpayments 375,000 375,000
Self-help labor 225,000 225,000
Total Activity 1,500,000 600,000 2,100,000
2. Institutional Development ]
- Personnel
“INVA7AID Coordinator (60 P/M) 164,000 164,000
Technical Assistance
Evaluation Specialist (4 P/M) 24,000 24,000
Bookkeeping Systems Ad. (1 P/M) 6,000 6,000
Construction Course Prepara-
tion Advisor (1 P/M) 6,000 6,000
SUBTOTAL 36,000 6,000

Training (Includes commodities

nee in providing training)

Bookkeeping Courses (7) 16,400 16,400
Basic Construction Courses (8):
- Preparation and 10 copies of

. video course 37,240 37,240
- Ten Video Tape machires 15,000 15,000
- 2-imcacil couwrses (8] 228,800 228,800

SUBTOTAL 281,040 281, 0+0

Local Materials Production Courses
- Tools, INVA-RAM machines and

roofing sheet molds (3 sets) 3,600 3,600
- Vehicles (3) o 36,000 36,000
- 168 field demonstrations
(Ave. 15 days each) 315,000 315,000
SUBTOTAL 354,600 354,600
Cammodities
Vehicles (7-- 5 pick-ups; 2 jeep
type) 84,000 84,000
rating Costsl/ 300,000 300,000
tivity AL 736,040 200,000 300,000 1,236,040
Contingencies/Infla-
tion (8%) 63,960 63,960
TOTAL ACTIVITY 800,000 200,000 500,000 1,500,000
TOTAL PROJECT 2,300,000 200,000 300,000 600,000 3,400,000

1/° See Amnex H.4 for calculation of INVA costs.
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Rural Housing Improvement
Projected Timing of Project Implementation
(u.s. § 000)

Calendar Years

Description 1981 1982 1983 1984 1985 1986 TOTAL

AID Loan Funds

Credit Fund 100 396 350 243 236 175 1,500

Training 77 218 187 68 68 34 652

Vehicles 84 - - - - - 84

Contingency & Inflation - 28 22 6 S 3 64
Sub-total 261 642 559 317 309 212 2,300

AID Grant Funds

Personnel 16 33 33 33 33 16 164

Technical Assistance 24 - 12 - - - 36
Sub-total 40 33 45 33 33 16 200

Counterpart

Borrower Downpayment and

Self-help labor 40 159 140 97 94 70 600

INVA Operating Costs 38 70 58 57 52 25 300
Sub-Total 78 229 198 154 146 95 900
TOTAL 379 904 802 504 488 323 3,400

INVA will carry out the procurement of items a. and b. according
to the competitive procedures contained in Handbook 11. Items c., f. and g.
require the services of a single individual in each case, and INVA will
negotiate personal contracts for these items. There are special
considerations involved in the other two items that require variations fram
normal procurement procedures. These are discussed below:

a. Training Services for the Basic Construction Techniques
Course (BCIC). The Honduran Professional Formation Institute (INFOP) is the
major training institution in Honduras. During its six years of existence it
has developed an excellent reputation among all sectors as a well managed,
professional organization. INFOP has significant experience in training
low-income residents in all phases of construction. In order to ensure
Project replicability, the capacity to train promoters must be available to
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INVA after the Project ends. INFOP is the only organization in Honduras tha*
can make this service available on a continuing basis and its contract with
INVA will obligate it to do so. INVA intends to sign an interagency agreement
with INFOP to provide these services. The agreement will also call for INFOP
to provide the instructive materials for the course. INFOP will probably
contract with the National Agrarian Reform Institute (INA) for development of
the course. INA has extensive experience in training campesinos which it has
gained through its Campesino Training Program (PROC . It has developed a
special office, calle e Training Programs Development Office (SIPCAR) which
has the necessary equipment, personnel and experience to develop audio visual
courses. INFOP, INVA, and AID believe that this office is uniquely qualified
to develop the BCTC and INFOP intends to subcontract with INA for SIPCAR's
services.

b. Materials Production Teams (MPT's). The Project design
requires that the capacity to provide assistance in local materials production
also continue to exist after the PACD - a commitment which INVA is unwilling
and unable to make in view of the high costs involved. INFOP is the only
organization in Honduras, capable of providing this service on a continuing
basis. An interagency agreement between INVA and INFOP for these services
will be signed. The agreement will provide that INFOP continue to make the
services of the MPT's available to INVA after the contract ends.

The Interagency Cooperating Agreements between INVA and INFOP
described above will be reviewed and approved by USAID/H prior to signature.

Thelrennining sandsiprogronzadifors tiiis FACtivityare  for
financing of ciaininig in tockKesping, f£or which the Rural Housing Technicians
or INVA's Project Coordination Orffice will be responsible. The training will
invoive only off the shelf purchases and reproduction costs, neither of which
is expected to require procurement.

2. Source and Origin of Goods and Services

In accordance with the procurement arrangements described above,
the following Source/Origin codes will apply:

a. Loan - Code 941 and Local, except for procurement of
vehicles which must be of U.S. origin.

b. Grant - U.S. and Local
3. Disbursement

No unusual disbursement arrangements are contemplated under the
Project. INVA will request reimbursement for credit from A.I.D. on the basis
of the lists that the intermediaries send to INVA of subloan recipients,
disbursements, and evidence of receipt of disbursement by the beneficiaries.
Disbursement for other Project costs will be made on the basis of
documentation normally required by the USAID/H Controllers Office. A.I.D. may
provide advances to INVA as needed to ensure optimum inrplementation of the
Project. INVA in turn, may provide advances to the intermediaries for the
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Home Improvements Activity.

C. Evaluation Arrangements

Both impact and progress evaluations of the Project will be
undertaken. The design of this Project offers an excellent opportunity to
conduct a thorough formative evaluation of the Project's impact since the
focus is on individual families rather than a general problem, sector, or
commmity. The impact evaluation will be conducted with pre and mid-Project
measurement techniques. A socio- anthropologist, assigned to the A.I.D./W
funded Mass Media and Health Practices Project, will assist in designing a
survey form to be used by the intermediaries' pramoters to gather sufficient
socio-econamic data to provide a baseline measure of target group conditions.

After two years of Project execution, a consultant will be contracted
with grant funding, to conduct a survey of the Project beneficiaries to
determine the effects of the housing improvements in terms of improved health,
attitude on life, and the general living conditions of the beneficiaries. It
is anticipated that this consultant will gather the data necessary for
assessing the feasibility for the GOH and other donor continuation or
expansion in this field.

The evaluation, which will be based on the consultant's report, will
be carried out by a cormittee of representatives of GOH and other
organizations involved in the planning and implementation of rural housing
projects. These organizaticns, at a minimum, will include INVA, AID, the
Intermediaries, the JNES, CONSUFPLANE, the niinistry of Finance and possibly the
Armed Forces. The scope of the committee's iaquiry will iiciuds:

1. Technical and financial feasibility of hame improvement programs,
including the sufficiency of the number of intermediaries in view of the
Project purpose;

2. Advantages and disadvantages of GOH direct administration of
rural housing programs vs. secondary level financial operations; and,

3. Camparative cost/benefit analysis of new construction vs. -the
progressive hame improvement approach.

Progress evaluations will be conducted on a continuing basis by the Project
Coordinator who will submit semi-annual progress reports throughout the life
of the Project. These reports will focus on the degree to which the
implementing agencies are following the strategy and procedures outlined, the
types of implementation problems that occur, and the strategies adopted to
overcome these problems. A critically important indicator to be monitored and
evaluated is the rate of acceptance in recipient commmities in relation to
the pramotion strategies used by different agencies.

In addition, the Project Coordinator will be responsible for
submitting general reports describing problems requiring attention as they
arise. Both the formative evaluation and informal reviews will provide a
basis for adjustments of assistance for the intermediaries and determine if a
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revision in design is required.

D. Negotiating Status, Conditions and Covenants

In order to ensure adequate implementation of the Project, the
following special conditions are considered necessary:

1. Conditions Precedent to Disbursement

Prior to first disbursement, INVA will propose a candidate to
act as its Project Director. Prior to first disbursement for credit, INVA
will provide evidence that it has assigned to the project on a full time basis
at least three rural housing technicians, an auditor and an accountant; and
has made arrangements to contract for: professional services of an INVA/AID
Project Coordinator; technical services to prepare the bookkeeping and the
Basic Construction Techniques courses, and the services of Materials
Production Teams.

2. Covenants

The GOH will covenant that, except as AID may otherwise agree in
writing, it will: contribute the AID funds to INVA; maintain the level of the
Credit Fund at no less than the equivalent of $1.5 million during Project
implementation; provide $200,000 per year for sublending capital to INVA for
five years after the Project activities are complete; cause INVA to obtain
A.I.D. approval in writing prior to qualifying each 1ntermed1ary for
czozicipaticn in the Proisct) cause INWA to fully stalf its Project
implementation unit with the personnei specicied in .xnmex 1 of the JAgreancnt
by the end of the second year of the Project; and, ensure a reasonable

geographic distribution of credit funds throughout the country.

3. Negotiating Status

The Project has been developed with INVA and discussed with the
Ministry of Finance, which is in agreement with the Project and the proposed
terms and conditions. A letter of application has been received fram the
Ministry of Finance. ‘

4. Project Camittee

The Project Paper has been developed by a joint USAID/H and GOH
Project Cammittee, whose members are:

a. USAID/Honduras

Person/Role Office
Ray Baum, Chairperson USATD/PCR
Francis Conway, Housing Adviser ROCAP
Marcos Zavala, Budget Expert USAID/CONT
Francisco Figueroa, Engineering Adviser USAID/PCR
John Kelley, Social Analyst USAID/HRD

Joe Lambardo (contractor), Social Analyst USAID/HRD
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SUBJECT: DAEC REVIEW OF RURAL HOUSING IMPROVEMENT PID

1. SUMMARY, THE DAEC REVIEWED AND APPROVED 1IN
PRINCIPLE SUBJECT PID ON DECEMBER 12, 1988. ALTHOUGH
THE PROJECT IS APPEALING IN MANY WAYS, THERE ARE MaANY:
UNANSVERED QUEST-ONS THAT RELATE BOTH TO ITS OVER-
ALL SOUNDNESS AND TQ AN UNEASINESS OVER LONGER TERM
STRATEGY OF THE GOVERNMENT OF HONDURAS (GOH)TO MEET
HEEDS OF THE RURAL POOR FOR IMPROVED HOUS-NG. AS

A RESULT, THE MISSION SHOULD PREPARE AN INTERIM RE-
PORT (IR) THAT STRENGTHENS THE PROJECT RATIONALE
AND,PROVIDES MORE DETAILED DESCRIPTION OF FROJECT
ACTIVYTIES,GUIDANCE-AND~-COMMENTS FOR IR FOLLOW.

2. LONG-TER™M GOGH CONMMITMENT TO RURAL HOUSIKG. IR
SHOULD DESCRIBE EXISTING GOH POLICIES AND PROGRAMS
AND THE MATIONAL HOUSING PLAN THAT INVOLVE RURAL
HOUSING AND SXANMINE HCW THESE POLICIES AND PROGRAMS
RELATE TO PROPQGSED PROJECT. IR ALSQ SHOULD DISCUSS
THE GOH'S 1.ONGER-TERM RURAL HOUSING STRATEGY, AS

WELL AS GOH COUMMITMENT TC RURAL HOUSING AND RESOURCES
WHICH I7T WILL PUT INTO SECTOR, IN DISCUSSIING GOH

RURAL KOUSING STFATZIZY, IR ALSO 3hlull CLARIFY
BASIS UPON WHICH IT MAXES S2kiSz FOR 1hZ GOH TC
SUPFORT RURAL HOUSING--FOR EXAMPLE, DOES GOH SUB-
SIDIZATION GF THE HOUSING SECTOR MAXE SENSZ IN
TERMS OF CURRENT ECONOMIC AND FINANCIAL PROBLENMS?
PART OF AKSWESR TO THIS QUESTION WILL DEPEND UPON
CURRENT AND PROJECTED EFFECTIVE DEMAND FOR RURAL
HCME IMPROVEMENT LOANS, THAT 15, ASSUMING DEMAND
INCREASES AS RESULT OF PROMOTION AND DEMONSTRATION
EFFECTS FROM THIS PROJECT, CA¥ THE GOH AFfFORD TO
ENTER INTO A GOVERMMENT SUBSIDIZED HOUSING PROGRAM
AT THIS TIME?

5. FINANCIAL STRATZGY, THE IR SHOULD DEMONSTRATE
THAT THE CARITAS MGDEL 1S A TESTED, FINANCIALLY
VIABLE APPRCACH WHICH CAN AND SHOULD BE USED BY
OTHER ORGANIZATIONS., 1T SHOULD INCLUDE A DETAILED
DESCRIPTION GF HOW THE CARITAS SYSTEM WORKS AND
ADDPESS THE FOLLCWING POINTS/QUESTICNS:

-- A, THE PROJECT PURPOSE SUGGESTS A LONG TERM
STRATEGY; YET, THE SYSTEM APPEARS TO BE DECAPITALI-
ZING QVER TIME, MISSION SHOULD ENSURE THAT THERE
1S ENQUGH CAPITAL LEFT IN THE FUND OVER THE LONG
TER!1 TO SUPPORT FUTURE PROGRAMS. HOW WILL RURAL
HOUSING BE FINANCED AFTER PROJECT CONMPLETIOM?
WwdaT IS THE LOMG TERM FINANCING STRATEGY7?7 CON-.
VERSELY, IF PROJECT PURPOSEt IS NOT TO ESTABLISH A
SYSTEM, BUT RATHER TO EXPERIMENT WITH VARIOUS
APPROACHES TC DETERMINE WHICH IN THE LONG-RUN MAY
BE MOST VIASBLE, 1R SHOULD CLARIFY THIS POINT.

-- B, THE TERMS THAT “ILL BE APPLIED TO HOME

VEMENT LOANS == ;,

IMPROVEMENT LOANS =~ iHTEéESf RATE, PAYBACK PERIOD,
DOWNPAYMENT, ETC, -=- SHOULD BE FULLY DESCRIBED.
ALEQ, THE IR SHOULD DISCUSS IN SOME DETAIL WHETHER

‘OR NOT AND, IF SO, WHY DIFFERENT TERMS WILL BE

ITINCT ASSTFIED
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1)

us R DIFFERENT EXECUTING ENTITI. 3. 1R, SHOULD
EXAMINE lHPLlGﬂTlONS OF SUCH DIFFERENCES IF THE
M1SS10N pECIDES TO PROPOSE HAVING DIFFERENCES.

' == C, DEMAND FOR RURAL HOUSING sdouLD BE DESCRIBED
LEAST GENERAL TERMS

IN AT LEAST BROAD, GENERAL TERMS, RELATING D1SPOS-
ABLE HOUSEHOLD 1NCOME LEVELS TO AVERAGE SIZE

UNCLL rap 2ot 333981

CIASS Fli= [(ON

OF HOME IMPROVEMENT LOANS., WHAT STRATA 1OF SOCIETY
wILL PROJECT DEAL WITH? 1R ALSO SHOULD DISCUSS
WHETHER OR NOT THE DEMAND FOR CREDIT CAN JUSTIEY
SUCH A LARGE NUMEER OF DELIVERY MECHANISMS.

4. INSTITUTIONAL AND ORGﬁHIZATIDNAL SUPPORT SYSTEM.

-= A. 1NVA. CONCERN WAS EXPRESSED THAT THE PRO=
JECT WOULD OVERLOAD THE HOUS1NG INSTITUTES (1NVA)
CAPABILITIES, IR WILL NEED 10 DEMONSTRATE THAT

INVA KAS THE RESOURCES AND CAPABILITY TO MANAGE

FUNDS AND COORDINATE THIS PROJECT IN ADDITION TO

17S ON-GOING proGRAM,. 1T SHOULD DESCR1BE THE INVA
ORGANIZATION AND IDENTIFY POSITIONS THAT WILL BE
CHARGED WITH IMPLEMENT ING NEW PROJECT. 1IN ADDITICN,
MISSION AND GOH SHOULD WORK ouT A STANDARDIZED SYSTEM
-0 MANAGE DA, HG AND EXECUTING AGENCY MOGKEY THROUGH

"NVA .

-. 3., EXECUTING ENTITIES. IR SHOULD DESCRIBE

EXECUTING ORGANIZATIONS 1N SOME DETAIL, EXPLAIN

WHY THEY ARE 1NVOLVED IN THE PROJECT, AND INCLUDE

oREL I X1 NARY PLANS AGREED 10 Y MISSION, THE GOH

. %0 THE IMPLEMENTING EWTITIES THAT DESCRIoE HCH
HE PROJECT MILL a: CARRIED OUT. TYIS SHOULD
E:L”?E auaALtSEs OF ZACH SyTITIES! STLFF Aeudide=
I1G €051z, GWERAZAL AWU AlzalaLs IR dnalizslas

JELL AS A DESCRIPTION OF HOW LtVA Al THE EXECJT-

I NG ORGANIZATIONS WILL COOADIMATE THEIR ACTIVITIEZE.
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TAGS: <.
SUBJECT: RURAL HOUSING IMPROVEMENT (522-2171) IR

1. THE DAEC APPROVED THE SUBJECT IR ON 85/14/81. SUSJECT
TO THE FOLLOWING CONDITIONS, THE MISSION MAY PROCEED WITH
PP PREPARATION AND PROJECT AUTHORIZATION:

A. THAT THE PROJECT DESIGN EXPLICITLY ADDRESS HCW THIS
PROJECT WILL ENCOURAGE THE GOHM TO ADOPT A SIMILAR APPROACH
WITH REGARD TO ITS OTHER RURAL HOUSING ACTIVITIES QR AL=-
TERNATIVELY SHIFT RURAL HOUSING FUNDS AWAY FROM OTHER RURAL
HOUSING ACTIVITIES TOWARD THIS PROJECT IN LATER YEARS. THE
MID=-PROJECT EVALUATIONS SHOULD BE DESIGNED TO CCMPARE THE
RESULTS OF THIS PROJECT WITH THOSE ACHIEVED 3Y OTHER GQH
SPONSORED RURAL HOUSING ACTIVITIES., THIS EVALUATION
SHOULD COVER SUCH KEY POINTS AS DEFAULT RATES, OVERHEAD
COSTS, CONSTRUCTION QUALITY AND BENEFICIARY SATISFACTION,
THE PROJECT PAPER SHOULD IHNCLUDE AN EVALUATION PLAN THAT
LAYS OUT HOW OTHER INTERESTED GOH INSTITUTIONS WILL BE IN=-
VOLYED ,HCW COMPARAZLE DATA WILL SE GATHEZRED ON OTHER
T=‘QCCT: 1U0 NOW THT AESULTE OF THE SVALUATISH WILL 23E

FSStalin "-3 (=dcian B MRS G703 Bt oo
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B, THAT THE PROJECT AUTHORIZATION INCLUDE A COVENANT CR
CORDITION PRECEDENT THAT PROVIDES THE MISSICN THE BASIS

FOR VETOING ANY CANDIDATE FOR THE POSITION OF DIRECTCR OF
THE INVA IMPLEMENTING UNIT WHO IN A.I,.D.°S JULGMENT CANNOT
BE EXPECTED TO ADEZQUATELY MANAGE THE PROJECT.

C. . THAT THE MISSION MORE CAREFULLY EXAMINE THE TYPICAL
CONSTRUCTION PLANS AND UPGRADE THE ENGINEERING INPUTS SUCH
THAT THE TECHNOLOGY FOR IMPROVEMENTS IS APPROPRIATE AND
DESIGNS SOUND., A BASIC CONSTRUCTION MANUAL, SUCH AS THE
OKE USED BY THE PEACE CORPS, SHOULD ALSO BE PREPARED/
ACQUIRED FOR USZ IN THE PROJECT. s

2. IT SHOULD ALSO BE NOTED THAT A FACTOR IN THE APPROVAL
OF 'THE IR WAS THE MISSION'S ASSESSMENT THAT THIS PROJECT.
CAN BE MANAGED WITH CURRENT ON~BOARD PERSONNEL AND THAT IT

8T = .
#5772 ‘ =
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LAC/DR~IEE-81~5

ENVIRONMENTAL THRESHOLD DECISION

Project Location

Project Title and Number :
Funding

Life of Project

IEE Prepared by

Recommended Threshold Decision:

Bureau Threshold Decision

Action

Bonduras
Rural Housing Improvement, 522-0171
$2.0 million (Loan)

© $0.5 million (Grant)

Four years, CY 81 - 85

Roger L. Russell

Mission Environmental Evaluation
Officer

November 25, 1980

Negative Determination

Concurrence with Mission
recommendation

1) Copy to USAID/Honduras,
John R. Qleson

2) Copy to IEE file

%}{‘ %& Qe SO

Robert 0. Otto

Chief Envirommental Qfficer

Bureau for Latin America
and the Caribbean
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ANNEX B
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INITIAL ENVIRONMENTAL EXAMINATION
Project Location : Honduras
Project Title : Rural Housing Improvemen:/522-0171
Funding : $2.0 Million Loan

$ .5 Million Grant

4 Years CY 81 - 85

Life of Project

~
Roger L. Russell éﬁ%{L_gaﬁf
Missimm Environmental
Evaluacion Officer

1EE Prepared by

Date: November 25, 1980

Threshold Decision
a. Recommendation:
Negative Determination

b. Concurrencs:

!l a/tw\ %\ %’L_Am MTE November 21, 1980

John R. Oleson
Director,
USAID/Honduras




2T AVAILABLE DOCUMENT s

-16 -

II. DESCRIPTION OF THE PROJECT

This Project will furnish funds to Private Voluntary Organizations (PVO's)
and Government of Honduras (GOH) agencies to provide csedit in the form of
building materials to rural homowners to improve their existing dwellings.
In addition, some training will be involved in basic construction trades

for both the Project promoters and community representatives. The type of
improvements to be authorized for each home will originate from each resident.
A list of improvement options with the estimated cost per Mz will be used

to determine the home owners preference. Each family will select whatever
improvements they desire up to a maximum of §150.00 at any one time. The
loans will have a relatively short payback period, and the improvements will
be in stages, with each stage's loan being paid before the next stage is

begun.

III. IDENTIFICATION AND EVALUATION OF ENVIRONMENTAL TMPACTS

This Project will fund only improvements to existimg housing. The only
environmental consequences would be positive by possibly reducing illness
and disease transmitted by insects, vermin and filth that can infest living
quarters as they now exist. Improvements such as councrete floors, better
roofs and reinforced walls would provide a more hygemic interior and are
indispensable for protection from the elements,

MO AALAMTT L = AL Cavm ey
et s PN

"v TTRIAATUTAIT A Y [ Xaliad Io\v
LV, S e A A A e R ) el ¥ LAV etilawel lvaw SN b »

Since the Rural Housing Improvement Project does not involve any actions
which will have a direct adverse effect on the human environment, a
Negative Determinmation is proposed.
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RURAL HOUSING IMPROVEMENT.PROJECT - 522-0171

. ANNEX B -
IMPACT IDEMTIFICATION AND EVALUATION FCIU4 PAGE 4 OF 6
CHECKLIST * Impact
Identifizetion
and

Impact Arcens and Sub-areas

FEvaluation
A. LAID USE

.1. Changing the cheracter of the land through:

a. Increasing the populztion

- N
b. Extracting natural resources N
¢. Land clearing . N
d.. Changing soil cheracter N
2, Al;ering netural defenses - N
3. Foreclosing important uses - N
k. Jeoperdiring man or his works - N
S5« Other factors
B, "WATER QUALITY
1. Phybicél staie of water - N
2, Chemical and biological states -- N
3. Ecological bulance N

k. Other factors

* Use the followving symbols: N - RNo cavirommontel impact

L = Little environmental fnpuace

l

M = Hoderate environmensal impect
H -« Hirh environmeatal inmpuct
Inknown eavironmental impact

—

|

=
]
~

August 1976
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IM4PACT IDENTIFICATION AafD EWLLUATIOII FOI’.M

C. ATMOSPHERIC

1. Air additives

ANNEX. B

PAGE 5 OF 6

2

2. Air pollution

3. HNoisc pollution

" k. Other factors

D. NATURAL RESCUHCZS

i 1. Diversion, eltered use of water

2. Irreversible, inefficient commitzments =————————--

3. Other faciors

E, CULTUZAL O

1. Altering physicel sy=bcls

2. Dilution of cultural traditions’

a

3. Other factors

F. SOCITOECQ#SHZIC -
1. Chqnges in economic/employiient patterns

2. Chunges in populaticn

3. Changes in culturul patterns

k. Other factors



http:NN'.N.IA
http:N.A.............'N.N..A.AN

IMPACT IDERTIFICATION AlD EVALUATION FORM

G.

H.

HEALTH

ANEX B
"PAGE 6 OF 6

1. Changirg a natural environment

2, Eliminating an ecosystcm clement

3: Other factors

GENERAL

l. International impacts

il

2. Controversizl impacts

3. Larger program impacts

k, Other factors
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ANNEX C
Page 1 of 3
SECRETARIA DE HACIENDA Y CREDITO PUBLICO
' REPUBLICA DE HONDURAS
Tegucigalpa. D. C., mayo 8,1981 No. (P-0483. ...

RECKL ...

Senor USAID, TEGUCIGAL:..
JOHN R. OLESON

Director Agencia para el 43 ERD BB
Desarrollo Intermacional

Presente C & B

Setior Director:

Camo es de su conocimiento, el Gobiermno de la Repiiblica de. Honduras
estd haciendo esfuerzos para mejorar los ingresos y las condiciones
de vida de los hondurefios y a la vez estid haciendo esfuerzos espe-
ciales por desarrollar programas que beneficien a las familias de -
mis bajos ingresos. En esta tarea, estamos muy agradecidos ccm la
ATD por el apoyo recibido en las areas de educacidn, salud y desa-
rrollo nural. Uno de los mayores probplemas en el deserrollo nural,
el cual hasta ahora no ha sido enfrentado adecuadamente es el de me
jorar la vivienda rural; nuestro punto de vista, es un complemento
necesario para todos los otros esfuerzos que realiza muestro Gobier
no. Con sus propios fondos, nuestro Gobierno ha iniciado un pequefio
programa para el mEJormJ.ento de la vivienda rural que esti benefi-
ciando a mis de 3,000 familias de las regiones mis pobres. Sin em-
bargo, se necesita institucionalizar un sistema que continGe y au-
mente este esfuerzo, y dada la estrechez de muestro actual presupues
to, reduzca al minimo el uso de los fondos del gobiermo para lograr
est:e objetivo.

El Proyecto que ha sido recientemente disefiado por el personal del
Instituto de la Vivienda y la AID, ayudari a enfrentar las demandas
de asistencia presentadas por las familias de bajos ingresos quie-

- nes desean mejorar su vivienda. El Proyecto contempla que el INVA

sirva como una fuente de asistencia técnica y financiera a las orga
nizaciones de servicio a la commidad, quienes a su vez puedan res-
ponder ripida y eficientemente a las necesidades y los deseos de la
poblacién. Las organizaciones de servicio commitario podrén even-
tualmente incluir un nimerc apreciables de organizaciones volunta-

rias privadas e instituciones del Gobiermo. El Proyecto se inicia-
T4 con un pequefio nimero de organizaciones voluntarias que hayan de
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mostrado su interés y capacidad para iniciar .actividades a corto -
plazo y quienes hayan llenado los requisitos establecidos por el
INVA y 1la AID para participar. A través de este Proyecto, unas
18,000 familias rurales serdn asistidas para hacer mejoras en sus
viviendas, cuyo costo total serd de US§ 3.4 Millones durante el -
periodo de ejecucién de cinco afios. Ademds, el sistema desarrolla
do para otorgar asistencia financiera a familias de bajos ingresos
seri continuado aim despufs de la completacifén del proyecto para -
proporcionar asistencia adicional a muchas mis familias de bajos -
ingresos del &4rea rural.

A fin de permitirnos lograr estos objetivos, el Gobierno de Hondu-
ras, por este medio solicita asistencia de 1a AID por un total de
US$ 2.5 Millones, de los cuales US$ 1.5 Millones serdn empleados -
para subpréstanns US$ 880,000 para desarrollar la capacidad insti
tucional del INVA y de las’ organizaciones de servicio commitario,
y US$ 200,000.00 para financiar los costos de un Coordinador de Pro
yecto para INVA/AID y varics contratos pequefios de asistencia téc-
nizz. Zor su tarte, el Guiieow de funuwcas financiard los costos
adminiscracivos adicionales del WA, estlinados en wn equivalence
de USS$ 300,000.00; durante el periodo de cinco afios de ejecucién -
del Proyecto garantizaréd que el nivel de los fondos de crédito sea
mantenido durante la ejecucién y aportari al INVA US$ 1.0 Millén
durante un perfodo de cinco afios despufs que sean completadas las
actividades del proyecto para asegurar la capitalizacién del Fondo
de Crédito. Las familias de bajos ingresos aportarén en efectivo
por lo menos 207 del costo de las mejoras hechas con los subprésta
mos financiados con fondos de la AID para un total de por lo menos
US$ 375,000.00 y contribuirin su labor cuyo valor esti calculado -
como minimo en US$ 225,000.00 durante el pe:fodo de ejecucién, pa-
ra llevar a cabo las meJoras .

El Gobierno de Honduras, consciente de la creciente deuda ptblica
y de la gran demanda de servicios por parte de la poblacién, soli-
cita que la AID haga disponible en forma de donaciones no reembol-
sables cufnto sea posible de su participacién financiera, y que -
los recursos a ser prestados sean proporcionados bajo los términos
mis favorables de la AID, los cuales son, a nuestro entender la a-
mortizacién sobre un periodo de 40 afios desde la fecha del primer

u;l{ )(IJ !‘l'« /J, 0! "HHIM»I l‘r s
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desembolso con una tasa de interés amual del 3%, con wn perfodo de
gracia de 10 afos, durante el cual se cobrard una tasa del 2/, de -
interés anual.

De usted con toda consideraciém,

NFALENTIN J, MENDGZA A |
Ministro-deHacienda y Crédito Pdblico
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LIFE OF MOJFECT:
From FY to, FY
3 Total l!.S.‘“E:‘mﬂlnz:
- Date Prenared:
prouect TITLE ¢ Mso:  RURAL HOUSING IMPROVEMENT —y
NUGT TV SINFTY TR TV VT FATEE TRITCA TS MTNS OF VETITTTATION THAVITART ASQITIONG
T WAL The broatder Fcasures ol Goal Achicvement: ASSUMNEions [or achieving goal
ohjective to which this project targets: 2

com:ributes:

Provide healthier and more comfortable 1. Incidence of Chaga's Disease  Project Evaluacion
living conditions for the rural poor. and other health problems

lower among projcct benefi-

ciarics than among poor rural

families in general.

- 2. Housing quality indicators
for bencficiaries better than
rural population in general

PROJECT PURPOSE: Conditions that will indicate
purpose has been achieved: End
of project status.

Establish system for sustained improve- 1. INVA capacity to provide INVA records,
ment of rural housing. financial and technical assis-
= tance to intermediaries is
i established.

2. At least five intermediaries
that participate in the Proj-
ect decide to continue and ex-
pand their efforts. -

3. Total subloans portfolio sur-
passes $1 million and is capi-
talizing at a rate of 2% a year.

OUTTUTS: Magnitude of Outputs:
1. Hemwe Improvencuts o TR R S £ ) Dy and Intims diavies U records
cantrpsts il ansnsor home

improyeaents.

1b. Total subloans recipients:
31,055,

1c. 13,600 families benefit from
first usc of §1.5 of credit
funds.

1d, 18,400 familier receive suhloans
financed by Loan ans sublonn
reflows.

2a. PCO Staff assigned and traincd

2b. Management/Dookkeeping system
designed by INVA and adopted
by all iIntcrmediaries.

2c. 150 pranoters trained In basic

construsting techniques.

2d. 1,000 presantations of hasic
construction courses given to
rurnl cammmities by interme-
diaries,

2c, 3 Materials Production Teams
provide lncal materials pro-
duction wssistance to 150
conemunitics,

L]

INPUTS:! BUDGET AND IM'LEMINTATION SQIE- MEANS OF VIRIFICATION
DULC

AID Loan/Grant $2 mil)lon/$500, 0660 USAID/Controller, INVA records
INVA Costs $300,000

: Carmmity Inputs $600,900
. l!,ﬁui‘,‘hnu

e —

Long term economic and socinl sta-
bility. MO and GOH efforts in
commmirty dcvelopment continue at
present high pace.

Assumptions for achieving purnose:

Default rate on subloans does not
exceed 20%.

Assumtions for achieving outnuts:

Intemediaries are ehle to sulcess-
fully intearaze hausine immrove-an:
projects with cnraing aztivitios,

Assumtions for Providing Tnputs:
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5C (1) - COUNTRY CHECKLIST

A. - GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

L. FAA Sec. 116, Can it be
demonstrated that coantemplated
assistance will directly benefict the
geedy? 1If not, has che Department of
State determined that this government
has engaged in a consistent pattern of
gross violations of intermationally
recoguized human rights?

2. FAA Sec. 481 Has it been
determined thac the government of the
recipient country has failed to taka
adequate steps to prevent narcotics
drugs and other contrclled substances
(as defined by che Comprehensive Drug
Abuse Prevention and Control Act of
1970) produced or processed, in whole
or in part, ia such country, or
transported through such counctry, irom
heing sold iliegally wichia the
furiraiciion of sucsa souniry 3 UlS.
Governmenl personne. Or Ihels
dependents, or from enceriag tne U.S.
unlawfully?

3. FAA Sac. 620 (b) IIf assistance
is to a governmenc, has the Secretary
of State determined that it is not
dominacad or comntrolled by che
international Communist movemenc?

4. FAA Sec, 620 (c). 1If assiscance

is to a government, is Che government
liable as debtor or unconditional
guarantor on any debt to a U.3,

citizen for goods or services

furnished or ordered wihere (a) such
citizen has exhausted available legal
remedies and (b) cthe debc is noc

denied or contasted by such goveranmenc?

ANNEX E :
Page 1 of 14

1. Yes. The Project Paper
demonstrates that the assistance
will benefit the needy.

2. No such determination has
been made.

3. The Secretary of State has
determined that Honduras is not
controlled by the Iiternmational
Communist Movement.

4. A.I.D. knows of no such cases.
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S. FAA Sec. 620 (e) (1). If .
assistance 18 CO a gover=menl, nas i
(including govermeat agencias oz
subdivisions) taken aay actioc waicn
has the effect of nationalizing,
expropriating, or octhervise seizing
ownership or concrol of property of
U.S. citizens or entities bemelicial.
ownied.by them without takiag szeps z:
discharge its obligarions towarc sucr
cizizens or eacities?

. FAA Sec. 620 (a), 620 (f), 62CD:
Y 80 Avc. Aes. Sac, (5il, S12 aze
513.) 1s recizien:z couniry a
Co=sunist couatry? Will assis
provided to Angola, Cazabodia,
Laos or Vietasm. Will asstszance o¢
provided to n-guan-s.an or Mecazdicie
without a vaiver

8
F

e 2

- aaz
sans
Cusa,

U

7. TAA Sec. 520 (i). 1Is cecip:z
country Iz any way iavoivea in la,
subversion of, or =militarvy agzres
35&-35-

the Unizad Stazas or any
2z2:viag U.3. assiszaace, o:

couetry T
(b, the sosmnins ¢l seln sunveri.oo o
agzression!

8. FAA Sec. 520(3). Has tas counizy
Permitzad, or faiiad CO take acecusza
Ddeasuras Lo prevent, .he dazags cr
destructlon, dY mob accion, 0F U.:.
propercy!?

9. FAA Sec. 620(1). If zhe zounirw
nas failed ¢o imstituCe the iavesi=zen:
guaranty prograa Zor tne speciiiz
cisks of expropriation,
iaconvertibiiicy of ‘confiscacion, sas
the AID Acdministrator witaln tae jas:
yeasr considered denying assiscancs ::
such goverament for this reason?

20, A4 Sac. 020(0): Fisnarm=an's
Proleciive AcC 0f 1j07, as amencec,
Sec. 5. If country has seizec, or
ioposed any peralty or sancs:ocn
against, any U.S. fisning activicies
in international waters,

4. has any deductilon requirec oy
the Fisherzmen's Protective Ac:z bdean
nade!?

ANNEX E
Page 2 of 14

5. There is no evidence of such
action.

6. Honduras is not a communist
country nor will any assistance be
provided to any of the indicated .

countries.

7. A.I.D. has no evidence of any
subversion or aggression, nor plams
for such action.

8. There has been no such incident
for over eleven years in Honduras.

9. The OPC Investment Guaranty
Program is in operation in Honduras.

10. Honduras has not seized or imposed
any penalties or sanctions against
U.S. vessels because of their
activities in international waters
in recent years.
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b. has complete denial of
assiscance been consiaered bY AlD
Aé:inis:ra:o:? . .

11. EAA sec. 620: ¥Y 80 _ApD. Act Sec.
(518. a) Ls che governsent of che
o - 8% .

recipient country 8 default for more
than six =saths oo incerest oF
principar of any AID loan to the

cou::ry?

(5) 1s soustry in cefsuls exceeding
ope year oB intezest of p:incipal on
pg.S. loan under progTamd for vnicn ApPe
Act approp:iaces funds?

12. FAA Sec. 520(s) - ;£ -onzasplaced
assiszance 23 Gdavel.cpoeni lsan or £from
Toono%is Support Tuna, nas the
séministTactor .acen into acsoust zne
sercentagé a% tae countT? s puczet

i for milizary expenciiuzes,
cqe az=ount of forelgn ax-nange spent
on miiitary equipnant ane cne amount

a:

g-2n: Z3v the surchase -
szphi3Iizates 42 2D0n3 gyszems’ {an
a-I;::a:-J: L-:w27 TaY cafar O 02
s2c01d 5% =na annudd wraging -280
:::s;:e:a:ian" qemo:  ¥23, -zx20 109
azzoupt DY =€ AzoiprsiTasst at ti
5% apzToval 5 Agency oys." Thte
a;p:oval py the ACTOLAL3TTALST of tne
oper -ional Yeat Sucgel can v zne

ast zi-mazive answer cuT =ty

- uniess significaat
aymstances oczuz.)

13, Fan Sec. §20(z). Has che couniTy
seveTec diploma:ic relacions wich che
inuzec gzazes? 1E 39, nave cney Ddedd
cesuned anc nave nev pilateral
assistance agreexzents seen negotiated
and encared into since such cesupption?

4. Faa Sec. 52
ayoent stazud of :=ne councryv's U.N.

—

bl';a::ocs? 1f the couniIV is &

o\

arrears, =eTE guch arT2aTage’ caken
inco account by tne ALl AcoiniscTaters

in seceraining she curvent AL
Opetacianal Year sudget?

+ieROPITHED ROl BesT

ANNEX E
Page 3 of l4

11. (a) No.

(b) No.

12. Yes, taken i

S5 ato account b
the Administrator at the time zf
approval of Agency 0YB.

130 NO.

14. Honduras is no i

t in arrears t
the extent described in Article 13
of the U.N. Charter.

.
+ e s ——




15. FAA Sec. 620A, TY 80 App. aAct,
Sec. (521.) &Has the country granced
sanctuary from prosecution CO any
individual or group whicn Ras
co—=izcted an act of incerma:zicnal
cersorism? Has the councry granced
sanctuary from prosecution t& aay
individual or group wnicn has
coc=itced a war crime?

FAA Sec. 666. Does :tne country
222, On 2asis ol race, resliyioc,
cnal orl;in or sex, to che
ence of any aificer or employee of
ne U.S. there CO carTy Out economic
eveicpneat program under FAA?

w o

"n a 'u 1]

i7. FAA Sec. 669, 570. Has tne
couniry, alzer august 3, 1477,
delivared or csceivad puclear
ecTiinz=enl Or Teprosessing eguiszent,
zazecials, or cecanoioygy, without
specifiac arrang2zents or safsgoarss?
=as 1t 3 azea a nuclear cevice

alznouga not a

o

aizar A:.us .

: 2" uncer :ne
L |

e T T T P R T
A P PR Ty ey

Jevalzcozen: Assis:ance CouniTv

Tas Sec. 10205) {4}, 3zave

ta seeg 2s:tabplispea anc :zaxen
acssuas I0 23888 Soc—iimens

ss of couniry in efieczively
ving the poor in aavelopnen-, an
su inaaxes as: (1) increase in
ag::cul:ural Proauccivity chrougn
s=all-farz lacor incensive
agriculzure, (2) reduced infant
morzalicy, (3) zontrol of populacion
g-aven, (4) equaiicy of income
sissriduiion, {5) recumcion of
une=ploysens, anc (o) increasea
literacy.,
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15. No.

16, No.

17. No.

l.a. Criteria for assessing progress
in involving the poor in development
have been set through sector and
subsector assessments in the
agriculture, education, nutrition,
and health sectors. Such criteria
will be determined further

through the Urban-Regional Sector
Assessment currently underway.




b. EAA Sec. 104(d) (1); IDC Act
of 1979. If appropriace, is cais
cevelopzent (iacluding Sahel) accivity
zesiznec CO build motivacion for
s=alier families chrough moaification
of econcmic and social conditions
supporcive of tae desize for large
éamiiies iz programd such as education
inq gnd out of s=n00l, susricioen,
sisease contrel, macernal amc cnild
=ppizn Services, ns:i:ul:urll
.production, —ural develcpment,
issiscance Co uI3am poor and carough
co—upity=-based davelopment prograzs
wniza give seccgnizion CO peopie
—ozivaced £ lizit the size of ctheir

En;ilies?
2, Eccpomic Susdort Fund CounctTy
C-iz2ria.

——

a. TAA Sec. 5023, 3as the
count=y (a) 2ngagec =3 4 consistant

satzezn of goes viclacicos of
imcersatiomally -2c2gnized nisald
rightcs or (5) =ade sucn signilican:
L=provem#dCs 1n 1ES mu=an rignts
T2C3T= Tnde e=s ol it i i2n a2z s.a3zaflcid
15 1a =ne aaziodai st?

B. TAA Se:z. 533(b). W:ll

assiszance uncet che Souzhern airica

ssogTas e provided Ic angola

la,
wszgmcisue, Tanzania, or 23=nia? 1f
sc, nas Presicesnt saived pronioition
against tne asgiscamse by G2i2r=131ing
rnal Such assistaace wiil fuzcaes U.S.

foreign policy interests?

c. FAA sec. 509. ILf cocmodities
are td be goanied 30 Ihac sale
sroceeas will accrue to the rec:pient
countsy, aave Special Account
(counzarpazt) arrangesents deen zade!?

d. TY 30 A23. Act Sec. (510.)
Wwill assiscance >e proviaea for tae
suzpose of aicing ne efrorcs of cne
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(e

b. Over the long-term improved
economic conditions for the rural

: poor, promoted by agricultural
production projects such as this
one, are expected to impact
positively on reductions in family
size. y

2. Not applicable.
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1. A Congressional Notification has
been transmitted by A.1.D.
indicating funding requirements for

this Project. An advice of Program

change will also be sent to Congress
indicating a change in funding from
FY 82 to FY 8l.

to Congress

2. Yes.

3. No legislative action will be
required within Honduras.

4., Not applicable.

5. Yas.
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6.
execution as part of a regional
project mor will it necessarily

encourage regional development
programs.
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9. The Government of Honduras is
contributing counterpart to the
maximum extent possible for services
and other project costs.

10. The U.S. does -not own such
currency.

11. Yes.

12. Assistance under this Project
is not directed at promoting
commodities for export.

a. The Project is specifically
directed toward promoting the parti-
cipation of the rural poor in the
benefits of development at the local
level by means of promoting individual
families to improve their marginal
dyellings. Tn addition, training
activities and technical assistance
sponsored by the executing agency 3
will encourage the participation of
solidarity groups. Several elements
of the Project promote the status

and participation of women. Finally,
the Project will not effect regional
cooperatives.




BEST AVAILABLE DOCUMENT

democrazic private and local
guvernzen:ll jascituzions; (=) s
the sali-nelp eZZozts of savels?
couacries; (¢) promote =ne
sarcicipacion of wooen in Ine sazzonal
econcoies 2f dsveioping countrias and
the i=proveszeat of wocap's status; aod
(e) ucilize anc encoOUTagE egisnal

cocoperasiEs Sy cevelcFilp auzzTiest

wpport
38

s S, SRR Eel 103,
az:.s:;.ce-?;::g =ace
sziuce Jaly srpitzacie
agrr2s5pcn0s LC SOouScE
Tl =CT, a
X Seas :

acris_liaTe, T-Td.
g vi 82 ay
; I
Hoa=di3ad

= ~e zan2n 0Z Ine

ne 5 =c exzemnsive
usa of f:elz zeszing & 2
-s3azrzn 2 iocal sans

-uZa; (&, axiani =2 el

ig ujzec LS SOJTSIZALLS

cg-viez sut undaT 342

t=srove ALITLILOS S5

teveLIpang SOJunLreel

smaniTagsn-202 92 ia-i=

2% .7a7s <iin grEacias

valie, wmjoavamenc ai

Fedzazonnlanc sducati o

.- alloelieeh) Pl.':‘.:'.i 120 .
sierznse ©3 LmpTevasénc na 2x;ances
She o2 .pdigemoisiy srociaad
fis2gzuiis; and Ine uncarzaning 23

ANNEX E
Page 9 of 14

(1). Not applicable. Shelter
improvements are offered to poor
who could not otherwise afford to
improve their homes. Group
initiative is encouraged through
the establisiment of golidarity

groups,
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Not applicable.

Not applicable.

Not. applicable.
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Yes.

Yes.
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5. Yes. Project funds will be

used only for specified purposes
precluding their use as describe

in paragraphs 5a through 5i.

a. Not applicable.

BICROFILMIED FRERM [
AVAILABLE @@PW'ESF




BEST AVAILABLE DOCUMENT 5

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

NAME OF COUNTRY: HONDURAS
NAME OF PROJECT: RURAL HOUSING IMPROVEMENT
NUMBER OF PROJECT: 522-0171

NUMBER OF LOAN: 522-T-043

1. Pursuant Section 103 of the Foreign Assistance Act of 1961, as amended, I
hereby authorize the Rural Housing Improvement Project for Honduras (The
"Cooperating Country"') involving planned obligations of not to exceed TWO
MILLION THREE HUNDRED THOUSAND UNITED STATES DOLLARS ($2,300,000.00) in loan
funds ("Loan") and TWO HUNDRED THOUSAND UNITED STATES DOLLARS ($200,000.00) in
in Grant funds (''Grant'") over a five year period from the date of
authorization, subject to the availability of funds in accordance with the
A.1.D. OYB/allotment process to help in financing foreign currency and local
‘currency costs for the project.

2. The Project will enable the National Housing Institute (INVA) to finance
home irzrovzuient leans for low income rural Sfamilies.  INVA will channel the
funds to private voluntary orgaiizations and public sector imstituticns
(intermediaries) which will lend them to individual and solidarity group
borrowers. INVA will provide or contract for the provision of technical
assistance to the intermediaries to help them further develop their capability
to provide effective assistance to loan recipients.

3. The Project Agreement, which may be negotiated by the officer to whom such
authority is delegated in accordance with A.I.D. regulations and Delegations
of Authority, shall be subject to the following essential terms and covenants
and major conditions, together with such other terms and conditions as A.I.D.

may deem appropriate.

a. Interest Rate and Terms of Payment

The Cooperating Country shall repay the Loan to A.I.D. in United States
Dollars within forty (40) years fram the date of first disbursement of the
Loan, including a grace period of not to exceed ten (10) years. The
Cooperating Country shall pay to A.I.D. in United States Dollars interest from
the date of first disbursement of the Loan at the rate of (a) two percent (2%)
per annum during the first ten (10) years, and (b) three percent (3%) per
annum thereafter, on the outstanding disbursed balance of the Loan and on any
due and unpaid interest accrued thereon.
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b. Source and Origin of Goods and Services (Loan)

Goods and services, except for ocean shipping, financed by A.I.D. under
the Loan shall have their source and origin in countries that are members of
the Central American Common Market or in countries included in A.I.D.
Geographic Code 941, except that A.I.D. may otherwise agree in writing. Ocean
shipping financed by A.I.D. under the Loan shall, except as A.I1.D. may
otherwise agree in writing, be financed only on flag vessels of the United
States or of countries that are members of the Central American Cammon Market.

c. Source and Origin of Goods and Services (Grant)

Goods and services, except for ocean shipping, financed by A.I.D. under
the Grant shall have their source and origin in the United States and
Countries that are members of the Central American Common Market, except as
A.I.D. may otherwise agree in writing. Ocean shipping financed by A.I.D.
under the Grant shall, except as A.I.D. may otherwise agree in writing, be
financed only on flag vessels of the United States.

d. Condition Precedent to First Disbursement

Prior to any disbursement or the issuance of any commitment documents

under the Project Agreement, the Cooperating Country shall furnish, in form
and substance satisfactorv to A.I.D., the name of the professional that INV.

Tl ongas <o omazie o0 Deefass Diractsr .
Tee eSRE O LGSR ZU DT DTTI2CC LITecCllr,

e. Additional Conditions Precedent to Disbursement for Credit

Prior to any disbursement or the issuance of any cammitment documents
for credit, the Cooperating Country shall furnish, in form and substance
satisfactory to A.I.D., evidence that INVA has made arrangements to contract

for:
(i) professional services of an INVA/AID Project Coordinator;

(ii) technical services to prepare the bookkeeping and Basic
Construction Techniques courses, and;

(iii) the services of the Material Production Teams.

f. Special Covenants

The Cooperating Country shall covenant that, except as A.I.D. may
otherwise agree in writing, it shall:

(i) grant the A.I.D. funds to INVA;

BIIGROFM 2D FRag; BEST
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(ii) maintain the level of the Credit Fund at no less than the
equivalent of $1.5 million during Project Implementation;

(iii) provide $200,000 per year for sublending capital to INVA for
five years after the Project activities are camplete;

(iv) cause INVA to obtain A.I.D. approval in writing prior to
qualifying each intermediary for participation ju the rroject.

Director

Date
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CERTIFICATION PURSUANT TO 6l1(e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, John R. Oleson, the principal officer of the Agency for
International Development in Honduras, having taken into
account among other factors the maintenance and utilization

of projects in Honduras praviously financed or assisted by

the United States, do hereby certify that in my judgement
Honduras has both the financial capability and human Tesources
capability to effectively maintain and utilize the Project:
RURAL HOUSING IMPROVEMENT.

\ R
‘m{uﬂ- %
John R. Oleson
Misgion Director

v

Date: June 1,..1981
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Detailed Criteria for Acceptance of Intermediaries

Intermediaries must demonstrate that they:

1. Have an existing rural development delivery mechanism
functioning in the specific commmities that they intend to work in.

i). Maintain regional offices, and can cbtain the necessary
warehouse space to store construction materials and tools.

ii). Can assure the availability and willingness of manpower to
camplete the construction efforts.

iii). Have experience in supervising successful self-help
construction projects.

iv). Are willing to work with non-traditional technologies and
participate in construction training programs.

2. Have the ability and willingness to manage a collection system.

i). Demonstrate that they keep financial records of individual
client balances.

ii). As proof that they have the ability to recuperate their
investment, the intermediary must agree to collect a 20
percent down payment from each participating group even
before the deliverance of construction materials.

iii). Have made and will make efforts to collect on loans.

: o _
3. Have legal status (Personeria Juridica) and be willing to accept
responsibility for repaying its loans from LNVA.

i). Demonstrate legal documents that provide evidence that
legal status has been obtained.

ii). Be willing to sign a contractual arrangement with the
coordinating agent accepting financial reponsibility for
repayment of loans received fram INVA.

4., Demonstrate acceptable managerial campetence and administrative
procedures:

i). Demonstrate successful cammmity development projects in
the areas in which they will work.

ii). Provide evidence of maintaining adequate books and records.

iii). Provide evidence of acceptable purchasing procedures.
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IMPLEMENTATION CONTRACT

BEIWEEN THE HONDURAN HOUSING INSTITUTE (INVA) and

WE: JOSE ROBERTO ROMERO LARIOS, adult, married, Civil Engineer, Honduran and
a resident of this city, acting in my role as General Manager of the Honduran
Housing Institute (INVAS (Coordinator) duly authorized to sign the present
document as is recorded under item number of act number of
the meeting of the Board of Directors of IRVA on of the

present year; and

(Implementing Unit), have agreed to sign the present Contract subject to the
following clauses and conditions:

First: Qbject of the Contract. The object of this Contract is the
establishment of a system for the sustained improvement of the housing
conditions of poor rural families (Beneficiaries).

Second: The Project. The Implementing Unit will promote interest among
individual and group beneficiaries in expanding und improving their housing,
provide financial and technical assistance for carrying out specific

incrcuaacnts and exvansions, coliect ican repayments from the beneficiaries

and foliow up the activities carried out in order to ensure the development of
a process of progressive improvement of the houses of the beneficiaries.

Third: The Loan. The Coordinator will 1lend to the Implementing Unit up to
L. (Loan) to
finance the Implementing Unit's expenses in carrying out the Project. The
Loan will be utilized by the Implementing Unit solely and exclusively to
finance subloans to beneficiaries for expansion and improvement of their
housas in accordance with terms and conditions of this contract. The
Coordinator will make no disbursements of loan funds alter
, 19 .

Fourth: Loan Repayment. The Implementing Unit will pay the Coordinator five.
percent (5%) annual interest on the amount of the Loan disbursed by the
Coordinator. The interest will be paid semi-annually. The principal of the
Loan will be payable to the Coordinator in two years, which period may be
extended by agreement of both parties unless one of the parties declares to
the other in writing its decision to terminate the contract.
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Fifth: Eli#le Subloans. Except as the parties may otherwise agree in
writing, subloans eligible for financing under this Contract will satisfy the
following criteria:

A. FINANCIABLE IMPROVEMENTIS. These include: floor of cement or other
solid and durable materials; roof of asbestos, tile, or other solid and
durable material; walls and internal partitions of block,

wood, brick, or other solid and durable material; trim and wall
plastering; prefabricated doors and windows; screens; connections for
damestic water supply and sewage; water tanks and catchment systems;
Lorena stoves; additional rooms, and similar improvements.

B. ELIGIBLE BENEFICIARIES. Families that meet the conditions
established in the pertinent INVA regulations and who live in unimproved
one or two room houses (not including cover storage areas or outside
kitchens) in rural areas. Rural areas include the entire country except
for the urban areas of Tegucigalpa, San Pedro Sula, and La Ceiba. Only
families that live in their own houses will be eligible. Those that live
in rented houses will not be eligible.

C. ELIGIBLE BORROWERS. Eligible borrowers will be individual families
that can offer the guarantees required by the Implementing Unit, which in
no case will exceed the value of the improvements to be carried out; and,
groups of at least five families will make themselves jointly and
severally liable for sublcan repayment, for which signatures on one or

Sl T s 4 B e -y e T e e s M I R
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D. MAXIMUM SUBLOAN AMOUNT. Up to L 1,000 for each borrower. A
sub-borrower may receive an additional subloan once the original subloan
is paid off.

E. REPAYMENT PERIOD AND MAXIMM INTEREST. The subloan repayment period
will not exceed 36 months. Interest will not exceed twenty percent (20%)
annually.

F. DOWNPAYMENT. Beneficiaries will deliver to the Implementing Unit a
downpayment of no less than twenty percent (20%) of the total cost of the
improvements before the Implementing Unit makes first disbursement on his
or her subloan.

G. FINANCIBLE ITEMS. The subloans will finance construction materials,
training, and transportation of materials to the site, all of which will
not be less than seventy five percent (75%) of the subloan amount. Also
the cost of promotion and processing of credit obligations by the
Implementing Unit may be financed, but will not exceed twenty five percent
(25%) of the amount of the subloan.

FIICROFILIIED FRON BEST
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Sixth: Eligible Improvements. The Coordinator will inform the Implementing
Unit of the acceptable construction standards that the Implementing Unit must
observe in carrying out improvements to be financed under this contract.
Eligible improvements are those that are carried out in camplete accordance
with the construction standards established by the Coordinator. Until the
Coordinator provides said standards the Implementing Unit will employ those
that it generally uses in carrying out projects similar to this.

Seventh: Approval of Subloan Contracts. Except as the parties may otherwise
agree, prior to the signature ot any Subloan Contract, the Implementing Unit
will send for the Coordinator's approval, a standard Subloan Contract that it

will sign with Project Beneficiaries.

Eighth: Responsibilities of the Implementing Unit. The Implementing Unit
agrees to the tollowing:

A, Carry out the Project with all due diligence and efficiency, in
accordance with technical, financial, and administrative procedures
accepted by the Coordinator.

B. Maintain qualified and experienced management for, and train
personnel as necessary for the maintenance and operation of the Project
and the confirmation of Project activities.

C. Sign Subloan Contracts with all Beneficiaries.

D. Regp and maintalin for st least threc wears after the oxpiration of
this Contract, accounting books, records, documents and other evidence orf
the use of project funds, sufficient to duly demonstrate and show all of
the transactions made pursuant to and in relation with this Contract. The
books and records will be kept by the Implementing Unit in accordance with
accepted accounting principles applied in a consistent manner.

E. Not assign its responsibilities, the assets that result from carrying
out the Project, or obligations incurred through this Contract to third

parties.

F. Use Subloan reflows solely and exclusively to finance the same type
of improvements and expansions that were financed with Loan funds, and if
so required by the Coordinator to pay off the Loan and any interest due.

G. Promptly inform the Coordinator of any difficulty that the
Implementing Unit encounters in carrying out the Project and of any
circumstance that may impede or make improbable its compliance with the
responsibilities and the terms and conditions of this Contract.
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H. Not employ, in the implementation of this Contract, persons who are
not citizens of countries included in A.I.D. Geographic Code 935,

I. Comply with all Labor Laws of Honduras, and obtain and maintain
during the life of the Contract insurance for the employees that work in
the implementation of the Contract for compensating accident benefits that
meet, at a minimum the requirements established by the laws of Honduras.

J. Pay no more than reasonable price for the goods and services financed
by the Loan, and acquire them on a fair, and where possible, caompetitive
basis.

K. Not subcontract all or part of the responsibility for implementation
of this Contract to third parties without the prior written consent of the

Coordinator.

L. Permit representatives of the Coordinator and A.I.D. the opportunity
to inspect at any reasonable time, the Project, the use of the goods and
services financed under this Contract, and books and records and other
documents related to the Project and the Loan.

M. Present written quarterly progress reports covering the improvements
and expansions, the amount of Loan disbursements, interest paid, subloan
amortizations, interest earned, and the status of disbursement and

repayment of each subloan financed with Loan funds, and separately, those

- ol 4L P
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Nineth: Loan Disbursements. The Coordinator may disburse Loan funds to the
Implementing Unit based on writcen requests for advances, which must be
supported b, a list of the communities in which improvements are expected to
be carried out and a cost estimation for those improvements. The Coordinator
will make Loan disbursements to the Implementing Unit on the basis of
reimbursement requests, supported by lists of Beneficiaries and disbursements
made to each. The Coordinator will make said disbursements within fifteen
days of the receipt of each application for reimbursement, or at its option,
may deduct the amount of the disbursement from any advance previously made.

Tenth: Refunds to the Coordinator. Whenever the Coordinator, through
inspections or other information that it receives, determines that the
Implementing Unit has received a Loan disbursement for ineligible subloans, or
for improvements not built according to acceptable construction standards, or
for any purpose other than the financing of eligible subloans and improvements
in accordance with the terms and conditions of this Contract, the Coordinator
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will notify the Implementing Unit in writing that the Unit must return the
corresponding amounts, or at its option, that the Coordinator will deduct said
amounts from pending reimbursement requests. The Implementing Unit will make
refunds requested by the Coordinator within ten days of receipt of said
notification, without renouncing its right to request at any moment,
reconsideration of the matter in accordance with the terms of the Contract.

Eleventh: Financing Source for the Project. The Project is financed in part
with resources from the Agency for International Deveicyment (A.I.D.) of the
United States Govermment through Project Agreement No. 52:-0171 dated

. The parties hereto understand that the Contrac* has reserved to
A,1.D, certain rights such as, but not limited to, the right to approve the
terms of this contract, the Contractor, and any or all plans, reports,
specificatins, subcontracts, bid documents, drawings, or other documents
reiated to this Contract and the project of which it is part. The parties
hereto further understand and agree that A.I.D., in reserving any o- all of
the foregoing approval rights, has acted solely as a financing entiiy to
assure that proper use of United States Government funds, and that ¢ny
decision by A.I.D. to exercise or refrain from exercising these app.ciral
rights shall be made as a financier in the course of financing this project
and shall not be construed as making A.I.D. a party to the contract. The
parties hereto understand and agree that A.I.D. may, from time to time,
exercise the foregoing approval rights, or discuss matters related to these
rights and the project with the parties jointly or separately, without thereby
incurring any responsibilities or liability to the parties jointly or to any
3f thom. Loroapproval (or failio: to disgpprove) by AJLLDL ghall nop har the
Erplover or AL.D, rrom asseriiig agy rigat, Or reiisve the Centroctor of am
liability which the Ccntractor might otherwise have to the Employer or A.I.D.

Twelth: Source and Origin of Goods and Services. The goods and services
financed under this Contract will have their source and origin in countries
included in A.I.D. Geographic Code 941. In addition, goods (materials,
equipment, etc.) which are available for purchase and immediate delivery in
local commercial establishments (shelf items) may be financed if they were
igporteg fram countries included in A.I.D. Geographic Code 899 but not in Code
941, and:

A. The price of one unit (an article, or a ton barrel, etc., if the
article is sold in this form) does not exceed the equivalent of $2,500,
which is L5,000; and,

B. Tre total purchases from countries included in A.I.D. Geographic Code
899 but not in Code 941, do not exceed ten percent (10%) of all of the
goods and services acquired under this Contract and paid for in Lempiras.

WilleLOFILIIED FROM BEST
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Articles produced in or imported from countries not included in A.I.D.
Geographic Code 899 ave ineligible for financing under the Project. Except as
the parties may ctherwise agree in writing, the Implementing Unit will obtain
Source and Origin Certificates for all goods purchased with Project funds.

The Coordinator will provide forms of the Certificates to the Implementing
Unit. The lack of forms does not exempt the Implementing Unit from its
responsibility. Failure to comply with this provision will m .e necessary a
refund to the Coordinator in accordance with the provisions of Article Ten.

Thirteenth: Items Not Financeable With Loan Funds: Identifiable taxes and
the cost of air or sea treight for goods imported into the country for
specific use of the Project may not be financed with Loan funds. In its
accounting records, the Implementing Unit will attribute such costs to the
downpayment made by the Beneficiaries, which is referred to in Article Five,

Paragraph F.

Fourteenth: Cancellation and Suspension:

A. Cancellation by the Implementing Unit. The Implementing Unit may, by
giving written notice to the Coordinator thirty (30) days in advance,
cancel any part of the Loan that has not been disbursed or ccmmitted to
third parties, accompanying such notification with a refund of any advance
of funds received from the Coordinator that has not been disbursed for

subloans.

- -

vTinatios for Defanit, & oShall b2 comsidersg onmoevernt of defanle
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if the Implementing unit rails TO pa) mich ol any inTersst risiine
this Contract, or fails to comply with any other provisicn of chis
Contract. Should an event of default occur the Coordinator may notify the
Implementing Unit that all or any part of the unrepaid balance of the Loan

is due an payable within the period stipulated by the Coordinator.

o ayemo - somd

C. Loan Renaxgent. In the case of cancellation by the Implementing Unit
or an event ot default, the Coordinator may require the Implementing Unit
to assign the product of all subloan repayments to the Coordinator and to
cease using Project funds or subloan repayments for any purpose other than
repayment of the Loan and interest due. The repayments received fram the
Implementing Unit will be applied first to interests due and then to
principal. Should the Coordinator so require, the Implementing Unit will
inform the Beneficiaries of their obligation to make payments directly to
the Coordinator and will help the Coordinator in making effective whatever
subloan repayment systems the Coordinator decides to use.

D. Suspension. In the case of an event of default or at any time in
which the Coordinator determines that a situation exists which makes
achievement of the Project purpose unlikely, the Coordinator may suspend

uICROFILAED ERON BEST
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Loan disbursements, advising the Implementing Unit the reasons for said
action. In the case of an event of default nn the part of the

Implementing Unit a period of sixty (60) days will be allowed to eliminate
the cause of non-compliance. The Coordinator will lift the suspension on
disbursements if the cause is eliminated to the Coordinator's satisfaction.

E. Continued Effectiveness of the Agreement. Regardless of any
cancellation or suspension, the stipulations of this Contract will remain
in effect until the entire principal and interest of the Loan has beer

paid.

F. Renunciation of Remedies. Any delay in exercising any right or
remedy conceded by one party to the other in relation with the financing
under this Contract, shall not be considered a renunciation of that right
or remedy.

Fifteenth: Resolution of Disagreements. When in the course of implementing
this Contract, one party believes that the other has erroneously or unjustly
interpreted the Contract, or has exceeded its stipulations, or is not in
agreement with any action taken by the other, he will notify the authorized
representative of the other party in writing of the facts and different points
of view on the matter. The representatives will meet within fifteen (15) days
of the date of such notification and will try to amicably resolve the matter.
If agreement is not reached, the only additional remedy will be the
cancellation or suspension of the Contract, either for non-compliance as

-
-y A= a3 o amis e deg e

defined in the previcus article or for &hc comvenisncz2 of 2itiit panty,

Sixteenth: Authorized Representatives. The persons who sign this Contract
are considered to be authorized representatives of the parties. In turn, each
may designate additional representatives by written notification to the other

party.

Seventeenth: Contract Amendments. Modifications of this Contract will be
accomplished through amendments signed by the parties

Eighteenth: Publicity. The parties agree that they will give publicity to
the financing provi by A.I.D. for the Project. Among other things, the
subloan contracts signed between the Implementing Unit and the Beneficiaries
will make explicit reference to the fact that the funds come from the Pecple
and the Govermment of the United States of America through the Agency for
International Development.

Nineteenth: Eligibility Date. Loan funds will not finance costs incurred by
the Implementing Unit prior to the date of this Contract.

IN WITNESS WHEREOF, we sign this Contract on

Ing. Jose Roberto Romero Larios (Name and Title of the Representative
General Manager, INVA of the Implementing Unit

WICLRBRIEIED Fgy o
NRBIESH
AvAmARE @@éw )




Annex H.3

TYPICAL IMPROVEMENTS

) - ¢ Page 1 of 13
; . - REVES ADOBE.!
PRo GRave A  ME(0 R MiENTD H-- - -
— T__.-___J__ e et + ] .'/
= ~
Reearacion (3 ,//’/
1
s rELHO PR {"
INFILTR ACi PN ) _,// ’4‘?:-2—’
bewk . o -~ \/// ' ‘\\
\/‘. // 3 ' .
_ - N i .
-

RN
LGH :go-;o im . ’ _\\\

SUFICIEMTE  ALER

\
AnooE, :
{

PROTECLiON  PARTES
HORILONTALES DE

0ES BASTE LAS VEw 'quAS ~
INTER OR.

k

AN
N
%
z
™~
X
~
- b

£
Humegkp R&pENO 2
PARE VB -
EXTERIORES :
PARTE IM FERIOR ///
\___/
241 10 ! 1|a v~
37777777 ¢ ¢!
-pise

IMTER{OR

EXTERIoR
77 NN SN Z2 \\\\\\\///’4/

®
DB.ENAJ‘E PR LoS  AGWKAS (

PLUyiALES ,wdo RL
EXTRE mwo PEL ALERO

BEST AVAILABLE DOCUMENT

(2) ME|ORAMIENTO
CimENT kCONES (N

moaTR RO CAL= CEMENTO.
2. : 4 ' 8




Annex H.3

Page 2 of 13
PrRoGRA WA~ WE (0 KA i 1o L P Sasj
r—
/.
/7 .
/ / / / PI’RE”l: S
// /A7 EXiSTENTES.
./-‘.
/ ‘ .
{/’I SupenFicle Duka // '
, / L Baposh (/
y ) LApRitto ,
/,-' / | (EmENTO &
'///l !E ;’ g_ 2 __———l—_‘
/—}T‘ 5/.7////\\\«’//4:&\\(//4'\\\\//// AN 7/’;'\\\:'5: E . ‘ 0o -
SV WL ! 2

/ G e
’ REWEMO  APisoNADg \
/ WMATERI AL SELECTO
So¢ MLOECE MENTO _,L__S"__Q*."__,.f_

e1d . Sin /

\ | “ \ ,,]Lf;f;:s(;? _ Y

— - §Ag" - f [’//
' \ \ O LORTLO M ‘ 67
/1, =T l //

/:§ \ l ' e . /|
: L

T T L

/ (.awc..qczg:u e LA v}!liuo V;BFON. \\

\ >\\ ~_ —




Annex H.3
Page 3 of 13

DROGRA s b wﬁoMWWW | CEMEN TA LiokiEs
l l

R A R S R S VR S T
NV i

I

. :T!: ) :.ﬁ PO
. o PROFUNDI DAL

EERTIN VRS
t o, I S . .
A ]% Minima -
I et . N

RXCAV ACION

ANCHURA
WiMimy

TAALON /% 8"
ESTALAS 2x2"




Annex H.3.

. Page 4 of 13
PRoc kA 114 WEjo kA ki ENTY Liming  Fibes ,’
CEmenyo |
o
4\-i>§,"h" ?
50 UP\ o ueem
™~ Lirgueres 2* 42°

4 pminee YOR LAMiME  Ey LR SE GumoA ML
/ Ha2 HuECO uTALAPRO  Phat EL Clhyo (AL VENI ADO.

. —!T;‘:\‘} | H Hl (oLacALion

]’/1 U =%2¢ MiLER & .

!

L

!

St

‘ bikeceion
--% T ﬁ\ (oLochcion - f/iLFu‘ro
| => JEHiLERA e~
\ \l. l( ‘ O-m>




Annex H.3.

Page 5 of 13
PRochAm 4 Mo v mignrg. Teaw Te(s. |
l_.__...-- 12 '
TEJ'A Rotas )
=F :
\'/V?, L hhbera con 'Juum
.-r/

PEFsL Tw asls

.~

A

/

No Fumciona Comp
TiRANTE

Aucuvﬁs m

{

INSWFICIENTE
ALEBRO

3 ,{R.TE?.dNES U[q.f_l.os

fivzavas

5 TRITA Wik uTo WNTRA
INSE(TRS

‘ | '/l/ SUF I ienTE
/|/ &R . X ALere

A OPORTANTE
'/;,’,: CENTRAL .

7,
: V//%P“,g@ 0 (olump,
V




LI
hilg '
Lotientun 13

25

""-"l:. /.,

«* loNGiTup

h‘l

[

a4

¢ X2

- lmee

[}
SULAPE

”

Clyres u"

Amaes Lapes.

IR 1i.~‘l:‘s
~. v A1

SN

€1 30 9 ageg

ounziw vl a

~ ‘\7<;\\£f“‘i'“b 3bone-
S\ T

usoﬂ xam

4
“a



Annex H.3.
Page 7 of 13

PROGRA M4 meJ'ou Mi T Mo s
Pundas Vo fomas.

VENTANA

7 '\ 7 4|
ulm Rl \

)< Abke /
| . (OmPLETA MENTE
AMCLAJES \_/ |

]
Cldvos { Livo ve Goup g

0, PARED  GRuesy,
Q-'—f—/'l“ 7
! ; \\i.\f i 1y f/*'f
\\r‘,' PEESY: . I S
: Rusti o 2re_. o= _-:;F ]
: qi Rusrito ’ |
./ l';\‘l
N X . 100 the
CEbi QUL
’ TRATHMIENTS
lon ACABADO
\“ KeEire o £ im —+—
7ulzm L1 merTEnR)
" D€ (EmpMro

00, (m

EXTER{pn

/&D Iucajes 4"



Annex H.3.
Page 8 of'13

PrRocRr w4 ME [0 RAM £ pro HoJ'JS T
Pantes + Vo bouas

h
WacHImSRE [1b"
.

. L A s

“~
o
——

E{: ST T T T T ﬂjn

1 \ o ! D ol %

{ . ' \ 3L

? .' / W4 h)

K 84  (ErilLAgg / BisA A
Tak"

]

\

[

|

1

' " ’
\

|

|

|

{ - Ity ‘\\\\'

t
\
! [l | /
[ i [} .
\ ' { ]
t ' ' -

' I
Eli, I | S i : e
. et - < 1 T

EXTER[pR

. e e e e L

Vishoon

y m| T 1 | {
I A 1 ] T

TRANSVER sAL

T 4
AU Al

e L o]

AN

t;;

/] IP

2 | S
| \ ] 1 L 3 — T T




Annex H.3.
Page 9 of 13

ESTUFA Lorewnd

PROGRAMA m;v'a RAWIENTO Fobon
1 by { 10 i L ‘/f z;-
for g At 7 ik 2,
rt L 4/:' '. o - 4 . P . - :

.

0o hes

10 /fa

- /:'//

7,

10 oS

-—-Jl :é

1 ///
//(MNTAMR
—F . JNE  AGHA

» ~

-dr- /

‘s

7

v

WEMADOIR UFE SEANRIA
0F LARGA  DWRACIoN

éa fw s é kdfﬂ?

PARA LEdiyg.

o juw




5§ ‘ e AL

o BN
ic

-—
-

£

—

fé.,

IO TR S |

(&

—

Vi CEM

....-- e - ——

;

B
|

R |
|

LLJJF..

8 5o h-}
oo BRI
- r
i=0 |

[
."“i,.

£ s
:‘..:
3 &G
i
”~ - -

l’l ST ,i"ﬂk-

(lop oM
LfhE LS04k S,
i !
(.8 me 4w

|
|
!

r\)__-,_.’_.’-’ ..

Sl
. -

.
Vv

("

- — —
T e e e - ——— — —

..-n-‘

Annex h..l

S Page 10 of 13
{ .1’ N : bty

/-. \/51“'"

’ Fltsiiic
Lok
AEENA

-__...—-—"-— .—/ i
o ¢ b 1 =y faaad O
/." __"_://".':- =] e
Ml — e I~ s
R ———— ol
SSRECANR s S FAST
.I:.'-'E:‘P. Ve _.‘--:-

e R CIREE SIS
: - b - - 1A -
A9 A 2 B E 158
L i -
calt medS Tl

£ i}
I /- 1
i 34
! -
'
! o i)
!n — '..-
NS @ =
.‘\.- .I - = ~ /‘.:
.\,_ _‘- ; I

\\..-';‘_'.-. o




Anunex H.3.

MR BEp ERaRy Page 11 of 13

Powr F/;,; n Coura * -



Page 120f 13

Annex ®.3,

. T
e
~ s w— — [ ] L e - |
' ]
) ]
! "
]
] .
! Y. LRI SEA
: " ]
' ﬂ..mll rllvllul'..lullcl! gk A cl— ../ C-,uﬂ.\m -~ m
' IR Shendpupeliyn Y omplppi=afepmigs O Py g '
| = | = |~ ST &
. " SN
1 Jdo. ) R
rh-1------ s v

By
l&/

/

T e

7 Lo

-

/
e ¢

AvAIABLE gopy

R e Fitoly |

e/

F
-

.o
“e g
OO



Annex H.3

Page 13 of 13

b

- mm—

Er J0EN

il v
\

-
h
AR

"'5’ -

]
-

| 1ey
TH

B

BN
: SR

AQEILED
e

Baifhr
MIEE:

BE

o

1.
1

-~y
S, L4
. tee
o z
°
iy
LT A
.
D ...
>
-
)
- PSS SRS TAL S S
. -
Rttty X .
- - —
& =
T
~J1

. \‘
¥

.o R ..~~.~\ 4 ......../ /

—N .hf\ \.“.. .... \-.w.\ ..\\/

s.s. M. ’ \M..\h L. . // /. Y . ..rw
7 s........;.a... .o o HJ \/ L .-




BEST AVAILABLE DOCUMENT o

Jable ]1: Calculztion of INVA Counternart Contribution

YEAR
A. INVA Costs 1981 1982 1983 1584 19858 1986 TOTAL
. 1$ting pversonnel - a—
2SSLgNeL tO Protect:
T Uczice UiTector ' 6000 12000 13200 14520 15970 87950 70480
1 Admnizistrator 3000 6000 6600 7260 7990 4390 35240
1 Accountant 2400 4800 5280 5810 §390 3510 28190
1 Auditor 6000 6600 7260 4000 23860
1 Driver/Messsnger 3000 3300 3630 3990 2200 161260
TOTAL TIT700 253.L0 3{380 37820 47500 27550 175850

3. Additional Costs
. W rFersonnel:
ur ousing Tech-

nicians 2550 25500 28050 30860 33540 18670 130870
1 Audizor 6000 12600 13860 15250 8380 56000
1 Secrezary 1800 3600 3960 4360 4790 2640 21150
1 Driver/Messenger 1500 3000 3300 3630 3990 2200 17620
Sub-Total Personnel 3830 33100 47510 57710 sTS7S 3TES0 r£Y? 1)
1] -

2. Per Diex:
Dzzics Director 270 1080 1190 1310 1440 790 6030
Accountant 450 900 950 1050 1200 660 5290
Auditers 4500 9450 1039 11430 6290 42060
Technicians 420 22580 24750 T2zt 200°%A 1€270 138400
To%al Per Diem =0 TYIF0 30380 20020 Zanu EYY] T/8R 30
[ 1 1. 1] aapes L 1 1 L] L L1 1 1] sSEsse sPuew SEGESN
3. 0ffice Furaiszure 7600 7600
4. Vehicle Operacion: I —
Fuel 1750 7000 7700 8470 8320 5120 35360
Grease and 0il 350 1400 1540 1690 1860 1020 7860
Tives 1400 5600 6160 6780 7450 4100 31490
Repairs/Maintenancs 520 2100 2310 2540 2790 1540 11800
4020 18100 17710 13480 21T 17780 L 0130)
L ] L L] E 1 ]
S. Other 900 990 1090 1200 660 4340

TOTAL Additianal Costs 72830 84080 102550 113300 127810 68530 S51%IT0

INVA Counterpart Contribuotion

Total Costs . 34090 109880 137370 151120 166270 91430 480100
Interest Income 13000 33000 47000 55000 36500 183800
Total Costs After 32050 6830 103570 102720 197770 33Y50 SUIROT

Interest Incoms
Less: Costs of Present

Personnel 11400 25800 34380 37820 41660 22890 173390
INVA Counterpart 77550 71080 89550 28300 83510 ST 3T

INVA Present Costs = 173890 = 25.1%
ota 13 690100





