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EXECUTIVE SUMMARY

Introducticn

Tunisia was the first country on the African continent to witness the applica-
tion of AID Housing Guaranty (HG) loan resources (1966). To date, five HG
loans have been authorized for a total resource transfer of about $60 million.
Of this amcunt,; almost $35 million had been disburesed at the end of CY 1980
under the terms of four loan contracts between various private and Government
of Tunisia (GOT) borrowers and several AID-quaranteed U.S. lenders. The COT,
in twn, has in each instance executed a co-guaranty agreement with AID
covering AID against all but the most remote risks of loss.

The Tunisia HG program very much reflects the evolution of this AID program
worldwide. Beginning with a privately spcnsored, middle-income project in
Tunis, it has, since that first shelter sector intervention, benefited
Tunisian families of progressively lower income strata. It has also expanded
geographically frcm Tunis to secondary cities on the coast and, most recently,
under a proposed $50 million HG project not yet iwmplemented, to smaller
interior urban centers. The latest implemented HG project was 664-HG-003

($20 million), which included a slum area upgrading component. This sub-
project was also assisted by about $600,000 in grant funds under an AID/

. Washington centrally funded IIPUP (Integrated Improvement Project for the
Urban Poor) activity. These funds were designed to finance technical advisorvy
services, health and sccial services, employment generation and credit facilities
in the HG-loan-assisted Tunis slum area targeted for upcrading. Since 1977,
management of HG project activities in Tunisia has been the responsibility of
the Regional Housing & Urban Developrent Office of AID's Near East Burcau
(RHUDO/NE) lccated in Tu'is, Tunisia.

Scopg

AID's Inspector General (formerly Auditor General) function has exercised
regular oversight of HG activities in Tunisia through auvdit. visits at 24 to
30 month intervals over the past scveral vears. The latest such report

(No. 3-664-79-D1, dated Ortober 19, 1978) issucxd by the Area Auditor General
for Africa (nrow Regional Inspector Genereal for Audit, Nairobi) Locused
mainly on HG projects €64-11G-002 and 003. The latter project had only
recently gotlon uncderway .t the tine of owr prior audit. Our previous rcport
contained si:: recomendntions which had been closed for sone time prior to
our field visit to Tunisia cduring January and Fcbruary, 1931.

The focus of the present revicw was to update the inforuation contained in
our previous report -- concentrating mainly on project 664-1iG-003 and the
activities and develoment of the Tuaisicn Housing Dank, Caisse Nationala
d'Epargne Logonont (ChEL) -- an institution slated to play a major role in the



implementation of the next large HG project. At the same time we have
attempted to look ahead and relate HG project experiences under the multi-
component 003 project to activities proposed, albeit not yet implemented,
wider follow-on project 664-HG-004, the first tranche ($25 million) of which
was authorized in 1979.

We examinod books and records, made site visits, and interviewed AID and GOT
officials «rd private Tunisian citizens to the extent deemed necessary in the
ronduct of our review. At various points during our stay in Tunisia, and as
our field work progressod, we prepared preliminary finding statements (Record
of Audit Fircings) for the informaticn or action of regponsible AID officials.
These staterents were discussed at some length with officials of RHUDO/NE and
USAID/Tunizia prior to our departure. At our reguest, written carments on

our preliminary finding statements were jointly submitted by these two entities,
and were dravm upon as we deemed necessary and appropriate in the preparation
of this report.

Findings, Conclusions and Reconmendations

AID Housing Guaranty Loan project 664-HG-003, in our opinion, has been a
qualificd success. It has achieved its constructicn goals, although not
without certain inefficiencies and opportunity ccests that prevented these
goals from being excecded. At the same time, it has been quite successful
in benefiting below-median-income Tunisian families in real need of UG loan
assistance.

For its part, the GOT does appecar to be moving in the direction of restricting
shelter subsidies to those income strata of its population in most necd of

them. Nevortheless, tha degree of subsidization renains such thai: shelter

sector institutions mast continue to rely heavily on GOT capital inputs,

including external financing arrangements, if they are not to become decapitalized
by the effocts of these subsidies. This trend can be reverscd, in our view,
through the mobilizaticn of local capital rescwrces for housing finance parposcs.
To its crodit, the COP is studving a "free savinge” approach to heusing financo
which could accomplish this objective and greatly diminish, or climinate
altogether, *he need for extemal financing of its housing prograirs.

Responsil:le ATD housing officinis have workaed hard at fostoring a dialogue
with the (07 on housing policy matters in the face of official reticence and
oocasiona! non-ccoporation.  loweever, it is our opinion that KHUDO/NIEL has not
done all that it could or should have donz to adequately monitor the physical
construction or financizl manacernt asposts of prejost 664-1HG-005, AID

housing officials Fave not edequntely emhnsized to GUT housing institutions
the ifmportance which AID housing policy attaches to cost recovery and portfelio
managenent.  Finally, they have not weritied GOT enpliconee with certain
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provisions of the project Inplementation Agreemcnt as regards the end-use

of HG lean financed housing units. Nor have they monitored the level of
publicity accorded to, and beneficiaries' of HG financed housing awareness
of, USG contributions to the Tunisian shelter sector. Our observations of
project managers' implementation practices leads us to conclude that greater
emphasic has bzen accorded to the planning and negotiation of future HG
project than to implementation of project 664-HG-003. It would be our hope
that the nature of the AID-COT relationship in the shelter scctor could be
modificd to such an extent that adherence to the terms and conditions of
international financing and administiative agreements and AID shelter policy
objectives cculd ke ensured inderendently of future HG loan financing
consideraticns, ard in consonance with the needs of the Tunisian shelter
sector (pages 38-48).

Substantial opportunity costs were incurred in the production of expendable
core housing wnits hecause over one—-third the number built were enlarged in
size beyond what was approved by AID. Additionally, significant deficiencies
were found in core unit construction techniques, subproject siting, and
community facilities. GOT local authorities and construction supervisory
personnel appear to exercise no control over unauthorized unit oxtensions

The GOT has not provided planmned community facilities as aareed to (pades 4-12).

ATD's periodic financial reports oa the lousing Guatanty Program do not
accurately reflect the status of project. 664-HG-003. This is because the

AID W-239 report shows HG loan funds authorized for this activity as fully
disbursed when, in fact, only about 78% of the funds had actually reached

the ultimate GOT borrowing institutions. The remainder of IIG loan funds

($4.5 million) lay in three secparate escrow accounts whose terms and conditions
varied considerably one from another. In two of these cases, arrangements made
for the release of escrowad funds were found to be satisfactory; in the third
case, however, chese arrangenents appeared to conflict with provisions of the
project Implerentation Agrecment. Additionally, the GOT borrowing institution
under the core housing project component, CNEL, had overvalued the dollar
amount of mortgaces presented to AID thus fer, and has yet to account for 14%
of the 1IG loan funds disbursed under this project component. CNEL had also
underestimated the extent of hove loan repayment delinquency and should
consequently strencthen its portfolio management practices (pages 13-34).

Intervicows with rondomly selected residents of core units reveeled that a
substontial nunber of these dwellings at certain project sites had hoen

rentod.,  Spoculative use o NG loan financed dwellings is prohibited in the
CNEL sales agrearont. Furthomore, owr talks with project residents revealed
that al.uscall core unit dwellers we interviewed were wnaware of U.S. Covernment
particimation in this effort to address their shelter needs. A review of
docurzontaticn wnder the second $10 million tranche of this HG project discloscd
that {ho teomrs of AID's mroject aunthorization had hoen exceedod as regards the
lenath of the orace pericd granted for the repaynent of loan principal

(paye:  34-33).
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This report contains a total of eleven recommendations designed to assist
RHUDO/NE, in coordination with USAID/Tunisia, to address the deficiencies
described in the body of this report. As a result of actions already taken,
two recomnendations have Leen closed. In certain instances, cur recommenda-
tions are directed at the correction of what appear to be system deficiencies
revealed during the course of our review. By directing the attention of
responsible AID and GOT officials to these areas, we believe that the process
of implementing a proposed follow-on HG loan project will be facilitated,

and chances for that project's success enhanced.

We have becn requested by AID's Office of Housing (DS/H), which requested and
was provided an opportunity to review the draft report,to include the following
comments at this point in the report, to which we have appended our responses
as deemed necessary.

"(A) DS/H believes that project 664-HG-003, Tunisia is a

good project of which AID, the Goverrment of the United States,
and the Government of Tunisia should be proud and that the
management of the project by RHUDO/NE has been sound and
rigorous."

We have stated that, with certain qualific.tions, this project has been a
success. We cannct agree, however, that project management has been "sound
and rigorous" for reasons described at surne length in the bady of the report.

"(B) The audit report which alleges deficiencies in the project

and the management of it has little discussion of the purposes,

as stated in the description of the project when it was approved,
that set management objectives. Allocations for shelter programs
reaching the urban poor are being increased; slum upgrading has

been accepted by the Government of Tunisia as an alternative to
clearance; and through greater emphasis on Tower cost projects,

the Government has moved toward matching shelter options to the
financial resources of occupants and veduced the relative magnitude
of subsidies in its shelter programs. Specifically, almost 3000
units affordable by families at the 15th percentile of the urban
income distribution aré nearing completion and upgrading is underway
of onc of Tunis' largest slums with over 4000 families. Substantial
employment resulted frem the projects construction activities.

In all it is estimated that about 40,000 people have directly
bencfited from the program. Final project costs are very close to
original estimates."”

Project objectives are mentioned in the Background section and fully discusscd

in the final section of this report together with a nurbher of related policy
issues. Ve trerefore consider our treatment of this avea to be aacquate.
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"(C) The audit report credits the project with being quite
successful in benefiting below median income Tunisian families
in real need of HG loan assistance and credits AID housing
officials for working hard at fostering a dialogue with the
Government of Tunisia on housing policy. The report then
qualifies the success because goals were not exceeded (emphasis
added). To be sure, further shifts to lower cost programmina,
further reductions in interest rate subsidies, and further
development of savings systems appears to be desiresble Trom
our view point; but for AID to do more than help introduce these
jdeas is unrealistic and not appropriate to its role."

We believe this vroject should be termed a "qualified success" for a number
of reasons, including the one mentioned alove. From a reading of this
report it will also become apparent that AID's efforts at fostering a
dialogue with the GOT have ret with something less than success.

"(D) The report laments, as an illustration of mismanagement
that 500 of the units in one part of the country (ahout one sixth
of the total) were built with two rooms instead of one. The
report's analysis of the opportunity cost is faulty and its
finding that this is a serious variance is weak . It passes
over lightly that those units were built nevertheless within
original cost estimates and that those costs were even lower
than some of the units in other parts of the country. In fact,
AID was concerned about the opportunity missed to reduce costs
even further on those units, but more importantly, to have
insisted on building more units than originally aareed would
have been unjustified and would only raise GOT questions as

to RHUDO seriousness and as such could have jeopardized the
dialogue with the Government on substantive issues.”

If our analysis of opportunity cost was weak, we would have expected the
auditees to supply an alternative aralysis. lowever, they have not done
so. In fact, RIUDOAE is at this morent pressing the GOT to identify
sites and bogin construction on an edditional 180 core units to absorb
HG loan funds left over after constructicn of the original 7 project
sites ended. 1This sirplus was seen almost threce years ago as likely to
occur and noted in our pricr report, but no action was taken to avert
the present situation described in detail in the body of this report.

"(E) The report alleaes that RHUDO/'E has not done all that
it could or should have done to adequately monitor the project
and verify compliance with agreements, yet most, if not all,
of the construction and financial deficiencies noted were
jdentified and documented by REUDO staff and their consultants



prior to the audit. The seriousness of those deficiencies

has been overstated in the report. The photographs at the

and of this report, DS/H believes, show a good project, and the
photos should be recaptioned. These are very low cost projects
that actually deliver quite a lot for the money."

The report states that RHUDO/NE staff located in Tunis did not visit the

five project sites located outside the capital city for more than two and
one-half years. lMoreover, after a consultant visited the sites and

submitted a report describing the deficiencies that we too found and

verified, 15 months passed before RIIUDO staff made site visits; and then,

we believe, only because of our draft report findings and site visit results.
e further believe that the captions included in the photographic exhibits

are accurate. If DS/H felt a need to recaption the photos, then alternative
texts should have been supplied for our consideration. However, no alternative
captions were offered.

"(F) The auditors characterize the Tunisians as non-cooperative
and unresporsive to the terms and conditions of international
agreenents. What they note, however, are problems in reporting
and detail some of which may arise from weakness in Tunisian
information systems. The report has not demonstrated any
reticence in working toward the basic purposes of the program,
in meeting anticipated outputs, or discussing AID shelter

policy objectives."”

In contrast to these assertions, the report text notes that the IIG loan
borrower never responded to RHMUDO's letter of 1980 regarding project
construction deficicncies identified Ly RIUDO consultants; the GOT National'
Building Society has refused to submit an oft-requested evaluation of its
participation in this project, accounting for one-half ($10 million) of the
total loan funds; and the EG loan Borrower refused us access to its books
and records relating to funds on deposit with an escrow account in the
Bahamas until pressure was brought to bear on this matter by AID and
Irbassy officials, with a delay of two months intervening before access

was finally granted. Finally, RHUDO/NE was actually discouraged from
bringing a DS/H consultant and cninent American urbanologist to Tunisia

by Tunisian authoritics when it was disclosad he had been conmissioned

to carry out a stuwiy of ATD IG I'rogram impact on the Tunisia shelter

sector. Ve respectfully submit our view that cooperation and responsiveness
do not always characterize the ATD-GOT relationship in HG Program matters.

"(G) Finally, the allegation that AID officials have evidenced

what appearc to be greater concern for the planning and

negotiation of future HG projects than for adequate implementa-

tion of project 664-HG-003 is outraj=0us and totallv unsubstantiated.
The project and management of it are good and should be credited

as such."
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We beliwve our conclusion on this score is adequately substantiated. 1In
fact, we feel it will be evident to the reader as he/she reads the auditees'
comuents interspersed throughout the report.

Finally, we would point out that the receipt of the foregoing comments

from the Office of Housing has been significant from an audit point of

view. They confirm cur impressions formed over the past 18 months and
several prior HG project reviews that inadequate attenticn is being paid

to project implementation by HG Program officials who appear more interested
in future project development. Our concerns on this score have been expressed
in prior reports, but always rehutted by RHUDO officials. With these
comments, however, we are able to determine the origin of this resistance to
be those responsible for the direction of the worldéwide HG Program itself.
We believe this attitude constitutes a serious system deficiency in this
important AID resource transfer program, and should be a matter of some
concern to top level AID managerment officials.
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BACKGROUND

The Republic of Tunisia

Tunisia is a relatively small, Louisiana-size country wedged into the
pinnacle of North Africa by its larger neighbors, Algeria and Libya.

Its lengthy Mediterranean coastline faces Sardinia to the north and

Sicily to the east. It has been the recipient of substential U.S.
Covernent assistance —- especially food assistance -- for almost 25 years.
Over the next five years, however, this assistance is scheduled to phase
out due to Tunisia's relatively good development record over the past
quarter-century.

Some 6.5 million people inhabit this once agricultural and pastoral country.
As a result of GOT urban-focused development eifforts over the last two
decades, however, it is now estimated that more than half the total popula-
tion lives in urban centers, and especially in the capital city, Tunis, and
other coastal population centers in the east. (Sce map of Tunisia at
Exhibit A). Although this last statement, drawn from RHUDO files, remains
valid, the auditees wish to note as well that:

", ..over the past several years there has been a distinct shift
to the rural areas in GOT development efforts with USAID, RHUDO,
and World Bank assistance especially aimed at rural areas such
as the Central Tunisia Development Project, HG-004, etc."”

The Sheltor Sec:or

The COT accords substantial priority and budgetary inputs to the shelter
sector. As the govermment contemplates the priorities and breadth of its
next (6th) five-year econcmic Plan, it seems likely that the GOT's role
in the field of housing finance will alter somawhat from that of earlicr
Plans. As late as the 4th Plan, the GOT provided subsidies for the
construction and maintenance of high-cost houses. At about the same tine,
however, it created a new financial institution -- a National Housing
Savings DRonl, known as the Caisse Nationale d'Fparcne ILogemont (CNEL),
whose thrust was to scrve lower incone strata of the population at
reduced GOT subsidies.

With the increased cost of shelter production and construction financing,
including extermal borrowing, it seems clear that GOT shelter sector
policy-makers realize that resources other than those provided by the
goversment can and should be tapped to support and expand housing initiatives.
It has been cuite amply dervnstrated that the propensity of Tunisians -- cven
those with moxdiost incaies -- to save, borrow and sacrifice for the purpose

of owning their own homes is quite high. Thus, if the opportunity were
available to thoso pecvle to make savings deposits as and when they felt
appropriate, probably greater private resources ("mattress money") could

b2 mopilized for the purnose of shelter production, and reliance on GOT

and external financing lesscned.

-1-
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On the technical side, despite the rising cost of conventional construction
methods, Tunisians appear to prefer solidly built traditional structures.
Thus, it is not unusual to find a modest one-room core (expandable) unit
that, at the end of one year, has been transformed into a five or six-room
dwelling of possibly two stories. This is an indication of family wealth --
as opposed to income -- that often stems from the sale of a wife's dowry
jewels. Also, intra-family lending for the purpose of homz purchase or
extension is cowmonplace and usually interest-free. Thus, it is clear

that once access to a serviced plot of land is made possible, the resources
for acquisition of the property are available to families of apparently
very modest means. Furtheirmore, self-built or locally contracted home
construc-ion or extension quite often turns out to be of a higher quality
than thac offered by GOT institutions, and less costly as well.

In all cases, the responsibility for infrastructure works -- roads, drains,
sewerage -~ and public facilities lies with the GOT. Planned public
facilities normally include health, educational, comercial and religious
buildings that are considered by the GOT to round out the needs of an
integrated community. '

AID Shelter Sector Contributions

To date, AID's contributions to the Tunisia shelter sector through the
Agency's Housing Guaranty Program have taken the following form:

-— The financing of 575 middle-income homes in the suburbs of Tunis
(Project 664-1'G-001, $4,992,178, authorized in 1966) developed
by a private U.S. builder.

—— $10 million lG loan funding for a large, lower and lower-middle
income area of Tunis known as Tbn Khaldoun (Project 664-11G-002,
authorized in 1972). 1,948 wnits of the proposed 13,000 unit
total to bz built by the GOT National Building Society (SNIT)
were financed by this loan.

— $20 million was authorized in two separate tranches under loan
664-1G-003 for three sub-projects: (a) to help finish Ibn
Khaldoun nentioned immediately above ($10 million); (b) to
finance the censtruiction of 1690 core units ($5 million) on
seven sites naticnvide under the sponsorship of the GOI's
National lousing Savings Bank (CNLL), which is also the GOT
borrowing institution for this entire loan package; and
(c) $5 million to assist the Municipality of Tunis in upgrading
a capital city slum area known as Mellassine through the financing
of improved utilities and infrastructure works for the arca.

Thus, alout $35 million in HG loan funds has been made available to date.

In addition, $25 million has been authorized under preposced projoct
664-HG-004 as a first stage HG loan contribution to the provision of
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shelter and upgrading of slum areas in certain smaller interior Tunisian
towns. HG planners currently envision HG authorizations subsequent to
the first $25 million tranche of HG-004,which was authorized in FY 79/80,
as follows:

FY 83 84 86 88
Amount $15, 10 15 10 million

The 83/84 authorizations represent the second $25 million for HG-004. The
86/88 authorizations are for projects yet to be designed. Therefore, HG
planners have proposed an additional $25 million for yet to be designed
projects and $50 million for forseeable future resource transfers.

ATD Housing Program Management

The majority of AID's shelter sector resource transfers are authorized in
Foreign Assistance Act Sections 221, 222, 223, and 238 which provide for
an AID all-risk (except against investor's fraud) full faith and credit
quaranty on behalf of the U.S. Govermment to eligible U.S. investors on
loans made in support of AID approved shelter projects in less developed
countries. The program is intended to be financially self-sufficient,
supporting itself from fee income associated with authorized loan guarantees.
The Office of Housing is located within AID's Development Support Bureau
(DS/H), and provides pclicy guidance, program direction and suprort to six
regional field offices worldwide. AID's regional office of housing with
program cognizance for Mear East Bureau AID housing projects (RIFIDO/NE)

is located in Tunis, Tunisia and is staffed by four U.S. direct-hire
professicnals. The responsibility for plaming, design and implementation
of Housing Guaranty (IiG) projects normally lies with the RHUDO. This
office has been active in Tunisia since 1977. Over the past several years,
the HG program has funded a series of studies dealing with general and
specific Tunisia shelter sector topics from which certain information
presented in this report has been drawn.

Project 664-1G-003

As noted carlier, under this project AID authorized two loans of $10 million
each for three project conponents: completion of a large wban project in
Tunis for lower-incom residents of the capital city; the construction of
about 1400 units of core or expandable one-room houses at seven project
sites in Tunis and other secondary towns along the country's castern

coast; and the provision of infrastructurc works in the upgracing of a

Tunis slun area known as tellassine. The project was intendec to

encourage a shift in Tunisia's shelter policy and to maximize the impact

of the COT's shelter prograns aimed at below median income families.

Three major objectives were sowght:



- Slum upgrading would became an alternative to slum clearance.

- The GOT would move toward lowering the standards of low-income
public housing to a level more compatible with the financial
resources of its occupants.

- The GOT would make strides in reducing the macnitude of its
sheltur subsidies, thus permitting GOT resources to hbe shared
among more heneficiaries.

The two loans were provided under the following terms and conditions:

664-11G-0027: $10 million, repaymont over 30 years with an initial
ten —year grace period as to principal repayivent.
Interest is at 8.3% por annum plus 0.5% AID fce. The
lending institution is Morgan Cuaranty Trust Company.

664-11G-0021: 510 million, rcpm"vc‘nt over 30 years with on initial
Livewyear grace pericod as to principal repayment.
Interest is at 9.875% per amnum plus 0.5% AID fee.
The lending institutions are E. F. Iutton and
Stuart Brothers.

In each case, the GOT has provided ATD with its co-guaranty to repay AID
for any loss it may incur if, for scme reasor. AID bas to honow its guaranty
to pay all or a part of the principal and intcrest owing to thooe investors
because of a default 1 the - = of the Porrower, Ca..:se Natiomile d'lpargne
Logam. it (CNFL), the national ousing savings bank, an instrurventality cof
‘the GOT Ministry of Finance

AUDIT FINDINGS, CONCLUSIONS AND RECCMMENDATTONS

Corc Unit Construct _i__c_,\g

Substantial opportunity costs were incwrred in the production of cxpandable
core housing units boecause over one-third the nunlar huilt were enlarged

in size boyond whot was acthorized by AID.  Nditionally, siondficant
deficicncies vore found in core wnit construction tochaicues, subproject
siting, and comrumnily M(‘Jhtlo:,. Finally, GOT' lcoal authoritics and
construction suporvisory persoanel appear to exercise little if any control
over unauthorized unit extensions.

Construction Varianees

)/

The results of owr prior audit of project 664-HG-003=7 inclulded the
discovery that cortain core housing sites visited at that tinze were being
built with two habitable rooas instead of one as planned. Only two of the

1/ hudit Feport No. 3-0604-79-01, Octobor 1978.
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seven total sites were visited during that review because they were the only
ones where some of the core wnits had been occupied at the tire. Therefore,
it was not possible to quantify the irpact of this construction variance.

In fact, 500 of the total of 1426 units built urder this project corponent,
located on three sites in east-central Tunisia, were built with two rooms
instead of one, and with higher boundary walls than planncd. The total
space variance was estimitod to represent a 30% increasec.

Misunderstanding -- In response to our previous teport, RHUDO/NE
adviscd us thit, after a good deal of research, this variance had resulted
from certain confusion in the minds of local officials of the GOI National
Building Socicty, responsible for core unit construction, as to what AID had
actually approvad. They also concludid that, despite this mi sundlerstanding,
COr officials had propably acted in ¢und faith.

Controlling Document Silent -~ According to the original AID Project
Paper submitted by the Oiilce of Housing (D3/11) to gain AID authorization
for this activity, the unit construction was dezcribed as follows:

"The core house itsel’ ..ill be a basic 15-20 m2 enclosed
unit consisting of a kitchen, bathiroos and one living/
sleeping room sct on 80-100 m2 lots."

While this is clear enough, the project Inplerontation Aucreament, exccuted
between AID and the [IG loan Zorrower, Caisse Nationale d'Ipargne Logomont
(CNEL) , does not montion the size of, or nubor of rooms in, the core wits.
The agreament does, however, state the following under Article II1I,

Scction 3.03 (¢): )

"No constructicn for the subproject shall be started
prior to obtaining the writiazn amproval by ATD of
technical plans, soecifications, bid estimates, total
costs, sales prices and plan, and construction time-
tables. "

We were unable to cxplain hew so significant a variance was approved or
camz2 aboulk,

Region:l Cost Varismees —= At the time the projects wore being built
(1977-1979), towennor, U ws discovercd that, for reasons of supply aned
Aonand, construction oncts in the recion whore the threo wodoct siles in
question are roraboa wero siaificartly Jowor than in olaor regions vhero
the core housing procio was boiing 0 oolonentedd. thus, tie construction

varicenee dic pot ulbdmntody sffeet Lo Lol 1 noobor of wiits predused

wrder this 55 willion projece comoront,  Novertholess, bad the wits boon
built to cnc-rom specifiorcions instond of tae, a savinss of botwoen $700 -
$600 per unit could have boon realized ($350,000 = $400,000 telal). 'This
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means that as many as 100 additional units could have been financed by HG
loan funds than eventually will be when the program ends.

Conclusion —- An opportunity cost equal to about 8% of the total of
HG loan funds rade available for this project component has been incurred.
However, the tine for action has passed and further steps are not appropriate
at this time.

nstruction Dof icicncies

In late 1979, RIWDO/NE commissionod an inspection of the seven core housing
].)"O_')CCL sites b/ a lozal architectural and engineering firm. The report on

this inspection was submitted in Janvary 1980. Among the report's findings
wore noted:*

General:

- Ieaking roofs.

Poor quality carpentry and plurbing work.

Iack of paved roads and storm drains.

Absence of drainage for rear courtyards.
Unauthorizod unit extensions in some cases extending
into public ricghts of way.

I

Particular:**

- Iot cvels left highor than strect levels without
plO\’l“lO"l of access stalys or ranps.

~ Pxterior wall nlc};c,s for electric maters not provided.

- W/Cs left unfinished.

-~ Site located in an isolated salt marsh without provision
of cormunily or transport facilities.

- Saline soil conditions causing wall surfaces to crumble
and deteriorate.

Construc tion Tnspoction -- Core wils wore built by private contractors
wnder the ol ?{p),.] vision of tha GOT abionnl Building Socicty, SNIT
(Socictd Nationile Tnmrbiliere do Tanisie). ST placed inopoctovs ab o1l
core housine cites dwring the conulivetion joried to oversen the contractors!
work. AU the conclusion of this (;L’(m), and before the wits were doliverad
for occupancy, a joint inspacbicn was wace by varicus private and public
parties coacerned with the construe .ian procoss. I the results of this

& Corlidn conditions are cepictod in p otographic Exhikat B to this xoport.
*k l:uund at one project site only; not genaralized.
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inspection were favorable, a so-called "provisional acceptance" of the
project was granted, and residents werc permitted to move in. After one
year, a similar "final acceptance" insoecticn was to occur. The interim
between these two inspections permits latent construction defects to be
identificd and corrccted.  Until final acceptance has been granted, a
certain porcentace of the value of the construction contract is retained
by SNIT to cover the cost of repairing delects, if the contractor is wnable
or refuscs to do so.

Despite this system, however, the problems noted above were pexrmitted to
persist and the units passed for "provisicnal acceptance” and cccupancy.
During our ¢wn tour of core housing sites we noted rany of these conditions
which were acknowlcdged by SHIT and CFL field perscmel who acconpanied
us. For examole, at one site SNIT inswectors pointcd out to us how
residents wore expanding their v .its in an unauthorized fashicn. hsked
why this was not hbrought to rosidents' attention, SIN's inspoctors stated
they were not expovored to curtail these practices vhich sovelinns project
into public rights of wav. In ancther instonce, we noted that the plaster
surfaces of cxterior walls of all core units at a southom project site
were seriously crocking and deteriorating. We were advised by tcehmical
personnel who accornunicd us that the condition was owing to high saline
content in the soil which is prevalent throuchout the area and not confincd
to the project sitc. ‘The coadition is preventeble, we werc fettther advised,
by using a richer covent mix or by isolating the walls from thc soil hy a
tar application. 'The cost of these solutions was estimted to e about
$120 in equivaient local cwrency (about 3% of sales Price), bub for som
reason none was usad to prevent wall deterioration Irom taking place.

The auditecs have provided us with the following corments at this point.

"It is simply not true that local authorities exercise 'no control'

over unauthorized unit extensions. Like most places, in Tunisia the

dearee of enforcement dencnds on the locality. RHUDD is awave of

several houscholds who say they have had court actions against

them because they did not conform to the extension plan proposed

by SNIT. On a recent inspection of eight project sites, RIHNGO

and DS/H staff could find only one project site where eoxtensions

seriously encoached upon public space.”
RIUDO oos not: define vhat it considers to be "soricus” encrosciinents
of public space. Vo beliove that mwost sush encoachonts resullt from error,
ignorance or misinformation Ladeh it is tho reshonsibility of €O outhoritics
to correct.  Under these circumstances tho scricus:tios of tho cncreachrmnl ig
probhatly a matter of happestance; R, nen-onsorcarant of locael ordinanee:s,
regarale ss of the notwe of the infraotic:, camot e o viewxl, in our
opinion.
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ATD Follow-up -- In reviewing the files, we noted that the last field
trip by responsible RHUDO/NE housing officials to core housing sites outside
the capital citv of Tunis took place in November, 1978. Daospite the rather
bleak descrintion of certain project conditions found in the aforementioned
RHUDO~conmiss ionad impf‘c tion report submitted in carly Jaiwary, 1980, the
only follow-un action w2 found was a letter from RITUDO/ME to the lG loan
borrower, CNLL, wcmlcﬁm the results of the final inspection. No reply
was found in thoe RHIUDO prodeckt file. Durina our conversations with CNEL
field personnel, we leamcd that GUFL has little if any relationship with
the horeowmers or the projects themselves once the units have been sold.

In two caces, the senior (NIEL officinls edviscd us they had not. ever visited
the project sites despite their having lived in the vicinity from one to
three years.

We have been advised as follows by the auditees, although we helieve our
comuants continue to remain valid.

"Regarding CHEL relationships with homeovmers, RHUDO and DS/H
staff on a recent visit to all project sites found that CNEL
regional officials appear to know many familics by name and
were aware of construction complainis which they reler to
SNIT for resolution.”

_ Conclusion -- Technical deficicncies in the core housing wrouram have

causcd horelzavors substantinl cost and irnconvenicnce. Furthemore, it
seoms clear that follow-un by responsible GOT and 1D officials has haen
inadequnte undor the cir (L‘...)le!'ICCS deseribad above. I this exporionce is
not to be repaated in future AID Housing Guaranty projects scheduled for

wloementation an TU:liciu, steps will have to bo taken to cnswre closor
supzrvision of technical aspocts of project construction and acceptance by
both COI' and AID officials.

Reconmendation No. 1

RHUDO/NI?, in coordinatica with USAID/
Tunisia, consult with aporopriate COT
officials rouarding:

(@) stycmathenad r‘onalw“lction
suparvisica practices and the dmposition
o1 Dre f_»( inc c.*t cc"Lxcl% over the
awording ol siio accoptancas;

(b) est.. ;J igtzent of clear lines of
yeporting snd o 11101 ovar unauthorized
unit cxponsions nd Dvvesicns of pablic
rights of iy and

(c) nstitution of preccdures by which
homcovners subiected to wnusual hardshins
or cxponses causaxd by construction o site
location doliclioncics my scex ond obtain
compensation frem responsible GO authoritices.
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The auditees have made the following reply to this recommendation.

"we believe that Recommendation No. i(a), (b), and (c) arc un-
necessary since we have been advisina GOT on construction, site
selection, and follow-up probiems and will continue to do so.

We agree in principle with the desireabitity to strengthen
construction supervision practices, site acceptance procedures,
and control of public riahts of way. Ye have been consulting
with GUT officials on these subjects and will continue to do so.
With wregavrd to "unauthorized" unit expansions we believe it is
more coviect to refer to them as individuaily designed self-help
constructions which 1ocal authorities have so far condoned.
Furthermore, we are not aware of home owners havine complained
of being subiected tc unusual hardships or expenses or having
sounht commensation from GOT authorities.’ In any case we feel
that both expansion and redress are clearly questions whicn the
GOT would address were thev to sce theam as problems. RHUDO will
of course pass valid auditors' and our own observations aiong to
GOT for Lheir consideration, buf would be reluctant to propose
solutions for thinos not yet recoonized by USAID or the GOT as
priority problems. While reshonsive to the identification of
project pronlems, the GOT has not been typically appreciative

of foreign advice on these local imnlementation/cultural practices
and we doubt thau consultation at this time would vresult in serious
efforts by GOT to cstablish guidelines or procedures.”

We balieve that the auditeas' statemonts further reveal the natwe of the
AID-COT relaticnship in 10 Program matters.  If RHUDO is "reluctant" to
broach subijccts which the ¢ does nol: recooni.c as problem areas, how

can a develomont dialogue take place? We also infer frem the above that
ATD HG Program managers feel they have no responsibility to cnsure thed

the ultimate hxenoficiacics of AID assistance receive fair value under

AID assistad projects.  Decause we feel these iszues run to the core oL

AID's dovelorment work ond responsibilities, wo must vigorously

dissent from RIUDO's vicws. We have conscquently retainad the rocomuondation
as drafted.

Reconnendation Mo. 2

RUUPO/NI adopt a site visitation

policy which enswres that all LG

funded project sites under active
construction ave visitod at least
yearly Ly AID direcl-hive project
MANAICY S .



In reply to this recamendation, we have been advised:

"As in the case of Recommendation No. 1 we believe that this
should not appear as a formal vecommendation in the final report
because we have in fact been doing it. In any case we do not
believe we should commit ourselves to a procedure that required
AID direct-hire project managers to make physical inspections on
a rigid schedule. Such a procedure would be inconsistent with
current DS/H quidelines which admonish RHUDO/staff to minimize
involvement in project details, generally relying upon host
country systcms, institutions and standards for project implementation
and usina personnel under contract to perform occasional detailed
surveillance services when determined nccessary by RHUDO. This
policy, we believe, reflects overall AID practice for Investment
Guaranty and Intermediate Credit Institution type programs."

During the past three years RIUDO staff have visited core housing project sites
outside the capital city in Tunisia only twice, and hoth tines in response to
critical avdit findings. We have not requested a rigid scheduling of visits,
merely an annual visitation of all active project sites.  If present DS/H guide-
lines are being followed in RIUDD's site visitation practices, thon this would
confirm our view that too much time is being devoted to program development at

the exponse of implamntational responsibilitices on a worldwide bhasis, asz confixmed
in our rocent rovices of similar LG projects in Kenya and Dotswana. We believe
our reconnondation calls for a modicum of prudent project monitoring, and is
therefore boing retaincd.

Commmity Facilities

Another arca which appears to have lacked adequate attention and application of

GOT rescices was the provision of commnity facilitices. OF the seven corc 1,005 1N
sites visited, we notcd cne instance where the GOT had expended funds to constract
a small, three-rcon exhool and a mosgue. At other sites, certain facilivies woirs
available ol a short distonce from the project site, although these weve not always
adequate to reet current demoncds and those imposed by residents of the core ‘
housing project as well,

In the nost oxtreme cxample, we saw a 150-unit project located in @ salt nawsh
near a faivly swall, cast-central fishing town. NO conmnity facilities of any
kind had boon provided to the residents of this isolated projoct who ware guite
veeal to us in their conplaints about project conditions.

GOI' Poerensibility —- According to tha project Implerentation Aareaient,

certain conteuiily tacilitios are clearly identificd as GOT project contrib:utions:

nSoekion 3.02. Suloroject Contribntions Which Ave the

Roamonaibi ity of i i s rer the core housing

e Covennont ¢ Crute Co e provided as and when needed,
suitalble crommity focilitics including schools, heaith centers,
mosques, markots, bathing facilivies, and rocreational arcas
recuired rov the develeppent of those arcas.”

— e

gimilar lanwuige appears at Coctien 4.02 resding the large 7Rn Fhaldoun projoct
in Tunis to widch AlD has thus Tar contritetod $20 million in G loan funds
under projects HG-002 (1972) and 003, To date, however, this
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site is almost totally lacking in adequate cnmwmlty facilities. The
thrust of these sections is reinforced, in our opinion, in a later section
of the project Inplementation Acreement, as follows:

"Saction 5.01. Due Diligence. The Government (GOT) as
appropriate shall cause the subprojects to be carried out
throurth svch ngencies as set forth herein with due diligence

and efficiencyv and in conformity with appropriate administrative,
financial, cngineoring, urban development, public transportation,
and utilitv practices, and shall cause to be provided, as and
when noaded, the funds, facilities, services, personnel, and
other resources reauired for this purpose.”

Conclusion —- From all that we have seen during our recent visit to
the ATD 1HG-loan-assisted sites in Tunisia, ve would submit that the Gor
has gencrally not lived us to its cornitments in providing the necessary
commmnity facilities. Nor has it met the test of exercisina due diligence,
bocause, in many f‘cxscs, wo were advisced that funds had not been allocated
to provide these facilities.

Reconmendation No. 3

RHIUDO/NE, in coordination with
USAID/Tunisia, (a) foumally advise

the GOT that, based on the conclusions

of ATID conmissioned final inspection
reports and the results of AID audits,

AID concludes that the COT has not
conmplied with its .esponsibilitics

under the nroiect 664-11G~-003 Implarentation
Agreement as regarcds the provision of
necessary conmunity facilities, and
espacially as regards 77Th contributions

to the large Thukbaldoun subproject,

and (b) Tomally requesc the appropriate
COT anthrrities to inventory the community
facilitics neads of those shelter
projecls assisted under project 664-1G-003
and advise AIN when such facilities will
bz providad.

In reply, the auditees have made the followina lengthy commencs.
"Je agree that informing the GOI of the need for comnunily
facilities in connection with the HG financed broiccts is useful.

We most recentiv acvised the borrower ot such deficiencies in
our letter of Anral 3, 1981 after a recent site visit and the
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and Section 4.03 of the 17 state that the Subproject Workplans shall
identify (among Oothor things) the existing and planned comnuni ty
Services and facTTities Programmed for each Site, Therefore,

unless the GOT has reneged on Providing facilitieg as shown in the
Subproject Workplans, We do not see how AID could réasonably
concluue that the GOT has not compliegd With itg responsibi]ities
under the IA, During 4 recent visqit to all core housing Sites

and sought Views of residantst It s RHUDO's gy that these
Projects ara getting Servicaos which ape consisient With Other
neighborhoods in the same urban area... RHUDQ Suggests the

"ffiCQL"J@P.d@ﬁi@!’._f\.’g;ﬁ
'RHUDO/NE, in coordinatioy With USAID/Tunisia, (a) formally advise
the GoT that, based on the conclusions of AID COMMissioned
1nspection reports and the results of Arp audits, Alp concludes
that necessary community Tacilities may be 1acking in some
Projects ang (1 forma]]y request the appropriate GOT authorities
to inventory the community facilitieg Needs of those sheltep
Projects assisted undey project 664-11G-003 and where found
deficient duvise AID ien such Tacilities Will bhe Provided, "

In Contrast g the thrust of these comments, it would pe our
View that the Prolongegq non~provision of community facilities
may Constitute 4 materigy breach of Contract op the part Of thea
GOT. While it May still pa too early tq bring this to the cop'g
attentiop under the Core housing Component: of Project 664«HG—003,
We believe that the absonce of such facilities at the Thn Rhaldoup
Site ip Tunisg shoulq not he ignoread by A1p, The gor has so far
received s million ip HG loap Assistance For thig Project
beginning almost 4 decade ago. Tt ig theroroyra Onvr opinjop
that thig Particulay Situatipen calls fp,- Vigorous ATD follow~up
mMeasurog that coulg have 4 salutory eflect ¢ all AID“GSSiStud
shelter Projocts jp Tunigiq, For thig reason, we are Tetaining
our recommondation largcly s drafteq,
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Proj ect Financial Status

AID's periodic financial reports on the Housing Guaranty Program do not
accurately roflect the status of project 664-1G-003. This is because

the ATD W-239 report shows EG loan funds authorized for this activity

as fully dishursed when, in fact, only about 76% of the funds had actually
reachcd the ultimate COU borrowing institutions. The rcmainder of HG

loan funds ($4.5 millicn) lay in three separate escrow accounts whose
terms and conditions varica considerably one from another.l/ In two of
these cases, arrangerents mode for the release of escrowed funds were
found to be satisfactory; in the third case, however, these arrangemonts
appeared to conflict with provisions of the project Inplementation
Agrecment.  Additicnally, the COT horrowing instituticon under the core
housing project component, CNEL, had overvalucd the dollar amount of
mortgages prosented Lo AID thus faw, and has yet to account for 14% of

the 16 lom funds disbursed under this project component. That is, 10%,
or $500,000, is on deposit in an  escrow account controlled by the Central
Rank of Tunisia, and 4% is not yet collateralized by eligible nortgages.
CNEL has also underestimated the extent of home loan repayment delincuency
and should consequently strengthen its portfolio management practices.

AID Financial Peports

The Tinancial status of the AID Housing Guaranty Program worldwide is
reflected in a pericdic report published by the OLfice of ®inancial
Management, Loan Managowont Division.  This report (W=-229) entitled:
"pinancial Swmary, Housing, and Other Credit Guacanty Programs", provides
the status of dishurecments by eligible U.S. lenders under Housing
Guaranty loans authorized by AID.  ‘'fhe W=239 rcport dated Decanbor 31,
1980 shows the status of lean 664-11G-003 as fully disbursed.

Escrowed Funds Not Boyorted -- Fhile it is true that the last
dishursancnt by the U.4. lowders wnder this projoct took place in lute
Novabor 1950, it is also notcworthy that at the end of February 1961,
about 22% of the $20 million G lean total had still not reached tha
ultimate GOT borrowing institutions. (Althoush the G Borrower ol
record und-e this projot is the national housing bank, CIL, this
inetitution is in fact a true borrower of only $5 millicn for the core
housing prejest conponant.  OfF tho remaining 5i5 millicn, the nationol
building society, SRIT, bovrowed $10 million to finish the 1n Khaldoun
project, and the Municipality of 'Tunis was to borrcw $5 million for slum

1/ The reader will recall that these are rot ATD funds but rather comnercial
= Joans whose disburscnents ara governod kv the provisions of Inen
Agrecnents betwoen the AID=guarantced lender and thoe GOT borrower.
Horice, the need for che establizhnent of esorcws in order to avoid
losing the lender's finds when the status of projoct implementation
docs not justify disbuwreemonts as scheduled in the Ioan Agreasont.
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upgrading.) At the time of our audit visit, the status of HG loan funds
received by each of the three participating GOT institutions was as
follows:

SNIT $10,000,000 100%
CNEL 4,500,000 90%
Municipality of Tunis 1,031,965 _21%

Total $15,531,965 78%

For reasons explained subsccuently in this report, the remainder of
project 664-1G-003 loan funds remained in thrce separate escrow accounts
totaling $4,468,035.

At this point the auditees advise:

"Being the Borrower of Record, we believe that CNEL is in fact
the true borrower of the entire $20 million. As auditors know,
CNEL has sublending agrecments with SMIT and Municipality for
ne" unit and Mellassine parts of the Toan. CNEL also has
mortgage loan agrecments with individual sub-borrowers in the
core house subproject. However, none of thesc sublending
arrangements, all of which were contemplated in project design,
relieve CNEL of any responsibility as the borrower of the full
$20 willion."

In fact, the "true Dorrower" of the $20 million in AID IG loan funds is
the COT Central Pank, the only entity authorized by the GOT to hold
foreign exchange. We continue to hbelieve that "Borrower of record"

is an apt description, although "Borrower of convenicnce” would also
adequately describe CNEL's role under the project for all but the $5
million core housing sub-project. In contradistinction to RIUDO's
assertion, the original Project Paper in fact calls for three scparate
Borrowers, somathing chviously changed for the sake of convenionce after
the project was authorized.

Conclusion - The reader of AID's W-239 report on the status of HG
projocts worldwide is not fully informed as to the actual status of
certain projects because the report does reflect HG loan funds in escrov.
We believe that this report should be as accurate as possible and,
consequently, we arc making the following recommendation.
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Recommendation No. 4

The Office of Financial Management, in
coordination with the Office of Housing,
amend the format of the W-239 report
published periodically by FM/IMD to
reflect the status of HG loan funds
disbursed by US lenders that remain in
escrow accounts.

To this recommendation the auditees have replied:

"DS/H recommends that this be excluded as a recommendation
since how FM/LMD reports HG financial data has little
relevance to project implementation. However, as a part

of their overall program management’, about six months ago,
DS/H and FM/LMD began a process to establish a consolidated
fiscal agent system. This system which will becomz effective
about June 1, 1981 provides for centralization of new escrow
accounting and the reporting of escrow status in the W-239."

Although we are retaining this recommendation in our report, we regard it
to have been accepted by DS/H and FM/IMD and, consecuently, have annotated
our records to show it as "closed" based on the information provided above.

Status of Escrowed ILomn Funds

As noted previously, approximately 22% of the $20 million total AID
contribution to project 664-HG-003 remained in three separate escrow
arrangements at the time of our audit visit *o Tunisia. A brief description
of each arrangement follows in chronological order of escrow creation.

Morgan Guaranty Account -- The first escrow opened under the
project was cstabliched in August 1977 with part of the proceeds
of the first HG loan disbursement. The account is located with
the Morgan Guaranty Trust Company branch office in Nassau, Bohawas,
in the name of CNEL. The principal balance, according to CNEL, at
the time of our audit visit was $2,086,450. CNEL advised us they
received reqular poriodic bank statenents relative to this escrew
account. Despite repoated reaquests, we wore unable to obtain any
information on the amount or disposition of interest cuimings on
these funds from CrisL.1,/ The funds are being held for the delayed
Mellassinge slum upgreding project conpenent under the sponsorship
of the Municipality of Tunis.

1/ After a delay of two months, this information was forthcoming but
only after strong representations by AID and American Enbassy
officials to GOT officials.



Funds Held by CNEL -- Another $1,881,585 is being held for
the Municipality of Tunis by CNEL in Tunisian dinars. These
funds resulted from three HG loan disbursements during 1980.
They are not being held in an interest bearing account, rather
form part of CNFL's treasury funds where they are reportedly
available upon demand.

Central Bank of Tunisia -~ Finally,.$500,000 was deducted from
the last disburscrent under the project and deposited into an
accont maintained by the Central Bank of Tunisia at the Bank of
america's New York City branch office. The funds are being held
forr CNEL's usa under the core housing project component. The
Central 3ank of Tunisia has agreed to pay CNEL the interest
earncd on these funds when they are released to CNEL by AID.

Differing Arrancements —- We find the existence of three separate escrow
arranqolnts under Lhis ‘project to be quite unusual, especially in the light
of the variations noted among these different forms of escrow holdings. The
Morgan CGuaranty account in tho Pahamas rovresents a standard ceerow arrangemnent
involving a neutral third party charged with holding HG loan funds until suc
tine as AID is satisfied that certain conditions have boen met that would
permit thoir release. The second form of 16 loan fund holding in effect
constitutes a “"Gentlemen's Escrow" arrancoment in that the funds have al ready
been converted from dollars to Tunisian dinars and are being hold at no
interest. %hus, any leverage offered by holding back dollar disbwrsencnts
to the GOT' has baen Jost under this arrangement. Lastly, the deposit of
$0.5 million to the Central Bank of Tunisia's account with the ik of America
in New York alen lacks the imporsonality nommally associatad with formal
escrow arrangements in that the GOT has offectively been given the use of the
dollar resources, although the disbursement ~f Tunisian dinars to CNEL has
been blocked.

RII_U‘DQ_/j\]F_f_\_n]mnthm -- In transmitting our preliminary finding
statem:ots to RUDG/LE end USAID/Tunisia, we specifically reauositoad an
explanation as to why these different escrow arrangemonts existed. Their

explanation follows:

"Escrows

HG~-003 represents, eqpeuia11y in the upgrading subproject,

a pioneering effort in North Africa. RHUDO and Tunisian
representitives with the help of consultants made the best
estimales possible in developing a financial plan.
Particularly for the Mellassinc upgrading subproject, however,
the timetable initially offered was unrealistically optimistic
and led, along with housing construction delays, to the
establishmant of three separate accounts with distinct
characteristics. The first account with Morgan Guaranty Trust
was established in CNEL's-name in August 1977 when sufficient
documentation was not available to justify disbursements from
HG-003A.
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"After the establishment of the Morgan escrow, AID was
informed that the existence of this escrow did not meet
normal Tunisian banking practices. In August 1978, before
signing the !'oan Agreement for HG-003B providing for the
second tranche of the program, Tunisian representatives
insisted upon a letter from AID providing that, in the
case of insufficient justification for any disbursement
under HG-003B, AID would allow an escrow to be established
with the Central Bank of Tunisia (CBT).

"An advance to CNEL, "Gentlemen's Escrow" as described by
the Auditors, was aqreed to in March 1980 because the
Municipality did not have bills from contractors to justify
the disbursement. Advances are common practice under the
HG program worldwide. Under acreement with RHUDO, funds
were disbursed to CHEL to be heid until the hills could be
presented by the Hunicipality. The RHUDO judoment at the
time was that, as work was progressing well and contracts
were alrcady signed, the establishment of a new escrow at
the Central Bank was not warranted. We retained some
control on the disbursement by disbursing to CHEL rather
than directly to the Municipality. Neither the Municipality
nor we expected the lTong delays by the parastatal utilities
in submitting their bills.

"The third account was established on November 25, 1980 to
hold final payment of $500,000 of the core housing subproject
under HG-0038. The Central Bank of Tunisie agreed Lo hold

the funds, pay interest to CNEL, and to daisburse the funds on
direc’ion by REURO. CNEL, in a separate letter agreement,
promised to build the additional eligible units and tc certify
to 25% of construction in place within six months. CRNEL
representatives expect to meet this deadline.

"This fina'! disbursement was not addec to the Morgan escrcw per
the earlier request of the GOT. The effect of adding funds to
CNEL's existing account would have been a airect disbursement.
Therefore, the third, scparate account was required and was
established as agreed when the HG-003D agreements were signed.

"Intercst for the use of the money is available to CHEL, the
Borrower, on all ihree blocked accounts. CHEL receives the
interest on the Moraan Account and the BOT account and the use
of the Municipality funds under the terms of the respective
agreements. The agrecments signed bty AID are silent on the use
of interest earned.
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"It was and is RHUDO's position that as the Borrower has
assumed the risk of varying interest rates, it is therefore
entitled to the use of any interest exceeding the reaquirements
for loan servicing. The Borrower is obligated to pay the HG
loan whether or not the income from escrow covers these
payments, as it did not in the early days of HG-003A."

Auditor's Camacnts —- It may well be thatonly the Central Bank of
Tunisia can legally rold fereian exchange outside of Tunisia in accordance
with Tunisian law. Hovever, it wowld scem to us that other arrangaments

could have been made more in keeping with the neutrality normally found in
escrow arranganents, as examplified by the terms of the Morgan Cuaranty
arrangcnent in the Rahamas.,  As recards the funds held in dinars by CNEL,
although the exmlanation offered b" RIUDO for the first disburserent to

this "Coentlemen's Decrow" is guite credible, it is not clear why RHUDO
persisted in this informmal arrangeoment after it became apparent that work

on the urgrading corponent was not prooressing as well as had beon anticipated
vhen this informmal arrangemant was entered into. Instead, two further
disburscnents were made into this "Gontlomen's Escrow" four months and

eight nonths after the original March dishbursement mentioned in the RIEURO
response.

We interrupt this paragraph herc to take note of further comnents by the
auditces.

"...what the auditor describes as a "Gentlemen's Escrow" is an
agreement to advance funds to the Borrower f th conditions for
accounting for the advance, retaining project manager oversight
and which, we reiterate, is common practice in the worldwide HG
program. Therefore, ithe auditor's assertion is patently untrue,
Possibly the auditor is confused by his insistence to centinue
to refer to this as a "Gentlemen's Escrow". e suggest deletion
of references to this arrangement, however, if retained in the
report (together with our pos1t1on) we suggest that he reter to
it simply as an agreement to advance funds."

We continue to belicve that "Gentlemen's Escrow" aptly describes the unique
circumstinces surrounding these three wdoctmented dishurscnents of G loan
funds. Thoe fact that no intorest is being carned on these Tunds while thoey
benefit CNFL and not the Municipality of ‘unis, to vihow the funds were
"advancod" in theory, as the auditecs saugest, cenfirns in owr viow the
sarcwhat unique and informial natowe of thils arvangenent.

As regardas the arvancoment with the Central Rank of Tunisia, we sec no
reason why a true crcrow accounl could not have pon establishod in dellars
with any ok of tho Centyal Dank of ’],‘L‘.zajs,;ia'C‘ choosing,  Inslead the
$0.5 million was dishburacnd Jnto the Contral ks establishod account
wuh the Bank of Anorica where it is cwmmq]od wilh other COPF funds,
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Intercst Penefits —— As to the RHUDO's stated position that CNEL,
the HG loan Porrower, is entitled to any interest earnings on these funds,
we rnote that this position is not shared by the Municipality of Tunis which
has appealed to the GOT Ministries of Plan and Finance as to its right to
these earninus. This is because, in contradistinction tc RIUDO's assertion,
the Municipalitv of Tunis has been making interest payments to CNEL on the
HG loan funds disbuoscd for the upyrading component of this project. At
the tire ol our audit visit, a total of five interest and ATD fee payments
totalling the equivalent of roughly $410,000 had been made to CNEL by the
Municipality in wccordance with a sceparate subloan agrecnent. We also
leamed izt the Manicipality had intex*tional'ly defaulted on the sixth such
paynrnt which fell due at the end of January 1981 to emphasize its concern
at the incauity thuat it perceives tnese escrow arrangements entail.

Co'lc.1 1“,mn - The differing cscrow arrunqc‘nv‘nts entered into under
project (5:1-505-003 had the effect in two cozos of forfeiting A1D project
mmnegers! e Aol over dollar dishursoments of HE loan funds fron escrowvs
to the GO borrowing institutions. Purthemwre, a lack of AID guidonce or
conditions as to the dizrosition of interest eominas dovived from these
funds has J1ed to an intomal dispuice between two GOT o institutions rogarding
their rioils to those nemics. It is consecquently our opinion that ATD
projoct wonaers have not exercised adequate controls over LG funds dishursed
into escirow.

At this point, however, there is little that can be done Lo correckt this
situation (cicopt as poted subsequontly). We plan to follow up on this
situation in coniunetion with the review of NG Procram policies, plamned
by the Rocicnal Inspootor Ceneral for Audit, ATD/Wasl initon with 1enamd to
the standmdization of, and A1D nunagement <_om‘1ol ovex, HG loan funds
dishursed into escrow.

Mortooso Valuation and Bligibility of Toan Tees

One of thu key determinetions thot will have to be made bofore G 1oan fund:.
in eacrow ¢ be relosssd under thoe core housing projecl component hes to do
with the nuibor of cose units necdsd to absorh as yobt anaccouwted tor HG
lom b, At the tin e of our visil to Tanisia, howver, we were advised
by RHUDO/Z that Gl kot yet to conrdinate with SHTT in order Lo acqguire

a site upon vhich to baild the units nooded Lo absorh Lhoe roinining EG loan
fundss,  Cladcncly, the vadus of mortgagos Uhinl will everntiolly hivee to o
presente d to At as Dinoesed by those Dads willl dopond toa con toin extont
on the sales pricos ior eliaible core housing wits.  Buch sales | ices, of
coursie, hoe yob bo Lo Coleeninsd. Gace i so detormdnations hove beon e,
CHET, can dooide on bow oy anits o i“li]d Javover, as a result of our
auwdit V.i.’iit, iU oo clonr thal the nobor of wils to e financed by HG
Joon funcs ot this peint will hove to b subatontially creater thon the nuedsey
cnvisiaaod oo ] Por.  his s beooues wo fownd that G bed sigaificantly
overcestiratod thf‘ GHrllar valuve of core unit mortgaces prosented Lo date,

as sct forth below ’
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CNEL Mortgage Valuation — In a letter dated January 9, 1981, CNEL
presented AID with a listing of 1319 eligible core housing mortgages with
the following valuations:

Exchange
Number % of Total Dinar Value US$ Value Rate
1279 97 ' 1,660,430 4,189,830.94 0.3963
40 3 47,713 117,173.38 0.4072
1319 100 1,708,143 4,307,004.32 0.3966

After examining this letter, we advised RIUDO/AE that in our opinion, CNEL
had incorrectly valued the rnortgages presented to date which resulted in
a significant overvaluation of these mortgages. Tt would be our position
regarding a sottling of accounts that an averace exchance rate should he
used. That ig, a rate prodaced by dividing the total nunbor of dollars
dishursed into the TDinars received by CNEL.

According to anothor statemant roquested from CNEL in this regard, we noted
that CNEL voports the lender's disbursement of 54,398,250 (net of decuction
of ATD and lenders' feeos) which produced for O 1D1,810,432.748, or an
effective cxchange rate of 0.4116 cquals US$1.00. When this average rate is
applied to the dinar foce value of the 1319 CNEL nortgages (TD1,708,145 +
0.4116), the resulting $ value is only $4,150,007 as opposed to the dollar
value CNEL has clained of $4,307,004. The difference is $156,997. BRs RHUDD
had not yet replied to CEL's 9 Jan 81 letter, there is ample time Lo advise
CNEL that it should usc an average exchance ratc in compubing nortgage values
and plan to construct nore units accordinagly in order to moke up the remainder
of 1IG loan funds, which we computed at $698,243.

Accountable 11G Toon Funds -- Presented bolow is the financial status
of the core housing proj et component in accordance with CNEL's January 9,
198] letter, and as we have recomputed the core unit mortgage values as
described inmediately above.

CNEL Auditors
Core project budget $5,000,000 $5,000,060
Iess:  (per CNEL letter of 1/9/81) (por audit valuation)
Face Value of 1319 wortagage $4,307,004 $4,150,007
Impl. & Coord. Liponses 50,000 50,000
AlD & Ienders' fees _ 101,750 _ 101,750
4,458,754 4,301,357
Unliquidated balance S 541,246 $ 696,243
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It is clear from this recomputation of mortgage values that CNEL has vet to
account for nearly $200,000, that is $198,243 already disbursed, in addition
to the $0.5 million in escrow. This means that substantially greater numbers
of core units will have to be built than CNEL had anticipated to absorb the
as yet unaccounted for HG loan funds, although the exact number still has to
be determined.

Eligible Expenses -- The coordination expenses mentiored in the foregoing
table are sanctionad in the project Imploacntatlpn Mareement. However, the
same agrecient does not mention the eligibility of HG loan fees, as claimed
by CNEL. Morecover, Section 1.02 of the Implementation Agreement contains
rather rigorous language restricting the use of HG loan funds ". . .
exclusively to the goods and services identified in this (Inplenentation)
Agrecmont.”  (emphasis added) It would appear from this that project planners
had envisogea that the cost of loan fecs -- a legitimate financing cxpense --
would have been factored into the price of the core wnits, thei2by being
reflected, in part, in the face value of the morgages presented for HG loan
financing.

At this point, it would seem to us that two recomendations are in order:

Recomnendatjon_gp. 5

RIUDO/NE, in coordination with USAID/
Tunisia, forrully advise thie G loan
Borrowaer, CFL, that (a) the dollar
value of eligible core housing nortoages
is to he determined using an averaae
lean conversion factor, and (b) CNBL
~madi ticusly provose to AID the nuber,
sales price and location of eliginle core
wits to be built and financed with unused
HG loan funds.

In reply, the auditees have noted:

"RHUDO and USAID agree in principle with the concept of average
loan conversion factor. However, we have advised CHEL to give
us mortaages equal in value to the total dinars that were
generated by doilar disbursements to the subproject. Ve feel
that CLilL does not need te concern ftsell with any exchange
rate when accounting for dinars. [We have advised] ChilL that
they should submit inmediately their proposal for core units
to be financcd witt, vruses PO otoan funds. Our actions already
taken sowm to be censistert with the avditors intent and we
request that Reccmnerdation Mo. 5 be excluded from the final
report
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We believe the auditees have effectively implemented the recommendation.
We have consequently annotated our records to show it ar "closed".
However, we herewith request RHUDO/NE to keep us apprised of CNEL's
response to its letter on the matter of accounting for HG loan funds.

Recommendation No. 6

RHUDO/NE, in coordination with USAID/
Tunisia, obtain from the Assistant
General Counsel for lousing (GC/1) a
formal legal interpretation of eligible
uses of HG loan funds as defined in the
project 664-1iG-003 Irplementation
Agreemant: Section 1.02 prior to
accepting CiEL's claim to reimburscnent
for fecs paid to the londers and AID as
eliyible expoenses.

The auditees' reply to this reconmendation is as follows.

"In addition to our prior comments which noted that HG worldwide
practice is being followed in allowing fees to be paid from HG
Toan proceeds, we call the auditors' attention to Section 5.03

of the Loan Agrecments for both HG 003 A and B which mention the
amount of the investor comwitment fee and say "which fee may be
retained by investor from loan proceeds”. We have noted the
auditors' concern that this eligible expense is not specifically
acknowlcdacd in the IA.  GC/H has advised RHUDG that it may issue
an implementation letier to arend the 1A to clarify this point
which will be done. RHUDO and USAID see 19 need to chtain any
further legal interprotation from GC/H on this matter and request
that this Recommendation be excluded from the final report.

We shall procerd to act cn this recomuendaticn when we have roceived a
copy of the wroposed irplewntation letter which admits the eligibility
of {inancing costs under this project. In the interim, we are retaining
our recommendation.

Fscroa ke 1 Casn Arran '»:‘}:W_;_?nts_‘.

The conditions iriosed by ALD for release of NG lon funds held under the
thiroe cserey artcnricnonls doserilod in a previous section Aiffor substantinlly
one from ancther.  As to funds held by ONCL in Tundisian dinavs for tho
account of tha smicinality of Tunis ("Gontlonen's Fscrow") those may be
released sinoly wron vresoatation to CNEL by the Municirality ef adoguate
docun ntation Justifeing such relesse, withoul prior AID mpproval.,  fihe

sane type of Gustification is required for rolease of funds held in the
Morgan Cuaraniy escrow account in the Bohamas; i.e., proof that the
Municipality has incurred eligible project cxpenses wder the uprading
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component of the project. For the Bahamas escrow account, however, AID
approval is necessary before these funds can be released. We were
unable to explain why AID project managers have abandoned their approval
authority over HG loan funds merely because they have been converted
into Tunisian dinars. However, assuming that CNEL exercises due
diligence in determdning the eligibility and accuracy of documentation
provided by the Muanicipality of Tunis for release of escrowed HG loan
funds held in local currency, these arrangements should safequard the
integrity of HG loan fund releases under the upgrading component —-
especially if ATD and CNEL informally consult on this matter, as we
expect they would.

Release of Core Housin g Fscrow —-- Quite ancther matter, however, is

the arrangomont made for release of funds being hald by the Central Rank

of Tunisia ;in c¢ollars in cn account in Mew York. ~According to the terms

of a letter ¢ vont (sco Ixhibit €) entered into botween CHEL and

RIUDD, those 4 uds may o relensed to CGEL by the Central ixvnk of Tunisia
when CHPL has cortiiied to AID that the wnits to Le financod by escrovwxd

HG Jomn funds hnwve boen 257 covpleted if such state of construction imogress
occurs within "‘:-: ronths of the date of the letter agreemont.  We have
advised RIUGO/T and USATD/Tandsia of certain recorvations we have reqgording
this arrangeeent, for the reasons set forth ixlow.

IJL])]C"I‘: nlotion Adreosent Provision -- Quoted below is an excorpt from
e 2 vject 6GA=-1-003 1 0 JantclLJ 13 /\uu_cnnnt' vhich has divect Learing on
the jgsue of final disburocnznt of 1IG loun funds to CNEL.

"Section 3,05, Conditicns Precedent for Tnitial and ] Final
Dighursonent. 19 initial disbursonent of Investor ]5:11-1‘“
pro; 2048 for tha core housing stbproioct chall b
authorivzed by A.1.D. until CREL has boon advissd in
writing by ALT.D. that all of the temms and conds Hons
of Suction 3.03 (a) and () have hcon ot to ALILD.
satisfaction. 7Znnos A reaovves the sun of $500, OOO as a
"final dishurooeont" for thig uw‘ﬂ orodect. No osuch final
di Lhnh et C‘T:]l o oaultrined by ALTLD, Inr'll il has
givon cvidonce ':~f.e':_'i's;'*.'}:'c:'l:i,1"{ Lo ./\...L.D. timt all of the
tems and condit 'i(v“" ol "':iona‘-'. 3.05 and 6.02 have heen
ot ond that bonie 1\:1 Acs celected in cceordtmee with
the tores harco! are oo c"_um\r Lhe core hinuseg,
(enyphasis added)

1

Theve is no record in A filos to f"w’ that this scction was cver amonded
to pormit a finol disiare wonk alos s the Yines eatablighex? in the lettreor
agre-sant fowd at ‘\mmt ¢, Purtior, t]la.z ronder will note in perusing the
lettor acrecoont that no noention ie mvds therein of the mrodect Tnplenentation
Agrecmont, nach leos Secticn 3,00 ¢raotod above., Ve romain ot a loss to
explain ho.J this letter agrecment was ontered into under these circumsiances.
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Good Business Practice

Further objections to making a final disbursement to CMEL for anything but
eligible core unit nortgages (indicating the units were at least sold and
financed, if not cccupied) stem from a finding in our previous audit report
on this subject (Mo. 3-664-79-01). In a section captioned "Maxinizing the
Use of HG Loan Funds," we pointed out the disadvantages off continuing to
make construction proaress payients to (MEL whose own cash flow and credit
resowces werce more than adoguate without this additional funding source.
We sugioested instead that HG loan fuads be used to finance cligible core
wit nortgages only. DParthommore, we noted that the results of a small
saiple of hone buyer files had revealed that a covtain nunkor of units
would ke sold for cash while the propensity of Tunisians to save for
housing acpeared to substantinlly excoecd the normal 1/3 dovmmavient
requirad by CilL, ‘fhat is, ikl cliente wore saving nore thon the minimuam
1/3 required in ovdoer to qualifly. for a cove unit wortosoe loon.

We consaiguently alorted RIID)/NE to the possibility that substantial
excoss NG loon Tunds could result {rom those circisnstances in connection
with owr prior awiit.

As a1omnlt of cur latest rovicw, we leamned thot 1426 units had in Tact
baen built under the ATD cwworted core housing projoct conponent, bt
that sortgage had Foen reauived for only 1319 wnits.  That ic, 107 units,
or 7.5¢ of the toinl bailt, wore sold {or cash., rdditionaliy, an

analycio of tine non Loages prosented to ATD by Chbl rovealed that homebuyers
had mode an cverage doanpaye nt equal to 390 of the sales price instead of

a0

the 33% reguired.

RHUDO Regror- . ko Pr:j.cl]g_ _/_x.u:li'l_

In ordor to verify thoe {indinges of our prior audit, RIUDO/NGL comnissioncd
a study of cove vt nortiage financing temns and conditions by an HG
Procuve=imded Dinancial coalvst.  Tha results of that revicw wore
sumizoed in KOs forml response to our prior reconrendation,
paraphrased and guoled as Tollows:

The consultant confinng the awlit report's finding and
roconte s that the dishburacent procedere e chonasd o
Limit CHBL core wnit drawdiowas Lo oortar s Tinamne g,

oL to date, thy GOP has oo anwdlting to aspree (to
anend the Teolrnostation fgrcoaont) as they do not Llieve
that tho one e ole o . o will necssenrily b2 rescated
for the othor sitos,"  Inosteod, RIRTO revorted thnat a
comproni ao was reachoed which would . . L sorve to
monitor the situation clesoly and will cornit enly
decinsions to bo foken concorning conatacbion disharasemonts
found Lo bo difforent frem mortence low roouirer: nbs,

Use of {1his svaotom of accounting will pormit oo, 2
identification of additional units to o finwmeed or it
could result in a roduction in the total ancunt “innlly
allocated to the core housing sub-projoct.”
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Tt is not clear to us what monitoring provisions were contained in this
compromise. Whatever they might have been, it does not appear from the
present circumstances that they were implemented. As noted earlier in
this section, CNEL had not, at the time of our visit, taken steps to
develop additional core housing units with excess 1iG loan funds, despite
having been alerted the possibility of such funds coming into being more
than two and one-half years ago.

Based on these considmations, we conveyed to RIUDO/NE once again during
our reoent audit visit our concems regarding the inodvisability of

making conslruction progress payments to CNEL, especinally in conjunction
with the final dichursearnt of 1 loan funds under this project conponent.
We includnd in our paeliminary finding statement a request. that RIUDO
formaliy Jjustify its decisien to alter ihe conditions of final dishursement
of 113 lonm funds wnd this prcject corponont, ollowing are the joint
RIUDD/LT —~ USATD/danisia conments to our objections noted ahbove.

"Regarding the development of the RHUDO-CHEL Tetier
agreement of Novenber 256, 1980, there are three aspects
of the cvents in question which deserve particular
attention. The first concerns the formulation of the
Tetler agrecments botween RUULO, BCT, and ChUL. 1t
should Lo roted that at ecach step in the process vhich
led to these agrecients there ves full consultation
hotween EHUDO, DS/H, and GC/H.  The fine1 letters were
explicitly cleared by the Deputy Director of DS/H, ihe
fissictant Direclor for Oparetions and tho Assistant
Goneral Counsel for tHousing. Unfortunately the file
record does not show these clearances, which were MG
during a series of telephone calty between Mashington
and Tunis in late Hovember, 1050. Steps are being taken
ro make the File record accurate and to secure a
memorandum From GC/H which will confirm his agrecment
and cownent upon the legal eficcts of the letter agreements.

"The socond aspect concerns DS/H policies in situations
Tike this, i.e. in situations in which the investor is
required to make a disburscaent under the loan agrecient
but the Boriewer is unable to meel the vequivement o

the fmplomentation agrecment which will permit him to

draw that dishurscmont.  The worldwide practice undor the
Housina Guaranly program is that release of the funds is
not preciuded if it can be shown that there is reasonable
assuwrance of necessary progress within an acceplable period
of tiwe. BRased upen the record in this case, RHUDO's
judgment vas that the purposcs of the project would be
furthered by procecding with a disburscmonl to RCT, placing
additional requivements upon CREL to be mal within a 6
month priiod and requiring mortigages to be furnished for
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the full value of the $500,000 disbursement within 24
months. Furthermore, DS/H policy at the time was to

not enter into escrow arrangements which will knowingly
last 24-30 months.

"The third aspect of the events concerns the context within
which the letter agreements referred to between RHUDO, CNEL,
and the BCT were entered into which was as follows: (1) the
final disbursement under loan 003B was due to bhe made in
late Novemhar 19203 (2) negetiations with CNEL and others in
the GOT were actively underway concerning the "free-savings”
component of HG-0N045 (3) CHEL and SHIT had already completed
and snccessfully warketed over 1400 core houses, move than
had been estimated in the lmulementation Agrecment.

"Although CNEL did not have sufficient mortgages to justify
disburarment of the final $500,000, RHUDO's view was and is
that this was essentially a techmical disbursement problem
rathor than an indication of a project which had failed to
substantially meot its intendod purposes.  Given CHLL and
SHIT'c vrecord in building and selling over 140C cove houses
over 24 to 30 months, their desive to obtain the final
dishur<ement and to see additional houses built, the
conlinuing relationship which RHUDO wnd CHEL expect to nave
in Bo-0744 and the possible effects which a refusal to
dishburse mignt have had in this velationship and upon the
delicate neqotiaticens which were being undertaken concurrentiy
with the GOT concerning “free-savings™, ore ot AlD's major
policy objectivos, RHUDO and USALD were in agreement that

a solation should be Tound which »ould allow disbursement of
the final $500,7059 to finance some 100 to 200 additicnal
houses over 24 months and protect AID's interests at the same
time. The letier agrecments represent this solution, arrived
at after negotictions with CHEL and the BCT.

"With regard to the specific concerns raised by the audit
teai, RUUDO's curients are as follows:

a) Disburscuonts to date have been ca ried out in
accordance with Section 3.04 of the JTA. Accordingly
constiuction advances have not been made. Because of the
reasons cited above (i.e. the success of CNEL and SNIT in
construclting and markeiing riove houscs than ovicinally
contcaplated, an indication of their ability to do the same
for the additiconal units remaining, ihe bargaining context
of the sitvation, and the vather Light vequirements {or
CHEL and SHIT to actually be undeviay and 257 complete
within <ix months) it was agreed that the remaining funds
could be disbursed at onv time in advance of actual
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completion of units. Given the existing record as

well as the continuing relationship which AID and CNEL,
indeed the GOT, expect to have over the next 3-5 years,
this action was justified.

b) CNEL and SNIT are, we have been informed by CNEL,
coordinating the purchase of a site for additional units,
although the purchase has not yet been made. RHUDO intends
to adhere to the terms of the letter agreements but is
unable at this time to estimate whether or not the units
will be 25% complete within the (time allotted).

c) RHUDO intends to advise CNEL concerning the mortgage
valuation question as discussed previously.

d) With the exception of Section 3.03d, which was, in
effect, modificd by letter agreements, all other terms
and conditions of Sections 3.03 and 0.02 have been fulfilled.
As indicated cisewhere, RIUDD has applied a vule of reason-
ahleness with vecard to tho question of the cccupancy of the
core houses. In the majority of ceses whore units have vewmained
unoccupied the new owners have been making fmprovenenis Lo
their property. In the normal course ol events a small
percentage of non-occupation is likely to be enceuntered,

"RHUDG and USATD do not agree with the statement that CNEL

is far from meeting Section 3.05 reguirements nov the implied
criticism of CLEL's track record under this wroject and
believe this lenguage should be revised. Wiila not Tree Trom
pronlems ihe preject has nevertheless substantially fulfilled
its purposes.”

Buditors! Comnonts
Ve do not view  the forccoing ardgeronts as valid reasons for disreaarding
eithar tha provisions of mplenontation Agresiont Section 3.05 or the
reconaendations of the 10 Program's cwn finoncial consultont and ouy pPrior
audit roport to the effcet that the vse of KG loan funds should e
rostricted to prtaoas financing cnly. Nedthor can we acaept the iseortion
that on coster aqreraent siomod Lo teoen ATD, the Central Pomit of Tanicia

ancd CNEL, ipoo footo, o s the projost 664-10-003 Toplom ntaticn Aureamont
VIERAUL 60 vt oF bt i to i, mech less the vroviceiens of Seation 3.05
thoreof, which vicorousty rostrict the conditions of Jinnl 116G loan
dishburscrent for core wnit financirg.

FPinally, we are unzble to undenstond vhy, if it was the intent of ATD
project mnagers to anend the Tl Sentation Aareamoent, they did not
spocifically do oo in conhmction with the cxocution of the encrow,
Authority to miin Lhoso arondnonts, v undersiiand, has loon delegated
o the IUDY Chicf.  Such amendicnt precedures ware contirmed with the
GOT' in April 1979 with e following lanuuice comtaired in a letter
amandrent to thoe project Inplemontation Agrecaant botweon RHUDO/NE and
(NEL:
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"From previous experience AID understands that the
Minister of Plan prefers that Tmplementation Agreement
amendments be resolved by an exchange of letters
between AID and CNEL. We will comply with this
precedent, but to meet the raquirements of Section
10.01 of the Inplementation Agrecment, a copy of this
letter exchange will routinely be sent to the Ministry
of Plan."

We found no indicaticn that a copy of the November 25, 1980 agreement
covering the final dishursement of HG loan funds for core housing into
escrow with the Contral Bank of Tunisia was sent to the Ministry of Plan.

In this regard we have been notilied (STATE 57913) by DS/l as follows:

", . . please be advicod that all appropriate DS/H
clearances on correspondence with CREL and BCT (Tunisia
Central Immk) have lbxen obtained end these documents

are enroule by pouch to Tunisia. CC/11 advices that,
regarding the use of dmplowntation letters to waive or
wodi fy teris or conditions prococdont in an hnolemontation
Agrorment, colegabion of authority from the Director of
DS/I to  npn/E dated 3/1/78 gives full legal authority
for thic lind of action. TFurthor, the specific action
take wity sespect to this mtter was discoseed at length
with CC/H and Deputy Divcctor DS/H prior to such action
2ing takon.”

For the rearons given above, howwer, we cumotb accept. the position of
the auditeos in this watter withnat a forme™ legal opinicn sioned by
GC/I1. W vonld also note in passing, that the letker amecirmt ot
Fshibit C i nowhors described as an "implerentation lelter."  In fact,
in a mororandun datod Fobroary 11, 1981 to our office, R /1 daseribes
this doovront s an anopdeont o the Teplexentation Ayrcoment. Tt remiins
our view that this letter agro~voent contravenes the torns of Soction 3.05
of the project 664-0-003 Lirplosynlation Aqrocnent. 1t also repains our
view Lhol, for reasons Lost known Lo RHIIDO/NE, its purpoge was to
satablich an eocrow fund and the terms and conditions under which LG loon
Fands couid b releassd thereluom, without reference to the project
Tiplonentakion Aarconont,

Pimingg -- Finally, as noted in the provious section of this report,
Tt senns cvident Ghb CHEL wil) pot be in a position by late May 1981 to
cortify tu ihoe conplotion of 247 of any olivible core housing units, much

less the nurber nocded to absorb almosi $700,000 in as yet unused HG loan
funds.

Conclusions — Tt is owr opinion that responsible ATD and GOP

officials uid ot act an compliance with the provisions of the project
664-11G-003 Tuplomentation Ayrecment when they entered into an escrow
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agreement providing for the release of the remaining undisbursed HG loan
funds to CNEL based on the construction progress of eligible core units,
rather than against eligible core unit mortgages as implied in Section
3.05 of the Implenentaticn Agreement.

Furthermore, for reasons described in prior reports by this office and an
IG Program funded financial consultant, we do not belicve that such
construction progress payments should be approved by AID and especially
not in conjunction with the final disbursemcnt of HG loan funds. Finally,
it does not anmoar thot CNL will be in a position to avail itself of the
provisions of the lettor acgreemant that appears at Exhibit C within the
tima period allotted.

RLCOWHQDJTLlOD No. 7

RHUDO/MIY, in conjunction with USAID/Tunisia,
(a) Celoridne that the bhuvers of units to e
built with the wused 113 loan Londs arve
eligible and that thedr finarr*inv'f neads are
sufficiont to akoorbh thr wueced HG loan anmnt
bztore approvin ILL.iAu114¢;H;<)‘ the Finad
$500,000 fron csorey for thoe core housing
subproioct, or () reauest a forendl ol
opinion Mrem the Ofticc of the ATH Cenaal
Covmen) tnat sueterta the actions i propnses
to talo in accowdsnoee with Ll crcrow aoreoe-
wont found ac Fshibit € to this coport.

In this roagmad, we hove heon odviced by DS/ ag follows.

"AL DS/H redterates that the manaacment of project 664-HG-
003 by RHUDO/Tunis is excellent and entively consistent with
the practices and procedinces of the office.  In accordance
with a broad doelegation of authority from DS/H to the RiLDO
dated May 21, 1979, which reflects DS/H policy Lo deconixnlfze
praject uu<|qn end manaacment, the RHUDO has the authority to
negotiate and sign implesontation agreements and Lo amend
1A's so long as the amsndivnts are not inconsisiont with the
relevant proicct authorization sigued by the Begional AN Tt
has been th practice of PHIN0/Tunis to consult closely with
BS/H and GC/ZH about intonded actions which might affect the
Th and to 0%,H10 such actions are consistent with DS/H policy.

"B, DS/I maneacient process s to establish broad principles
and guidelines for RHNLE project mananement leaving considerabie
discretion to the EHULO in project dmplementation, including
clarification of end arcndments 1o JA's. Specificallv, the
chanqges, amenduents, waivers and excepeions to project 003 were
a((omp11~h~d tndor this managerent systam and thevefore entirely
in accordence with DS/ and GC/H practices.’

-20-
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To which RHUDO/NE has added:

"Furthermore, RHUDO cannot see any positive advantage for
anyone in not permitting the additional houses to be built
nor permitting unused funds to be disbursed. Here again,
the Recommendation appears to be inconsistent with the
auditors' criticism elsewhere in this draft report regarding
the project's not exceeding targets. RHUDO and USAID request
that this Recommendation be excluded from the final report.
With regard to the possible alternative solution offered by
the auditor, RHUDO appreciates his concern, finds the
preconditions consistent with what we would normally require
and will consider the presale suggestion, although we plan
to agree to disbursement from escrow if CHEL meets the
conditions established in our letter of Hovember 25, 1980."

There are two concerns in this finding: one substantive, the other proceduwral.
We contimie to belicve that responsible AID officials shiould ascertain that
the nortgace financing required by CREL for the nunber of units it estinates
it will have to construct to absorb unusced 116 loan funds will cover the
unused anmunt and that the buyers will fall within the cligible target grows,
or they should apply the restrictions contained in the Tmplenentation
Agreenant concerning the final disbursencnt of $500,000. The suggestion
alluded to by the auditecs calls for the pre-sale of tlese units, even before
they are built so that the income of the buyers and their financing needs cen
be determined, and thereby allow the final dishursement within the spirit,

if not the letter, of the Inpleamentation Agreenent. 'The fact that we have
made this suggestion -- a rather wwsual step for avditors to take --
damonstratas that we wish to assist the auditc2s to surmpunt this impasse Lo
the benefit of Jower incime Tunisian families, but within the teims of the
Inmplementatbion Agreement. It also denonstrates that we would rather sce the
homas built than not; thus, we are at a losgs to find a basis for the
allegation that we would not want to see the units built.

As to the procedural question, we continue to believe that it is not
feasible Lo amend an agreemezni: of international treaty stature without so
much as referring Lo it in the document that purports to execute the
amancinent.  We also fail to sce why RUUDO has not, even at this late date,
corrected this situation by formally amending the Implementation Agrecneml
under the simplified fommat it went to some lengths to devise with the GOT
to cover contingencies just such as this ene. In view of the expressecd
deternmination of responsible AlD officials to follow the course of action
they have set for themselves in this case, however, we have mxdified our
draft reconmendation.

Finally, we feel it incumbent upon us to recall at this point that this
entire situation could have boen avoidod had steps been talen since the
issuance of our last report to correct the conditicns describad by us
more than two years ago. IFurther, if CNEL had provided AID officials
normal access to information about the nature of its portfolio and the
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characteristics of its clients, the propensity of Tunisian homebuyers to
save in excess of their downpayment requirements would have been disclosed
and the project design could have taken this factor into account. However,
as noted later in this report, such information is regarded as strictly
confidential by CNEL together with such items as annual financial reports,
the composition of its mortgage portfolio, and the profiles of its various
clientele income groupings. We reiterate that sharing this information

is commnplace in the normal. course of business between borrowers and
creditors. That it is not so in this case provides ancther insight into
the nature of the ATD-GOI relationship in the shelter sector of Tunisia.

Portfolio Management

According to the mnst recent Housing Guaranty Program Annual Report
('y79), issued by DS/H:

"heportant principles of the Housing Guaranty Program are:

(1) maximizing a country's resowrce investient in shelter
and (2) continuously recovering and re-allocating that
investment o ensure a nove equitable distribution of
shalter resources.”

Results of Prior Audit - The final section of owr prior roport on
HG aclivitics in dunisia dealt with repayient of hena loans by purchasers
of NG loan financed units. At the time, this consisted of a review of
mortgage repayments under the second 1G project which financed the
conskruction of several thousand units in a new lower-incone suburd of
Tunis known as Ibn lhaldoun. HNote was token in our report that 895 of
. the honebuyers in that project were delinguent to sone extent in theix
loan payients.  In response to our report, RHUDO/WE adviged us that foimal
correspondence had baen entered into with the National Building Society
(SNIT), the COI borrowing institution under the scoond HG project., and
£ at follow-up would continue.

informiion has come Lo light which has helped to understand the dinensions
of SNIT's portfelio management problens. 1o date, however, RHULO officials
have beon unable, despite several written requests to SNIT, to obtain frow
that institution o satisfactory analysis of its Ho-financed mortgage loan
portfolio. Conseguently, RUUDO/NE officials have no information aiout the
status of honpowner repaynents under project 664-11G-005, $10 million of
which wos sublent to SNTT to complete the Ibn Khaldoun project. In this
connection, we wore formally advised by RIUDO and US ID/Tunisia as follows:

Rc-,_s'.:rrms;;i veness Tacking -- As a result of follow-up actions, some

"As this section notes., RHUDO has pursued this particular
problem with SNIT for several years in an effort to betler
definc the problem and agree on steps which might be Laken.
SNIT has not been as vesponsive on this issue as could have
been been hoped. Hevertheless a numper of facts have emeraged
concerning SHIT's procedures which have Ted us to conclude
that while SNIT veporting remains daficient and progress has
been slow, the actual collection procedures and practices
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do not violate the Implementation Agreement. Again, it

is woth remembering that SNIT is no longer a financial
institution as it was in the early 1970s and that these

questions are therefore of considerably less policy importance
than they might have been before. Given scarce RHUDO

resources it is now our intention to concentrate our efforts

as much as possible in working with the institution which,

in the housing field, has largely assumed those responsibilities.

"SNIT's procedures for debt collection have been well
documented at this point. There are two basic methods,
deductions from payroll and direct repayments. Approximately
40% of SHIT repayments come in the form of payroll deductions
(although only 197 of 002 beneficiaries). These deductions
normally take 4-5 months to veach SNIT, an improvement over
earlicr years, and are now considered by SNIT to be deferred
rather than delinquent payments. In the event of delinquencies
by individuals or conipanies there is an established procedure
which involves home visits and court proceedings. SNIT has
advised us that arcearages have decreased substantially among
project beneficiaries from eavlier days both because of increases
in roal income and because of continuing SKIT pressure on
beneficiaries to pay. In actual fact, the 002 project is not
in overall arrvears due to pre-payments.

"It has not been casy to deal with SNIT on a number of these
items, partly because of the general nature of the problem,
which involves intra-governmental transfers and partly because
SNIT genuinely believes that in the casc of the pecple who

were rorcibly relocated (a large percentage of the delinquents)
it is very difficult to exirvact even tne minimal payients
requived. Nevertheless progress is being made and considerable
RHUDO and SHIT staff time has been devoted to these problems.®

Core Unit Portfolio -- In preliminary consultations with ofificinls
of tha Chaisae Nationale d'lpmme Logemont (CNET), the GO boryowing
instituticn for the core housing component of the 664-11G-003 project,
wo were advised that homa loan vepayment arrears in its HG-Linanced core
wit porticlio were "negligible." In tosting this assertion, we made a
random sapling of 5% of core unilt nortgagors from each of the seven
core unit project sites under this project conponent.  The data displayed
on the following Lable were supplicd by CNEL's financial nanaagament
division as valid throngh Novenbor 1980.

Number: of core unit nortgagors sanpled 70
Nutber delingquent one nonthly payment
or e 29 (42%)
Nunber delincquent three pay'ts or more 12 (]7%)
Most delinguent case sanpled 10 months
0%
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In comparing the total amount due each month from the sampled group of

70 mortgagors with the amount in arrears, it was found that the total
amount in arrears owned by the sampled group equaled 116% of the amount
due from the sane group for any one month. While not as serious as
SNIT's portfolio delinquency situation, this amount of arrears can hardly
be temed "negligible."

In response to these findings, RHUDO/NE advised us as follows:

W, . . CNEL is now the najor housing finance institution
in the country and, consistent with RHUDO's institutional
objectives, it the institution with which RHUDO fully
intends to work extensively over the next several years.
CNEL has assured us in the past that the nuber of
delinquont payients is not a serious problem, but RIUDO
intends to work with CNEL to establish and maintain a
satisfactory level of collections.™

Cenclusion -- In lioht of the inportance which the Loveinag Guarantv
Prouran attachas to the subject of cost recovery, we believe that the area
of homeownor delinouoncy analysis and control should not ba left for audit
atlention on a pariodic visitation hasis only. Consequently, we fezl that

!
RUUDI/NE and USATD/Tumisia officials should rcdouble their cfforts to
underline the dmportance that AID HG Program policy attaches to thig subject.

Recomrendation No. 8

RHUDO/NE, in coordination with USAID/
Tunisia, formally remest tie GO
horrowing institutions under project
6C4-11G-003 (SNIT and CNEL) that they
provice RHUDO/iNE with an analysis of
HG homz loan repayments to date together
with a descriplticn of the policies and
practices employed by each institution
to pursue delinguent mortgage loan
repayimnants.

In reply to this rccomendation, the auditees have stated the followinag:

"RHUDO agrees that.good management of mortgage loan portfolio
should be encouradged. On the other hand, portfolio management
was not cmphasized in the design of an agreement covering this
policy which had as its major objectives to encourage policy
shifts with regard to size and cost of units and improvement
of urban slums. e would agree that planning for any project
can be improved, but it is unfair to apply resulting new criteria
unilaterally and retroactively. Me therefore question how
successful a formal request for analysis and reports miaht be,
particularly in light of past experience with SHIT on a similar
subject. RHUDO plans to continue to share information on this
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subject with CNEL and SNIT and to encourage them to refine
collection procedures. RHUDO and USAID believe that a
recomnendation on this matter is inappropriate fer the final
report but we will welcome auditors' suggestions as to how

to maintain a useful dialog with our borrowers on the subject

of portfolio management."

AID has every right to request the information sought in owr recommendation
undor the toms of the Diplementation Agreement. the auditees in theii
response appear to anticipate that CNEL will not cooperaie in providing
the recomended data. To say that good portfolic management was not
cnphasized in the design of this project when it is a major objective of
the HG Program worldwide -— not to rention tha precepts of good comercial
vractice -~ calls into cucstion, in ocur opinion, the continuity of HG
program objectives. We continue to believe the recommendation is sound
and reasonable, and therefore it has been retained.

Conpliance Malters

Tnterviews with randomly selected residents of core wnits revealed that
a subsltantial mmbar of these dwellings at cortain project sites had baen
rented by their owners. Speculative use of 1Ia loan financed dwellings is
prohibited in the CNEL sales agreenent. Furthernmore, our talks with
project residents revealed that almost all core wnit dwellers we inteirvievd
wore wnaware of U.S. CGovernment participation in this effort to address
their shelter noeds. Finally, a review of docimentation under the second
$10 million tianche of this HG lomn project disclosed that the teuvns of
AID!'s project authorization had been exceaded as regards the length of the

grace priod granted for repayment of loan prancipal.

Core Unit Rentals

According to the pro forma sales contract which CNEL used in offering HG
loan financed core wnits, the buyers of these dwellings underteok to
purchase their houses for nresidential use." 'This provision is in
compliance with certain tems and conditions found in project Jmplementation
Agreoment Section 3.03(e): . . . cach beneficiary shall represent in

writing at the time of purchase that:

1. he intends to occupy the dwelling unit as
his place of residence . . "

Site Vieit Results -- Our visits to each core housing site included
inborviews with local SNIT and CNEL officials as well as with a handfull
of project residents aolocted ab random from different parks of each
project site. We do not pretend that the results of these talks provide
anything more than a geneial idea of the use to which core units are being




put, although we do believe this information to be quite reliable. As
regards unit rentals (this term refers to the entire rental of the unit with
no owner occupancy), we found that this practice varies considerably from
project site to project site. At two sites, we estimated that between
one-third to one-half the units financed with HG loan funds had been
rented out. At another two sites, this range was from 10% - 30% of the
wnits. At the three remaining sites, less than five percent of the units
were estimated to have bzen let out. As to the amount of rents being
paid, we estimated that this varied from +wice to three times what the
owners of these units are obliged to pay CNEL each month. We found no
evidence to suggest that the project sponsor and HG lean borrower, CNEL,
had taken any steps to survey the use to which core units were heing put,
much less to enforce the requirement specifying their residential use only.

Conclusion —— At certain core housing project sites, a substantial
nuther of Foiibuyers appear to b2 making speculative instead of xesidential
use of their units. In our opinion, CWEL, the project sponsor and G loan
borrower has not complied with the spirit of the projoct Tmplerentation
Agreement prohibiting speculative use of HG Financed units because it has
taken no steps to verify honebuyers' use of their units, or enforce the
provisions of the sales contract xestricting such use.

Recomendation No. 9

RUUDO/NE, in coordination with USATD/
‘funisia, formally advise CNEL that a
substantial nuiber of core units at
certain project sites appear to have
boen put to speculative ase by their
owners. Iurther, request CNEL to
propose to RIUDO/NE a plan of action
designed to verify the extent of such
speculative use and to didentify steps
that can be taken to enforce sales
contract provisions recuiring oore
unit buyers to make residential use
of these units.

In reply, we have the following conments from the auditeces.

"RHUDO agrees that any information thal comes to us about project
unit rentals chould be shaved with CHEL and that we should
consult on the implications and remedial procedures if necessary.
RHUDO would also make available to CHEL information that becomes
available from time to time on how this problem is handled in
other countrics. However, we believe cur dialog with CHEL will
be most effective if we ave not committed to get some formal
proposal from them as is fimplied in Recommendation No. 9. We

are pleased to have the auditors' information and suggestions
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on this subject, we plan to follow-up with CNEL as best we

can, and we request that the Recommendation be deleted from
the final report.

Once again, RHUDO/NE appears to anticipate that CNEL will not cblige AID
with a plan of action on this subject which AID again is perfectly within
its rights to recuest. Ve reiterate at this point owr comment made at
the Tunis Bxit Conference at the end of our field work to the effect

that it s not within the sole purview of the AID audit function to
verify portfolio nmunagenant practices and propar use of AMD IIG loan fund
benefits. It is ag nuch the rosponsibility of AID project managers to
carry ouvt these veritfications and, for this reason, our reconmendation has
been retoaincd.

Project Tablicity
The project GE4-HG-003 Tepiawenbation Agrecneit contains the following
providions portaining to project publicity.

" Coverrcrnt and CHRL shall give such publicity to
the Project ooovay he ampropriate to identify ilie Project
as having boen construeted with the cooperation of the
CO\/ sopeent of the United States of Anorica.!

Results of Site Vigibs -- Dur n ) our visits to core housing sites

wa epoke will Jour sU idonts of HG finanecd dwaelling wits. We
intervicwsd only one suzh residont, however, wihn denonstrabed an asaveness
of U.S. Ga\‘(\'«'l'a".‘:w'lt porticinaeion in the core housing progran, One would
assune that i odeguadle yoblicity had baon aceoded thio ALD shellor program
cffort, thon, at a mininum, the bonefliciaries of G loan finacing would be
generally awave of AID contributions to their shelter neads.

Ve were advised by CNEL officials that corxe housing epplication blanks
and projoect constructic: signs both contained the lesend "ULSALT.DLY.
The overvh»luing mujority of core housing residents wilth wiiom we opoke,
howover, voere arabic opcakers who vore unable to identify the mean 'i ng or
signifticance of this Mglich acronvm,  We were also advised that a
inauguraticon cerenony hoqi been hold at only one cast-central core hou(.mg
project site vith the ULS. Aambagsoador in atbendance

Concluzion == Th cwr opinion, publicity "appropriate Lo identify the
Project as hwing beon (\)v*tm'tc,x with the cocperation of the CGovenment
of the Uniled States of Poreorica” would lmvo ensured a general awareness cn
the part of the bonoficieries of AID Housing Guaranty Promram financing
that the U.S, Covernn ot played a sicnificant role in tha solution of
theic chelter problens, We \.UuL(i sulznit further that z"htwna] prdoticity
in this rcagoard would help further goo«.l will and wderstandiing between the
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people and governments of Tunisia and the United States. Consequently,
we are making the following recommendation.

The auditees have provided us with the followinyy conments

tion.

Recammendation No. 10

RHUDO/NE, in coordination with USAID/
Tunisia, consult with the Muerican
Enbassy, Tunis, and the COT' horrowing
institutions under project 664-1EG-003
reqgarding the desirability of further
publicizing end identifying the
cooparation of the United States
Government: in tho development: of

this project.

"RUUNO and USAID have consulted with the Awserican Bmbassy and
USICA about publicizing this project. To dote CNEL has provided

pubTicity

50 Tar o
fydng the role of the 118, Governsent in connection with

of identi
important
Recommend

We hmive retained tho raomn
ity has not o

a5 requestod by AID. Wo have decided that publicity
hern saticrcctory and we plan Lo continue ouir practice

visits or events., Therefore we roguest that ihis
Ltien be excluded from the final report.”

appear to be wawnre of the source of this help.

L.C (ﬂW'

the Terms of Pr oject Authorization

OOt Aing to tha ATD authorization dof*ment for the second tranche of

proicet. 664-1G

-003, dssocd on Septerbar 26, 1978, the following terms and

on this recomenda-

cendation hocause wo Lelicve thai project public-
o “"L',:i%‘fi.("d““,’ vhen nost of the loneficiarices of AID assis

CENCE

conditions, inler alia, were Lo apply to the second $10 million dollar loan

(664--1iG~ 00 33)

"Tarm of Guacenty:  The loan shall extend for a poriod

of u

';5"1'?;“[‘11"'1"3 voars (30) from the date of dishursenont

of 1he first installment o[ the loan including & grace

pori
year

ol on the revayment of principal not to excoed five
g (5). the quoranty of the loan shall extend for a

period beginning with the first disburscaoent o the loan

and

shall continue wtil suvch tine as the Investor has

socn paid in full pursuant to the toms of the loan.”
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Grace Period Doubled —- In reviewing the project documents we discovered
that, as a result of an oversight, presumably, the Loan Agreement between
the eligible U.S. lenders and the GOT Borrower, CNEL, as well as the
attached form of Pramissory Note, provided for a ten-year (10) grace period,
instead of the five-year period authorized above.

Imnediately upon discovering this variance, we cabled the Office of Housing
(DS/M1, AID/Washington notifying them of this discrepancy. We also took
note of the fact that a recent IIG project review in Botswana had revealed
an identical grace period discrepancy, and suggested that all HG Loan
Agrecrenmts be reviewad as a result.,

Corrective Action Noted -—- In response, we have been advised by DS/II
and GC/I (STATE 040814) that

"an Action Memorandum has been sent to the Assistant
Mninistrator/Near Past Bureau, AID requesting theab
the guaranty authorization be amended Lo provide for
a ten (10) year grace period on the repayments of
principal. . . . . In additicn, GC/I is veviewing all
aunthorizations and loan agrecments to look for and, if
necessacy, to corvect any similar discrepancies.

Conclusion -- In view of the foregoing response, we are of the opinion

that no reconmendation is necessary on this matter.

Achicverent of Project Objectives

AID Project 664-11G-003 will provide over 3000 shelter units 1o deserving,
lower--incomz Tunisian familics. Certain project inplementation deficiencies
and misunderstandings have, however, prevented the project from exceeding

its shelter production goals. Further, physical implementation of the
project has disclosed a nuber of technical and supervisory weaknesses

that should be addressed prior to the inplementation of any subsequent HG
projects in Tunisia. Greater training and orientation together with adequate
physical and financial resources will have to bz provided in order fox future
HG loan financed slum upgrading efforts to be carried out more cfficiently
and effectively.

As to the project's policy goals describad in the Background section of
this report and the AID Project Papar:

- The GOT appears to have accepted the concept of slum upgrading
as an alternative to slum clearance. )

- Although the core housing corponent of this project was implemented
with relative success, the GOI' scens reluctant to continue with
the constiruction of any more one-room core units.

- The GO appears to be increasingly aware that it must better
target the beneficiaries of shelter subsidies if it is to employ
these resources nore cffectively and to kenefit the income strata
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really in need of subsidies. Moreover, the subsidies present

in the cost of external dollar financing under project 664-1IG-003,
in our view, remain unacceptably high when compared with the
internal return from project beneficiaries. Given the present
high cost of AID HG loan financing imposed by conditions in the
U.S. financial marketplace, it seems unlikely that this situation
will inprove much in the foreseeable future.

COT housing institutions and policy makers have not, in our opinion, been

as forthcoming or cooperative as one might reasonably expect under the
circunstances, and in view of the magnitude of AID's planned HG loan
contributicns to the Tunisia shelter sector, as describxxi in the Background
section of this report. Certain interest has been evidanced, howevey, by
GO shelter sector policy makers in lawiching an experinent in the mobiliza-
tion of local capital for housing through a "free savings" approach. Given
the propongsity of Tunisians to save, as noted in earlier sections of this
report, this alternative fom of home savings and loan operations -— as
opposed Lo thie "contract system" currently in use -- holds out the potential
for eliminating the need for further external Financing for shelter prograns.

As to project management, regponsible GO and AID officials have, in ow:
opinion, deonstrated incongistency and reluctance to apply adequate
finincial controls and oversight over project cash flows. We have also
noted a lack of compliance with certain stipulations contained in the
project 664-HG-003 mplenentation Agreement. IFinally, the reasons advancedd
Ly responsible AID officials fior taking or omitting to Lake certain actions
are, in oux view, inconsistent with sound management principles.

As noted in the Scopa scotion of this report, audit focus during this
review has been directed at the core housing cowponent of this project
bacause of the central vole of CUEL as the COI's primary housing finance
institution, core housing project spensor and 16 loan borrower -- a role

that will be replicated in the first tvanche of follow-on project 664-1 IG=004.

Ihn Khi ;_] doun

Daspite the fact the $10 million of project 664-116-003"'s total I'C loan
amount of $20 nmillion was used to fund the completion of a large capital
city project known as 1bn Khaldoun (SNIT Type "C" units), we have relegated
it to a sccondary plane of inportance.

This was aleo done because, in agrecing to help conplete Ibn Khaldoun, ALD
housing of ficials continued to apply norms and standards which antedated
the ATD New Directions shelter mandate —- AID's original contribution

of $10 millicn for this project under Join 664-11G-002 was authorized in
1972. hus, we balicve that AID's secend $10 million tranche under 11G-003
was in fact a quid pro quo, or inducement offered to the GOI Lo move
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further in the direction of ¢ o r e housing and slum upgrading which are
funded under the other 664-HG-003 project components. We should also
consider the fact that this $10 million loan fuded about the same number
of units already built by CNEL under the core housing project component,
but for less than half the money used by SNIT to finish Ibn Khaldoun and
an adjacent development of similar housing knovn as H'Rairia. Finally,
we have noted that no change in the terms of financing of Ibn Khaldoun
units -- 80% of the total financed under this project component -- took
place hetween loan [1G-002 and 1G-003; that is, all buyers of SNIT-built
units in Thn Khaldoun enjoy interest-free home loans with no downpayment
requiremant.

A report of final inspection of these units conmissioned by RIUMNX, NE at
about the same time as the inspection of core units, mentioned earlier
herein, disclosed & nuber of construction deficizncies similar to those
noted with respect to core wnits (koth built under SNIT's general
contractorship). Of greater concern is the continuing lack of adequate
comunity facilitics at Ibn Khaldoun -- a developrent which was begun
about one decade ago now and comprising over 12,000 units in all.
Finally, SNIT's cost recovery record has been mentioned in an carlier
section of this roport and continues to give cause for concern. We were
advieed by one project resident that he stopped making his nonthly pavments
bocause he wanted to sell his wit ak Ihn Khaldoun and planned Lo pay off
his loan with the sales preceeds. He stated that e was unable to sell
his wnit as quickly as anticipated and that siz mwonths passed bafore he
received a collection notice from SHIT. Although AID housing officials
formally notified SNIT in 1977 that they were satistied with GNIT's home
loan collection precedures, it would bz our view that these procedures
continue to require both AID's and SNIT's attention. i

Core Housing

The kxxly of this report deals at some length with the record of this
project conponent's inplementation. Of greatest concern in this respect
is the fact that loth CNEL and SNIT official responsible for financing

and huilding these units, respectively, have evidenced great reluctance

at continuing to build one-room core units (See EXHIBIT ¢). "his attitude
atems from the COT's view that one-room wunics are hard to sell. lowever,
during our field trip visits to core housing sites and regional CNEL and
SNIT officials, this was not found to Le universally true. It does seein
aprarcnt that after waiting from two to four years to complete i savings
contract that qualifies a (NEL client for a hom» loan, many savers would
prefor to purchase at least a two-room unit, bocause they regard a one-
room wiit as wacceptable for traditionally larvge Tunisian families.
Rathor than increase the size of the unil, it would b2 our view that CREL
should provide instead an urbanized lot and perhans sanitary facilities
only with reduced downpayment requiremants that would permit buvers to
conslruct their cwn units Lo the specifications laid down by GO authorities
and the size thoir means parmit. In an cra of spiralling consatiuction
costs, this would scem to provide a solution to the problem of continuing
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to make shelter facilities available to the most needy income groups. Also
a consideration in marketing core units, we learned, was the fact that some
of the AID HG loan financed projects were sited in close proximity to
similar housing offered by the GOT under a highly subsidized program

funded by a special tax on employers. Given a choice, prospective buyers
will naturally opt for the more subsidized units. Hence, in certain
instances, the GOT offered shelter to the same target group in competition
with the AID HG loan financed core housing units. This lack of planning
and coordination is a matter which will have to m addressed under future
HG loan projects planned in Tunisia.

Sham Upxjre ading
Of the three components under project 664-HG-003, the effort to upgrade
living conditicns in a capital city clum area known as btzllassine repre-
sents the nost inmovative appreach attempted yet in the Tunisian urban
sector and a significant depavture from the traditional GO approach of
bulldozing squatter settlements. ‘Ihere have been many dalays in this
project, as reflected in the fact that almost 80% of the NG loan funds
(“-1 million total) authorizel for this component remain in Lwo escrow
accounts, Our visit to this arca and interviews with AID and GOY officials
rovealed that residents of Mellassine have rece i\'c-c‘i the project with
enthusiasm, In view of the dact that this is the first such slum ujrading
effort to be attempted in Tunisia, we have concluded that the delays in
project inplenentation have come about because progress is baing measured
against anrealisticalls v optimistic banchmarks set forth in the AID roject
Papor.  This observation was aleo sound to be borpe out in the reports of
different project consultants which we found in the project file.

ATD 16 loan funds are ba2ing used to fund infrastructure upgrading woirks

and the provision of certain utilities and public services. DPecause of

an expected exeess of HG loan funds {or this project cowponent, AID housing
of Ficials have recently agreed to use a portion of these monice to fund
the construction of certain conmunity facilities. TIn our own PIYC‘lf' vl
inspaction of this project, ve noledd that one end of the project is situated
on very low lying land -- lower porhaps than the level of an adjacent oy
of water. Tt was our impression from discussions with tt*c]miun] personel
associated with this 1_):.’>_|\>..:L that rot all the problems associated with
in-fill of this Jand and its drainage had bzen cenwletely surveyed and
costed out. Wo passed Lhese inpressions on to RHUDO/NE officials who have
taken action to have an AID engineer verify these observations and provide
than with an opinion.

Grant Imncing -- Of speca ial note under this project component is the
provision of centrally funded AID grants totalling about $600,000 wnder
an activity known as Intcarated Inprovement Project for the Urban Poor.

Thesa monjies are roughly divided into thivds, as follows:

- The provision of health training and social services
to Mallassine residents,

- fThe establishmont of a revelving smll credit loan
fund to finance small buginess ventures and increase
airployment: generation in the arca.
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- The provision of an American technical adviser on a
resident basis to help coordinate the provision of
these services and orientate local personnel as to
their purpose and function.

Of these three grant funded subproject elements, the provision of health
and commun.ty services has been undertaken and successfully so. The small
credit program has been delayed because it has not yet been possible to
identify and cmploy the services of Tunisian personnel with sufficient
credit experience to cnable these operations to get underway. Without
such experienced personnel, we were advised, responsible officials believe
the program's chances of success are diminished to the point where they
should not be undertaken at all, and we would agree.

Technical Advisory Services —-— A resident American contract technician
employed by Planning aend Development Collaborative, Inc. (PADCO) arrived in
Tunisia in November 1979 to assist in the Mzllassine improvemsnt project.
According to this adviser's reports and statements made to us, certain
progress has been made in developing the necessary administrative stiuctures
and personnel. conponents that will be needed to meke Mellassine a viable
commnity. However, this progress has been achieved despite the fact that
an inordinately large proportion of his time and efforts (and, consequently,
ATD grant funds) were taken up in day-to-day dealings with the Municipality
of Tunis' burcaucracy in obtaining the necessary approvals for such basic
items as office machine and furniture purchases for the Mellassine community
center. This "walk through" precedure was made necessary by the fact that
the municipal approval process still functions along 19th century managenrent
lines that include rigidly compartnzntalized areas of responsibility and a
reluctance te communicate between different administrative functions to
© facilitate such necessary procedures as procurenent of equipment and supplies.

According to information provided by municipal ofificials, about $67,000
has been expended thus fav for eguipment under this project. However, the
Municipality of Tunis had yet, at the time of our review, to subuit to
AID its first billing for reinbursenent for these purchases. Also noted
was the fact that these items were being procured "off the shelf" with
duty and sales taxes included in the purchase price, although the AID-COT
project agreement specifies AID reinbursement of duty-free procurement.

The resident technical adviser, who has a Ph. D. in Social Anthropolodgy,
has made timely, detailed reports on his activilies on a quarterly hasis
since his arrival in country. He further advised us that he is preparing
a separate inonograph on these experiences for publication in the United
States. We have discussced this project at some length with the adviser
and how the results of his writc-up could be used to assist in facilitating
the inplenentation of similar slun upgrading activities envisaced wnder
the follow-on ATD lean project 664-11G-004. Conscquently, we are making
the folleowing recommandation.
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Reconmendation No. 1l

RHUDO/NE, in coordination with USAID/Tunisia,
consult with the resident technical adviser
under project 912-0007 (IIPUP-Tunisia) to:

(a) obtain timely submission by the
Manicipality of Tunis of requests for reim-
bursencnt under the project;

(b) enswe that such submissions include
requests for reinbursement of the duty-free
value of itens purchased only; and

(c) divulge to appropriate GOI officials
at all levels tie resulls of technical advisory
services provided in suwport of the Mollassine
improvenent project in such a manner as to
facilitate sindlar upgrading activities
planned under 723D project 664-11G-004.,

In response to ow final reconrendation the auditees have stated:

"As auditors are aware, the resident technical advisor gives

us very candid reports and we consult on project progress on
almost o daily basis. Since the specific consultations mentioned
in Recomnondation No. 11 (a) and (b) have bzen underway for some
time we do not sce the need for this Recommendation and ask that
it be cxcluded from the final report. With regard to part {c)

of the Pecommendation we will divulge the results of Lthe technical
advisory sorvices, as a normal course in project implementation
through timely dissemination of the evaluations and/or the project
adviser's final report. In any case we do not see how we could
respond to this Recommendation within the Timited time frome for
audit responses, therefore, we request that it, too, be excluded
from the final report.”

In rotaining this recomondntion we feel the auditees have misinterpreted
our obvjentive mnd would note that the reouests dn ports () and (b) are for
RIUDD/Lt action dirvectly with the Municivalilty of Tunis, and not the resicdent
Amoricen cdvisor.  As to part (@), given the ciount of time roraining in the
rosident advisor's contracted period of stay in Tunisia (Octolor 1981) , va
feel Lhat anmle cooortunity owists for him to participate in the divoleoncs
of intormaticn on vhe upgrading experience, while still within the audit
report response roquircnents of the agoney.

Project Comls
From the procading section it scems clear that the COMs acceptance of
glum werading as an alternative to slun clearance has baen ratified by
inclusion of lroe-seale wonading acrivities in a planned Follow-on
HG loan project designed to bonefit sovearal. secondary urban centers in
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the country's interior. As noted earlier in this finding section, hovever,
the GOT's acceptance of core housing under the one-room design concept has
not taken hold. In fact, CNEL officials were extremely reluctant to use
excess HG loan funds under that project comonent for continuing construction
of this size unit, and have so formally advised RHUDO/NE. Nevertheless, it
would appear that SNIT and CNEL will now coordinate to construct sufficient
one-room units to absorb the remainder of unused HG loan funds under this
project component.

Subsidies -- A great amount of discussion has taken place and been
recorded in the oroject file regarding GOT shelter subsidies. Some of
these considerations have already been alluded to in previous sections
of this report. It is important toc understand in this connection that the
rolc of the COT in providing housing services in Tunisia is a predominant
one, accounting for abouk 55% of all residential constiuction. Prior to
the mid-70s, the National Building Society (SNIT) acted as both developzr
and financing agent for the GOT'-in its shelter efforts. Residents of
solidly middle-class housing built by SNIT in earlicr years continue to
receive an annual subsidy from the COP ("prime de construction") to help
defray their housing expanses. All units built by SNIT wnder project
664-11G-003 Lenefited from a GOT price reduction subsidy of about $600.
Tnterost rates on home loans of 10-15 years' duration still range frem
0% Lo 4%% anmually. Bven this latter rate includes a 1% subsidy to CNEL
honshuyers provided by the GOr to CNEL, despite the fact fhat many of
CHEL's clients are clearly middle incomz families. A recent AID funded
sheller sector analysis of Tunisia described this return from home loans
(509 total as oprosed to 4% interest paid to savers) as "£oo narrow for
-long term capitalization;" and went on to observe: "Tt geens possible
that the CONEL systen so favors the ultimate client, the housing purchaser,
that it dees ot permit adequate stuvengthening of the institution."

Cost of Fxtemal Financing -- The effect of this policy of subsicization

is magnificd when one analyzes the cost of exteimal financing. Tn the case
of project 664-1:6-003, thae average cost of long-temm financing to the COT
wider this $20 million project was about 9.6% (disregarding the vield effecht
of lomn feos ceducted fron loan disbursements and paid to the U.S. lenders
and AID). 1t is difficult to gauge the internal return in local curvency
to b verceived by the GOT under this proqram because cost vecovery
mechanisms have not veb baen finalized under the slum uparading conmponent.
Noweverr, the net effect will undoubtedly sec an internal return of scuething
woll under 3% in Tunisian dinars asainst an outflow of 9.6% in hard currency
rosources to tha American lenders. Even if the GOI were Lo establish 6%

as a mininum heme loan rate under fukure HG projects, it dis not clear,

given present and forseeible conditions in the U.S. finangial narketplace,
that this spread would narrow appreciably,  'Thus, the net effect of present
GOT subsidy policies is to make the entire shelter sector increasingly
dependent on GO resourcas to offsel. the institutional decapitalization
vhich these subsidy policies cause.
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Financing Affordability -- While interest rates are an important
consideration, they represent only one of three factors which determine
the affordability of a home loan and the dwelling unit itself. In
addition, the face amount of the loan and its duration are also important
variables to consider. Thus, a $4,000 loan's cost at 5%% interest over
15 vears is about $33 per month. But it would cost only pennies more per
month if the same amount was lent at 9%% over 30 years. Given the
relatively high construction standards employed in Tunisia, there is
little doubt of the wnit's utility equalling or exceeding the term of
a 30-year nortgage loan (the limit for such loans set down in the project
Implementation Agreement). In our opinion, it is the monthly payment
and not the terms of the loan that determines whether or not a unit is
markotable in the face of high demand for shelter, as is the case in
munisia. Fartherwre, given the demeonstrated propensity of Tunisians
to save and sacrifice to own their home, it is doubtful that the averade
Joan term would exceed the present 15-year limit, even if 30-year loans
wore offered. Thus, wa question the GOI's continued raintenance of
unrealistically low interest rates and reliance on GOT copital support
for housing seclor institutions.

"Free! vs. Contract Savinags —- In a similar vein, it is difficult to
widerstand why, in vicw of this penchant for saving, the GOT has del aved

so Jong in experimenting with a “free" approach to savings. At the present
time, porecns saving for a home with CNEL obligate theisclves to save a
certain aiount por nonth for from two to five years in order to qualify for
a home loan and at the same time to neet a fairly stiff dovmpayment
requirement of 1/3. When the savings contract has boen completed, however;
these parcons are no longer able to continue saving with CNEL, despite the
Fact that thov have dovelened a regular savings habit end attitude over
several years. The topic of "free" savings, in line with the model providad
by the U.S. savings and loan industry, has been discussed for some Eime
with COD officials. An cxverimental free savings project confined to
certain georraphic locations of Tunisia only has been node a part of follow-
on project 66A-HG-004.. However, it is not clear at this point when this
experiment will get wndzoway because P offiicials have been reluctant to
complete nogotiations on this iseoue, which they congider quite sensitive
their controlled economy environnont, and also because interest rates on
HG loans at the present  time are running at levels of 14% - 15% due to
conditions in the U.S. naketplace. 'The exparinent does, hovever, Jiold
out the potential for ¢reatly diminished relionce cn external or COT
capital financing for shelter through lccal resource nmobilizacion for
housing. p

At this point the auditees have offered us further coment.

"The fact as we see it is that the GOT policy to extend
subsidies prevents decapitalization of financial institutions
rather than their becoming decapitalized by the effects of
the subsidies as is statad in the report. One should not
expect a Ministry of lousing nor a GOT constructicon agency
Tike SHIT to become capitalized in the first place. CHEL,

a mortgage bank. has only recently progressed towards a
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philosophy of independence from the Central Bank. Otherwise,
it has operated, as have other GOT parastatal institutions,

as an implementation arm of the Government. The GOT financial
system philosophy does not currently aim at capitalization of
such institutions. A1l bank risks are ultimately borne by the
Government. The GOT adoption of a free savings approach would
require a revolution in this philosophy which has, for ten
years, succeeded in financing successful economic growtn and
in protecting Tunisian citizens from the worst effects of
worldwide inflation and interest rates. While stating this,
we accept that as Tunisia moves into a world governed by
international fiscal policies, etc., the GOT should be moving
toward more self-renewing financial institutions. e have
been urging the adoptio. of a free savings approach, bul we
also are respectful of the reluctance of GOT policy-makers

to abandon a system which has worked.

"Furthernore in these same discussions the audiler says that
a free savings approach to housing finance could greatly
diminish or eliminate the necd for external financing of its
housing proarams. We think the auditor may mean GOT budget
support ratlier than external financing."

Tn response we would note that it is an overall HG Program objective to
assist recipient countries Lo minimize subsidies and: attain self-
cufficiency in housiing finance. 'The GOI may be ceming around to this
posture, but very slogly. As to the need for external financing, unless
the auditees wish Lo characterize AID UG loan inputs as "budget support,"
we balicve our description is accurata. .

COT Housina Tnstitutions & Policy —- ot much nore than has alveady
hoen Bricily swimarized in this report is known about O3 housing
institutions ov policy fornulation, This is due to the confidentialily
with which these institutions regard thely operations and nake policy
decisions. 1o cite sone exanples of this institutional reticence, we
would note that:

- Dagpite rathor extensive dealings with CNEL over the past
soveral vears, BMHUDO/SE has never boon able Lo oblain certain
hasic infoumtion on CNRL's overall operations consicered
commnplace to the lender-borrewer relationship. ‘Therc 18
no record in BHUDOts files of CNEL financial statements,
internal reworlks, or the composition of its hono loan
portfolio.

- Somavhat sumprisingly, GHEL initially refused us access to
its books and records (gpoci fically hank statenents) as
regards the status of G loan funds deposited in an eserow
account willi a U.S. bank branch office in the RPabamis.
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(Section 8.01 of the project Implementation Agreement
specifically provides AID representatives such right
of access.) After two months' delay, and only after
much pressure had been brought to bear on this issue
by AID and LEmbassy officials, access was finally
obtained.

- SNIT has not responded satisfactorily to KHUDO's often
repeated recuests for a description and analysis of its
G loan financed portfolio arrearages. This despite
the fact that RIIUDO has gone so far as to provide a
detailed format in blank for such a report.

- SNIT has similary failed to respond in any wav to RIIUDD's
often repzated requests for a fi ommal evaluaticn of its
role in the implementation of project 664-HG-003, as

spacified in the project Implem:ntation Agreement.

- RHUDO was officially discouraged by CGCT officials from
bringing an Anerican housing expert to Tunisia to perform
a case study of HG projgran m.;.nu. on the Tunigia sheltern
soctor. These officials regard this as a scnsitive arvea
for research at a tine when the GOT' is formulating its
next five-year econonic plan.

Conclusiong -~ AID Housing Guaranty Loan project 664-1G-003, in our
opinion, las boen a qualified success. It has achicved its cc icastien
goals, although not without certain inefficiencies and opportunity costs
that preve snted those goals from being exceeded. AL the sane tine, it
has baen quite successful in benef .LL]nt{ Lelow-redlan—income 1unisian
familics in real 11_,3.] of HG loan assistance.

For its part, the GOT dous appear to be noving in the direction of
restricting shelter L"Jb:)] lies to those income strata of its Lx'l.,.fjmn in
most need of them. Nevertheless, the degree of subsidization remaing such
that shelter sector institutions must continue to rely heavily on COI
capital inputs, including extemnal financing arrangenents, if they are
not: to lecoma decapi talized by the effccts of these su‘a.slchcs. This trend
can b2 reversed, in our view, through the mobilization of lacal ce:pj,{;al
resowrces for housing Einuncc- purposes. ‘o its credit, the GOI' is
studying a "free savings" approach to housing Finance which could accomplish
this objective and cgreatly r!:7u111<h, or elininate altcgether, the nced for
external financing of its housing programs.

Responsible AID heusing officials have worked hard at fostering a dialogue
with the GO on housing p’wlnc\' matters in the face of official reticence

and occasional non-ccoperation.  However, it is our opinion that RHUDO/NE
has not done al? that it could or should have done to adequately noniltor
the physical construction ox financial minagement aspacts off project
664-11G-003. Further, AID housing officials have not adequately enphasized
to GLI housing institutions the irportance which ATD housing policy attaches
to cost recovery and portfolio managenent. Finally, they have not verificd
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COT compliance with certain provisions of the project Tmlementation
Agreement as regards the end-use of HG loan financed housing units or the
level of publicity accorded to, and beneficiaries' of HG financed housing
awareness of, USG conltributions to the Tunisian shelter sector. In their
responses to our preliminary finding statements responsible AID officials
have evidenced what appears to be greater concern for the plaming and
negotiation of future NG projects than for adequate irplenentation of
project G64-EG-003. Tt would be our hop2 that the nature of the ATD-GOT
relationship in the shelter sector could be nodified to such an extent
that adhorence o the terms end conditions of ianternational financing

and administrative agreenents and AID shelter policy objectives could be
ensured independently of future G loan financina considerations, and in
consonance with the needs of the Tunisian shelter sector.

In respense, the auditees have offered us these final thoughts.

"Re auditor's opinion that RHUDO/ME has not done 211 that it
could or should have done to adequately monitor the physical
construction or financial management aspects e¢f the project,

.. RUUDD would... point out that a distinauishing feature

of 16 management, in contrast to typical direct loan and

grant managemant, has been the ability to effectively manage

a relatively large portfolio of new and continuing projects

with relatively few people (in the case of RHUDO/NE & staff

of four dircct hires develops and monitors about $50 million

in new projects per year in 5 countries). This of course is
partly due to some basic differences between HG as opposed

to divect ALD funded and administered housing project monitoring
responsibilitics (Egypt for example) in view of U.S.G. role as
guarantor rather than dirvect finencing source, market rather than
concessional lending rates, U.S. private investor involvement
and role, and the operation of the program using fees charged

to users of the guaranty rather than appropriated funds.®

™ conkrast to the views expressed above, we feel that the contents of
this yeport anply support our view that. A1D project nenitoring has leen
<bihﬁfﬂ:;mﬂijnr:ntmﬂjmltn?“ﬁimj;hﬂﬂuumtnmpnlhm|Imensmwmwl
place to future project planning and negoliation.
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PHOTOGRAPHS OF PROJECT SITES

EXHIBIT B
page 1

VAT Skt I

GABES: The basic one-room core unit. Deterioration to facade
is caused by high saline content in soil. No provision

was made to counter this easily preventable condition.

GABES: Many of the units in this project were expanded before
homebuyers occupied their dwellings.
extension exemplifies the rapid improvements being made
to the basic core structures provided with HG financing.

This multi-story
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SOUSSE: Ansther example of the pride homeowners take in im-
proving their original structures. Aside from the at-

tractive facade, two rooms and a flagstone courtyard
were added to the rear of this home.

MONASTiR: Improvements made by this homebuyer, however, in-

clude a front staircase which prpjects illegally
into a public right-of-way.
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MAHDIA: The condition of many roads at the seven core housing
project sites is exemplified by this scene.

MAHDIA: The as yet unimproved central plaza of this project
recently saw one of the bordering core units converted
into a small grocery store -- the only community facil-
ity available to residents who occupied these units more

than two years ago.



MELLASSINE (TUNIS):

Seriously delayed at first, infra-
structure improvements to this
capital city slum area are now
nearing completion with work on
the area's roads and drains.
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Our previous audit report noted
that no provsion was made for
drainage at the rear of core
units. This condition remained
uncorrected, however; and, as a
result, this resident (and others)
has run a drain pipe under the
floor of his unit to sluice water
from his kitchen and rear yard
onto the street fronting his home.
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MELLASSINE (TUNIS): The low-lying nature of part of this project
site bordering a lake may be appreciated from
this aspect. The future street level corres-
ponds to the top of the manhole cover, while
the adjacent homes lie considerably below.

IBN KHALDOUN (TUNIS): Noteworthy of this example of substantial
unit extension and improvement is the ten-
dency of homebuyers to conserve traditional
architectural values and designs.



EXHIBIT C

Letter Apreement between AID and CNEL Establishing an Escrow
Fund for the Core Housing Project Component

(Retyped by RIG/A/Nairobi for clarity. N.BE.: The clearances
found at the lower right hand corner of page 2 for DS/H
were added after the audit visit to Tunisia.)

NOV,

el
15, ]

, 1980

Mr. Habib Alouini

President Directeur General

Caisse Naltionale d'Epargne Logement
Avenue de Londres

Tunis

Subject: Tunisian Housing Guaranty 0664-HG-003:
Core liousing Subproject

Dear Mr. Alouini:

We are pleazed to be in receipt of vour letter dataed November 0, 1980 which
details accomplishments and requests disburscement of the final 500,000 doi-
lars held-back for &the core housing subproject. Your letter presenlks a
clear sunmary of the facts.

We regret acain that we are not able to accept your proposition, offcred
again, to finance houscs larger than the prototypes agreed upon under the
HG-003 housing puaranty loan. We are awave of your desire ta provide
comfortable housina for Tunisions and belicve that you are able to do an
aduirable job in this respect withoub our help.

As vou know, A.T.D. housing guaranties arc offered in part as an incentive
to hoelp you expand shelter options to very low-income families, The third
housing puarvanty, and now the Fourth, are designed to finance very winimal
gupor tuental shelter alternatives which can be afforded by below-madian

income Fomilics,

We are concerpod by your statement that you cxpect marketing of additional
core hovses to be difficoll and algo your statement thal an escrow accounl
would permit us to study the possibility of veplacing the value of the

coroe units which were sold for cash or a lower wmortgage amounb, Ve are

not aware that you have any sicnificant inventory of unwanted core houscs.
On Lthe contrary, we have observed a very strong market, except where sim-
ilar housies are virtually being given awvay under government prograoms such

s POPROLGE, Secand, neither you nor we are interestod in establishiug a
blacked acceount for ita own sake, Rathev than a commitment to study this
question, we would et that you make a commitment: to Finance the required
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minimal houses. Otherwise, there is little rationale for the disbursement.

We are very proud of our successful collaboration with CNEL and respect
your past history of success. We appreciate your openness in keeping us
informed of vour concerns on the implementation of these programs. We
look forward to the timely construction of urgently-needed shelter af-
fordable by verv low-income families. We, therefore, propose a disburse-
ment procedure as follows:

La Caisse Nationale d'Upargne Logement (CNEL) will effect
transfcr of $§500,000 of the November 26, 1980 closing to
the HG-003 special account established by the Central Bank
of Tunisia. The Assistant Director/Near Bast, Office of
Housing will authorize transfer of the funds so held to
CNEL after sites, plans, and costs for the additional units
to be finunced under the core housing subproject have been
anproved by ALL.D, and when 25 per cent of conscruction is
complaete as certificd by CNEL.  If anv funds so held have
not yet been dicbursed six months from the date of this
letter, A.T.D0 sheil have the rieht to dirvect payment of
all or a portien of the HG-003 special account funds Lo
such acceant as AJLUD. mav specifly for purposes of offece-
ting o prepavaent under the Loan Agrecement,  CNEL will
provide avidence of elizible worteares to ALJLLD. ao
specificd in Scevion 3,03 of the Implementacion Avrcenent
within twonty=-Tour nmonths of the date of this letter,

If you accept the paragraph shove as onr agreement as to the bosis for
the disburscuent, please sica both copics of this letter in Enelish and
return one to us atonge with a signed copy of our anrceement with the
Central Pank so thac we woy proceed with the disbursement,

Sincerely vours,
(signed by)

C. Richard Zenper

Assistant Dircctor/Near East
Of fice of Housing

(sipned by)
Habib Alounini
Presidoat Divecteur General
Colane MNationaice d'Uparane Logement

cc: by BUHUTO-25 CAR Clearance:
na/i, sn/u PROG:CLaachter
REUDO L bcmniaon el 1 11/20/80 DS/H, AT/ HeVoy

DS/H, AID/W i tay
DS/, ATD/W Fllaneen
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