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EXECUTIVE SUMIARY
 

Introduction 

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 amount; almost $35 million had been disbursed 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-guaranteed U.S. lenders. The GOT, 
in turn, 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 ieflects the evolution of this AID program 
wrldwide. Beginning with a privately sponsored, middle-income project in 
Tunis, it has, since that first shelter sector intervention, benefited 
Tunisian families of progressively loar income strata. It has also expanded 
geographically froii Tunis to Secondary cities on the coast and, most recently, 
under a proposed $50 million HG project not yet imjlemented, to smaller 
interior urban centers. lhe latest ipleaented HG project was 664-HG-003 
($20 million), which included a slum area upgrading cornonent. This sub­
project was also assisted by about $600,000 in grant ftnds under an AID/ 
Washington centrally funded IIPUP (Integrated Improvement Project for the 
Urban Poor) activity. These funds were designed to finance tech1nical advisory 
services, health and social services, employment generation and credit facilities 
in the HG-loan-assisted Tunis slum area targeted for upgrading. Since 1977, 
management of HG project activities in Tunisia has been the respnsibility of 
the Regional Housing & Urban Developent Office of AID's Near East BUreau 
(PJIUDO/NE) located in Tuis, Tunisia. 

Scope 

AID's Inspector Ceneral (formerly Auditor General) function has exercised 
regular oversight of HG activities in Tunisia through audit. visits at 24 to 
30 nrcnth intervals over the past several years. The latest such repo:t 
(No. 3-664-79-01, dated OGtober 19, 1978) issued by the Area Auditor General 
for Africa (now Regional Inspector General for Audit, Nairobi) focused 
mainly on HG projects 664-IIG-002 and 003. The latter project had only 
recently c- _n underwy -.t the ti.ne of o,.r prior audit. Our previous report 
contained si:: rec.mr_.nd:i tcn, which had been closed for sonde time prior to 
our field visit to ''anisia during January and February, 1981. 

The focus of the present review %wasto upiiate the infornation contained in 
our previous report -- concentratin n' i . on project 664-117-003 and the 
activities zincd development of the Tuisi,-.n Housing Rlank, Caiisse Nationala 
d'Elargne Uoa-2nt (CEL) -- an institution slated to play a -major role in the 



inplermrntation of the next large HG project. At the same tin- we have 
attemptd to look ahead and relate HG project experiences under the multi­
ccmrponent 003 project to activities proposed, albeit not yet implemented, 
unider follow--on project 664-HG-004, the first tranche ($25 million) of which 
was authorizale in 1979. 

We examin&ed books and records, made site visits, and interviewed AID and GOT 
officials ind private Tunisian citizens to the extent deEned necessary in the 
-onduct of our review. At various points during our stay in Tunisia, and as 

our field x.0rk progrcssed, we prepxared preliminary finding statements (Record 
of Audit Fil6ings) for the infornmticn or action of resirnsible AID officials. 
These statea:ents w-:ere discussed at sane length with officials of RIIL'DO/\NE and 

USAID/Tnivia prior to our departure. At our reqtust, written ccxients on 
our prelimi -a.yfinding statements were jointly subnitted by those tm entities, 
and were crawn 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 
qualified success. It has achieved its constructicn goals, although not 
without certain inefficiencies and opportunity ccsts that prevented these 
goals fron lxrng exeeded]. At the same timre, it has been quite successful 
in benefiting below-median-incore Tunisian families 	in real need of HG loan 
assistance.
 

For its part, the GOT' does apPear to be moving in the direction of restrictinct
 
shelter subsidips to those income strata of its population in most needi of
 

such that shelter
them. New-vtheless, tlhe degree of subsidization rentains 

sector institutions mast continue to rely heavily on GOT ca,pita). inputs,
 

incl3.einq external financing arrange.-ents, if they are not to beccmi decapita.ized
 
by the effo:7ts of tLhese su-sidies. This trend can be reverse:!, i our view,
 

through thD mobilizaticn of local capital resources for housing finance pu1,Co.c.
 

Tb its creedit, the Ctl is stu1ying a "free sa\ngs" approach to hcusing financ:
 

which could a:ccotolsh this objective and g-eatly ciimini.sh, or eliJinate
 
altogether, the need for e:tcmaJ financing of its housing program;.
 

Resl:onsi]:l]e AJID hausing offici-is have k,.orkc ] hard at fosteringcj a dialogue
 
al ic'r ittcrs in the face of official reti.cence andwith t C(:-Con houinq 


ccasionO ncHn-cco~xiation, l '.'., it is our opinion that IUH[i'"E has not
 
done all th_-t it could or Fl.)U1L, rhaiie done to adIcatel,' ]mounitor "he1 'sic
 

a.:vn;, ',"Lt as....:.s of project 66,--LC-00", AID
constructicn or fin 
housing officials 1-)ve not a 'ci': em::h:si:' to 	CV[' housin-1q uj .utt.t-ions
 

cost reco-eory ad 1portfolio
the imvorta.ce x.hich AID ho0LiJng 1.lcy attaches to 

nn-maccent. Finally, they have not veri'died COI' ccn] iance with certain
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provisions of the project Implementation Agreemnt as regards the end-use 
of HG loanm 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 'r11nisian shelter sector. Our observations of 
project imnagers' impla7entation practices leads us to conclude that greater 
emphasi: . has been accorded to the planning and negotiation of future HG 
project than to i-hplenntation of project 664-HG-003. It would be our hope 
that the nature of the AID-COT relationship in the shelter sector could be 
modified to such an extent that adherence to the terms and conditions of 
international fin;ucing and aCtiiistative agreements and AID shelter policy 
objectives cou]d e ensured indcle-xhndently of future 11G loan financing 
considerations, and i consonance with the needs of the Tunisian shelter 
sector (pages 38-48). 

Substantial opportunity costs were incurred in the production of expendable 
core housing units because over one-third the number built were enlarged in 
size beyond what as approved by AID. Additionally, significant deficiencies 
wre found in core unit construction techniques, subproject siting, and 
comnity facilities. GOT local authorities and construction supervisory 
personnel. appear to exercise no control over unauthorized unit extensi.ons 
The GOT has not provided r4anned. conmunitv facilities as acireed to (Tnacies 4-12). 

AID's pario,'Aic financial reports on the Housing Gua'..anty Program do not 
accurately reflect the status of project.664-HG-003. This is because the
 
AID W-239 rer't shows HG loan funds authorized for this activity as fully
disburs3 when, in fact, on].y about 78% of the funds had actually reached 

the ultiiiute GOT borrowing institutions. Thle remainder of HG loan funds 
($4.5 million) lay in three separate escrow acoutits whose terms and conditions 
varied considerably one from another. In t.o of these cases, arrangeTynts made 
for the release of escre:.-d funds were found to be satisfactory; in the third 
case, hoa,0ver, chese arram nts appeared to conflict with provisions of the 
project Imple -enLation Acreeiint. 10ditionally, the GOT borrowing institution 
under thie core housing project component, C1=L, had overvalued the dollar 
amount of nmrtgages pr)esented to AID thus fir, and hLs yet to account for 14%
of the fG loan funds disbursed] under this project comnqent. CNIE had also 

underesti1mateL the extent of howe loan repayment delinquency and should 
conscequently strengthen its portfolio m agemnt pi.actices (page- 13-34). 

Interviews .ith randOly selected resideits of core units reve !cv-] that a 
s[st -it:ial nurrbc of le , dw-ll]inus at certain project sites had beent -M 
rented. SpcJ ative use of I!G ].oan financed] dwellings is prohibited il the 
CNEL silcs ac:rectcnt, F'rthnir~re, our tal]hs with r-oject residents revealeod 
thlat al....;c all co-e unit dw.el ihrs we interuie.cd were unaware of U.S. CoverTyricut 
par.t cicxtion in this effort to address their shelter needs. A review of 
docw.e,.ntatjc n ncer the second $10 illion tranche o' this I1C project discloscd 
that t.L th:7 s of AID's .oj'ct authorization had be-.on exceedcxl as relards the 

.]enach of t.h: cirace pricd qr--inted for the repay:inrnt of loan pricipal
 
(pa<je . 34-33).
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This report contains a total of eleven recom.endations 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 reconinend ations have been closed. In certain instances, cur reconmnda­
tions are directed at the correction of wat appear to be system deficiencies 
revealed during the course of our review. By directing the attention of 
responsible AID and Gar officials to these areas, we believe that the process 
of inplanting a proposed follow.-on HG loan project wi].l he facilitated, 
and chances for that project's success enhanced. 

We have been recuested by AID's Office of Housing (DS/II), which requested and 
was provided an opportunity to review the draft report, to include the following 
conments at this point in the report, to hich 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 Government 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 qualifictions, this project has been a 
success. We cannot agree, however, that project nlnago-eent has been "sound 

in the body of the report.and rigorous" for reasons described at s',e length 

"(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 lower cost projects, 

to thethe Government has moved toward matching shelter options 
financial resources of occupants and reduced the relative magnitude 
of subsidies in its shelter programs. Specifically, almost 3000 

urbanunits affordable by families at the 15th percentile of the 
income distribution are nearing completion and upgrading is underway 
of one of Tunis' largest slums with over 4000 families. Substantial 
employment resulted frcm the project's construction activities. 
In all it is estimated that about 40,000 people have directly 
benefited from the prog'ram. Final project costs are very close to 
original estimates." 

Project objectives are mentioned in the Backcyound section and fully discussed 

in the final section of this report together with a nurIx-r of related polic-y 

issues. We our of this area adequate.therefore consider treatrcnt to be 
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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 (eaiphasis 
added). To be sure, further shifts to lower cost programminq, 
further reductions in interest rate subsidies, and further 
development of savings systems appears to be desireable from 
our view point; but for AID to do more than help introduce these 
ideas is unrealistic and not appropriate to its role." 

We believe this project should be termed a "qualified success" for a number 
of reasons, including the one mentioned above. From a reading of th'-s 
report it will also beccn' apparent that !dD's efforts at fostering a 
dialogue with the GOT have et with sonething less than success. 

"(D) The report laments, as an illustration of mismanagement
 
that 500 of the units in.one part of the country (about one sixth
 
of the total) were built with two rooms instead of one. Thc
 
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. Infact, 
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 agreed woul.d 
have been unjustified and would only raise GOT questions as
 
to RHIUDO seriousness and as such could have jeopardized the 
dialogue with the Government on substantive issues." 

If our analysis of opportunity cost w..as weak, .e '. ould have expected the 
auditees to supply an alternative a:nlysis. liowever, they have not clone 
so. In fact, R17D/Wi1E is at this ii-lent pressing the COT to identify 
sites and bxegin construction on an additional 180 core units to alsorb 
11G loan fuids left over after constr.,cticn of the original 7 project 
sites ended. This sumius was seen almost thr-ee years ago as likely to 
occur and noted i,' our p1rior report, but no action was taken to a\ert 
the present nituation caescri~x-3 in detail in the ody of this report. 

"(E) The report alleges 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 
identified and documented by RFUDO staff and their consultants 
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prior to the audit. The seriousness of those deficiencies
 
has been overstated in the report. The photographs at the
 
end 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 IRJDO/NE staff located in Tumis did not visit the 
five project sites located outside the capital city for more than tvn and 
one-half years. Ibreover, after a consultant visited the sites and 
sulmitted a report describing the deficiencies that we too found and 
verified, 15 months passed before PIULDO staff made site visits; and then, 
we believe, only because of our draft report findings and site visit results. 
1,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 tkL Tunisians as non-cooperative 
and unresporlsive to the terms and conditions of international 
agreements. What they note, however, are problems in reporting 
and detail some of which may arise from weakness inTunisian
 
information systems. The report has not demonstrated any
 
reticence inworking toward the basic purposes of the program,
 
inmeeting anticipated outputs, or discussing AID shelter
 
policy objectives."
 

In contrast to these assertions, the report text notes that the 11G loan 
borroie,r never respondcd to PIIUDO's letter of 1980 regarding project 
construction deficiencies identified by 1HUDO consultants; the COI' National 
Building Society has refused to subinit 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 ttil pressure was brouqht to bear on this matter by AID and 
]mnbassy officials, with a delay of two months intervenincI before access 
.as finally granted. Finally, PHUDO/NE was actually discouraged from 
bringing a DS/H consultant and eminent Amrican urbanologist to Tinisia 
by T uisjan authoriLies hAen it was disclosrod he had beon cnmissioned 
to carry out a stL'dy of ATID HG Proqram inpact on the Tunisia shelter 
sector. .eresi>ectfully suhm.t our view that cooperation and reos}}nsiveness 
do not always characterize tie ATD-GOT relationship in 11G Progrm matters. 

"(G) Finally, the allegation that AID officials have evidenced
 
what appears to be greater concern for the planning and
 
negotiation of future HG projects than for adequate implementa­
tion of project 664-HG-003 isoutra&eaous and totally unsubstantiated. 
The project and management of it are good and should bu credited 
as such." 
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We beliuve our conclusion on this score is adequately substantiated. In 
fact, we feel it will be evident to the reader as he/she reads the auditees' 
comnents interspersed throughout the report. 

Finally, we vuud point out that the receipt of the foregoing coments 
from the Office of Housing has been significant from an audit point of 
view. They confirm our impressions forned over the past 18 vonths and 
several prior H!G project reviews that inadequate attention is being paid 
to project inplcentation by HG Program officials vho appear wore interested 
in future project development. Our concerns on this score have been expressed 
in prior reports, but always rebutted by RHUJDO officials. With these 
corments, however, we are able to determine the origin of this resistance to 
be those responsible for the direction of the worldwide HG Program itself. 
We believe this attitude constitutes a serious system deficiency in this 
important AID resource transfer proqYam, and should be a matter of sorme 
concern to top level AID managerent 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 Nlediterranean coastline faces Sardinia to the north and
 
Sicily to the east. It has bcen the recipient of substantial U.S.
 
Governrrent assistance -- especially food assistance -- for alnost 25 years.
 
Over the next five years, how,ever, this assistance is scheduled to phase
 
out due to Tunisia's relatively good development record over the past
 
qaarter-century. 

Some 6.5 million people inhabit this once agricultural and pastoral country. 
As a result of COT2 urban-focused developnent efforts over the last two 
decades, ho.ever, it is now estimated thiat more than half the total popula­
tion lives in urban centers, and especially in the capital city, Tnis, and 
other coastal population centers in the east. (See map of Tunisia at 
Exhibit A). Although this last statennt, drawn from P.tDO files, remains 
valid, the auditees wish to note as ell that: 

"...over the past several years there has been a distinct shift' 
to the rural areas inGOT 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 Sector 

The COT accords substantial priority and budgetary inputs to the shelter 
sector. As the government contemplates the priorities and breadth of its 
next (6th) five-year economic Plan, it seams likely that the GOT's role 
in the field of housing finance will alter somewhat from that of earlier 
Plans. A 'Late as the 4th Plan, the COTP provided sutbsidies for the 
construction and nmaintenance of high-cost houses. At about the sama tia2, 
however, it created a new financial institution -- a National Housing 
Savings ieank, known as the Caisse Nationale d'Eparcme Logemont (CNEL), 
whose thrust .as to serve lo.er incone strata of the population at 
reduced GOE subsidies. 

With the increased cost of shelter production and construction financing, 
including external borrowing, it seems clear that COT shelter sector 
poli.cy-mak@ers realize that resources other than those provided by the 
governront can and should be tapIXd to support and exp-nd housing initiatives. 

It has been cfuite arply de<:,nstrateJ that the propensity of 9knisians -- even 
those with Kx!cst inco:xes - to save, borrow and sacrifice for the purpkose 
Of oninq their own hon:s is quite high. Thus, if the opportunity were 
avail~ble to these 1-cp]e to irke sa)vings deposits as and when they felt 
appropriate, prc]xbly qreater private resourccs (".-attress money") could 
be mobi] izcl for the ptr-f,*:,ce of shelter prcduction, and reliance on Mf 
and external fin Lncing lessened. 

mailto:poli.cy-mak@ers


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 t..,o 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 home purchase or 
extension is co,-nplace 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 prorert are available to families of apparently
 
very modest means. Furthemore, self-built or locally contracted home 
construc!-ion or extension quite often turns out to he of a higher quality 
than thac offered by GOT institutions, and less costly as well. 

In all cases, the responsibility for infrast-ucture works -- roads, drains, 
sewerage -- and public facilities lies with the GOT. Planned public 
facilities normally iliclude health, educational, camercial and religious 
buildings that are considered by the G(T to round out the needs of an 
integrated conmunity.
 

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-incone homes in the suburbs o- Tunis 
(Project 664-1!G-001, $4,992,178, authorized in 1966) developed
 
by a private U.S. builder.
 

$10 million 11G loan funding for a large,lower and lower-middle
 
income area of Tunis know as Thn lEhaldoun (Project 664-]IG-002, 
authorized in 1972). 1,948 units of the proposed 13,000 unit 
total to be built by the GOT National Building Society (SNIT) 
were finiced by this loan. 

$20 million was authorized in two separate tranches tunder loan 
664-HG-003 for tlre sub-projects: (a) to help finish Th.n 
W1ialdoun mcntioncd iim.7.<diately alx~ve ($10 million) ; (b) to 
finance thc construction of 1,90 core units ($5 mi].].ion) on 
seven sites irition;'ido under the sponsorship of the CUP's 
National ]oosin-: Savings 1.nk (CNIL) , which is also the GOT 
borrowing insLitution for this entire loan package; and 
(c) $5 m.i]lion to assist the kunicipality of Tunis in upcgrading 
a capital city slua area k:nv..n as Plo4lassine thiough the financing 

of improvel utilities aud infrastructure works for the area. 

Thus, alut $35 million in 1IG loan funds has been made avai.lale to date.
 
In addition, $25 million has been author.izcd under I?r)clsed project
 
664-HG-004 as a first stage 11G loan contribution to the provision of
 



shelter and upgrading of slum areas incertain 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 . 0 10 million
151 15 


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. 

AID Housing Program NInagement
 

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
 
guaranty on behalf of the U.S. Government to eligible U.S. investors on
 
loans mide in support of AID approved shelter projects in less developed
 
countries. The prograLm is intended to be financially self-sufficient, 
supporting itself from fee incomre associated with authorized loan guarantees. 
The Office of Housing is located within AID's Develop .ent Support Bureau 
(DS/H), and provides policy guidance, program direction and support to six
 

regional field offices worldwide. AID's regional office of housing with
 
progrmn cognizance for Near Eost Bureau AID housing projects (rIp.IDO/NE)
 
is located in Tunis, Tunisia and is staffed by four U.S. direct-hire
 
professionals. The responsibility for planning, design and implementation
 
of Housing Guaranty (11G) 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 -Tith general and
 
specific 'tirisia shelter sector topics front which certain infor:etion 
presented in this report has been drawn. 

Project 664-HG-003
 

.snoted earlier, under this project AID authorized t %Oloans of $10 millioon 
each for three project conyonents: conpletion of a large urban project in 
Tunis for lo ,,-r-incoimr residents of the capital city; the construction of 
about .400 units of core or exyxndable onc-room houses at seven project 
sites in Tunis and othcr secondry towns along the country's castern 

coast; and the provision of infrastructure works in the upgra ng of a 
Tunis slnir area kno:.. as *._llassine. r1ljie project was intende& to 
encourage a shift in Tunisia's shelter policy and to maximize the impact 
of the CWF' s sholter progrcms amed at below mvedian income families. 
Three major objectives were sought: 

-3­



- Slum upgrading would become 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 wculd ma-ke strides in reducing the magnitude of its 
sheltur subsidies, thus pernitting GOT resources to be shared 
among more beneficiaries. 

The two loans ,cere provided unader the follwing terms and conditions: 

664-1IG-003Z : 	 $2.0 million, repa 7ont over 30 years with an initial 
ten -year grace period as to principal repa:1 aent. 
Interest is at 8.3". por annum plus 0.5% AID Lee. The 
lending institution is Rrgan CuulrZinty Trust Colqxin v . 

664!Q-001R: 	$10 mi!llion, rep 'mnt over 30 years with an initial 
iive-year grace pericxi as to principal repaymniiCit. 
Interest is at 9.875% Ipar anum plus 0.5% AID fee. 
ThVne lendJing institutions are E. F. llutton ud 
SLuaU-t Br1others. 

In each case, the GOT has provided AID with its co-guaranty to repay AID 
for any loss it n:i.y incur if, for scm reasor. AID has to honor" its gumaianty 
to pay all or a part of the principal and intcrest o..'ing to those mivesl:ors 
because of a defiult i thce - of the Borrower, Ca..:so Natiora le d ']EPcrcne 

Log(imL. it (CNEL], the nationti. i.using savings bank, an instrumentality of 
the COT Ministry of Finance. 

AUDITFIDf:GS, COCLUSIONS AN) INfCOMBNRATIONS 

Core Unit Construction 

Subtantial opportunity costs were iiicurred in tJe production of e:.:pnd.abhle 
core housing unit :; Ixcause over one-third t-he nuii:,:r built 1::e cn]-arged 
in si.ze beyond . , was autlhoirized by ?y, sIi1 Vicantl AID. ildltio~l 
deficiencies e.re i3d in croie unit construction is<'l:1i-pr, l -ojuct­
siting, a'il cerrr2.ii Lv focliLics. 
construction srpc,-visory rciroone] 

Final ly, 
yx-a" to 

COl' 
e>

R.:a. 
:ecise 

authoities and 
little if an', control 

over utiu thorizcl unit e:.:tensJ.ons. 

Construction 	Var-iancCs 

The o-ic'rults of our prior audit of projec't 6G4 -lIG-003-I included the 
discovery that certain core h:sinq silos visited at that tise were x-ing 
built with two h:ibLtable oXs instcld of one as planned. On.y two of the 

I/ Audit ReLxrt1t No. 3-604-79-01, October 1978. 
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seven total sites were visited during that review because they were the only 
ones where some of the core units had been occupied at the time. Therefore, 
it was not possible to quantify the irpact of this construction variance. 
In fact, 500 of the total of 1426 units built under this project component,
located on thre sites in east-centrol Tkuisia, were built with two rooms 
instead of one, and with hicher bound,a_-ry walls than planned. Tle total 
space variance -as estim'ateD to represent a 30% increase. 

Misundc '_../in -- In response to our previous report, P-1IUDO/NE
advised us Jtilt, itR a ood deal of research, this variance had resulted 
from certah o wiAusion in the inds of local officials of the GDP National 
Building ocicty, responsible for core unit construction, as to what AID had 

r,actual ly app1 1- also conclucdh<] that, despite this ml sunderstanding, 
Gap officia.ls Ind prubably actcd in yxzl1 faith. 

Control 1inT Drcuaxvnt Silent -- According to the original AID Project
Paplar submittd by the Hfice-of (i)S/1l) AID authorizat-.ionIousirrj to gain 
for this act.ivity, the unit construction was described as follows: 

"'lhe core house itself .,.]. be a basic 15-20 m2 enclosed 
unit consisting of a kitchen, bathrooeai and one living/

2sleeping room set on 80-100 m lots." 

Thile this is clear enouhJ, the project Implementation Ac!reem-nt, executed 
between AID and the 1IG l-u orrower, Caisse Nationale cl'Lp-cn- 1oc;elrnt 
(CNEL) , does imo. nmention the size of, or nmuber of rooms in, the core units. 

The agreement ders, ho.e:ver, state the folowih.; under U:ticle III, 
Section 3.03 (c) : 

"No constriction for the sulaproject shall be started 
prior to obtaining! the it proval by ATD of 
technical plans, specifications, bid estisiates, total 
costs, soles prices and pl.an, and construction time­
tables.''
 

Wo were unable to explain how so significant a variance was approved or
came2 about. 

R,..ional Co : Va:i a'ices -- At t tin-e the projocts we%-re bei n" hult 
(1977-.19/') , , i L "A. d.ciO..d that, .or rca.I." of suppliy and 

Co 1 .... I crd.n Um 3O= 'W ',e the thr-.cr p.o-,:ct n ou' i1CC -, in, 
qtLuL on - n , ] r in i canA or r , icni . s .,'" ,- , v cnit, tha 
the] (2010 h 1 .i n , ' c f.SIV'O f , .: Tl. oCh trCu i 
va iance di" lP-t ' -" ... . . L 1 in..a cf ui ts 
unYiCe this . illinl JI p c. C . , '...\. l...., i:d the units baun 
huiL to , .A.Aiei.:.v c! Lw,, a s iv_i, "::;o 1- :1 $}00 ­
$800 ler uni L cou].d imae b-cn ralc.ia.. ($35(,0OC - total. ..400,000 
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neans 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 
11G loan furnds i:Idc avai].Ale for this project co,:)onent has been incurred. 
However, the tl'o for action has passe] cand further steps are not appropriate 
at this tine. 

Cons truuLion Dafic-i cncies 

In late 1979, PRIjDO/NE comuissioned an insoection of the seven core housincr 
project sites Dy! a local architectu rai and engineering fj.1m. The reorxt on 
this inspction was submitted in January 1980. Amrong the report's findings 
were noted: * 

Cneral: 

- Icakijng roofs.
 
- Poor quality carpentry and plu:bing work.
 
- Izck of paved roads and storm cirajns.
 
- Absence of drainage for rear courtyards.
 
- Unauthiorized -unit extensions in sam cases extending 

into public rights of way. 

Particular: ** 

- ot 1 cvel.s left highcr than street levels without 
provision oF access stairs or r1mW)s. 

- I ,erior wall niches for electric maters not provided. 
- W/Cs left unfinishe<. 

Site located in ani isolated salt mirsh withouL provision 
of coununity or transpor.t facilities. 

- Saline soil conditions cusnc wall surfaces to crunile 
an~d deteriLoraxtce. 

-- u-tils 

UnCJC -t]ii(:-fl P7[.s:/ of ',1: Pocict:y,


Const-uc[ion Tn-tion ~Core wore built by private con-tractors 
I )," n C7]' :a hi onl I 'iid:imj r;N TT 

(Sc i ''Ni--; ..." .. d<: Tcn'is~e) . ,s.,n"l i..11 : Lc., a 1
1 Ic , li ore ace r... 

core o .i cuuv the ccwctio;. }&-O-0(. to ovc.rco L,. ('n[.rcIirs' 

Work. AIL i cc'.cldu' .v of LthiiSOr ', acrI 1)c'fore the tnrits ,ere d i. Icci
 

for occu1, nnuv, a jo spcc:tiua .,- invcIni -q var-iotus privaLe arid uut i c
 
parties o,(c wiL Lhe corl-in If the r]esulLs of this
kCI ad puccess. 

Cui-LJ.,1f t a'-e ccniictozl .in p ttroajhic LD'-ht.Lt 13 to ti-],.s ):opoi-. 

•* Found aL one projocL site only; not ge:neralized. 
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inspection were favorable, a so-called "provisional acceptance" of the 
project was granted, and residents were permitted to rove in. After one 
year, a similar "final acceptance" insoection was to occur. The interim 
between these t.o inspxections permits latent constrrction defects to be 
identified and corrected. Until final acceptance has been granted, a 
certain percentiqe of the value of the construction contract is retained 
by SNIT to cover the cost of repairing defects, if tie contractor is unable 
or refuses to do so.
 

Despite this system, however, the problcaps noted above were pe.mittcd to 
prsist and the unis passed for "provisional acceptance" and occupancy. 

Of core h.o.sinq sites -:e noted m.-aiy of these conditionsDurin~j our n tcur 
wore ac].n,.c1,7 b Si,1T and C :m field personnel who accoU.)Jlfliedwhich 

us. For examnle, at one site SNIT inspuctors pointc._: out to us how7 
residents were c:*:oc ndig their u :its in an unauthorizol fashicn. Asked 
why this was not broucght to residents' attention, SCI1T's insRxctors stated 

they were not eup.wored to curtail these practices N.hich so;re<tim-s project 

into pu)li.c riqhits of way. In another i.nstonce, we noted that the plaster 
units southern pro]jct sitesurfaces of exterior walls of all core at a 

were ser/iou.sly crockinq and dNterioratinq. We were advised Lv techiical 

personnel who acco,:c:)nicd us that the con-ition was e,,,in to hi~qh saline 

content in the Foil xAiich is prevalent throuqhout the areo and no,t confined 

to the project site. The condition is prve.ntable, ,o fi12t:hr1 advised,wre 

by usinc a richer cc-rivnt ni: or LY isolatinq the wall.s from th. soil by a
 

cost of these soluticns was cEt:in1ted to - alout
tar application. rihe 

$120 in equivalent local curirencv (about 3'Dof sales P-ice) , Lut: for sor:!
 

reason none was used to pr\vcnt wall deterioration from taking]place.
 

us with the followinq co::ments at this point.The auditees have provided 

"It is simply not true that local authorities exercise 'no control' 
in Tunisia theover unauthorized unit extensions. Like most places, 

degree of enforcement depends on the locality. RHUDO is aware of 

several households who say they have had court actions against 
them because they did not conform to the extension plan prooosed 
bV SNIT. On a recent inspection oF eighL project sites, RIM 
and DS/HI staff could find only one project site where extensions 
seriously encoached upon public space." 

it considers to bie "se.rius" encrc-c.ch:;'entsRI1RW does not define what 
public s:ice. .:2 1lbalIc"- - t , s., h e!COac]..cnts reult frcm ev,..r,

of 
ofrcmOrYCOT ,'t)- tic:,esinor::,2 or imisi formation ,..ni.ch it is " ibil'Pv of 

th sarkuotsc :s of: th. cncrc:ch]:rcL is 
to coy ,ct. Uner these circurmstucis 

probi:b.\,y a rtter of i,::ountnce;h.r<v", non-en OccO'©fltcc ocu orI .,, 

rccaylr.lk ss of the 1Luture o,- the infrcti.,: , cannot ':e so c, in our 
opi-n ion. 
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AID Follw-up -- In reviewinq the files, we noted that the last field 
trip by responsible HTUDO/INE housinig officials to core housing sites outside 
the capital city of Tunis took place in Novjber, 1978. DEespite the rather 
bleak description of certain project conditions found in the aforenntioned 
RI-1UO-cn~miss~ ond inspcotion report sutbitted in e.arly Jaa iuary, 1980, the 
only follow-up action .. found was a letter from 1]TTW/Niito the I1G loan 
borrov.'er, CNLL, rccardi-nrl the results of the final insapeci'...c...nIi. No reply 
was found in the RIIUDO p oj ct file. Durinn our convcrsations with CNEL 
field jyersonn-,l, %-eleamc¢d that Cci, has little if any relationship with 
the hore.,ners or the projects thc_1a-lves once the units have been sold. 
In two cases, the senior OJL officialts advised us they had not- ever visited 
the project si'(.es despite their having lived in the vicinity from one to 
three years.
 

We have been advised as follows by the auditees, although wo elieve our 
comiep ts continue to rcm-a.in valid. 

"Regarding CIEL relationships with homeowners, RHUDO and DS/H
 
staff on a recent visit to all project sites found that CNEL
 
regional officials apl)ear to know many families by name and
 
were aware of construction complaints which they refer to
 
SNIT for resolution."
 

Conclusion -- Teclmical deficiencies in the core housing uroarm have 
causCd hc. substanti:li inconvenien_-nce. FT'urtheTore, it.C. ID'a, cost amnd 
seemI clear tL- t follov-un by responsible COT awl ?.ID officials has }xen 
inadeqautte und r t-he circutances d av. If this x is'iec 
not to be rep.,tcxi futuine iD ]ousincg uaranty projects scieduled for 
imr.msntaLion in Tunisia, steps wil. have to 'X.takel to enaure closer 
snUervision of tecmical ,spjcts of project construction and acceptance by 
both CYOT and AMD officials. 

Pizconmndiat ion No. 1 

PUIXDO/NFI, in coordinaticn with USAID/ 
T'unisia, consult witI ap-,l:ropriato COT 
officials rcarinq: 

(a) stb ':",..II' 'c co tr!-uction 
supavvi.s ir:n ptticcr; the im;.YDsJtiol11n1 
01 moro i'r t cc'rL1 :ols ocr the 
awe rl i q " -._. aCce.,t2,. c.0,,.; 

(b) o :ntl of1Clear lines of 
rerx)itLnJ : cLro] over unaut-hc'risd 
unit > o: .';is .- si.'s of jwblic.0: U d 


riqhts of 1-d
(c) inr L,-t of rcc'2urcs by .i:ch 
homeo~2Lr _jtrc":I0'o aiish'uisui 

or on or sicLw'Vri5tFUCt.i site 
locatiol c :c:ncis cck." and Cobt-.-!i­
comju;aS.iOnl fl':ai 'cs~J ;thUB]eX.U' aut-.oitJc,-s. 
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The auditees have made the following reply to this recommendation. 

"We believe that Recommendation No. l(a), (b), and (c)are un­
necessary since we have been advisina GOT on construction, site 
selection, and follow-up problems and will continue to do so. 
We agree in principle with the desireability to strengthen 
construction supervision practices, site acceptance procedures, 
and control of public riahts of way. We have been consulting 
with GUT officials on these subjects and will continue to do so. 
with regard to "unauthorized" unit expansions we beliove it is 
more correct to refer to them as individually designed self-help 
constructions which local authorities have so far condoned. 
Furthermore, we are not aware of home owners havina complained 
of being subiected to unusual hardships or expenses or having 
sounht romensation From GOT authorities.' In any case we feel 
that both ,xpansion and redress are clearly questions which the 
GOT wnuld address were they to see them as problems. RHlUDO will 
of cnurse pass valid auditors' and our own observations along to 
GOT for their consideration, bui: would be reluctant to propose 
solutions for thinns not yet recognized by USAID or thc GOT as 
priority problems. While responsive to the identification of 
project pronl~ms, the GOT has not been typically appreciative 
of foreign advice on these local imnlementation/cultural practices 
and we dnutt that consultation at this time would result in serious 
efforts by GOT to establish guidelines or procedures." 

We bc-.lieve that the audite.;s' stat ivnts further reveal the natu:c of the 
If RIUIO is "reluctant" toAID-GOT relat,:isahJ in i: Prcjran nitters. 

broach SLQUjats wich the Ch1' docs not recoonf:iC as probiem areas, how 

can a devc]ov:ant dialogue take placo? 1o also infer from the ab\,Dv that 
AD HG Prcxjran mneirs c2i they have no resxvnsJ)i1.lity to ensure thzi 
the u]tJin,-te L_,eficiarios of AID assistance receive fair value under 
AID assistcd projcts. Bacau-s: \.-o feel thiese j.ssues run to the core of 
AID's dcvelonmwt %,.ork ncld responsibilities, we mst ViCorously 

from lBItJDO's views. We have consec(uenl', retained the recomwndstiondissoent 

as dr:a fted.
 

Recontrodm iat.ion No. 2 

PElUIM/NM' a,:]opt a site visitati~on 

po.icv which ensures that all iG 
fundod :roj c'ct sites under actLve 
constructI-io are visintd at least 
yearly ]l, .ID direcL-hire projct 

-9­



In reply to this reccmmendation, we have been advised: 

"As in the case of Reconmendation No. 1 we believe that this 
should not appear as a formal recommendation 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
 

onAID direct-hire project managers to make physical inspections 
a rigid schedule. Such a procedure would be inconsistent With
 
current DS/H guidelines which admonish RHUDO/staff to minimize
 
involvement in project details, generally relying upon host
 
country systems, institutions and standards for project implementation 
and using personnel under contract to perform occasional detailed 
surveillance services when determined necessary by RHUDO. This 

we believe, reflects overall AID p'actice for Investment
policy, 

Guaranty and Inten.ediate Credit Institution type programs."
 

During the past thrce years ETh-UDO staff have visited core housing project sites 

outside the capital city in Tunisia only twice, and both tinms in response to 
findinqs. We havwe not requested a riqid schoduling of visits,critical audit 

merely aen trnual visitation of all active proiect sites. if present DS/H quicie­

lines are being fol]v.oc6 in Ri,3DO)' s site visitation practJ.ces, than this would 
confirm our view that too much ti.e is lxeing devoted to prograin develoipment at 

on a worldwide _1sis, as confirmerdthe expnsre of iwpicm:ntational responsibilities 
in our rec,t revievws of siiilar IEG projects in Kenya and Bots,.wana. We believe 

<:anls nnitoring, and isour recom:i.:ndation for a medicum of prudent project 
therefore being retained. 

cornmlun ity Facilities 

which appers to hive lacked adequate attention and application ofAnother area 
GOT reseurc?,s %.,nste provision of cormunity facilities. Of the seven core ,ou.shinj 

funds costrctsites visi.tc.c, we notM cne instance where the CO' had ex:inded to 
s::hog1 and a mnscue. At other sites, certain facilities w.a sumll, three-roan 

from the projcxt site, altLhouqh these were not a.',aysavailable at a short distance 
adecuate to .c:t currn cemnris and those iimiposed by residents of the core
 

housing project as well.
 

in a salt nors-hIn the no,-st extreme example, we saw a 150-unit project located 

near a faiirly s.all., c2:us-contral. fishing tov..n. No ceruntuuity faci.liti.e-s oF any
 

kind had 1v.:_n provi.'.!cA to the residents of this isolated projcILt vho: were Qite
 

vccal to us in their c:A]aints about project conditions. 

WY1' Pe, rr<nsi it -- Accoardinc to th. project ]mplemntation Agreewc-t, 

arc cluarly i(Vntificd as GOT projcct contribuions:certain-c \:Rii.1-;iy l03ci.l tos 

"Section 1.02. Sul-e)r:o]ect Cn! ri Liit-i onF-hich Are the 

suitabl cr'c .. ity f cil iti 's A1']utinI scho.ls, heal th centers, 

1r)r ues, '1. t, 1,:t:hin,- fac i. its, and rereationa]. areas 

i-r the o,,'elom'r.t of: those a rcis."rc x]:Lvc\l 

Similar anrqe apx::irs at Setvion 4.02 r,.:rdin tn le-argo I-n EIhal loun project 

in Tuni s Vo ,'Kich All) his thus for contri ct ,] $20 million in IIC loan funds 
under projecus LG-002 (1972) ind 003. 'iku date, hoav.er, this 
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site is almost totally lackina in adequate community facilities. The
 
thrust of these soctions is reinforced, in our opinion, in a later section
 
of the project Injlementation Aoreeinent, as follows: 

"Sction 5.01. Due Diligence. The -overnn=-t ',CT) as 
appropriate shall cause tde suL projects to be carried out 
throurih sich iai!ncips as sct forth'herein with due diligence 
and efficiency ud in conformid.tv with appropriate adiinistrative, 
financial, cninecr.~irg, urb-n developnant, public transportation, 
and utilitv practices, and shall cause to be provided, as and 
vkien nc,-xledd, the fudids, facilities, services, personnel, and 
otiler resources recuired for this purpose." 

Conclnsion -- From a]l i-tat we have seen during our recent visit to 
1he AID H-IG-loan-assisted sites in 'Rinisia, we would subnit t]at the GO].' 
has generally not l.ved uo to its conmitflnits i providing the necessary 
conmimity facil 4Iides. Nor has it imet the test of exercisinct due dili(jence, 

advised that funds had not ]en allocatedbecause, in niniy cases, we were 
to provide t-hese f.ci.ities. 

Reconiondation No. 3 

R-UTM/NE, in coordination with 
USAID/kunisia, (a) for-mally advise 
the GOT that, based on the conclusions 
of AID comuissinned final insre.cti.on 
rx)rts and t he results of AID audits, 
AID concludes that tie COT has riot 
conplied with its , 3sx)rnsibi*Lities 
under the iroect 664-1C- 003 Impl.udirentation 
Agreemeuat as regards the provision of 
necessalry conouity facilities, and
especially as re-ards un contributions 

to tjIe large IuIUjr] dlon SubLDprcrject, 
mid (b) formally requtm, c the appropriate 
GOT a tihrities to invcntory the commurnity 
facilities nceds of tHo., shelter 
projncl&s assu;d undor pr-oicct 664-110-003 
ald advise AIF) whcn siich facilities will 
be provided. 

made the follwjinc ]onInthy co.manCs.In rcl.ly, tie audites h, -ve 

"We agree that informing the GOI of the neeci for Con11n11ity 
1IG financel roi ec.s is useful.facilities in connecti on with the 

We most recently acivised the borrower ot such (eficiencies in 
nur letter of Anrll 3, 1981 after a recent site visit wrid the 
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nf part (a) f the 

a more timely 


Director of SNIT is very cnncprnpd about obtaininn
s
basis However. 
 financino 
on
Of the language 
we would like to address the thrust
oafrt (a) o e
m dtion" 
First, RHUDO s i
Oft eRco ..
it is ofngu ge ~ l eondti ' - "te l f Se tjo i 3 02andD~irst ,t r s
' interpretation 

a catchall provision n Sction 4.02 of the 1A is that

and Secti oMunit
and n to focus GOT attentionSection 4.03 3 facilities "as and when needed 

to nrovislon ofof the IA Section 3.03
 
state that the subproject


Identify (among othor things) the existing Workplans
services and facilities shall

Programmed and pommunity
unless the GOT has renegcod for
subproject workplans, on Providin}g each site. faciliti t 

not S
we do herssee how AID ,nint
under the IA. During 
could reasonliabinly 

Concluue that the GOT has not COmplied with its responsibiliieRHUDO and DS/Il 
a recent visit to allpersonnel core housing sites,took Specal 

and sought view.s uf residents
Projects noteare gettin It is RHUDO-of con

neighboroods 1 g services which are 

V1 "unit fa tesin consistettthe same urban area b other...,
follouing s s.. the . u ggests the
 

If
 

RHUDOiE, in coordination with USAD/TLnisia (a) formally advisethe GOT that, basedins eco onar the conclusions of AIDinspection reports andtcmisoe
that ecs s ar 
cosund the results (omally
c ornunty of AID audits dProjects facilities AID concludesand (b) formaI' may be lacking into inventory the someceonnnit;y faciitl."projects 

request the appropie
assisted under project 664-HGO 

needso autoreoate GOT -.
ho...
 
3Ofand found 

deficient amivse AID when such faci0it:03 sheree ontrast nillto the thrust of he proVidedview that thosthe prolonged will he Prodedoumay constituteCn no Of t at i t a-.M
GOT a lo-provision Comments,.itWi- it may sil 

ri, breach of: woulteof commuity faclities.. 
too early o th 

atteion .e contract 0 u 
we to b artofteunder the Core housing Component In theoop
sitewie bo inJ.l n of project-Is Ptoto thethoCons664--HG­0 thatov 0 the absenc e 
Tunis should not be iqnorfreceiv\ed o suf$20 million in 

d by AID. jP rojjbeta ini .G, The c tth 64-nH aC003oann almost ascistanc OT has so 
that a decade ago. for thAID far 

this Particular It is arojectmeasures Orthat could situation Projfte fpnioncall1s
hfovra fosalVtoyo - "i1onros 
8holeJ ef c AID Oiionr pr-oject0s urJNtCn 

clo all A'-assist~ai Sautr .- eOu e~ ~i Cotero Pr j ts nTunisia.

Ourgoec 

por this reas o., we a r e r eta rini ngrgeoayaaaisndnola
-r 

rs 
etaining
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Project Financial Status 

AID's periodic financial reports on the Housing Guaranty Program do not 
accurately reflect the status of project 664-IiG-003. This is because 
the AID W-239 report shoos HG loan funds authorized for this activity 
as fully dishursed when, in fact, only about 78% of the funds had actually 
reached the ultimate C0UL' b2;rrowing institutions. The remainder of 11G 
loan funds ($4.5 million) lay in three separate escrow accounts vhose 
tenns and conditions varic,a considerably one from another.l/ In to of 

for the release of escrowA funds weretiese cases, arrangmnmnts w'ade 
found to be satisfactory; in the third case, however, these arrancge nts 

appeared to conflict with provisions of the project Nvplemetation 
Acjeenmnt:. A\diticnally, the Ck7j. h-rrc',inl institution under the core 

housing projc.ct cocnan:TLh, CNI, hijd ovc~xaluod the dollar amount of 
far, and has yet to account for 14% ofmortgages .sonted to AID thus 

loan fu...s dGisours under this project comonent. That is, 10%,the 
controlled by the Centralor %500,000, is on depxsit in an escrow account 


Bank of Tunisia, and 4% is not yet collateralized by elicle mort-ages.
 
.loan rcpa lient delincuency
CNEL has also undceres.-..tc. the extent of hone 

and should consequently strengthen its portfolio imliagemant practices. 

AID Fi n.ncial Pe-lorts 

status of the AID Housing Guaranty Prog.ram worldwide isThe financial 
perio.dic report published by the Office of .inancialreflected in a 

entitled:,- aevon. 
O1her Credit Guranty Proor1ams", provides

It.Magonmnt, lon na Division. -his rCport (o-2D9) 

"Financial Suimary, 110u n , and 

the status of dishuxxsc2ents by eligible U.S. lenders under Housing
 

Guaranty loans autlioriz< ]dby AID. 'Ilhe W-239 re)ort dated Dacen'Jm-b-r 31,
 

.980 showsr the status of loan 664-11G-003 as fully disbursed.
 

Escrovewd F'nds Not Pror ted -- 1-1nile it i.s true that the last 
.le-ers tnCder this projc-t took place i latedisbursen,-.by th. 


Novci nbor 1930, it is also notcworthy that at Elie end of Februlaly 1981,
 
$20 rillion HiG locut total had st:ill not re.ach'(d the
about 22% cf the 


ultinyite C0P borrowing institutions. (Althouh the C,7J ].Horrower of
 

reco.d Linr": i s ]proj .t is the national housing b:ink, C 7 1 , this
 
5-lfor t l core:insLituti.on is in fact a true bro,:er of only $5 n 

remningcr 015 Aillion, the nLatioali1houllincj p:tojcct Clmpcnc: .. Of the 
SNiT, borrowed $10 nrillien to finish the ]1bn lQ]'ldounbuil.ding socety, 


)iouject, and t-he 1Muiciluity of Tanis was to borrCw $5 :A.llion for si
 

will rcall that those are r t AID funds but rather conmercial1/ The reader 

he dish' .':onts at< :;ernd,_ Lv the pro'isions of Ioal
loans 

lN..r and. GCf. b0(Y,...'F.Acjrce'ints betwocn ti-]n KID- t],-he 

IHence, th, need fo: 0a cstnW.Ii.ment of escro..:s in order to a':oid 
q - YntQt i o nlosing the lender's faids ;hen the statuas ofT project iJhpl­

does not justify i "ss...nts as scho-d'.il in the oan Aq -ci,<nt. 
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upgrading.) At the tine 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 subsequently in this report, the remainder of 
project 664-HG-003 loan fucs remained in three 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 agreements with SNIT and Municipality for
 
"C" unit and Hellassine parts of the loan. CNEL also has
 
mortgage loan agreements with individual sub-borrowers in the
 
core house subproject. However, none of these sublending
 
arrangements, all of which were contemplated in project design,
 
relieve CNEL of any responsibility as the borrower of the full
 

$20 million."
 

In fact, the "true orrower" of the $20 m]lion i AID 11G loan funds is 

the CT Central Pzink, the only entity authorized by the GOT to hold
 
foreign exchlige. We continue to believe that "Borrower of record"
 

is an apt description, althouqli "Borrower of convenience" would also
 
adequately describe CNhIE's role under the project for all but the $5
 

million core housing sub-project. In contradistin.ction to RflUDO's
 
assertion, the or.iqinal Project Paper in fact calls for three separate 

for the sake of convenience afterBorrowers, som,ethil g obviously changcd 

the project was authorized.
 

the status of 1HGConclusion -.The reader of AID's V-239 report- on 
projcK1Lt .. ]ariczwide is not fu].ly hiformld as to the actual status of 

certain projects because thc report does reflect HiG loan funds in escrow. 
this report should be as accurate as possible and,We believe that 


consequently, we are making the following reco.imendation.
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Reconrendation 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/IU1D to 
reflect the status of HG loan funds
 
disbursed by US lenders that remain in
 
escrow accouts. 

To this recormrindation the auditees have replied: 

"DS/H recommends that this be excluded as a recommendation 
since how PI/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 become effective 
about June 1, 1981 provides for centralization of new escrow 
accounting and thereporting of escrow status in the W-239." 

Although u- are retaining this recomiendation in our report, w. regard it 
to have been acceptcd by DS/1- and FM/IlID and, consequently, have annotated 
our records to show it as "closed" based on the information provided alxve. 

Status of Escrowed Inxn Funds 

As noted previously, approximately 22% of the $20 million total AID 
contribution to project 664-HG-003 reiiuined in three separate escrow 
arrangemnts at the tite of our audit visit -o tuisia. A brief description 
of each arrngeiient follows in chronoloygical order of escrow creation. 

Morgan Guaranty Account -- The first escrow opened under the 
project .,as stab]i-i]c.d in Aucust 1977 with part of the proceeds 
of the first HG loan disbursenint. The account is located with 
the 11organ Guaranty Trust Companuy branch office in Nassau, Bah;.nms, 
in the nan of CNEL. The principal balance, according to CN.J,, at 
the time of our audit visit w~is $2,086,450. CNEL advised us the-y 

.tacints relative to thtis escrowreceived reqular rio:ic lxuk 
account. Despi tO rcpated reLu-sLs, w wore unable to obtain any 
infornmation on the ami nt or disj-xsition of interest cz rnings on 
those funC; from CpEL. 1,' T'ho funds are Leinq held for the delayed 
M1llass-in.- slum uim{-A'dinq project comonent under the sponsorship 
of the Municipality of kuis. 

1/ 	 After a delay of tuu rionths, this inforntion was forthcoming but
 

only after strong representations by AID and Anamrican E-imassy
 
officials to GO/T officials.
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Funds Held by CNEL -- Another $1,881,585 is being held for 
the Mlunicipality of Tunis by CNEL in Tunisian dinars. These
 
funds resulted from three FIG loan disbursements during 1980.
 
They are not being held in an interest bearing account, rather
 
form part of CNIEL's treasury funds where they are reportedly
 
available upon demand. 

Central Palk of Tunisia -- Finallv,.$500,000 was deducted from 
thie last disbtur c.ant under the project and deiposited into an 
account maintained by the Central Bjuak of Tunisia at the Bank of 
Am rica's New York City branch office. The funds are being held 
for CNTL's use under the core housing project component. 9he 
Central Lank of Tunisia has agreed to pay CNEL the interest 
earned on these funds when they are released to CNEL by AID. 

Differinq Arranqeenns -- We find the eistence of three separate escrow 
arrnjcI .nts under this project to be quite unusual, especially in the light
of the va-iatLions noLed annq these different forms of escrow holdings. The 
Morgan Guaranty account in the flazias rcipresents a stundard ccrow arran cit--!,,nt 
involving a neutralithird party charged with ho] dinu HG loan tunds until such 
tinE as AID is satisfied that certain conditions have Lc.ten rest that woul.d 
per nit th ir release. The second form of HG loan fund holdinci in effect 
constitutes a "G.ntleen' s Escrow" arranlom, nt in that the fun s have aleady
been converted from dollars to TLunisian dinars and are being h.l cI at no 
interest. Thus, any leverage offered by holding back dollar disbusennants 
to the CU has becn ]ost under this arr-Lncc*mcnt. Listly, the dicl)sit of 
$0.5 million to the Central Bink of Tunisia's account with the B.Unk of Am.rica 

,in New York also lzcks the i,2"-rsonalit noi.mlly associated with forml 
escrow arrngc-mients in that the GOT has effectively been given t-.he use of tle 
dollar rcsoiu-cp-, although the disbursement -f 'Tniisian dinars to CNTL has 
been blocked. 

-~Xa)/NE ExpI tion -- In transmitting our prel.ininary finding 
statem:,)Ls to IUy, ,nd USAID/T['unisia, .e specifically reac;Lcd an 
explanation as to why these different escrow arrngements existed. Their 
explanation fol.ows: 

"Es crow,; 

HG-003 represents, especially in the upgrading subproject, 
a pione),ring effort in North Africa. RHUDO and Turi isian 
representiatives with the help of consultants made the best 
estiiiates possible in developing a financial plan.
Particularly for the Mellassine upgradin subproject, however, 
the timetable initially offered was unrealistically optimistic 
and led, along with housing construction delays, to the 
establishment of three separate accounts with distinct 
characteristics. The first account with Miorgan Guiranty Trust 
was established in CN[L's-naine in August 1977 when sufficient 
docujiienitation 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 tho 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 agreement with RIIUDO, funds 
were disbursed to CNEL to be held until the bills could be 
presented by the Municipality. The RIUDO judgment at the 
time was that, as work was progressing well and contracts 
were already signed, the establishment of a new escrow at 
the Central Bank was not warranted. We retained some 
control on the disbursement by disbursing to CNEL rather 
than directly to the Municipality. Neither the Municipality 
nor we expected the long 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 IIG-003B. The Central Bank of Tunisia agreed to hold 
the funds, pay interest to CNEL, and to disburse the funds on 
direc.ion by RHUDO. CNEL, in a separate letter agreement, 
promised to build the additional eligible units and to certify 
to 25% of construction in place within six months. CHEL 
representatives expect to meet this deadline. 

"This final disbursement was not added 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, separate account was required and was 
established as agi'eed when the ilG-003B agreements were signed. 

"Interest for the use of the money is available to CNIL., the 
Borrwer, on all three blocked accounts. CNEL receives the 
interest on the organ Account and the BCT account and the use 
of the Municipality funds under the terms of the respective 
agreements. The agreements signed by 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 requirements
 
for loan servicing. The Borrower is obligated to pay the HG
 
loan whether or not the income from escrow covers these
 
paynents, as it did not in the early days of HG-003A."
 

Abditor's Ccmcnts -- It nmay well he thatonly the Central Bank of 
Tunisia can legally hold foreign exchange outside of Tunisia in accordance 
with Tunisian ].a*. li,aever, it mould seem to us that other arrangaents 
could have been made rore in )Aeeping with the neutrality normally found in 
escrow arrangaients, as excrnel)ified by the terms of the MNorgzi Cuarnty 
arrangsoent in the Bahamas. As regards the funds held in dinars by CNEL, 
although the exlan;ction offered by PJRTO for the first disbursament to 
this "Contluo.en's E.,crow" is quite crodibie, it is not clear why TUJDO 
persiste-d in this informal arrangen'ent after it boc-me apparent that work 
on the up-gtadin ccr anent was not prcjrest-sLng as well as had Ix.,,n anticipated 
when this infonrmal arrztng-eunnt was entered into. Instead, two further 
disburscmiants wc-re m3e iJito this "Gentlcncn's Escrow" four r-anths and 
eight ronths after the original iarch disbursement e-ntioned in the PIIUDO 
response. 

We interrupt this paragraph here to take note of further comlicints by the 
auditees. 

"...what the auditor describes as a "Gentlemen's Escrow" is an
 
agreement to advance funds to the Borrower , th conditions for
 
accounting for the advance, retaining project manager oversight
 
and which, we reiterate, is common practice in the world.ide HG
 
program. Therefore, Lhe auditor's assertion is patently untrue.
 
Possibly the auditor is confused by his insistence to continue
 
to refer to this as a "Gentlemen's Fscrow". We suggest deletion
 
of references to this arrangeent, however, if retained in the
 
reI)ort (together with our position) we suggest that he refer to
 
it simply as an agreement to advance funds."
 

We continue to be] ic.e that "Gentle-man's ].:scrw" aptly dscri-be-.s the unique 
circrnlsI:2nces surrounding thee ihree iiecv~tantcd doshuzue.~oits Of HG loan 
fuMds. 'T]ha fact thnt no interest is I.X.inq c:Iraed1. on the.-ie f[u-:is while t'.cy 
benefit ,.EL ail ni, the tu-1inip ality of Tunis, to .. Wu,-,v.erehLn tiM.-
"advant e" in thcory, as the auiitecs s.nygest, cenf:ir7:; in otn view the 
sartew,.iht uniquo and in fOe. . rm Tati of tis arranjecnt. 

As rE.ari; the arrang:Oacrt with the COnt rnl 'And, of Tunisia, we see no 
reason wIhy a tru2 errow MCcOunL c'ould nt have boen establisH ON] in dollrs 
with any 1.:uk of the Central Pink of TttMicN's c"xmving. InsLcad Lhe 
$0.5 pci.] ion was di:burscd into the Cuntr;l.1I. k' s entah.LJS}v:< accouIt: 
with the Bank of 7veriica where it is ccumingled wiLh other CU' funds. 
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Interest Benefits -- As to the RHIUDO's stated position that CNEL, 
the HG loan Borrower, is entitled to any interest earnings on these funds, 
w note that 'his position is not shared by the Municipality of Tnis which 
has appoal cd to the C<UP Mtinistries of Plm and Finace as to its right to 
these earninqs. This is because, in contradistinction to PJRDO's assertion, 
the Munic-irIitv of Tunis has boen making interest paymnts to CNMI on the 
1IG loan fu' ,s disbut-sc:d for the upjrading component of this project. At 
tile tire C. our audit visit, a total of five interest and AID fee pamTents 
totalling the oLaniva]ent of roughly $410,000 had been maide to CN[L by the 
Municipalit t y in acc.r,:.:ce with a separate subloan aarec.:int. We also 
leanicd Ildiat the Munici.pality had intentionally defaulted on the sixth such 
p:tywnt x.'i(Ih fell due at the end of January 3981 to emphasize its concern 
-it th. in"ii L' L-int i u.arceiv-2 tuIese escrow arraiqcm:nts entail. 

( -- differing escrow arrangemne-nts entered into under 
pro c.... ef. c in t c..... of forfeiting AID project 

r' . l over doLar C1r.; li]:svnt.; of, ig loan Fund'is from escrows 
to U C uIL . . ICrI'.IUCO,, lac A I or. ....... a of uidance 
cowlitiol ! :is- to tn:, di:vsition (f: inter' e"anins rtse 

twao ... Y,:ardingfunds h-'s Ic . to an ini. nrd_ dispa We be[v.'a a C-P ',s., i.' rr> 

their ri . to th.?se ,c, I ts.t s cone.u;c-fi.nt]Ly omr o'inion that: AID 
project p. :ers h.:vo not e:.:erci.se,] adequate cont-rols over IG fund.;s disbursed 

into esc-u,,. 

At this point, howavor, there is little that can be done to correc: this 
situatt. subsequently). W- plan to fo.1]ow up on this 
si.tutati on .in 2o~nflP: m with th. revieW of 1IG Program cf]..cies, p.armd 

by' the RI..:.i Ls Genera Audit,I'a . tor -ole AID/Wsinjtoa withLc.,rd to 
loan fundstle star-n,. dci..;.ion ofT, cnd] AkID nv:nagon .'nt control over, I1G 

disb'art-scd: into escroe... 

btortcv1'e Va].ution and lieibility of Lan Fees 

One of t-h ey dtev .ons will havo before HD7 ]:.,-in funds. Lth.It .. to be madoe 
h: Sto doin escrow c il be vol].l uIer!lie co, ]oui:i:q projecL. CO:apncT

w.i.th theU:I>er of co-ic unts ncc:d t absorb as yet unccoui d 'or HiG 

].oau flu i'tLt t- t't 1 2 of: our v.i .I.t to 'Tmasi' , v-'ew. rr "e-7.s "d 
il ordelr t.o a(cqjulircby ]?Jl1UV)],/ - , C 1 , ( ,t to corfdinaLu woith ] 

a Site ulp, is to I iId the u;'1 rcd o t' ]e nlfll 1:(; m*!A.I I-:r:; ) ! 
f.. I !I .. . ,[ wi ll .', ' li v h t' ])-' 

n' -t , I ' '1''' ' 0: ,I)'.1, C\. . i.. l I ali 
C' . "' 

c-, h LotI ' .... " 'w .. s dt .'rar thx.-11 . \,:i 
Ci! rI.,]i , u .- : if , i s a o,,si,our 

atiit Vi:;J ., it. S.-cicm Lii.o is;:..x'': ol units to 1x! inaH:c' vG 
i h the nt;I:,ui]Oan fur: ; .,t this ii, v.1_]1 h:. to ho? .,< I. t: ia].lv c t'o 


C" ' .'i , ,
Cnv\7J . i (:, li ( r .:" is h:,:c :.." v.'e found Ihat .v: f ic nit].y
 
o\,orcst:i:,.l t ho: of co-o unit.t .L {oooruc ~ile,
-l.-value 

as sot fort.h ic,:,.. 
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CNEL Nortgage 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 Tbtal 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 examd.ning this letter, we advised RiFtMDO/NE that in our opinion,
had incorrectly valued tho mortgages presented to date which resulted 

CNEL 
in 

a significant overvaluation of thoe . mortgages. It would be our position
regarding a settling of accounts th.nlt an avcracie exch:ae rate should be 
used. That is, a rate prcyJ) iced by dividing the total nunbr of doll.ars 
disbursed into the TDina.-rs received by CNEL. 

According to anotlm:r stateAn'.nt rc<iucsLed from C-NL in this regard, we noted 
that CNEL revort.s the ] !er's disburse.mant of $4,398,250 (net of deduction 
of AT and enders' feos) which produced for C>2_ TD1,810,432.748, or an 
effective exchange rate of 0.4116 ccuais US$1.00. when t-his average rate isapplied to the dinar face value of the 1319 CX,. nvrtgaes (TDl,708,143 
0.4116), the resul.ting $ value is only $4,150,007 as opposed to the dollar 
value CNEL has ciainclcd of $4,307,004. The difference is $156,997. As RI-I[DD
had not yet replied to CXE.L's 9 Jan 81 letter, thare is am.ple timc to advise
CNIE'L that it shoul.d use an average e::change rate in comnuLing 'ortqaqe values 
and plan to construct or7e units accordi n.y ill order to make up tie reiiinder 
of 11G loan funds, which we coT~putCd at $698,243. 

Accountable IG ]loan Pmds -- Presented bclow is the financi.al status 
of the core housing proj-,ct coxponent in accordance with CNE L's January 9,
198] letter, and as we have recomputed the core unit nortgage values as 
describad innvdiately aaove. 

CNK57 Auditors
 

Core project budget $5,000,000 $5,000,000
Less: (per CNEL letter of 1/9/81) (}.x.r audit valuation)
Face Value of .31.9 m: .rtgpgo $4,307,004 $4,150,007
]Tpl. & Coomd. ]::anses 50,000 50,000
APD & Lenders' fees 10],750 101,750 

4,458,754 4,301.,77 

Unliquidated 1xalance $ 541,246 $ 698,243 
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It is clear from this recomputation of mortgage values that CM.J has yet 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 anticiphated to absorb the
 
as yet unaccounted for HG loan funds, although the exact number still has to 
be determined. 

Elieible Exirenses -- The coordination expanses mentioned in the foregoing 
table are sanctioned in the piroject Iplexentation Acqreement. However, the 
same agreement does not i-ention the eligibility of H1G loan fees, as claimned 
by CNEL. ,boover, Section ] .02 of the ]}:qplerntation Agreement contains 
rather ri(.orous langruage restlricting the use of HG loan fumds 
exclusivcly to the g]oods and services identifiecl in this (nialemc1ntation) 
Aqrce ont." (emphasis added) It ..ould appear from this that project planners 
had enviscged thft tl1e cost of loln ecs -- a legit.iiiute financing expense -­
..ou]d ha\ve been factored into the price of the core iuits, thei-aby being 
reflected, in part, in the face value of th9o morrrgcjes presented for 11G loan 
financ.i ng. 

At this lx)int, it wvuld scent to us t-hat tv.u reconiinndations are in order: 

Recoumndatj on No. 5 

PITUD)O/NE, in coyordination v.Ath USAID/ 
Tunisia, fo(c:nml].y advise tihe 1HG loan 

orrove-, C'L, that (a) the dollar 
value of el.iJC.i iSl cor-e ]1 o1iinq nortcages 
is to b.e dctermined using an average 
lan conversion factor, anid (b) C\TEL 
>xred.itiouslyv rio,!3e to) AID the nu.nxzr, 

sales price aii, l location of eliiol.e core 
tuits to be built and financed with unused 
11G loan funds. 

In reply, the aud-itees have noted: 

"RHUDO and USAI) agree in principle with the concept of average 
loan conversion factor. llowever , we have advised CNIEL to give 
us mortgages equal in value to the total dinars that were 
genera ted by cloll,.r rlis hu rsene.nts to the sublroi ject. We feel 
that C:LL does not n(cd to COlCrnIt-sn l F w'i'ih any excha ngje 
rate when account .1 i. fnr di rna.s. [o have advisel!] C:I:L that 
they should suriil iiced iate]lv th ei r prono-al for core uri its 
to he fin l(:cd wiPI u; Ou C. n-lan funds. Out- actions already 
taken sem; to be ciitei.. ;,'i ;h the auditors intent and we 
request that F'ecc::ii!er,dation [Ho. 5 be excluded from the final 
report." 
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We believe the auditees have effectively implemented the reconmmndation. 
We have consequently annotated our records to show it aF "closed". 
However, we herewith request PHUDO/NE to keep us apprised of CNEL's 
response to its letter on the matter of accounting for HG loan funds. 

Recormendation No. 6
 

Im[JDO'T,, in coordination with USAID/ 
Tunisia, obtain from the Assistant 

General Counsel for Pousing (QC/Il) a 
formal legal interpretation of e] igible 
uses of HS. loan ftnds as defined in the 
project 664-IG-003 Iqmlementation 
Agreement Sction 1.02 prior to 
accepting CNiL's claim to rc!'bu:scairnt 
for fees paid to the ],nders and AID as 
eligible c:.;crses. 

The auditees' reply to this reconuitrflndation is as follows. 

"In addition to our prior comments which noted that HG worldwide 

practice is being fulluwed in allowing fues to be paid from HG 
loan proceeds, we call the auditors' attention to Section 5.03 
of the L.oan Agreements for both HG 003 A and B which mnLion the 
amount of the investor commitment fee and say "which fee may be 
retained by investor from loan proceeds". We have noted the 
auditors' concern tiat this eligible expense is not specifically 
acknowledged in the IA. GC/HI has advised ROUDO that it may issue 
an imple:o tnation letLer to aend the 1A to clarify this point 
which will be done. RHUDO and USAID see no need to obtain any
 
further legal interpretation from GC/H on this matter' and request
 
that this Recommendation be excluded from the final reoort.
 

We shall vrcc:. to act en this rco nrandticn wn h received a 
copy of the 1,.)r×1.s!c1 ir.,PYK-ntat.io letter which acliits the o].igibiliLy 
of fi-nuacin-i costs raer this project. in the interinm, we are retaining 
our rocortaendcit ion. 

Escro,.. I<]case:< Arrar:::wnts 

The conditions irnsxil by AID for rolcase of IG loan funds hold under"L]e 

thrae c' ,rk ,l ,.crihn! in a pricous section diifor suhstcnninJ iv 
Ono f ra n a' . As to iinds h ,, 'Lin Ji Tunisian' dinars for th, 
account of t], michyil it: of 'Is (". 'nt ,ns Escrov") these nn b 
relcascd siy, 'ly iyn jun vtation LO CMi by Ke .nnic'i.lit of adcf iat.e 
do 'u;;,.. tnatijUV-i s'anr re' '', ,. \ '''Tin; ' n .n. ch . w&Lh,\':L pi 


szm'y typa of 1unw fi ctia is rocq'ired for es]oas of tu(is hli in ie
 
14)jm.n Cr1 iCALv:;rC1OW ac<conLt in O ]:ahans ; i.e., pro-oof that the
 

Muinicijpility has incurred el.igible Project cl:vxcnss uder th~e umlraincg
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canponent 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 '.jnisian dinars. II wver, assuming that CNEL exercises due 
diligcnce in deterndning the eligibility and accuracy of docunyntation 
provided by the- Municipality of Tunis for release of escroiwed HG loan 
funds held in local currency, these arrangements should safeguard the 
integrity of }!(, loan fund releases uider the upgrading conponent -­
esp'cially if ATD and CNEL infornmlly consult on this matter, as we 
exTsect they woulld. 

Es:. 
th' . iu -or ]xi'aase of funds beinC held by the Central .,-:nk 
of Il1Jsia in O]lars in an account in New York. According to the terms 

Let , entered 

cleai oF Corc ESCROW Quite another wtter, lowever, is 

o a ter . _, (sc Exhibit C) iito xt-.en CNH.EL and 
RERP)h, mvynLa -,l.,.s" to C:1L- by thD Ccutra...l. J.: of Tunisia 
X\cor--Yi L to AID tile units to ,a's;c'rt fi.ed that f.,,.. by escrovwed 
HG ]o n d' 25- c :- etcd :i- such state of co:nstructi.on .,clressRu' ,t en 
occurs with.in ."rnthy of the date 07n lcttecr a-rec iynt. We have 
advis Id LK1 DJ,'. raJin YactionW, . rcCjp rdinc;UP01" EM /'1usiaof c I 11 ,. have 
this arran .,., for the leanons set foLt.b i].c .1. 

:Iipler ,qc2:'~rflL u<o ted an from(11 Povi1 ()-- Il:,ow is ex.cerrpt 
the pv-oj,'et I :",....tLa i\cuce&?.nt xLu,-.--.hich has i:ircct lbearing on 
the issue of final difsh722nt of IHG loan funds to CNL. 

"Sction 3.05 Crndi tion.,.- Pr",c¢ent f ( .TRLi]. a, Pilal]. 
iritia.L rnDish.. £02nt. V. 'c.i, oK< -ITaI.(',.i-o-an 

pro .cdu-.o tV core ho. sing, stubprojct shnil be 
autoriod by A.I .iD. untail] CKiEL has ipr a(viscd in 
writiny by'A.I.D. that all of the ter:o and conditions 
of S3.ion .03 (a) and () have oen ivt to A. I.D. 's 
satisFaction. i n<ax A rearves the sum of $500,000 as a 

'
"final shvr' :K 'ct" f'i-or this su]bprojrat. No such frcl 
dii o ion 71vnt nt 1dL hy'11hA.Tf. P. SA t~ti ,a
q].\en eC,].(..CQ. .... .. .I. . of: I-leLi ....Ct ( 1tr',1haL, a LI 

tornlls and c . . 6.02 ha-,veci F']i i 0Loand 1,een 
met and l-Int- e:irn **- I:Q.{..I ill.<1 " ,ith ..i . .... n. 

the ay- 2 hc-rco :rc0c'- i Lh cov huses
(e'j ,h,'si:-;J,:In., 1) 

Mrev- is no Ycyiv-d in ,i i I f]luo to hai th this secti.on was ever a: ended 
to p7 rit a f n.l d i ! .'ni-:.n ali ! ines (',tah].snL] in t.hce lei Icr 
ag re. ;'I it :. XIe Fu ._I t], :."'ill rorlsin,:f I:at. i t C. ' U ' " not,:' in tho 

nc= tht .nn of ti-h ct 
Ag rco.:; nt, l,-n; SL:, t,,-3.05 . .e at Ioss th) 
lMin- a , L no Enti.on is' thrpiid pr7mj 111] c-:rci.-niation 

o:h :ui r avc' . rce2ciin a 
explain how Li letter ec-ent ,: cn into thaet-; a. x. c-ed un.er circtmi ,;ances. 
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Good Business Practice 

Further objections to making a final disbursement to CTL for anything but 
eligible core unit mortgages (indicating the units were at least sold and 
financed, if not occupied) stun from a finding in our previous audit report 
on this subject (No. 3-664-79-01). In a section ctptioned "Mainiizing the 
Use of IC lan Funds," % pointed out the disadvanitages of continuing to 
make construction pro,;ross pxyiients to CNEL whofose o.%*n cash flow and credit 
resources wore -o:e t-hi a6,---1uate without this adb.:tional funding source. 
We suijested instezad that 11; ].dl funcds L- used to finance eligible core 
unit nortqages only. Lui,-t:n:ore, wce noted that the results of. a snClll 
sE111pe of hcDto ,uyer .iles hnI revealed that a cerIcain nuum'Lcr of units 
would be sold for cash Whil] the propensity of Tumisians to save for 
housinq all>yared to substant:i.lly cC',c the nor..... 1/3 downpavneTt 
required by CS:L. That is, C, L clOMnts were saving ore ta,,. tlie airnLmn 
1/3 requircd in ordar to cpi.1tify, for a core unit mij:t,..ne loai. 

We con al.rted I ,!..../F, to the possibility that subst LtialtlOWNv 
excess GI:;oin f0t03 could restilL from these cic.istances in connection 
with our prior auit. 

As a ;ormit of our attest ro, .o, %a ]ornecd thit 1426 units had in fact 
been bu ilt:L undc 1 MD : ' co),: housing ect component, hhut 
that Iwl: hid 1.. ,:nrojiircd for ony 1319 uMO.l: -;T hat is, 107 unitt, 
or 7W.of the to::l bi.1_t, wore sold fr cash. 2 :diLional'y,5' an 
analysis of t:he iu Ln:i s prcsunted to AITD IV CKALJ, rcvealed t:lait ho:wAxurs 
hadIridn if ,e.;aci..na'o ,nt equal to 39n, of th, sal ss p1:1. instead of 
the 33K required. 

R1-WIDO }esvro ,- to Prior /udil 

In ord:r to verif'.' to finlins of our prior audit, RUD/Ni': icoUmssion(ed 
a sWy of7 core unit ar~oti financing terms and conditions by an HG 

SFnncial ;:I' t. Th re.sults of tiat revic., '.;-e 
suri- z.d i n lU , ' s fo]r, ii[ c txo, our prior :;COa'atiO, 

parali rasud and quoLod as follows: 

The coi-.il Ct o-ii ns tt}c aud i rej'l: ' s finding and 
recol , v,; th-it: _ c. ut .,.i 1Io( ', I c : . , to 
]JbiJn : ('A 1, c(v e IL du V, , Co _o t. in,.. ,i 
t , to (C!I,'2, t! C'i 1 -: 'l0 n .7i2il i:b1 tO ajr , (-o 
aliw ild[1 ,n 1 :: :i, " i ,n ort) a- ' do not 1., jiovo.ei 

that -L,. (,n c :.:. ' . v i I I <,:'.gC ..,".L,C' if . ' t. , CLed 

for thn"othur r'i" " "' ' L:", i ic-It acoiip~u~ ~ c .' .... :icd ] i ti I,A i,i X . . ... t] t 

Iirf).t-<- lh situn n lek'.'/ ,an, wil - c-irl': 
dci r: i 1,ii to h '! t Cina:.1r i n. c.intr . -Li o: i , i i nt s 
found Lo A' Of ATM 
Use of 11 Systan W Mcce",c i...i wi1. l ' it. i . 
identifW.ticn of additionAl Mi:s to . IiMIcd o- it 
could result. in a ruicn in tle tot1l. KInunt: ":,,..ly 
alloated to the core hous]ng sub-project.'" 
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It is not clear to us what nonitoring provisions were contained in this 

compromise. Whatever they might have been, it does not appear from the 
As noted earlier in
present circumstances that they were implerented. 


CNEL had not, at the time of our visit, taken steps tothis section, 
develop additional core housing units with excess HG loan funds, despite 

having lx-,n alertcd the possibility of such funds coming into being mc)re 

thai two and one-half years ago. 

Based on these consid-rations, ,e conveyed to FUD/bD/N, once again during 

our rccf,'It audit \.i t our cnnccrn.s regarding the inadvisability of 

making c -,-rucLion rc..os-,':-mnts to CNML, esprci;,Ilv in conjunction 
under this projcct conponent.with h.:! final do!" :'rswrmt o i3 lor-n funds 

We inc]u],d in our a.e]jmhiiv.l, findir.; .;ls:aten rnt a vc-uost. that IIJY3 

its decision to alter LhJe conditions of final d' shursemnritfornnIly juuitify 
of IL1i()-,: fund.s ter thi s project CO1y:nont. }'o]_] 0ing :e the joint 

our in.:od Jove.IIIUM/JF] --US.,ID/.i'I-.linia co'n.:it'.; to objections 

the development of the RHUDO-CIiEL_ letter"Regardirnge 

there are three aspects
agreemen- of Novar 25, 1980), 

of the evonts in qunq:}tion which dc;erve particular 
ion of theattention. The fiit;: concerns the forlmla 1, 

letLer agrerments ha tween HI!JDO, OCT, and CN L. It 
process whiclh
should lc rot,.d thaL at each stu p inlthe 

cun;ultationled to th,, a agreci Ls therie w,,afull 
and GC/H. The Fin, 1 letters werebetween IdUO, DS/Il, 


explicitly cleared by the Deputy Director oF DS/H, the
 
and the Ass istantAssistant Director for Opera tions 

General Counsel for lousing. rUnfortunately the file 

record dous not show these c'learanLes, wlich were wade 

during a series of telephone call. between Washing to', 
are being takenand Tunis in late November, 1930. Steps 

to make the file record accurate and to secure a 

confirm his agreementmemorandum from GC/Il which will 
and comentL upon the legal effects of the letter agreements.
 

"The second aspect concerns PS/Il policies in situations 

like this, i.e. in situations in which the investor is 

dis urse', . under the loan agremeintrequired to make a 
but the .Hrie.er is unable to m the lerequirement o 

t l him ito(niitothe iipml nl tion aqrc c i 11 ellili t 
. un the
The waldwide iractice rd~draw thail. di ,urg;emiit 

i./ pr'qrai is tha L release of the fundq is
Hlousing .rairnyi 


that there is reaonablle
not pren ludad if i cai be shin 
an acceptable periodassurance of nec7;airy promre;5 within 

of tie). upn the record irn tlis case, ROiUW),'sBased uil 

judgimna, was tLha thue pLiu)on, or the project w,ould le 

furthcrd by proce(ding wi h a disburs(norsuni!. to ICT', placing 

additin al req.ir rs:'iic.s upon CNEL to be rw&t witlin a 6 

month period and requiring mortgages to be furnishecd 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 lettcr agreements referred to between RHUDO, CNEL, 
and the OCT were entered into which was as follows: (1) the 
final disbursement under loan 003B was due to be made in 
late Novemher 19,0; (2) negotiations with CNEL and others in 
the GOl were actively underway concerning the "free-savings" 
component of HG-f01; (3) CHEL and SNIT had already completed 
and successfully warketed over 1400 core houses, more than 
had been estimated in the Implementation Agreement. 

"Although CNEL did not have sufficient mortgages to justify 
disburs.';ment of the final S500.000, RHODO's view was and is 
that th s was essential ly a techniical di sbursemen t problem 
raL hcr than an inodication of a project which had failed to 
substantially amcut i.ntended Given CUlLL andits purposes. 

SNII's record in buildi ng and sell ing over 1400 core houses
 
over 21 to 36 hnths, their desi to ohtain the final
 
di slbu 'ement and to see addi ti o ho bui lt, the
hbusus: S 

continuing relalionship which RHUDO and CiiEL expect to have 
in ln-0. and thI,possible eFfects w'Iirh a refusal to 
disburse miihthiave had in this re1aLionship and upon the 

were being undertak et concurrentlydelicaLe neqr'List ins whiclh 

with the' GOT c(nerninJ "fre.-savinqs, ore oF AIl)'s major
 

policy objectivc:s, 'i HDO and USA I) .,ure in agrenent that
 
fourd whi ch ,"uld allow disbursement of
a soltion shlid be 

the final M5,00,; j) to fitance some 100 to 200 additional 
houses over 24 months and protect AID's interests at the same 
time. The let.er arreients represent this solution, arrived 
at after negotiations with CHEL and the OCT. 

"With regard to the specific concerns raised by the audit 
team, RIIUDO's cup',erts are as follows: 

a) Disburseents to date have been c. ried out in
 
3.04 of the IA. Accnrdinglyaccordtnce wiLt Section 

adv nces have iot been made. Because of theconstruction 
reasons cited P;Kv, (i.e. the success of CNLL and SNIT in 
constructing and markeLing iore hous.es thart orig tl ly 

sameconlLmplated , an indication oF their ability to do the 
for the additical units reamaining, i:he )argainiing contex 

of the si Loa Li o, and the rateer ti qhiL requi rements for 
CHil:L and SNII to actually bu under,,way and 252. coraplete
 

that the remaining funds
within six mon Ls) it was agreed 

could be disbursed at one time in advatice 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 except ion of Section 3,03d, which was, in 
effect, modified by letter agreements, all other terms 

een fulfilled.and conditions of Sectiots 3.03 and 6.02 have 
As indicated eisewhere, R'IPO has applied a rule of reason­
able1ess with reTyard to th. qus tion oF the eccupncy of ihe 

core houses. In the minjnrrity of canq He'.;here units have re:ained 
unoccupied th, n w owners have been Wt-ing improvemeni.ts to 
their property. In the nonnlm~ cour,, wF evcnt; a small 

percentage o non-occupation is liKIuly to be encrunterp. 

"RHUDO and UffxI do not aqree with the stateunI, that CNIt 
i.s far L Section 3.05 requirements r or the impliedfrom m tn 


W_'s track record under this Projec:t and
criticism of 

believe this 1lauage should he revis ed. ,hi 1 ot Tree fom 

problemS the project has nevertheleos substanLilly fulfilled 
its purposes.' 

Audi.toys' Co:mny=rs 

do not. vicv: the fony::inq a - -atas va]id rosvns for di sre.,'rdi"n -We 

eitheor I:ho o}:L.,Ac:'oL ion A:rc2,c,.:nrit Sectioi 3.03 cr th'
*:asi f 

prior
r.cco,1"endt iion Ow t'h I , lo.ram' s o;.n finic i] con<t. lnt End our 

audit ro}-rl. ;o the offc t. thit -t-h_ ll.;e of 1-'T_.n urv.s fhu] tibe 
-
 * L 'Xi-( :ho LrestWic 1wx t iho ' - i (.'.1y/ .Wi( r ("An:'' . .-1 0 

Co!"'li 'I'ieia,, (n Hf ,thtn 

0! 3.05W 1uth O i.t.. i_-.UL 
Pho Cin- ! loanrtJ)roVCf, 'i' j(ryrcstrYv !W i~~(~. Mi: 

disburscnoN fr core unit1fi' nnc 

V no rc'sWA Hyxn, if it wns the i ntent of ATDFinally, vs iir(!~ un::1A 

. . n .
 .[ f:i CallI ) ) l' .I (."ui t ] , c-C.c .,ion l Oh S,;-.'_ ', iV1 i1i 

c v 5 Lth_0 the ]5'r. tH el.2ch;scli dcin.;-Yc iVYCW 
GOTYI in Aprl 1979 with thn foll-cicc 1I lapn.: camninY in a letterV 

aliu.wnlrt, nt to thrc prio]eOl:i "benta.i'n. qreh,,i : andnt,-tvx.en WIWDO/Knt 

CNI. 3: 
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"From previous experience AID understands that the 
Minister of Plan prefers that Lnplamentation Agreement 
amendments be resolved by an exchange of letters 
between AID and CML. We will comply with this 
precedent, but to met the requireicnts of Section 
10.01 of the Implementation Agreenmnt, a copy of this 
letter exchange will routinely be sent to the Ministry 
of Plan." 

We found no indication that a copy of the November 25, 1980 agreemnt 
covering the final dj sbursc,2ent of 11G loan funds for core housing into 
escrow ith the Ccntral Bank of Tunisia was sent to the Miinistry of Plan. 

In this regard we have ben notified (STATE 579]3) by DS/II as follows: 

pleas:e Ix, advi:'1 that all appropriai:c DS/1[ 
clenirances in corresienx.ielnce With I and BT (TUnisia 
Central. l.nk) have been obtaiinod aind these d].-curIonLs 
are cnroul[, by lx)uch Lo TUni-Sia (r/H aCV.L:cs, t"hat, 
rcirdil thin_ use of :i iplc_;nnL;aLi on IettLers to x."ii ye or 

i-li fy t-r1unc.! or condi I i.nc';yp oa 1 in 
k , ,ti', LakirLI-O F urn. i of 

DS/[I to /I, da .. I 3/1/78 qvus full V 'IN authr.iLy 
I ;i.. rl i . . fic action 

Agn.,' o'b (if t th. vc:oi. 

fror thi act& 10 , .h 

wi tl ""'. to thi.s iott(r ws dis; la'na"d at ].ngth 

w.i Li GC/It ,In.i Diputy Di.rcctor IDS/1I prior Lo ,;Ich acLion 

b2ing ta.,n." 

For -thle i'en ....... v.,..ver we c:'.not accolt the pos L.ion of 

the audiLc, i t:hi I:Ltr witLhat a fuorc<" ler1,fl oinjon sian{d] by 
GC/11. V: ... ,d al. , ote in j:.ir g, that l letter a iot at 

n., ci. an "'Thl,..ntation ]. ,,t In fact,E'<hibi t Gin ,.-w d Zr." an 
-:ri> C. 0:1 KbIuly;- 11 , 1981 to car office, Rfiuw/ rlocribesin a we>r:C -." It. vcnr insthis dups a anv...ntmi 


ou0-r vc-.v: I h.t ti h L-r ag1-( -'''i't CO,1t., i.,iQ3 the t-,.iiiS of S,-,Ct-iOn 3 .05
 

of Ole o J(CI , -""--('3 ]HPI (.nq i [ion Qear.1nt I'Italso.n]. ns oar­

view Lh I o- re1O( ; hat In :r Lo RiIt'si'., I.ts pulfrIFC was to 

establis o cro NO and Lh terw!-, and conditions under Wh iC loan 

funds iiII , L' r1]r ( there:.l,.., with}ut. re ference to the project 
J]r? Lav. ' Lt, l: i on- At it 2-

9],inq -- 11n,Iv, as noted in the previous secion of thi., reX)rt, 

-V(int will. rNtit SCI *ihiL;T, Ix in a osi tion I.,aty >!1'.iy 1981 to 

.. I L~itn of 2: of anv Ri.jih i cor' iousinq units, mchcertify L, to c( 

less tin nutor n,.{d ti absorb a]n-;i- $700,000 in as yet u 11G;,dloan
fG 

funds. 

Conir,',n:.; --- Tt is our opinion t:lvt rosonsibi(' AID and Crn'
 

offiN : ,{il Tci. act in copli-i,('C with the provisions of the project
 

664-11G-003 ]liploeirtat:oLn Ag'rcrent when they entered j rito an escrow
 

-28­



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 Implenntation Agreement. 

Furthermore, for reasons described in prior reports by this office and an 
FIG Program fuNded financial consultant, we do not believe that such 
construction progress payirnts should be approvcd by AID and especially 
not in conjunction with the final disbursement of HG loan funds. Finally, 
it does not ar),-ar th-it CN'TL will be in a position to avail itself of the 
provisions Q: the lctter a'irecnmvnt that appoaz-s at Lxhibit C within the 
til3 pxerickl i0]lotted. 

Recowrendition No. 7 

R-]OlN,, in con jt nctLion with USAID/1tun isia, 
(a) dWLor.tine thnt thei 1-yers of units to b. 
built .i-h th unu:;,d vil.(lr .1, 'Isare 
c].itoibc, toW th.Cir7aL firanAc.n. needs are 
suff:i.ln, t -Wy , hL uHi?:edd 114 loan zwoun t 

U:---foru.I I 1-1 [JI':1 
$500, Or). . " t 1 ,, o ' Jll 

sti] - . 01:., (1) tc.; IIi J ] 

opXinion fv<;:a t ()i ('ceo tI-.,! /,I)I Crn.:I,!]. 
r
 

to t( 2 ;I: 2!CC 0 1 \:. .( ' ,'; 0i -i . 

lniv Iou;t i> i t.o L i; .coYJLrt.ii.at [:C 

' '.<c
In this r a i vo -, n advi..:2 by DS/I I fol lo.s 

"A. US/tl reiltoraites t:hat the liann.um.nt of project 6GW-­

003 by RUD/ nis is e(clleit and entirely consistent with 
the ora :ticc:. ,id procedr''s: of the office. In accordanc. . 
with a broad .,leqati oir of autIoritv from US/H to the ,UDO. 
dated May 21, 19Y9, which reflects DS/I policy to d-ocenl.alize 

proj ect ds I el , RHitO has the authority toand( li the 
negloti ate and sign imipll iLttion w.eenii t. anid to aiend 

longl the ami s i;nt wiiLh thelI\'s so as il. l are iot inconisi 
releValt pfrojct authori xLien si((l',:d by the iional AA. t 
has been lS practice of ,LKINO/Tuiis to consuil t clos li ih 

US/Il and GC/! abiut iii.n._dnd acLion which mi iht affec; the 
IA and to ovAH'(2 such aItionis are consistent with DS/II policy. 

"B. S/ IIJ to establisih broad principlesma ;nwiolnrt po ces5 is 
and qwide1li ,''for IL. project anragoement leavinq considerable 

discretion to the I iLI ill project iu liermentation, including 
clarificatioin of aid arrdmcnts to A'. Sp2cificallv, the 
clianqes, aiwi ; waivers and rxcepcpions to project 003 were 

accompl ishd i this lwan ent system and therefore enti rely 

in accordanceo with US/tt and GC/H practices.'
 

-29­

http:liann.um.nt
http:suff:i.ln


To which RHUDO/NE has added: 

"Furthermore, RHUDO cannot see any positive advantage for 
anyone innot 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 CNEL meets the 
conditions established in our letter of November 25, 1980." 

There are tx.o concerns in this finding: one substanltive, the other procedural.. 
We continue to believe -that resr-nsible AID officials should ascertain that 
the l-ortclage financing required by CNEL for the numb- of Mits it estimates 
it will have to construct to absorb musecd 1G loam funds will cover the 
unused aunlt and that the buyers will fn 11. within the eligible target group, 
or they should apply the restrictions contained in the :nmpleinetatin 
Agrcemeent concerning the final disburscii-nL of $500,000. hlie suggestion 
alluded to by the auditeos cal.ls for the pre-sale of thoiese units, even before 
they are built so that the incone of the-buyers and their financing needs can 
b dei'e-mined, and thereby allow the final. dishursein-nt within the spirit, 
if not the letter, of the ImplemTentation Ac1jeeiient. The fact that we have 
made this suggesLion- a rathre: unusual step for auditors to take -­
deoiionstrates that , i,.ish to assist the aud!it ns to surnount this iimpasse to 
the 1Ynefit of lorver income Tunisian families, but within the terms of the 
Inplenlxntation Agceerent. It also denonstrates that we wou.d rather see the 
homes built than not; thus, w.,e are at a loss 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 
feasibl.e to amend an agreement of international treaty stature without so 
much as referring to it in the documna-t that purports to execute the 
alien¢cxent. We also fail to see why RIU]X) has not, even at ihis late date, 
correcLcd this situaLion by formAlly aoilndinq the Tiplemenntation Agrcoil-lnt 
under the simpli.ficd formivat it went to sore lengths to devise with the (M(y1 
to covex contingencies just such as this one. In v.iew of the expressed 
determination of responsible Air) officials to follc.,; tle course of action 
they have set for them.,selves in this case, however, we have rndified our 
draft reconm~nda tion. 

Finally, we feel it icumbent upon us to recall at this point that this 
entire situation could have )en avoided had stops been taken since the 
issuance of our last report to correct the condi.ions describ-d by us 
nore thal tw ) years ago. Further, if CNEL had pov.ided AD ofFicials 
nor ul, access to informavtion alxut the nature of its portfolio and the 
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characteristics of its clients, the propensity of Tunisian hoimbuyers to 
save in excess of their downpayrient requiremnts vuld have been disclosed 
and the project desicn could have -t "'this-faibtr in4to-account. .However, 
as noted later in this report, such information is regarded as strict.y 

as annual. financial reports,confidential by CNEL together with such items 
the corosition of its mortgage portfolio, and the profiles of its various 
clientele income groupings. We reiterate that sharing this information 

course of business beten borrowers andis cormnnplace in the nornal 
insight intocreditors. That it is not so in this case provides another 


the nature of the ATD-GOT relationship in the shelter sector of Tun*isia.
 

Portfolio tnageacTmt 

According to the nost recent Housing Guaranty Program Annual Report 
(FY79), issued by DS/H: 

"Important principles of the Housing Guaranty Program are: 

(1) maximizing a country's resource hinvestmnent i shelter 
mnd (2) continuously r ecovering armcd re-allocating that 
investment to ensure a nore equitable distribution of 
shelter resources." 

Results of Pri.or Audit --- 'he final section of our prior report on 
loans by p[rchasersHG ac-iv'it-ies-[- ]:iii-sia- deia.lt with repa>jint of hom 

of IIG lomi financed units. At the time, this consistedi of a ..-evi.-v! of 
martgage repiaymnts under the second fIG project whi.ch financed the 

new subw-b ofconstruction of several thousznd units in a lower-incne 
Tunis knao,.mi as Ibn WIaldoun. Note was t Lken in our re,mr.t that- 89% of 
the hoiyebuyers in that project .,re delinquent to somre excnt in their 

loan payrm-nts. In rez.ponse to our report, RIUYDO/NE' advised us that fouled 
correslxondence had boen entereod into with the National Bulddin.j Socie-ty 

(SNIT), tlhe CO borrowing institution under. the se<cond HG pjroject, and 

tI at follow-up w.ould continue. 

Responsiveness LickLnq -- As a iresult of follow-up actions, sonr 
has helpod to understand the dijimnsionsjnfornntionh]as con to-].-ght which 

of SN:LT's portfolio immagen-nt problmI. 'To date, however, RI[I i0 officials 

have Wen unable, despite several .,ritton reciuests to SNIT, to obtain from 

that ins titution a satisfactory analysis of' its JIG-f i.;mced notyage loan 

portfolio. Consequently, RIIUDO/FT'E officials have no inlfonot.on aIbout: the 

status of hon-omm-r rqpaymots under project 664-1IG-003, $10 nvillion of 
to co.lete the Ibn Khaldcou pr'ojcct. In thiswhich wcs suL.blent to SNITI 


connection, we were formnally advised by FIIUDO and USAD/Tunisia as follows:
 

"As this section notes, RHUDO has pursued this particular 
problem with SNIT for several years in an effort to better 
define the problem and agree on steps which might be taken. 
SNIT has not been as responsive on this issue as could have 
been been hoped. Nevertheless a number of facts have emerged 
concerning SHIT's procedures which have led us to conctide 
that while SNIT reporting remains deficient and progress has 
been slow, the actual colilection procedures and practices 
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do not violate the Implementation Agreement. Again, it
 

iswoth remembering that SNIT is no longer a financial
 

i nstituti on as it wasl"n-the-eary-l19 7 0s _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
 
are two basic methods,documented at this point. There 

deductions from payroll and direct 	repayments. Approximately 
form of payroll deductions40% of SNIT repayments come in the 

(although only 19% of 002 beneficiaries). These deductions 
improvement overnormally take 4-5 months to reach SNIT, an 

earlier years, and are now considered by SNIT to be deferred 
of delinquenciesrather than delinquent payments. In the event 

by individuals or companies there is an established procedure 
which involves honTe visits and court proceedings. SN1T has 
advised us that arrearages have decreased substantially among 

project beneficiaries from earlier days both because of increases 
in real income and because of continuing SNIT pressure on 

to pay. In actual fact, the 002 project is notbeneficiaries 

in overall arrears due to pre-payments.
 

"It has not been easy to deal with SNIT on a number of these 
partly because of the general nature of the problem,items, 

partly becaulSewhich involves intra-governmental transfers and 
that in the case of the 	 people whoSNIT genuinely believes 

were .orcibly relocated 	(a large percentage of the delinquents) 
extract even tne minimal paymentsit is very difficult to 

required. Nevertheless progress is being made and considerable 
has been devoted to these problems."RHUDO and SNIT staff time 

Core Unit Portfolio -- In preliminary consultations with officials 

of the Caisse Nat.onale d pcje Tc-ageirolnt (C1.,), the GOT borrow.n9 
housing coni[xnent of the 664-IIG-003 j):oject,institution for the core 

that hom- loan re}.aynrnt arrears in its 11G-financecd core we were advised 
tuit portfolio were "tecgligible." In testing this asse-tion, we nVide a 

rando sawiAincg of 5% of core unit nortacoi's.. from each of the sevon 

core unit 'rioject sites under this prioject c'ciponent. The data di ayd 
supplied by CNEI's fijiacial n,]nac aitnL on the following Lible \,;ero 


division as valid through Noven-Ler 1.980.
 

Numbexr of core unit nort.qagors sn)led 70 

Nmber delinquent one nonthly payrtnt 
29 (42%)o1 rmre 

or nore 12 (17%)NtrMer delincmuent three 	p)ay'ts 
case 	 10 nonthsMokst delinquent sa-unpled 
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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 

by the sampled group equaled 116% of the amountamount in arrears owned 
due from the sann group for any one month. While not as serious as
 
SNIT's portfolio delinquency situation, this amount of arrears can hardly
 

be termed "negligible."
 

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

1. . CEL is now the njor housing finance institution 

in the country and, consistent .rith RHUDO's institutional 

objectives, it the institution with wlh.ch PMUDO fully 
intends to work extensively over the next several years. 
CEML has assuired us in the past that the n:rber of 
delinquent payiv.nts is not a serious problem, but RI-IUDO 
.- itonds to ,.ork with CNEL to establish and waintain a 
satisfactory level of collections." 

Conclusion -- In ]..iht of the jnixn:tance i.ch the Hc'Cs-inc Guaran.i.v
 
Progara attachelVs to the : ubjoct of cost recovery, %,eI.xlieve that the orea
 

not b] left for auditof hon'eaowne: delinquoncy analysis an:1 control should 
attention on a p?,!riocic visitation hrsis only. Conseciuentl]., e feel that
 

riouble their efforts to
RHUDiX/NE and USAID/Tunisia officials should 
sulnject.Sunderline the immnortance that AID fIG Progran plicy attaches to this 

Recon:Tendation No. 8 

hiJ.UDO/NE1, in cc/.rdination with USAID/ 
lrisia, fornizilly rcruiest ide GaU 
borrowing institutions undcr project 
6C4-]1G-003 (SNIT and CNEL) that they 
provide R-UDO/iNE with an analysis of 
HG howe loan repayments to date toether 
with a description of the policies and 
practices enployed by each institution 
to pursue de:Linquent mortgage loan 
repayrnairnts. 

In reply to this reco:nmnndation, the auditees have stated the follow.' ng: 

"RHUDO agrees that. good management of mortgage loan portfolio 
should be encouraged. On the other hand, portfolio management 
was not emphasized 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. We would agree that planning for any project 
can be improved., but it is unfair to apply resulting new criteria 
unilaterally and retroactively. We therefore question how 
successful a formal request for analysis and reports minht be, 

on a similarparticularly in light of past experience with SNIT 
continue to share information on thissubject. RHUDO plans to 
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-
subjct-with CNEL and -SNIT and-to encourage -them to-refine 
collection procedures. RHUDO and USAID believe that a 
recommendation on this matter is inappropriate for 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 our recomlendation 

under the toas of the irplementation Agreement. The auditees iii their 
in providingresponse appear to anticipate that CNEL will not cooperate 

say 	that qood portfolio managemnt was notthe 	recomnded data. To 
in the design of thi.s project when .it is a major objective ofemn-hasized 

not 	to mention the precepts of good corii-rcialtie JIG Program worldwide --
practice -- calls into question, in our opifliqfn, the continuity of HG 

to bc lieve thie recornamncation is sound 
program objectives. We continue 

it has been retained.
and 	reasonable, and therefore 

Coniliance t t-lters 

th,,atresidents of cor-e. units revealedInterviews with raldonly selected 
a subLantial rnLu'3xr of thee dwell.i.nqs at cerl-ain project sites had );-en 

use 	of JiG loan financl dwe.llirgs is
rented by thcir owners. Speculative 


in the CNEL sales agreemnt. FLPurthianore, Our talks with
prohi])ited 
all 	core unit dwellers we intel.viel'3d

project residents revealed that almost 
in this effort to addressi.-re uiaare of U.S. Government participation 


their shelter n eds. Finally, a review of docunntation under the sec.iDd
 

locn project disclosed that the terms of

$10 ntlllion tra:nche of this HG 

AID's project authorization had been exceeded as regards the lenyth of the
 
grace priod grated for repaymn t of loan principal. 

Core Unit Rentals
 

According to the pro formn sales contract which CNEL used in offering H!G 

tuits, the buyers of th.ese dwellings ulder-took toloan finalced core 

purchase their houses for "residential use." This provision is in
 

ald 	conditions found in project Thjlemntationcompliance with certain terms 
"... each beneficictry shall represent in

Agrcllcnnt Section 3.03 (e): 

writing at the tin of purchase that:
 

1. 	 he intends to occupy the dwelling unit as 

his place of residence . . 

Site Visit ResulLs -- Our visits to each core housing site included 
ntrviews w -local SN:[T and CNEL officia].s as well as with a haNdfull 

at random from different part- of eachoF project rcsidents selected 
tie 	results of these talks provide

project site. We do not pretend that 
t-ie 	 core units are )-Yeiilg

anything iiore than a genecral idea of use to \.inich 
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.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
 
units. At the three remaining sites, less than five percent of the units
 
, ere estimated to have been let out. As to the amrount of rents being
 
paid, we estimated that this varied from twice to three times wat the
 
owners of these units are obliged to pay CL'YEL each month. he found no
 
evidence to suggest that the project sponsor and IG loan borrower, CNEL,
 
had taken any steps to survey the use to which core units vre being put,
 
much less to enforce the requirenrnt specifying their residential use only.
 

Conclusion -- At certain core housing p]:bject sites, a sustatial 
nunber of K:iibuyers appear to be waking spaculative instead of residential 
use of their units. In our opinion, CM1.L, the project sponsor and JIG .loan 
bor.Lower has not complied with the spirit of the project Imp.clmentation 
AgreemenLt]piohibit:hg speculative use of HG financcd units lyecause it has
 
taken no steps to verify bomrbuyers' use of their units, or enforce the
 
p.ovisions of the salas contract restri.cLing suchl use.
 

Reconendation No. 9 

PI-JUDO/NE, in coordination with USAI)/ 
Tunisia, fo.niully advise CNTEL tat a 
sbbstantial. nuibelr of core units at 
certain pioject si.tes appear to have 
been put to speculative use by their 
owners. Further, request CNEL to 
pro ose to REUuDO/NE a plan of action 
designed to verify the extent of such 
speculative use and to identify steps 
that can be taken to enforce sales 
contract provisions requiring core 
unit buyers to make residential use 
of these units. 

In reply, h following coiments fromi the auditees.have the 

"RHUDO agrees that any information that comes to us about project
unit rentals should be shared with CHEi. and that we should 

consult on the implications and remedial procedures if necessary. 
RIIUDO would also make available to CNEL information that becomes 
available from time to time on how this problem is handled in 
other countries. However, we believe cur dialog with CHEL will 
be most effective if we are not committed to get some formal 
proposal from them as is impli'ed 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, PRJJJ/.NTE appears to anticipate that CNTL will not oblige AID 
with a plan of action on this subject which AID again is perfectly within 
its rights to request. We reiterate at this point our comrment made at 
the Tunis Exit Conference at the and of our field work to the effect 
that it i s not within the sole purview of the AID axlit function to 
verify portfolio !rJaCaOent practices and pro-oper use of AID I1G loan fund 
benefits. It is as much the rcsrxxsibiiity of AID project managers to 
carry out these verificatio~s and, for this reason, our recommendation has 
}o'en re nin~. 

P.-oj c!- . PL 1Jl .C 

'ihe ])roJcrcc (; ,}G-003 ,:pi.,n'cnrtion Acjrccr,.:t.t contains the following 
providiori-;ilp,'taining t( ].)roj:.,t i:uhLicity. 

"; (v'erno.nt wiwd CN,..La ,live:.]. su.h !nfl iric.iy to 
tilu ]r[jcc! ' -".'V .,,', ato .,-i Projcct"-bl y , to () icu -ify ;!,C 
as I-Xvirng :n ('0 s-Lructcd with Lhl (o:,}Qrat:."n of t]he 
Govc' -,f.2ftof th:e, nited CSt)ztsAu orica.!'of: 

Resuts of Si:te Vi.i -.- During our v.isil:-s to core housintt sites 
We y,)X- -i- :>.jut ] ,t i financed dwc].]. il iunits._".- ":ichWr-'. Ve
1n torv.o\..X;- 0']. one ,s.:2] rr'u,,id:',-n , hcue,.'erl., w,,ha dcnn,Lr.v-tW_< an Uv,,:mvcness 

of U.S. Govc'-r' .. L u:e t-.icj:on ini th core hromusinq J.tcylrai. One .. u].d 
as;unc thaK U aLd qrcL, t'el:icity IMd ben accorded Lhi s AID sheler program 
effort, ton, at a ni.uiim, benrficiaries of oan f:inoicin- v.)u].d bethe cG 
generally zmAe of AID contributions to their shelter needs. 

We were advi ra;(l by CN'l, officials that core housing application blianks 
and projccL C,,nstUCtiO2n sigfns 01) 1 Cont a ncdl the lo.end "U.S.A.1.1)". 
The ove .11:I i g.J mjor.ity of core ]ousing rsidents w.i Hi whom % ::pokce 
h or-, w-: rabic s,: akcrs- who v. re unable to identify the mcii in9 or 
signi.tlicanc, of this l:Myish acrorlymL. We w'ere also advised. that an 
inaugu;atin 7,:rennv li l&:en hold at only one east-central core houing 
pr-ojuct sil \'iLh e U.. , x].,;.i]Or in atLt(ncance. 

C)!I(c1 u (:V-- :1 C',117 On nioil, DUpl ] 1iic:y "L'])JYL.hfl.-ate to i.denti.fy the 
Project: - in n1 ]x-n 'os t -uc i with tiK C , tion o the Cvoi:,itEcrt 
of the Uini L0States o ,'u:'ricc'' ,.n]c have (..nsure a qenc-ral av.ureness cn 
the ptrt o thc h ne Jcres oE All)uJn G(Larant:y P .-<:.c-r fiiriqcJ­
thIt- the U.S. ( vWrln::, ,t , claycd a s.i.cniJM ol:.e th ­in solution ,f 
th_'I:i']hLer ])rob]C(:'. \VC vuIld Wt1y21 t furkl] ar that add.il-onal lI: icity 
in this rc_:ivc voui d hell: further gcod will. and crt:cn.ing x.k,,, th, 
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people and governmnts of Tunisia and the United States. Consequently, 

we are making the following recommnendation. 

Reccamrndation No. 10 

PU)O/NE,, in coordination with USAID/ 
Tuisia, consult with the hverican 
Dxissy, Tunis, and the COTr lxrrowing 
irstittions under projecL 661-IG-003 
recja rdinj the (lesirability of further 
pul;]iizing and idunitifying the 
coopa.vat ion of the United States 
Goveri-nm:.,nt in th. developmanl: of 
this project. 

The auditees have proid.0cd us with -he followir conr.nts on this recoomienda­
tion. 

"RHIUDO and USAID havr, consulted with the Iui'can Embassy and 
USICA about Imblicizing this£ prnject. To date CNE.. hs provided 
pubhlicity as requnshid by AID. Anh have decidaed I.ht publicity 
;o far iWaf. !W<n ,ati,.actory and we plan to continue our liractice 
of identifying the rale of the U.S. Governe&L in connection with 
important \isits or cvenLs. Therefore wu I2qLest that Lthis 
Recom end.Li Gn be excluded from the final report." 

Wh'elrc )otCllvim t ri .. Lic:V th:lii project public­
ity Lins noL :.:.i :.nLisaM,,tL;' \.h(.r1 nrsl: of the ]:,:neficiarcj s of Al) .',-':-:ct . 

_ to la unav:: re of the0 uu:ce o idlis he]p. 

J.I.ceCdii the rfrCF O] l-oject Authorization 

According to i ho AID auth )Yization docunjnnt fnr the second tranche of 
p:ojc.t 664;-1X(-03 i.m, on, ,Scp.. Yor 26, 1978, the fol oving terns and 
conditions, i11,,, a.in, v're to apply to the second $10 million dollar loinl 
(6 64 .-LG-0031-,-.... ... 

" r].i. o. Cu.i tfliv: The loan shall e.ci.d for a ]);. -i, 
of UP If) titry ",c'ars (30) from th2 d.te of.' d.L..I<f.W.L 
of- le firl.t i arnt o the loan :incling ,at.ngrace 
pc ric::i 01 tin V(:):vnrnt oli principal n:f. to exc. : five 

yers (5). 10 (:-vranty of the loan sh.ll extend for a 
p.rici ii the fir.. is ci;,nt o;.. lhe loan 
and shall contiiju untilI ;uch tin-e as the Investor has 
,ecn paid in full ptrsuant to the teom:i- of the loan." 
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Grace Period Doubled - In reviewing the-project doctm_nts 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. 

T1hmcliately upon discovering this variance, we cabled the Office of Housing 
(DS/T, AID/ashington notifying then of this discrepancy. We also took 
note of the fact that a recent 11G project review in Botswana had revealed 
an identical grace period discrepancy, and suggested that all HG Loan 
Agrea-nxts be reviewe-d as a result. 

Corrective Action Noted --- In response, we have been advised by DS/J 
and CC/H (STATE 040814) that 

"an Action Mnmorandum has been sent to the Assistant 
Admlinistrator/Near Bast Bureau, AID recpesting that 
the gLaritnty authorization be airanded to provide for 
a ten (10) year gjr:ace peridc] on the repa.mpnts of 
principal.... .In addition, GC/H is reviewing all. 
authorizations and :.oan agreein-ants to look for and, if 
n(cessaxy, to correct rany similar discrepzuncies." 

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

that no reconrimendation is necessary on this matter. 

Acle--vem nt of Project Objectives 

AID P:oject 664-HG-003 will provide over 3000 shelter units to deserving,
lower-.income lbnisian families. Certain project in1mleentation deficiencies 
and misunderstwidings have, horwever, prevented the projcct from exceeding
its shelter production goals. Further, physical inplaentation of the 
project has disclosed a num er of technical and supervisor_, w-neaknesses 
that should >e addressed pr.i.or to the inp.emaetation of any sut)sequent HG 
projects in Tunisia. Greater training and orientation tocjethor with. adequate
physical and financial resources will have to be provided in order for future 
HG loan financed slum upgrading efforts to be carried out more efficiently 
and effectively.
 

As to the project's policy goals described in the Backgroumd section of 
this report and the AID Project Paper: 

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

- Although the core housing component of this project was implennted 
with relative success, the GOT seems reluctant to continue wii 
the construction of any more one-room core uits. 

- he GOT apixcars to be increasingly aware that it mLst better 
target the beneficiaries of shelter subsidies if it is to Cmploy 
these resources moDre effectively and to benefit the imcomn strata 
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really in need of subsidies. Mreover, the subsidies present 
in ~the cost of exttrhal dolrfnnigudrpoet64lG03 
in our view, remain unacceptably high Mhien corpared 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 ki the foreseeable future. 

GOT housing institutions and policy makers have not, in our opinion, been 
as forthcoming or cooperative as one might reasonably expect tnder the 
circtuitstances, and in view of the magnitude of AID' s planned HG loan 

as described ini the Backgroundcontributions to the iunisia shelter sector, 
section of this report. Certain interest has been evide.iced, however, by 
OXY shelter sector policy makers in latching an exp erirryt in the nbiliza­
tion of lcx-al capital for housing through a "free savings" approach. Given 
tle prop.nrity of Tunisians to save, as noted in earlier sections of this 
report, this alternative fori of hom savings and loan op..ratiuns -- as 
opposed to th-'e "contract system" currently in use -- holds out tlie .potential. 

for further external financing for shelter progranm.for eliminating the need 

c and AID officials have, our 
opinion, cdnOnstrated inconsistency and reluctLuice to apply adequate 
financial controls and oversight over project cash flows. We have also 
noted a lack of compliance withi certain stipulations contained in the 
project 664 -HG-003 ]mplemontation Agreement. Finally, the reasons advanced 
by responsible AID officials for taking or omitting to take certain actions 
are, in our view, inconsistent with sound wanageomnt principles. 

As to project nolnagci i nt, responsible GUIf in 

As not.xl in the Scope section of this report, audit focus dr-ing this 
review has I:en dixrected at the core housing caiqonent of this project 

role of CNEL as the &Y's prina y housing financebecause of the central 

core housing project sponsor and HG loan b.o)rrower -- a -ole
institution, 

the fi.rst tranche of follow-on project 664-HC--004.that will be replicated in 

Ibn Khal.doun 

ryxspite the fact the $10 million of project 664-I1G-003's total 1G ]oan 
amount of $20 million .as used to fund the completion of a large capital 
city project lmown as 1bn Kicaldoun (SNIT rjyq-i "C" uits), we have relegated 
it to a secondary plane of importance. 

qTis ias also cone b.ecause, in agreeing to help conp].ete Ibn Maldouni, AID 

housing offici.als continued to apply norms and standards which antedated 
the AID New Directions shelter inudatc -- AD's original contribution 
of $10 million for this project inder loan 664-1!G-002 was authorized in 
1.972. Thbus, we belicve that AID's second $10 milli.on tranche under iiG-003
 
was in fact a u.do quo, or inducement offered to the GOT to move
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further in the direction of c o r e housing and slum. upgrading which are 
funded under the other 664-HG-003 project components. We should also 

fded about -the same' r.n.umberconsi-der, the fact that this $ ilion-loa 

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 arid 
an adjacent development of similar housing knowm as H'Rairia. Finally, 
we have noted that no change in the terns of financing of Ibn Khaldoun 
units -- 80% of the total financed under this project component -- took 

place between loan HG-002 and 1IG-003; that is, all buyers of SNIT-built 
units in Ibn Khaldoun enjoy interest-free home loans with no downpaynent 
requirement. 

A report of final ispection of these units conissioned by MIT.r[, 'NE at 
about the same titn as the ilspection of core units, mentioned earlier 
herein, disclosed a nutmer of construction defici:ncies similar to those 
noted with respect to core units (otih built under SNIT's general 
contractorship). Of greater coincern is the continuing lack of adequate 
comunity facilities at Ibn lhaldoun -- a develoix:ent which was begun 
about one decade acso _now and comprising over.12,000 uits in ll. 
Finally, SNIT's cost recovery rCcord has been mentioned in an earlier 
section of this report and continues to ,ive cause for concern. We V..re 

advi-_.d by one project resident that he stopped iwkinq his i'onthly paynrts 
because he( wanted to sell his unit at ibn Khaldoun &rid pladned to pa]y off 
his loan with the sales proceeds. He stated that he was unable to sell 
his unit as quickly as anticipated and that siz: ix.nths passed before he 
received a collection notice from SNIT. Although AID housing4 officials 
formally notified SN', IT in 1977 that they were satisfied with SL'IT's home 
loan collection procedures, it k-.ould be our view that these procedures 
continue to requi re both Al)'s and SNIT's attention. 

Core Housing 

The body of this report deals at somre length %iththe record of this 
project co -rinent'siimplen-.ntation. Of greatest concern in this respect 
is the fact that Ix)th CNEL and SIT official responsible for finmcing 
and build.ing these units, respectively, have evidenced great reluctance 
at continuing to build one-room core units (See EXIIIBIT C). This attitude 

sten from the GOT' s view :that one-room xni s are hard to sell. However, 
during our field -trip visits to core housing sites and regional CNTE and 

SNIT officials, this was not found to be.. imiiversally true. Tt does seen 
apparent that after waiting from two to four years to conl]ete z. savings 

.
contract that qualifies a (:NET, client for a how- loan, many savers would 

a one­prefer to purchase at least a two-room unit, bacause they regard 
room unit as utiacceptable for tracitionally large Tcnisian ftmi.lies. 

view that CNEI,,Ptathcr t-han increase the size of the unit, it '.,xild be our 
should provide instead an urlbnized lot and perhaps sanitary facilities 
only with reduced do n..panyient requirements that v.ould pernit buyers to 
construct their own.n units to the specifJ.cations laid down by GOP1 authori t.ies 

and the size their imeans pr-it. In an era of sp.iralling construction 
costs, this would seem to provide a solution to the problem of continuing 
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to make shelter facilities available to the most needy incon groups. Also 
a consideration in marketing core units, we learned, was the fact that some 
of the AID HG lon -financ -projects were sitbdin close proximiYty toO 

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 J'G loan financed core housing units. This lack of planning 
and coordination is a mattLer wiich will have to be addressed under future 
HG loan projects plamed in Tunisia. 

Slhm Unqradng 

Of the three comLponents under project 664-HG-003, the effort to upgrade 
living conditions in a capital city clum area known as 11"1llassine repre­
sents the nys t: innovative approach attempted yet in the TLisian urbn 
sector and a significant departure from the traditional COI' approach of 
bulldoz:ig squaLter settl.c-rents. There have been many delays in this 
project, as reflected in tie fact that alnost 80% of th% I] loan funds 
($5 million total) authorizrA for this corvPonert rami-n in two escrow 
accounts. Our visit to this area trnd interviews with AID and GO]? officials 
reveale that residents o[ Miellassine have received the project with 

fact tHat this is the first such slum upxjradingenthluiasm. In view of Lhe 
effort to be attempted Tunisia, have concluded that the delays inin \.-) 
project hp.ltation1,ave coire a.out }because prcgress is bIxing TIasured 
against unrealistically optimidstic banchi arks set forth in the AID Project 
Papz . Th11is obselvation was also found to be borne out in the reixwt:s of 
different project consultants which w found in the project file. 

AID HG loan ftunjds are being used to fund infrastructure upgrading works 
and the provision of certain utilities and pu.lic services. Because of 
an exWected excess of HG loan funds for this project component, All) housi-ng 

portion of these ironies to fundofficials have recently agreed to use a 
the construction of certain conmunity facilities. In our own physical. 

one end of tle project is situate.'inspection of thlis project, vx. noted that 
oil very low lying land -- lower porhaps tian the level of an adjacont lxxly 
of waLer. :it was our impression from discussions with teclnical pI-rsonnel 
associated with this Iroject: thlat not all the problems associ.ated .. th 
in-fill of this land and its drainage had been cciploly surveyed] and 
costed out. 116 passed these impressions on to IJMUDD/N]', officials wio have 
taken action to have an AMl engineer verify these observations and provide 
th1ein with an opin.on. 

Grant: Fndinq -- Of slpcial note undor this project comp.onent is the
 
provision of-6ic fEally funded AID cgrants toLalling about $600,000 under
 
an activity known as Integrated lmiprovemnt Project for the Urban Pckr.
 

Th.iese nonies are roughly divided into thirds, as follows:
 

- The provision of health training and social services 
to t.k:ll.assine residents. 

- The establismtnnt of a revolving sn-il, crod.it .oani 
ftud to finance snrill business ventlures aud increase 
employn'nt generation in the area. 



- The provision of an American technical adviser on a 
-basis-to-.hep-'coordinate .the-provisiornof-~~*. -resident 

these services and orientate local personnel as to
 
their purpose and function. 

Of these three grant funded subproject elenents, the provision of health
 
and cornu.1ty services has been undertaken and successfully so. The small
 
credit program has been delayed because it has not yet been possible to
 
identify and employ the services of Tunisian personnel with sufficient
 
credit experience to enable these operations to get underway. Without
 
such experienced personnel, we w.&ere 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 and Develor-ent Collaborative, Inc. (PADCO) arrived in
 
Tumisia ji-Novmciber 1979 to assist in the 1llassine improveirx.nt project.
 
According to this adviser's reports and statements made to us, certain
 
progress has been made in developing the necessary administrative strictures 
and personnel com.p.oonents that will be needed to make 1,"llassine a viable 
com-unity. Howver, this progress has been achieved despite the fact that 
an inordinately large propLtion of his time and efforts (and, consequently,
 
AID grant funds) were taken up in day-to-day dealings with the Municipality
 
of Tuis' bureaucracy in obtaining the necessary approvals for such basic
 
items as office makchine and furniture purchases for the Mallassine conmunity 
center. This "wIlk through" procedure was made necessary by the fact that 
the municipal approval process still functions along 19th century nanageent 
lines that include rigidly compart-mntalized areas of responsibility and a 
reluctance t' coniunicate between different administrative functions to 
'facilitate such necessary procedures as procurenent of equipnent and supplies. 

According to information provided by municipal officials, about $67,000 
has been ex[xnded thus far for equipment under this project. However, the
 
Municipality of Tunis had yet, at the time of our review, to suhd.t to
 
AID its first billing for reinburscint for these pu-chases. Also noted
 
was the fact that these items were being procured "off the shelf" withTi
 
duty and sales taxes included in the purchase price, although the AID-CXO
 
project agre-ont specifies AID reiniurseuent of duty-free procurernent.
 

The resident technical adviser, who has a Ph. D. in Social AthroFology,
 
has made timAly, detailed reports on his activities on a quarterly baisis
 
since his arrival in coutty. He further advised us that he is preparing
 
a separate monojraph on these experiences for publication in the United
 
States. We have discussed this project at somn length, with the adviser

and how the results of his write-up could be used to assist in facilitating 
the implemrntation of similar sltwn upgrading activities envisaged wnder 
the follow-on AID loan project 664-JIG-004. Consequently, we are naking 
the following reconmndation. 
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Reconimdation No. 11 

HUIDO/NE, in coordination with USAID/Tunisia,
 

consult with the resident technical adviser
 

under project 912-0007 (IIPUP-Tunisia) to:
 

(a) obtain timely suhnission by the 
Municipality of Tunis of requests for reim­

bursevcnt under the project; 
(b) ensure that such sumissions include 

reqLests for reiiburscirent of the duty-free 

value of item:; 1:aruchasel only; and 

(c) divu e tto appropriaLe GC)I officials 

at 	all levels in rcesulls C)f technical advisory 
suIArt of the t.x]lassineservices pin c'. .n 

imP..oveluant .icct.. inl SLPch clMn ner Os to .. 

facilitate sinilar ur I.,a:inq acLivities 

planned under ID projcLt 664-11G-004. 

In response to ou final recmme'ndation the auritcos have stated: 

resident technical advisor gives"As auditors are av.are, the 
,. consult project progress un us very caldid re.iorts and on 

the specific con:;ultations mentionedalmost a doily basis. Since 
11 (a) mnd (b) have been under'.,,:,AV for somein Reco'.:;'Lmdation No. 

time wie do not see the need :[or this Recominiendation and ask that 

it be e>:cl uded from tile final report. With regard to part (c) 
results of lthe technicalof the K.ommendation we will divulge the 

advisory serviccs , as a nornial course in project iiplementation 

througJh timely di SSceinnation of he evaluations and/or the proj'ct 
we do not see how we couldadvisor's final re(porl. In any case 

respond to this RPucommendation within the limited time franrc for 
it, too, be excludedaudit responses, therefore, we request that 


from the final report."
 

In retainincj t comiuanc.-tion v, feel Lie aud ite.--,s have m!sinte pre ted 

our objctive and v.ould note that thc r.(.lEts in prts (a) aid (b)am fo­
,
Munici -]i L of 'nis, and iiot theor".'

lnt"O/i action directly w hI the 
r:!,ai ninc in tl:.-,Anri.ce.n rvisor. An to p:, (c.) , gj vont the kiliounb (1ftim 

. in " " (.111. : 1981),
resi.dr nt- ni.vi y's c 	atvactc.. 1 p ricdt of 

Ct 	 him to part::i c:i.panLe in i io cl:i.vi A.x,icc 
feel t 1 ean . (:1,:L_.ty ,: sts for:il 


ti.i.l within the ju5.t, au-, .c:.:!xmicri'J -hieof in.ot1ic n ) A 


reparJ:t(2; Fo o rc'uircr:F 'nt oF the a".caicry,
 

sProject mlz.-, 

clear that the COP's 	acceptance of
From the p-cCxccd.l sectioi :i.t seems 

a, to slum clearance" has bWoen rYI:ified by-In tevnat.v.'es1.11n u!III dcin( i,; an 
in a panned follow-on.1 u;,.radinq iliv.itiusincl'xi on of v,.;ce.e 

bxvl-it se\:e.. se(.)oriary urbm centers in
11G ]o,:n projecL C.,e ;iqnecj W 
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the country' s interior. As noted earlier in this finding section, however, 

the GOT's acceptance of core housing under the one-room design concept has 
.not-taken hold.---- -In fact, _CNEL-officials ere. ex\tremely .reluctint °toouse_. 

HG loan funds under that project component for continuing constructionexcess 
of this size unit, and have so foimlly advised RHUDO/NE. Nevertheless, it 
would appear that SNIT ad CNEL will now coordinate to construct sufficient 
one-room units to absorb the renainder of unused HG loan funds under this 
project component.
 

Subsidies -- A qreat anount of discussion has taken place and been 
recorded i tie ?roject file regarding GOT shelter subsidies. Some of 
these considerations have already been alluded to in previous sections 
of this report. It is inrortant to understand in t-his connection that the 

role of the C£ay in providing housing services in Thisia is a predominant 
one, accounting for about 55% of all residential construction. Prior to 

acted as botl developerthe mid-70s, the National Building Society (SNIT) 
for tho GOT .in its shelter efforts. Residents ofand financing agent 

sol.idly middle-class housing built by S'IT in earlier years continue to 
receive an ,annual subsidy from the GOT ("prime. do construction") to help 
def-ray their housing eypnses. All units built by SNI1T u'nder project 
664-11G-003 bnefited from a GOT price reduction subsidy of about $600. 
Interest rates on home loans of 10-.5 years' duration still range from 

0% to 4 % ainulally. Even this latter rate incluces a 1% subsidy to CNEL 
ho,'ebuyers provided by the GOT to CEM, despite the fact that Tnny of 
C1'T3L' s clients are clearly middle incom: faiilies. A recent AID funded 
shelter sector aalysis of Tunisia described this return from hom loans 

(5;% total as opposed to 4% interest paid to savers) as "too narrow for 
-long term capzation;" and went on to observe: "It sems .possibl-e 

that the CNTEL systein so favors the ultimate client, the housing purchaser, 
thiat it does '1ot permit adequate strengthening of the institution." 

Cost of External Financing -- r1be effect of this p-olicy of subsidizati.on 
is w one the cost of external finncing. In the caseniTflc-fE-;hen analyzes 
of project 664-IIG-003, te average cost of long-ten financing to the GOT 

unider this $20 illion project was about 9.6% (disregarding the yield effect 

of lozn fces deducted from loan disburseirents and Iaid to the U.S. lenders 
and AID). It is difficult to gauge the internal return in local currency 

thlis program because cost recoveryto >e ierceivcd by the GOT under 

mchanisms have not yet ben finalized under tihe slum up irading component.
 

see an internal return of so:u.dl.ingllowc..ver, the net effect will undou)tedly 
3 in Tunisian dinars aCqainst an outflow of 9.6% in har.-d cur.1rencywell under 

the C.P were o establish 6%resources to the icr:ican lenders. Even if 

as a i.nimnm hoim. loan1 rat- under future HG projects, it is not clear,
 
giwvon present and forseeable conditions in the U.S. financial nrketp.]ace,
 

thaL this spread would narro. appreciably. 'l1hus, the net effect of present 

GOT subsidy pol:cies is to make the entire she].ter sector increasingly 
to offset the institutional decapit.alizationde.ndcent on GCfT resourcos 

which these subsidy .onlicies cause. 
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are 
one of three factors which determine

Financing Affordbility -- While interest rates an important 

consideration, they represent only 
the affordability of a howe loan nd thedlling-' unit. itself ;,°In 

and its duration are also importantaddition, th-e face anount of the J.oan 
variables to consider.. Thus, a $4,000 loan's cost at 5 % interest over
 

about $33 per month. But it would cost only pennies more per15 years is 
month if the same amount i-as lent at 9 % over 30 years. Given the 

relatively high construction standards employed in Tunisia, there is 

little doubt of the unit's utility equalling or exceeding the term of 
loans set down in the projecta 30-year mortgage loan (the limtit for such 

Impllementation Agreement). In our opinion, it is the monthly payment 

and not the terus of th-e loan that determines whether or not a unit is 
for shelter, as is the case inmaketAb1e in the face of high den-ond 

ru'nisia. Furthermore, given the demonstrated proptensity of Tunisians 

to save and sacrifice to own their hom-, it is doubtful that the average 
if 30-year loansloan term would exceed the present 15-year limit, even 

Thus, we question th- GOT's continued raintenance ofwere offered. 
GOT capital supportunrealistically low interest rates and relince on 

for housing sector institutions. 

"Free" vs. Contract SE1vings -- In a simdlar vein, it is difficult to 

ut-nderstanH--- in v7i of th -penchant for saving, the GrJO has de.ayed 

so long in exwrnting .th a "free" approach to savings. At the present 
ullslves to save atinle, ple:sons saving for a home with CNEL obli gate the 

tun to five years in order to qualify forcertain anount por uonth for from 
ieet a fairly stiff down.payme.nta hoine loan and at th-,e swe timo to 

however,requirerront of 1/3. M-hen the savings contract has ben completed, 

thiese persons are no longer able to continue saving with CNEL,. despite the 

fact that they have dceveorcd a regular savings habit and attitude over 

several years. The topic of "free" savings, i.n line with I-lie noclel provide:d 

by the U.S. savings and loan industry, has be~'n discussee for some time 

with GJP officials. An ex.erimmntal free savings project confined to 
a part of fol.low­certain gexgraphic locations of Toni sia only has been node 


on project 664-HG-004.- Howver, it is not clear at this point -whn this
 

exprJi-nt will get u-icdkn.ay because C-O officials have Lbeen re.uctant to
 

conplete negotiations on this issu , which they consider quite sensitive
 
interest rates ontheir controllcd econo:tmy environnwnt, and also because - .5%due toHG loans at t-1e present tiii a-e runnig at levels of 14% 

condit.ions in ie U.,,. marketplace. Thle exi.-eritnnt does, however, hold
 

ntential for greatly diminished relionce on e>-t.ernal or Gl'
out the 

capital financing for shelter through lccal resource mobilization for
 

housing. 

AL this point the auditees have offered us furtheor comiont. 

as we see it is that the GOT policy to extend"The fact 
subsidies prevents decapitalization of financial instituLions 
rather than their becoming decapitalized by the effects of 
the subsidies as is stited in the report. One should not 
expect a tMinistry of Housing nor a GOT construction agency 
like SNIT to become ca)italized in the first place. CID., 
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 iimpIementation armof-the-Government ... The-GOT-financial- .
 
system philosophy does not currently aim at capitalization of
 
such institutions. All 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 growth 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. We have 
been urging the adoptio. of a free savings approach, but we 
also are respectful of the reluctance of GOT policy-makers 
to abandon a system which has worked. 

"Furthermore in these same discussions the auditor says that 
a free savings approach to housing finance could greatly 
diminish or eliminate the need for external financing of its 
housing programs. We think the auditor may mean GOT budget 
support rather than external fiiancing." 

In r esrnsc un would note that it is an overall JIG Program objective to 
assist recipient countries to minitize subsidies and.attain se*F­
F:ufficiency in housing finance. The Cur nny be conaing around to this 
,Y)sturc, but very si.clay. As to tie need for external finrncing, unless 
the auditees wish to chiaracterize AID JIG loan inputs as "budget supr:ot," 
we believe our description is accurate. 

Not much nxre than hs alreadyCX1' Housinq Tnstitutions & Poli.c 
bneen-r !eIici'-srn riz.,e-di--this -r jort is kirown about COP housing 
institut ions or jx].i cy formulation, This is clue to the mnfidcn[i :lity 
with which these insitiLutions regac'rd theiJ" oratioins and nvLke ;3.icy 
decisions. 'Ub cite soCre exwmples of tJi.s institutiona], reticence, we 
v.ju]d note that: 

- Dspite rah1her e::Lensive dealings with CNEL over the past 
sveral years, IWtDO/N,: has never bxeer able to ob)Lin certain 
lxis:ic infc.ation on CIFS0\'0s overall Ol~cratis cCxisi.dIced 
Cm" rnplacCe to the lenc. -borrc,." relationship. There i.s 
no rceorl in IMIUDO',L; files of CNEii fiuancial s;tateoint-s, 
internal rwrt.t:s, 5r the colposition of its hone loan 
pxrtfolio. 

-o ha nit.ially refuscd us access to 
its )=oks and recordfs (spci.fi.cally bank statoli):ntLs) as 
regards the st:aLus of 1G lcan ftuids deposited in an eov 
account w[l'i a U.S. WllNk branch offic:o in the. P-ahalims. 
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(Section 8.01 of the project Imfplenmntation Agreement
 
specifically provides AID representatives such right
 
of access.) After two Tonths' delay, and only after
 
much pressure had been brought to bear on this issue
 
by AID and Embassy officials, access was finally
 
obtained.
 

- SNIT has not responded satisfactorily to RIUDO's often
 
repeated reruests for a description and analysis of its
 
I0G loan fjiianced portfolio arrearages. This despite
 
the fact th;a.t PRDO has gone so far as to provide a
 
detailed format ii blank for such a report.
 

- SNIT has similary failed to respond in any way; to MHUDO's
 
often repeated requests for a fonral evaluation of its
 
role in the irrpleinntation of project 664-HG-003, as
 
specified in the project Implemntation Agrcemnt.
 

- RHUDO was officially discouraged by GOT officials from
 
bringing an lurrican housing expeort to TIunisia to perform
 
a case study of HG progran impact on tJhe Tunisia shelter
 
sector. These officials regard t1his as a sensitive area
 
for research at a tire whben the GX is fomulating its
 
next five-year economic plan.
 

Conclusions -- AID Housig Guaranty Lonm project 664-1IG-003, in our 
opinion, has been a qualified success. It has achieved its construction 
goals, although not. without certain inefficiencies and opxrtunity costs 
that preventer these goals from being exceeded. At: the sanrt tire, it 
has been quite successfuL in henefiting be.low-rclian-income Tunisian 
families in real need of HG loan assistance. 

For its part, the a-YT does appear to be Troving in the direction of 
restr:icting shelter subsidies to those incoae strata of its y-cpuati.on in 
irost need of them. Nevertheless, the decree of su1sidization rema.ins such 
that sheter sector i nstitutions must continue to rely heavily on CO 
capital inputs, including external financing arrangenr-nts, if they are 
not to hecom. decapitalized by the effectis of these subsidies. h'his trend 
can ba reversed, in our view, through the mobilization of local capital 
resources for housing finance pwToses. To its credit, the C(KIt is 
studying a "free sav.ngs" approach to housing finance which could accomlish 
this objective and greatly' diminish, or elCiinate altogether, the nccd for 
external financing of its housing programs. 

Responsible AID housing officials have wo&rked hard at fostering a dialogue 
with the GOT on housing policy mtters in the face of official reticence
and occasional non-coopration. Hlc.ever, it. is our opinion that f-UD./N1 

has not done a])' that it could or should have done to adequately nonior 
the physical construction or financial management aspects of project 
664-HG-003. Farther, AID housing officials have not adequately emsized 
to Cfr housing institutions the irnjprtance which AID housing policy attaches 
to cost recovery and portfolio innagelint. Finally, thiey have not verificd 
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COT compliance with certain provisions of the project Implementation 
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 contributions to the rh'nisian shelter sector. In their 
responses to our preliminary finding stateluents responsible AID officials 

concern for the plarning andhave evidenced what aprears to be greater 
negotiation of future HG projects than for adequate irm].pentation of 
project 664-HG-003. It %ould be our hope that tle nature of the AID-COT 

to such an extentrelationship in tie shelter sector could be n-dified 
that adhcrence to the terms and conditions of. international financing 
and admi.n strative aqreemn'3nts and AID shelter p.olicy objectives could be 
ensured indeopendently of future HG loan financing considerations, and in 

consonance with the needs of the Tunisian shelter secbr. 

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

has not done all that it"Re auditor's opinion that RHUDO/NE 
could or should have done to adequately moni;or the physical 
construction or financial management aspects of the project, 
... RHUDO would... Ioint out that a distinguishing feature 
of HG management, in contrast to typical direct loan and 
grant management, has been the ability to effectively manage 
a reldtively large portfolio of new and continuing projects 
with relatively few people (in the case of RHUDO/NE a staff 
of four direct 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 direct AID funded and administered housing project monitoring 

role asresponsibilities (Egypt for example) in view of U.S.G. 
guarantor rather than direct -financing source, market rather than 

in\'estor involvementconcessional lending rates, U.S. private 
and role, and the operation of the program using fees char ged 
to users of the guar'anty rather than appropriated funds." 

In con Lrst to i-he expressed above, \xi feel that the contents ofv.ews 

this rc.ot. amply su3'o;ort our view that. 41D projcct ncnitoring Iws Lxaon
 
deficicnt. and that attention to project i.ulpelinitation has ta]:en second
 

place to future project plalning and negoLiation.
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PHOTOGRAPHS OF PROJECT SITES EXHIBIT B 
page 1 

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.
 

4i	 -

GABES: 	Many of the units in this project were expanded before
 
homebuyers occupied their dwellings. This multi-story
 
extension exemplifies the rapid improvements being made
 
to the basic core structures provided with HG financing.
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SOUSSE: 	An3ther 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 projects illegally
 
into a public right-of-way.
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f ri : 'li~l,,, .+l: 

MAHA The codto1fmnyrasa'h evncr osn
 

A f proje 

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. 
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MAHDIA:
 

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.
 

i 

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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MELIASSINE (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.
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.....	 Letter Agreement between AID and CNEL Establishing-Escrow 
Fund for the Core Housing Project Component 

(Retyped by RIG/A/Nairobi for clarity. N.B.: The clearances
 
found at the lower right hand corner of page 2 for DS/H
 

were added after'the audit visit to Tunisia.)
 

NOV. 25, 1980
 

Mr. Habib 	A]ouini 
President 	 Directeur General 
Caisse Nationale d'Epargne Logement
 
Avenue de Londres
 
Tunis
 

Subject: Tunisian Housing Guaranty 664-HG-003: 

Core Housing Subproject 

Dear Mr. Alouini:
 

We are pleased to be in receipt of your letter dated November 6, 1980 which 
details accomplihments and requests disbursement of the final 500,000 dol­
lars hold-back for the core housing subproject. Your letter presents a 
clear summary of the facts. 

aigain ac to 	 offeredWe regret that are not able accept your proposit:ion, 
apain, to finance houses larger than the prototypes agreed upon under the 
hIG-003 hous:ling guaranty l.oan. We are aware of your desire to )Lovide 
comfortable housing for Tunisians and be].:1eve that you are able to do an 
admirable job in this respect without our hellp. 

As you kno.1, A.I.D. housing guaranties are offered in part as an incentive 
to 00lp you o,:pand shelter options to very low-income families. The third 

housing guaranty, and now the fourth, are designed to finance very minimal 
e:.:porh,':ntat liel tei. a]. tern Lives which can be af Forded by below-median 
inome fami lies. 

We are roncerecd by your statement that you ex:pect marketing of additional 
core houses to be dif Fl iult and also your statement thot an escrow account 
would pcrmi t uis to ,,tudy the possib I.Ity of rp/lacin, the value of tihe 

core units which were sold for cash or a lower mortgagc amount. We are 
not aware th~t : you havIe aIny sJ.gnJ:tcnnt ,nventoryof umwanted core houses. 

On th. con vtrary, w' have obsrved a very strong market, except where s-im­
lir hou.01sc ace virti,lly hehipu g'iven away under gove tnnlent progrIls such
 

as l'O1'llOl.0. Second, neither you nor we arc *intere!st.ed in establishlvtg a 

blocked aceount for it ; own akc'. Rather than a commi.tment: to study thIs 
que:ttion, wc would i ,ct that" you make a commA.iment: to f-naoe the requLred 
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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 your concerns on the implementation of these programs. We 
look forward to the ti,.1.\' cnstruction of urgently-needcd shelter af­
fordable by very 1ow.-J ncoMc families. We, therefore, propose a disburse­
ment procedure as follows: 

La Cailsse Ntionfle d'Epargne Logement (CNEL) will effect 
transfer of $500,000 of the Novcimber 26, .980 closing to 
the hlC-0i3 spo ial accotiint .:tiblished by the Central. Bank 
of Tunlisi a. The Ass..istant Director/Near East, Office of 
lousin, will authlori ze transfer of the funds so held to 
CNEL a ftcc ites, p l:is, nid co -s s for Lh. addi.t irli units 
to bc financed nuder the core housing subproject have been 
approvud by A.I.1). and whion 25 per cent o rfoncruct ion is 
Com:lpItc ,. cert il ic-d by CEL . If any fiids so held have 
not yet ho,.n di.!,ur ed ,i: fliu!!t,,; froli t:hc date: of this 
letter, :',.T.D. tle to di ruet payIr eI. ofsic ,1 liive r !,lit Lt 

all or a) port:ion Of the HC-003 s'pocial a~counit: funds- to 

m i; A.1..). ourposessuch aiCtc t lylV SpeCify for of of fec­
ting Il"ti,<\,'at t11der the lxau A\iul m:t,u. CNEL wi . 
provide fy iucnice of lwt g: to A.1.D . ittoi i u.ibie l','ligs 
spcci flI ill 'cIten 3.03 of [ie fip] clutnutat:ioni A,'-'ciieit 
within ti t:v-foui !mil.lis of the date of ihils octer. 

j _
If yoU accep.t 11: harte r:qpY : \,,,as oli a'",Ist as to the b:-si:; for 
the di .oulre;nitl i1( '.S I ) h cotu]Cl of Li lct ter ill Eiil,,lI .sh and, .
rleturn onie to tulail wi l a siglied copV of our rL'-,lont wit-h the 
Cc::tral Ba-ln.: so tinc Xc.,c, proceed wi th [lie di ur~wuent 

Silnecil'el v flurs, 

(signed by) 

C. Ri clhard Zlngor 
Assis taut! D)rector/Near East 

Off ic of Hiou,.i.ll 

( S ji.,iil'd by) 

Ca, :':i': tctlci ' ;i4ie ionlt'i.i I <' d a r~l ].',: 

.''-2;
cc: I !t!1H. (&R Cl ei ':I, 
1),; .,. PROC; : IL ciuter!i 

-I0: I2lm.ii.e',ii cl:1 i /../0 I);/l1, .I i)/W: !)>ic:Vov 
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