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AGENCY FOR INTERNATIONAL DEVELOPMENT
WALHINGTON b C 20523

ASSISTANT
ADMINISTRATOR

GUARANTY AUTHORIZATION

PROJECT NO. 522-HG-008A

PROVIDED FROM: Housing Guaranty Authority

FOR: The Republic of Honduras

Pursuant to the authority vested in the Assistant Administrator, Bureau for
Latin America and the Caribbean, Agency for International Development, by the
Foreign Assistance A<t of 1961, as amended (FAA), and the delegations of
authority issued thereunder, I hereby authorize the issuance of guaranties
pursuant to Section 222 of the FAA of not to exceed Twenty Mil1ion Doliars
($20,000,000) in face amount, assuring against losses (of not to exceed one
hundred percent (100%) of loan investment and interest) with respect to loans
including any refinancing thereof by eligible U.S. investors (Investor)
acceptable to A.I.D. made to finance housing projects in the Republic of
Honduras.

These guaranties shall be subject to the following terms and conditions:

1. Term of Guaranty: The lvans may extend for a period of up
to thirty years (30) from the date of disbursement and may
include a grace period of up to ten (10) years on
repaymenti of principal and a grace period on payment of
interest. The guaranties of the loans shall extend for a
period beginning with the disbursements of the loans and
shall continue until such time as the Investor has been
paid in full pursuant to the terms of the loans.

2. Inte-est Rate: The rate of interest payable to the
Investor pursuant to the loans shall not exceed the
allowable rate of interest prescribed pursuant to Section
223(f) of the FAA and shall be consistent with rates of
interest generally available for similar types of loans
made in the long-term U.S. capital markets.

3. The Republic of Honduras Guaranty: The Republic of
Honduras shall provide for a full faith and credit
guaranty to indemnify A.I.D. against all losses arising by
virtue of A.I.D.’s guaranties to the Investor or from
non-payment of the guaranty fee.
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Fee: The fee of the United States shall be payable in
dollars and shall be one-half percent (1/2%4) per annum of
the outstanding guarantied amount of the loans plus a fixed
amount equal to one percent (1%) of the amount of the loans
authorized or any part thereof, to be paid as A.I.D. may

determine upon disbursement of the loans.

5. Other Terms and Conditions:

to such other terms and condi

necessary.
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON O C 20523

ASSISTANT
ADMINISTRATOR

GUARANTY AUTHORIZATION

PROJECT NO. 522-HG-008B

PROVIDED FROM: Housing Guaranty Auihority

FOR: The Republic of Honduras

Pursuant to the authority vested in the Assistant Administrator, Bureau for
Latin America and the Caribbean, Agency for International Development, by the
Foreign Assistance Act of 1961, as amended (FAA), and the delegations of
authority issued thereunder, I hereby authorize the issuance of guaranties
pursuant to Section 222 of the FAA of not to exceed Five Million Dollars
($5,000,000) in face amount, assuring against losses (of not to exceed one
hundred percenrt (100%) of loan investment and interest) with respect to loans
including any refinancing thereof by eligible U.S. investors (Investor)
acceptable to A.I.D. made to finance housing projects in the Republic of
Honduras.

These guaranties shall be subject to the following terms and conditions:

1. Term of Guaranty: The loans may extend for a period of up
to thirty years (30) from the date of disbursement and may
Include a grace period of up to ten (10) years on
repayment of principal and a grace period on payment of
interest. The guaranties of the loans shall extend for a
period beginning with the disbursements of the loans and
shall continue until such time as the Investor has been
paid in full pursuant to the terms of the loans.

2. Interest Rate: The rate of interest payable to the
Investor pursuant to the Joans shall not exceed the
allowable rate of interest prescribed pursuant to Section
223(f) of the FAA and shall be consistent with rates of
interest generally available for similar types of loans
made in the long-term U.S. capital markets.

3. The Republic of Honduras Guaranty: The Republic of
Honduras shall provide for a full faith and credit
guaranty to indemnify A.I.D. against all losses arising by
virtue of A.I.D.'s guaranties to the Investor or from

non-payment of the guaranty fee.
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4. Fee: The fee of the United States shall be payable in
dollars and shall be one-half percent (1/2%) per annum of
the outstanding quarantied amount of the loans plus a fixed
amount equal to one percent (1%) of the amount of the loans
authorized or any part thereof, to be paid as A.I.D. may
determine upon disbursement of the loans.

5. Other Terms and Conditijons: - The guaranties shall be subject
to such other terms and conditions as A.I.D. may deem

necessary.
C . g
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Assistant Administrator
Bureau for Latin America and the Caribbean
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1.  SUMMARY AND RECOMMENDATIONS

A. Recommendation

USAID recommends the authorization of a $25,000,000 Housing Guaranty
and a $700,000 development grant.

B. Summary Project Description

1) Background

Honduras has made significant progress 1in increasing the
availability of housing for Tow income families. Much of this progress can be
attributed to AID's active involvement in the country's shelter secte. In
the late 1970s, AID persuaded the Government of Honduras to adopt a
progressive national housing policy and institutional arrangements to carry
out low-cost shelter programs. Over the vears, AID has worked with all major
institutions and key participants in the shelter delivery and finance sectors,
bringing about institutional, programmatic and policy reforms which have
increased the access to affordable and adequate housing by Tlower income
families. AID's housing program in Honduras, representing a $45 million
investment, is considered one of the most comprehensive and successful of
AID's shelter programs.

The National Housing Institute (INVA) has introduced and gained
acceptance for new shelter concepts, including wet cores, which enable the
Government of Honduras (GOH) tc reach many of the urban poor. Through the
National Housing Finance Agency (FINAVI), over 3,000 Tlow-cost housing
solutions have been sold. By introducing the turnkey delivery system, both
INVA and FINAVI have succeeded in increasing the potential for greater housing
production by the private sector. However, most low income Honduran families
are still unable to obtain decent housing due to the 1lack of mortgage
financing and the 1low level of housing production. These problems are
aggravated by a high level of population growth, especially in urban areas.

Private developers and bankers have 1long expressed their
frustration regarding the lack of long-term mortgage financing for the private
development of housing. This project will provide this needed financing by
providing mortgage credit for units produced by both the public and private
sectors which are targetted to lower income beneficiaries. The strategy of
opening up housing resources to include new financial institutions such as
commercial banks and expanding the role of private developers is expected to
accelerate the absorption of resources. In addition, this project is expected
to have a significant beneficial impact on the country's unemployment problem
by creating 5,000 person-yzars of employment through direct on-site
construction and an estimated 10,000 person-years in indirect employment
opportunities.
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i1is project will establish a strong basis for the allocation
of further resources as they become available for investment in Central
America under the Jackson Plan. The capacity of the public sector to produce
low-cost housing more efficiently will be strengthened, and clear Tinkages
Will be established between private financial institutions, developers and the
Tow-cost housing delivery system. As additional resources become available to
USAID/Honduras, it is anticipated that other shelter and urban development
projectis aimed at creating new employment opportunities will complement this
project.

During the imp1ementatign of 522-HG-005, INVA demonstrated its
willingness and ability to make effective use of technical assistance, as
exemplified by its initiation of the turnkey method of contracting in 1982 and
its efforts to implement a full cost recovery policy. In ouilding on its
experience and success with the turnkey program, INVA will continue to address
problems which hamper the efficient development of shelter for low income
families,

The private sector financing to be provided under this project
will build on and mobilize technical and personnel capacities which have been
idled due to lack of resources resulting from economic stagnation in Central
America.

Any long-term strategy for the Honduran shelter sector must
address the need to generate domestic resources to sustain adequate levels of
shelter financing. To this end, the establishment of a Social Housing Fund
has been proposed. The Fund would significantly increase the availability of
resources for housing investment. This project will enhance the production
capacity of both public and private institutions, enabling them to employ
effectively any such increase in financial resources. Since the enactment of
the Social Housing Fund is still uncertain, the technical assistance to be
financed under the proposed development grant  will investigate other
possibilities for establishing new or expanding existing resources for
financing shelter development in Honduras, with particular attention to the
savings and loan system.

2) Description

The project will provide increased access to shelter solutions
for low income Honduran families through the expansion of public sector
activities and the more active participation of the private sector. Roughly
$15 million will be directed to INVA for the development of very low income
projects in urban areas. The remaining $10 million will be channeled into 3
private sector component. Additionally, technical assistance will be provided
to INVA to improve its administrative and financial management capabilities,
and to the GOH to assist in the formulation of a medium- and long-term housing
finance strategy, including the possible reorganization of the shelter sector.
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The AID grant and Housing Guaranty funds of $25,700,000 will be
matched by an additional $4,700,000 in local contributions consisting of
public and private sector co-financing and beneficiary downpayments. These
funds will be used to produce approximately 5,300 shelter solutions and to
provide 2,600 home construction and improvement loans, as follows:

TABLE I
PROJECTED PROJECT OUTPUTS

Shelter Solution Total # Average Cost Total Investment
Public Sector 3,919 1/ 3,702 $ 14,508,000
Private Sector 1,425 8,561 12,220,000
Construction and Home

Improvement Loans 2,648 1,122 2,971,600
Total Project 7,922 3,749 $29,700,000

1/ The number of construction and home improvement loans may be adjusted
should project resources be required to finance necessary off-site
infrastructure and/or community facilities.

The key elements of the program are as follows:

a. INVA and the private sector institutions will finance a
range of low-cost units. INVA will expand its range of low-cost solutions to
reach famiiios whose incomes fall as low as the 5th percentile of urban income
distribution, with the lowest cost solutions being serviced sites without a
wet core. The testing of housing built with indigenous building materials
such as bahareque and adobe will enable the lowest income families to build
decent dwellings at affordable costs. INVA will expand and strengthen its
shelter delivery capacity in secondary cities. Commercial banks will finance
higher cost one-bedroom units affordable by families at or below the median
income.

b. INVA will streamline its operations to reflect its reduced
role in project construction, and INVA will adopt measures to cut operating
expenses as well as to develop more efficient financial planning and
operational procedures.
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C. Private contractors will continue to refine the turnkey
delivery system, obtain their own construction financing, and begin to market
Tow-cost units, becoming significantly more involved and contributing to the
more efficient delivery of low-cost housing,

d.  Commercial banks will become a new financing channel
through which low-cost housing will be developed.

e. Policy studies will be financed to support the development
of a social housing fund or to identify other types of long-term internal
financing.

3) Institutional Arrangements

The following institutions will be involved:

a. The Ministry of Finance (MOF) will ccntract for the $25
million in HG resources and it will guarantee the HG loan. In turn, the MOF
will channel resources to the Central Bank for the private sector program
(approximately $10 million) and to INVA for the modified public sector program
(approximately $15 million).

b.  The Central Bank will discount mortgages of low-cost
housing projects financed by commercial banks and other financial
institutions, using the same procedures it has used previously in setting up a
line of credit to the construction sector.

C. INVA, like the Central Bank, will receive resourcss frem
the Ministry of Finance to discount mortgages in projects under‘iken by
private sector contractors. Ag prespective buyers of the units apply vo INVA
or are otherwise identified, INVA wil] direct them to the contractors who are
constructing the units and are principally responsible for their sale. Only
as a last resort will INVA play a role in marketing the units, and it is
expected that private coniractors will handle almost all aspects of marketing
and sales.

d. Private banks will provide construction financing, service
mortgages, and guarantee repayment to the Central Bank.

e. Private contractors will obtain construction financing,
and build and market the units.

f. Beneficiaries will provide down-payments which will add to
the total investment in housing construction.
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4) Financial Plan Summary

The following summarizes financial plan of the proposed project:

a) A.1.D./US Investor $25.0 million
b) Private Banks 1.0 million
c) INVA 1.5 million
d) Beneficiaries 2.2 million

Total Resources $29.7 million

In addition, AID will provide $700,000 in technical assistance
for two long-term technical advisors (program coordinator and local engineer),
and a variety of short-term technical assistance in housing finance policy,
low-cost housing marketing, market analysis, utilization of local construction
materials, and an assessment of urban development trends and potentials.

C. Program Issues

1. Debt Risk

Historically, Honduras has met its overall external obligations on a
timely basis. An increase in short-term debt contracted in the late 1970s,
however, put pressure on the country's repayment abilities, and arrearages
developed. In 1982, Honduras refinanced the principal due between 1981 and
1984, and contracted a $40 million loan. Though progress in some respects has
been slow. overall improvements in the country's external debt position is
already evicent. The current account-to-exports ratio is the most favorable
since 1973.  Resumed economic expansion in the world's industrialized
countries, coupled with the GOH's efforts to curb import growth, should result
in further improvements on the current account.

Honduras has remained current on $43 million of contracted HG Toans,
and the impact of an additional Lorrowing in the amount of $25 million on the
country's debt service ratio will be small, increasing it by only about .3
percent. The proposed HG loan is part of a larger assistance package designed
to support Honduras' transition out of a difficult economic period. Since HG
funds are offered at a lower rate of interest and for a Tonger term than most
external financing which is available to the GOH, a HG loan can ease the
country's external debt obligations while contributing significantly to the
country'’s long-term economic stability.

The proposed HG borrowing will be structured in such a way as to minimize
the risk to the AID Housing Guaranty Reserve Fund, as well as minimizing the
government's outstanding indebtedness and repayment requirements. The loan is
expected to be drawn down in three disbursements or tranches over a three-year
period, thereby minimizing the amount of outstanding debt. A 10-year grace
period on principal repayment would reduce payments, and consiuaration is
being given to a 3- to 4-year grace period on interest repayment as well,
Under this approach, interest would be rolled back into the amount of
outstanding principal until interest payments commenced, but the overali
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impact of such a procedure would increase only marginally the cost of
borrowing to the government. In fact, the ability to reinvest accruing
interest 1in higher-yielding mortgages or other investments during the grace
period would improve the GOH's overall capitelization. Since HG resources
will not flow to the GOH until turnkey units are completed or Turnkey-Plus-
Sales units are sold, the risk for both the GOH and AID under the proposed
program will be reduced.

2. Employment Generation Estimate

Generation of new employment opportunities is estimated to
total over 5,000 person-years of direct on-site employment, based on actual
cash outlays and not including self-help activities., A total of 15,000
Person-years of employment (including indirect employment) is projected for
the first ten years of the project (see Annex M, "Economic Analysis"). Direct
labor costs (payments) during the life of the project zre estimated to total
$4.3 million, resulting in increased personal income of $120 million in
Honduras. In addition, it is estimated that the multiplier effect of a $25
million HG investment will result in long-term total investments in excess of
$75 million. The impact of employment generation in the construction industry
will have a positive effect on increasing wages among below median income
workers by shifting unemployed individuals at the lowest ir:zome levels to
employed persons earning wages at slightly above the minimum wage. One of the
least quantifiable yet most important economic benefits relates to improved
worker productivity resulting from better health correlated with improved
living and shelter conditions.

The most directly measurable employment impact is the number of
person-years of direct on-site employment. The Project Team reviewed the
available studies which reflect a wide range of estimates for the cost per
person-year of employment. In estimating the employment generation potential
of this project, the team utilized 1984 estimates based on Honduras' experi-
ence in six completed Tequcigalpa upgrad.~qg projects for which monthly
inspection reports provide an exact accounting of the total project costs and
of the number of person-days of employment created. The estimates derjved
from this recent experience in Honduras falls at the conservative end of the
estimates derived from studies in other countries; moreover, they are specific
to the site where a significant proportion of the funds will be irvested.

3. Contractor Participation

The Mission has determined that  the participation of
contractors should be left to market forces. Although promotion of the
program will be structured to €ncourage the broadest participation of private
contractors, the program will be initiated without regard for firm size or
other special characteristics. Subsequently, any potential inequities in
private sector participation in the Program will be examined and remedied.



4, Imoortad Materials

The Project Paper Team examined various mechanisms to assure
access to foreign exchange for imported materials. The materials import
component for similar projects in Honduras is only 7 to 10 percent of the
total cost of construction, principally electrical parts and toilets. While
builders generally have enough lead time to initiate the procedures to obtain
foreign exchange required to purchase these imported materials, construction
materials only have third priority for obtaining hard currency (after food and
medicines). Thus, developers/builders are 1likely to encounter difficulties.
This problem will be reviewed with the Central Bank in the context of solving
this prob.em by requiring the Central Bank to facilitate the approval of
dollars for the small imported component of the total costs of construction.
A covenant to this effect described in the section on Project Implementation
will be included in the Implementation Agreement to be signed with the GOH. :

5. Housing Strategy

Three previously-authorized Housing Guaranty Programs are in
the final stages of implementation. A network for shelter delivery has been
established through three institutional mechanisms: INVA, FINAVI, and the
municipalities - all of which have developed the capacity to deliver shelter
solutions. The municipal upgrading efforts have been successful in promoting
improvements in squatter areas and dealing with land tenure problems on a cost
recovery basis. The FINAVI project is in the final stages of implementation.
FINAVI's involvement in AID's shelter programs came about in 1981 when it was
decided to involve the savings and loan associations in lower income housing,
and as a natural extension, the National Housing Finance Agency (FINAVI),
which is the regulatory body for savings and loans, became involved. FINAVI's
participation coincided with the government's launching of an emergency
housing program designed to stimulate employment, thereby boosting economic
growth. FINAVI achieved a significant level of production, exceeding 4,000
units in just three years, but the fact that a large number of the same types
of units were placed on the market in a relatively short period during a
period of worsening economic conditions resulted in FINAVI's inability to sell
the completed wunits, creating financial problems for the institution.
Subsequently, FINAVI has received technical assistance in marketing, and it is
making progress in selling its inventory of about 3,000 housing units.
Approximately $10 million of HG funds authorized for the FINAVI project have
not yet been contracted, but there are more than enough complated housing
units to absorb this undisbursed balanced once these units have been sold.

The key problem in housing remains the lack of long-term financing. This
issue is being addressed in the Honduran Congress through the proposed Social
Housing Fund. If this legislation is enacted, AID will continue to provide
needed policy analysis as well as to advise on the fund's implementation.
Studies of other potential sources for long-term housing finance will also be
undertaken.
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In the cshort-term, a two-fo!d strategy is envisioned:
strengthening the existing shelter institutions and expanding the role of
private commercial banks in lower income housing. In the past, INVA has
successfully dirscted its efforts to financing innovative low-cost housing
solutions, negotiated with private sector contractors to implement turnkey
construction projects, and improved its own operations and systems. Though
INVA has had programatic and operational problems, they have not always been
of its own making: INVA's costs of borrowing increased dramatically in the
early 1980s, promised loans failed to materialize, and GOH budget support was
eliminated. As a result of this tast factor, INVA is facing a difficult
transition period, and this program is designed to address its need for
long-term finance at this time. INVA will build on its past experience and
gains with private contractors, and the marketing of completed units will
become the responsibility of the contractors. In addition, INVA should
benefit from :he proposed technical assistance by reducing its operating costs
and improving its financial management and planning capabilities.

6.  Increased Private Sector Participation

The largest commerical bank in Honduras has expressed a strong
interest in participating in the lower income housing sector, as provided for
under this proposed HG program. We believe that other private banks and
institutions will also be interested in developing and/or financing Tlow-cost
projects, particularly in light of the fact that many private firms have
investments in  land and construction companies which are presently
under-utilized. It is anticipated that this project will significantly expand
private sector involvement in Tow-cost housing by demonstrating its economic
feasibility.

Both the public and private sector finance components of this
HG program will be designed and constructed by private contractors. The
contractors will secure construction financing from Jlocal financial
institutions, thus sharing the risks of the program. Profit incentives will
be employed to encourage developers to accelerate project delivery. Finally,
the contractors will take the lead in marketing the completed units.

7.  Project Financing

It is anticipated that the proposed HG loan will be amortized
over 30 years, with a 10-year grace period on principal. Consideration will
be given to a three-to-four-year grace period on interest, if warranted at the
time of borrowing. Loans to beneficiaries of both the public and private
sector will be offered at effective rates of between 17 percent and 19 per-
cent, with 20-year terms for new houses and 10-year terms for construction and
home improvement Jloans. Market studies indicate that these terms and rates
are affordable by the intended beneficiaries.
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8) Water and Electricity Hook-ups

The Project Paper Team reviewed the need for - and any problems
associated with - ensuring the coordination of the provision of infrastructure
with the completion of housing units. It was determined that the critical
steps in this process of coordination are: (1) the review of project plans by
the infrastructure authorities and their acceptance of the projects within the
existing distribution network; (2) their commitment to invest in necessary
off-site improvements on a feasible timetable; and (3) monitoring and
supervision of the execution of commitments by the utility companies. Since
accountability to a higher authority in meeting sucn commitments has been a
problem in the past, AID will require the establishment of a coordinating
committee to be chaired by the President of INVA's Board of Directors who is
also Minister of Public Works. The AID technical advisor will act as
secretary of this committee. While this committee cannot absolutely guarantee
coordination, it will provide a mechanism at the higher levels of the
government for addressing any problems whicli may develop.

Water problems 1in the Tegucigalpa metropolitan area are
commonly a hindrance to all economic development, including shelter. The
city's water sources have always been costly to develop and financing has been
inadequate, with the result that very few Tegucigalpa homies have a continuous
water supply throughout the year. Even those sources of water which are
already developed have not been fully exploited due to the lack of financing
to pay for expanding of the capacity of the existing major dams, neighborhood
water tanks and pumps. Through the Missian's CDSS "First Offensive" on
unemployment, the Ministry of Finance and the Mission have agreed to invest
the equivalent of $6.5 million in local currency in long overdue pipe
replacement or pipe upgrading projects, utilizing pipe already din-country
which has been provided by the British government. A RHUDO consultant has
also recommended to the National Water Supply and Sewer Company (SANAA) a §7
million emergency construction package which is now under consideration both
by SANAA and the Mission for possible financ...g under the continuation of the
Mission's "First Offensive" effort. The investments agreed upon or now under
consideration by SANAA and AID will be effective short-term responses to water
shortages in Tegucigalpa. Moreover, increasing the supply of water in certain
areas of the city will transform useless land into prime sites for shelter
development, especially in the «city's southeast quadrant. Off-site
investments may be required in secondary cities as well, but the scale of
their problems is minor compared to those faced by Tegucigalpa, and there are
many alternative opportunities for shelter investment 1in these other
communities.

9)  Women in Development

A large number of female-headed households are found within the
Tow income population. These households will have equal access to homes under
this project. First, there are no Tegal barriers to women owning property in
their own name or obtaining credit. Second, it is apparent that women already
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receive a fair share of the benefits offered by INVA, A majority of the homes
in recent INVA projects are titled in the woman's name, whether married,
divorced or single. Conceivable explanations include the desire of mothers to
provide security for themselves and their children regardless of their
relationship with the father of the children, or the desire of fathers engaged
in small-scale commercial enterprises to protect their families 1in case of
business failure. Third, many low-income women have the economic capacity to
pay for the homes. Female employment is high in Honduras, with over 45
percent of women over 15 years of age employed in Tegucigalpa and 40.6 percent
in San Pedro Sula. Wages 1in centrally Jlocated neighborhoods where female
headed households are concentrated are higher than in other marginal
neighborhoods. A comparison of male and female headed households reveals that
wages in female households are not significantly lower in these areas,
(ASEPADE, 1982).

10. Grant Project Development: Gray Amendment and Payment
Verification

Compliance with the payment verification policy and implementa-
tion guidance is to be found in the section on Project Implementation. Oppor-
tunities for groups covered by the Gray Amendment are described in the tech-
nical assistance section, and timing and contracting methods are discussed in
the section on implementation. Part of the grant-funded technical assistance
will be procured in Washington by the Office of Contract Management (OCM) and
part by the Mission in Honduras. The Gray Amendment requirements are already
being met by PRE/H and OCM in the periodic competitions for definite and inde-
finite quantity contracts. Gray Amendment requirements will also be incorpo-
rated into whatever contracting is performed by USAID/Honduras pursuant to
Agency policy.

IT. PROJECT DESCRIPTION

A.  Background
1. Overview

Honduras' population in 1984 was estimated at 4.1 million, more
than double the 1955 population of 1.6 million. The rate of annual population
growth was 2.9 percent between 1961 and 1980, and 3.4 percent between 1970
and 1980. Well over half of the population increase in the last two decades
has occurred in the urban areas,

In the country's two largest cities, Tegucigalpa and San Pedro
Sula, population grew at an annual rate of 6.2 percent during this period,
with marginal neighborhoods expanding at double that rate, Smaller cities
(over 2,000 in population) grew by 4.2 percent annually, absorbing 22 percent
of the nation's population growth, By 1980, almost one out of every five
Hondurans was Tiving in Tegucigalpa or San Pedro Sula, and one out of six in
another of Honduras' secondary cities.
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Continuation of these trends over another 20 years will
increase Honduras' urban population to three times its 1980 level while the
rural population will increase by scarcely more than one-fourth. In the year
2000, 55 percent of the nation's population will be livirg in urban areas,
reversing tne historical pattern of rural dominance.

The last national housing census, carried out in 1974,
indicated that over 60 percent of the existing housing units in Honduras have
structure ceficiencies or inadequate services. According to the National
Housing Plan for the 1982-1986 period, the need for new or improved housing is
estimated at 450,000 units, of which 22 percent are located in urban areas.

A survey conducted in 1981 to determine 1living conditions in
the low income areas of Tegucigalpa found that 60 percent of the Tegucigalpa
housing stock 1is without indoor plumbing, water, or a flush toilet.
Forty-four percent of the city's residents are without access to the potable
water system; in San Pedro Sula, the level is 43 percent. Housing cunditions
in secondary cities are far worse.

In 1980, an AID-funded study estimated the level of investment
required to provide at least minimum shelter for all families. During the
1981-85 period, the study projected the need for 20,700 new housing units to
be produced each year requiring an investment of $46 million. Of this total,
11,000 wunits would be for families 1iving in urban areas, requiring an
investment of $41 million. In contrast, during the 1977-82 period, the public
sector produced only 7,900 units. In the same years, the formal privat»
sector produced 8,145 units, aimost none of which were affordable by families
at or below the median income., The problem of inadequate housing production,
particularly in urban areas, continues to generate land invasions, especially
in Tegucigalpa.

2. Rationale

The National Bipartisan Commission on Central America has
recommended expanding housing and infrastructure construction programs in that
region. The Commission identified the Housing Guaranty Program as one
resource to be used in meeting the region's unmet shelter need while creating
employment. The Commission has also recommended enhancing the role of the
private sector in the shelter sector.

The proposed HG project will directly address many of the
Commission's concerns and recommendations. Structural deficiencies 1in
Honduras' shelter sector will be addressed, low-cost housing will be produced
and employment opportunities will be generated. Housing finance insiitutions
will be strengthened through technical assistance and training, and resources
for long-term mortgage financing will be provided. The role of privats sector
contractors and commercial banks will be expanded. Finally, assistance will
be provided in formulating a national shelter strategy and generating domestic
resources for housing investment.
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This shelter initiative is an integral part of the Mission's
develcpment strategy. By relying exclusively on the private sector for a part
of the program and expanding its role in INVA's component, project
implementation and job creation will be expedited. By eliminating distortions
in the finance policies of INVA and increasing Jts effectiveness, the
efficiency and abscrptive capacity of the entire shelter sector will be
improved, thus enhancing the sector's capacity to utilize efficiently greater
levels of investment in future years.,

The Jackson Plan, reinforcing the objectives of the National
Bipartisan Commission, calls for a 25 percent 1increase in the coverage of
water and sewerage services by 1989. This project will make a significant
contribution to meeting this objective. Water and sewerage services are
currently being financed as part of an upgrading program for over 20,000 Tow
income households in Tegucigalpa and San Pedro Sula under 522-HG-C06. This
program 1is considered very successful, and when the funds available under
HG-006 are depleted, consideration wil] be given to a follow-on program to
continue providing water and sewerage services to the poorest urban
neighborhoods.

This program's objectives, which emphasize the participation of
the private sector and the need for employment generation, are also central to
the Mission's FY86 CDSS. In addition, the CDSS also supports strengthening
the country's shelter institutions and developing sources of domestic
financing.  This Jlatter objective will be supported by the technical
assistance program described below.

Legislation for a Social Housing Fund has been under consideratijon by the
Honduras Congress for the last two years. This legislation could make a
substantial contribution in generating needed shelter resources as well as
improving the coordination of the sector's activities. AID has provided
technical assistance in support of this effort. The recommendations by AID
have been effective in stressing the need to avoid Creating new bureaucratic
institutions and to ensure that invested resources will produce in an adequate
return on investment. AID has recommended that mortgage interest rates
reflect the country's market conditions and that the interests of the
individuals contributing to such a fund be protected.

3. Other Donors/Other Resources

While the World Bank and the Inter-American Development Bank
ncreased financing for water and sewerage projects in San Pedro
Sula (World Bank) and secondary cities (IDB), 1little funding is being made
available for shelter programs apart from the Housing Guaranty Program. The
financing that does exist is offered at very low interest rates and is
directed at construction in some of the country's poorest rural areas. The
Dutch Government has provided $3.5 million for projects through the national
Cooperative foundation in Honduras (FEHCOVIL), and the German Government is
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providing houses through INVA under a $2 million 1loan for campesino
organizations. The European Community also has a special, highly-subsidized
program of $1 million directed towards the Xicaques Indians. None of these
donors has active plans for future programs, and if they did, the focus would
continue to be the poorest rural areas.

4, Public Sector

The National Housing Institute (INVA) has made significant
strides over the past few years to provide increased amounts of shelter for
low income families. INVA has introduced new design concepts based on
affordability. At the same time, it has adopted the turnkey delivery system
as the most effective and efficient method of developing housing projects.
Finally, the termination of the government's annual budget appropriation for
INVA has forced the institution to sharpen the focus of its attention on its
cost recovery while continuing to provide low-cost housing solutions.

AID has played an instrumental role in bringing about many of
these improvements in INVA's operations, particularly through the technical
and financial assistance provided under 522-HG-005 which has been documented
in detail in a Project Evaluation (May 1983). With assistance from
consultants, INVA has developed management and operational procedures and
guidelines. However, recent staff turnover has had a somewhat deleterious
effect on INVA's management capabilities, and one of the purposes of the
proposed technical assistance under this program will be to train the present
staff in the use of these procedures and guidelines.

The adoption of the turnkey delivery system gave INVA the capa-
bility to produce shelter solutions more rapidly and efficiently. The princi-
pal ingredient in this type of delivery system consists of a strong input from
the private sector. As currently structured, the private sector developers/
builders assume responsibility for assembling project sites, designing the
projects, securing utility services, obtaining construction financing and
building the projects, all of which were INVA functions in past projects (ex-
cept for construction in some cases). Expanding on this concept will further
improve INVA's capability to deliver low-cost shelter solutions.

The government's recent decision to cease annual budgetary con-
tributions to INVA has forced INVA to implement a policy of full cost
recovery. INVA must now incorporate all project costs into the sales price.
Accordingly, INVA has increased the fees it will charge for development, sales
and management. INVA has not tried to reduce its costs to compensate for lost
government revenues, nor has INVA assessed the impact of those increased fees
on the marketability of the units being developed and sold. With respect to
these increased costs, INVA has not yet applied cost accounting techniques to
determine if the fees charged are adequate to cover expenses. The proposed
technical assistance will assist INVA in its financial planning and procedures
in order to cope with such problems as it tries to attain self-sufficiency.
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The loss of government subsidies, coupled with increasing
interest rates and declining purchasing power on the part of beneficiaries,
has resulted in INVA's promoting lower cost shelter solutions., In past
projects, INVA has developed serviced sites With a wet core; under this
proposal, INVA will develop sites and services without a wet core. In doing
$O0, INVA will be able to reach families in Tegucigalpa earning as little as
$11C monthly.

Inasmuch as a large portion of the nation's construction sector
is idle, the project will create new business opportunities for construction
companies, in both the forma] and informal components of the construction
sector.

For most low income families, the purchase of a serviced site
or wet core represents a major improvement in their Tiving standards, as well
as an important source of equity and savings. As their incomes permit,
homebuyers typically make improvements to their properties, making use of home
construction or improvement loans to purchase materials. These activities
have a positive multiplier effect on the economy by generating an additional
flow of funds to the residential construction sector.

The National Housing Finance Agency (FINAVI) had considerable
success in its early years in its role as a secondary financing institution,
discourting over $50 million in low and moderate cost mortgages. In 1980, the
Government of Honduras initiated a poorly structured emergency shelter program
to stimulate economic growth, under which the government assumed all the risk
and the profits went to the private sector.” In 1981, AID agreed, after
certain modifications, to support a portion of this Program and authorized a
total of $25 million in housing guaranty loans. FINAVI achieved a significant
level of production, financing over 4,000 units in three years, but the

relatively short time in the same Tlocations under worsening economic
conditions created serious financial problems for FINAVI. The carrying costs
on the unsold houses charged to FINAVI's interim financing diminished FINAVI's
financial strength. FINAVI has received technical assistance in marketing
from PRE/H and USAID, and it has made progress in selling its inventory of
some 3,000 units. Special promotional efforts have been devised, including
institutional sales of large blocks of units. Approximately $10 million of HG
funds obligated to the FINAVI project remain undisbursed, but there are more
than enough units to absorb these funds once the units are sold.

In the future, FINAVI could and probably should re-establish
its original relationship with the savings and loan system, reduce its role in
interim financing, and develop ways to leverage its portfolio to attract
resources to be channelled to savings and loans. In the meantime, AID is
making every effort to assist in effecting the prompt sale of FINAVI's units.



- 15 -

The Mission's Upgrading Program in Tegucigalpa and San Pedro
Sula (522-HG-006) has successfully coordinated a large number of agencies to
produce minimum cost shelter improvements for a large number of families.
Beneficiary participation has been enthusiastic, with each neighborhood
clanoring to be the next neighborhood to be included in the program. One
constraint in the program's expansion has been the municipal government's lack
of working capital. In Tegucigalpa, implementation of this program has been
hampered by overall water shortages. While this program has been moving
steadily, over $3 million remains available for investment in new

neighborhoods.

INVA remains the logical choice for investment of resources in
low-cost housing. INVA has successfully implemented earlier HG activities,
and by continuing assistance to INVA under the project, it is expected that
the institution will continue to improve its capacity to produce lower income
shelter solutions. AID has made a substantial investment in INVA to date,
which has resulted in a stronger institution, but there is still the need for
further improvements and expansion. In the past, INVA demonstrated its
willingness to adopt measures to improve its effectiveness, and every expecta-
tion is that it will continue to do so. Without AID's assistance, however,
INVA will deteriorate and the future of an institution which has played a very
positive role in developing low-cost housing will be jeapordized.

5. Private Sector Developments

The private sector has played a significant role in the produc-
tion of housing. Private sector developers have packaged major housing pro-
jects, particularly in the larger cities. Both interim (construction) and
mortgage loans have been originated by private savings and loan associations,
and to a lesser extent, comm2rcial banks. The beneficiaries of these projects
have generally been middle income families, and loans have typically been
amortized over 15 to 20 years with interest rates ranging from 14 to 19
percent per annum. In some cases, projects which were financed by external
loans and channelled through the savings and loans associations have had
relatively concessionary terms, and in turn they have been used to benefit
lower income groups.

By and large, private sector developers/builders and bankers
have not been interested in becoming involved in low-cost housing due to the
perceived higher risk and lower profitability. However, the recent experience
of private sector businessmen with INVA's turnkey program has demonstrated to
them that the risk is lower than anticipated and the profits reasonable.

In recent months, the country's ‘largest private bank has
indicated a strong interest in becoming involved in the lower income housing
sector. Moreover, some developers and builders have stated that they are
willing to develop projects targeted to poorer families, assuming the avail-
ability of long-term mortgage financing. Generally, projects carried out by
the private sector are both more efficient and less costly; therefore, in-
creased involvement of the private sector in producing Tower income housing
would offer substantial long-term benefits.
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The private sector component of thig program 1is included to
increase the pace of housing production and to demonstrate to the Government
of Honduras the valye and importance of expanding the role of the private
sector in the production of Tower income housing. As the private sector gains
experience in this sector, and realizes that risks and profitability
associated with lower income housing are within acceptable ranges, it is
anticipated that private institutions will be increasingly prepared to direct
additioral resources to low-cost housing.

B. Detailed Project Description

1. Project Goals

The goals of this Program are: to provide access to shelter to
Tow income Honduran families through increased involvement by the private
sector, and to generate employment opportunities to help stimulate the economy.

The goal of increasing private sector participation in lower
income housing recognizes that the public sector can not be expected to
pirovide for al] housing needs. Increased involvement by the private sector is
expected to yield the following .benefits: (1) more efficient production of
housing; (2) more efficient marketing and sales; (3) additional outlets to
promote and finance the delivery of 1low-cost solutions; and (4) a more
narrowly defined role of public sector agencies such as INVA in the shelter
development process. PubTlic sector institutions will increasingly restrict
their involvement to the very lowest cost solutions, while private sector
institutions begin to channel financing to somewhat higher income levels byt
still below the median income. The INVA component of the program also will
stress institutional changes to improve management, reduce operating costs and
more efficiently use its financial resources to strengthen its operations,
The turnkey system will be expanded to include al] INVA-developed projects,

2.  Project Purpose

The project pPurpose “s: a) to develop within INVA the added
capability to produce low income solutions through collaboration with the pri-
vate sector, and to assist INVA to become a financially self-supporting public
housing agency; and (b) to increase the range of institutions which finance,
produce, and deliver Tower income housing solutions by involving private
sector finance, construction, and marketing entitijes, Accomplishing these
purposes will accelerate housing production and  increase employment
opportunities.

a. Enhance INVA Capability

INVA has embraced the concept of increased private sector
involvement as part of its efforts to broaden the institutional and financial
structure for housing in Honduras. INVA recognizes that the private sector
efficiently produces housing, and thus private sector involvement will enatle



- 17 -

a higher level of shelter production on a more sustainable basis. By collabo-
rating with the private sector, INVA wil! be able to expand government support
and resources for low income housing, at 1ittle additional cost to the
government. At the completion of this project, INVA will have established a
strong working relationship with the private sector, through the turnkey
delivery system, and the private sector will have taken the lead responsibil-
ity for marketing and selling housing units. These changes will enable INVA
to reduce staff and accelerate the coordination between project completion and
occupation of units.

INVA is committed to becoming a financially self-supporting
institution so that it can continue to serve as the nation's public housing
agency. The decision by the GOH to cease annual budgetary contributions to
INVA has caused INVA to more accelerate implementation of its full rcost
recovery policy. INVA also recognizes the need to reorganize its internal
organizational structure and to reform its financial management system. The
Management Audit delivered to INVA on July 3, 1984, offers recommendations on
how such management and operational changes caii be accomplished. INVA will
start to implement management reforms during the early stages of the project,
with the expectation that many of these reforms will be in place either before
the loan is contracted or before the loan proceeds are disbursed. By project
completion, INVA will have made significant progress toward becoming a
self-supporting agency with the organizational and financial management
reforms in place. These changes will become evident as INVA improves its own
financial planning and as the private sector increases its role in building
and marketing lower cost projects.

b. Increase the Range of Involvement of Private Sector
Institutions

For the past few years, private sector contractors have
supported the turnkey system adopted by INVA. And in the last year, private
finance institutions have relayed to the Mission their interest in greater
involvement in low-cost shelter programs. The program will increase the range
and involvement of private institutions in the following manner: (1) private
financial institutions will finance construction and sales, and will service
mortgages; (2) private contractors will build and market projects: (3) private
real estate firms will be employod to sell low-cost projects; and (4) private
sector architects and engineering firms will supervise the project development
process.

3. Outputs
a. Physical Outputs

The design of the program and the solution typoiogies draw
upon previous HG programs. INVA will offer serviced 1lots without any
construction above grade as a new and additional shelter solution.
(Previously, INVA has developed serviced 1lots with an above-grade wet



- 18 -

core).)/  These serviced lots will be affordable to families with incomes
as low as $110 per month. A home construction loan for materials will be
offered to provide for the construction of an 18m¢ core unit. The site and
service/home extension loan solution is affordable to families earning as
Tittlie as $200 monthly. In addition, INVA will continue to offer a wet core
solution, consisting of a 3m sanitary core, which could be expanded by
obtgining a home improvement loan, increasing the size of the solution to
18m~. A basic core of 18m2 will also be offered. Home construction and
improvement loans will b2 offered initially only to families who purchase the
two least expensive solutions, the serviced lot and the wet core solutions.
Based on the experience of 522-HG-005, many of the eligible families will take
advantage of this loan offer. In the event there is Tless demand for home
construction and improvement loans than anticipated, unused funds may be used
to provide loans to families wishing to expand the 18m¢ basic unit or to
make additional improvements to any of the other shelter solutions being
planned.

The private sector will offer solutions affordable at or below
the median jncome. Initially, the units developed by the private sector will
be one-bedroom units, but smaller and/or less expensive units may be developed,
depending on market conditions and construction costs. The private sector
will be encouraged to build increasingly more minimal solutions, thereby
reaching lower income groups, and both the Mission and proposed technical
assistance advisors will work with the private sector to achieve this goal.
The fact that Tlow-cost units will be available through the private sector
represents a new approach to and source of low-cost housing in the country.

The following table summarizes the program's projected
physical outputs. Unit prices are based on actual sales prices a, of June
1984.  An inflation factor of 12% per annum is built into the calculations.
The actual distribution of types and locations of units will be based on the
evaluation of risk and market by the private sector income, and the results of
INVA's market studies and evaluations of applicant waiting lists.

1/ In the annexes to this Project Paper, the term ‘sites and services' has
been used to refer to proposed shelter solutions under this program. In
the Project Paper, however, this same solution is referred to as 'serviced
Tots' to make the distinction between what INVA is now proposing to
develop and what INVA has developed in the past which were 'sites and
services with wet core.'
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TABLE 11

Expected Physical Qutputs

Types of Solution 1985 1986 1987 1988 Total
Serviced Lots 255 380 407 364 1,406
Wet Core 293 436 467 417 1,613
Basic Core 163 243 261 233 900
Home Construction/

Improvement Loans 480 718 766 684 2,648
1 Bedroom 325 581 519 - 1,425
Total 1,516 2,358 2,420 1,698 7,992.1/

1/ This represents the total number of physical outputs. However, since home
construction and improvement loans are intended for beneficiaries of
serviced lots and wet core solutions, the actual number of families to
benefit is 5,344. The number of completed units may be adjusted should
project resources be required to finance necessary off-site infrastructure
and/or community facilities.

Precise unit costs will be determined on case-by-case basis. Data
available on current low-cost shelter solutions in Honduras suggests that
average costs for the proposed units will be those given below

TABLE ITII
SALES PRICES OF UNITS (US$)

Types of Solution 1985
Serviced Lots 2,050
Wet Core 2,950
Basic Core 4,800
Home Const. Loans 927
1 Bedroom 7,500 1/

1/ This cost represents the highest end of the scale for units to be
developed by the private sector.
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b. Institutional OQutputs

1) The INVA outputs include the following:

i)  organizational changes to reflect the greater
participation of the private sector in building and
marketing Tower income housing;

ii) operational changes to maintain INVA's operating
expenses at or below current levels;

ii1) improvements in INVA's cost accounting system to
enhance its monitoring and contro]l of project
development and costs;

iv) development of a financial planning and information
system to make financial management decisions (e.g.,
setting interest rates);

v)  improvements in INVA's market analysis capabilities;
and;

vi) expansion of INVA's capacity to service mortgages,
finance units, and promote the delivery of low-cost
shelter in cities other than Tegucigalpa and San
Pedro Sula.

2) The private sector outputs are as follows:

i) Involvement of private finance institutions in
lTow-cost housing.

Currently, private finance institutions serve primarily
the upper and middle income markets; their preference has been to make
shorter-term investments which can be rolled over more quickly and to adjust
interest rates based on market conditions. This program will make long-term
funds available for lower income housing which will be 3 strong incentive for
the private sector to originate mortgages for lower income families.

i1) Assumption of risk by private contractors.

Private contractors will construct projects with borrowed
funds; they thereby assume the risk involved from the time a project is begun
through the time the units are sold, rather than receiving advances for con-
struction and guaranteed take-out financing regardless of sales performance.
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3) Other outputs

Any Tlong-term strategy for the Honduran shelter sector
must address the need to generate domestic resources for shelter on a
continuing basis. If the Social Housing Fund legislation 1is enacted, the
Mission will continue studies that support its implementation in the context
of building upon the existing network of shelter institutions, including the
private entities which are being supported through this program. In addition,
the Mission will help establish the organizational structure and procedures
for handling the funds which will be generated under the Jlegislation.
However, as the fate of the Social Housing Fund 1is uncertain, technical
assistance under the development grant will investigate other possibilities
for establishing or expanding the shelter sector's resources, and
recommendations will be made on appropriate mechanisms for directing
investments into the shelter sector.

4. Project Inputs

a) Financial Inputs

Tables IV and V summarize the financial dinputs and the
distribution of resources for the project. The proposed HG loan in the amount
of $25 million is currently expected to be drawn down in three disbursements
or tranches over a 3-year period. In addition, approximately $5.0 million in
ESF resources are beirg channeled into the Tegucigalpa water and sewer system
to improve the capacity of the current system, which will complement other HG
investments.
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TABLE 1V

FINANCIAL INPUTS (000's Uss)

Public Sector $17,480
HG 15,000
INVA 1,500
Beneficiaries 980

Private Sector 12,220
HG 10,000
Private Financial Inst. 1,000
Beneficiaries 1,220

Sub-Total Physical Investment 29,700

Technical Assistance 700

Total Investment Package $30,400

1/ Beneficiary contribution includes downpayments, except in the cases of

home improvement loans.

TABLE V

DISTRIBUTION OF RESOURCES TO PROJECT ACTIVITIES

Project Activity AID Host Couatry 1/ Total Percentage

Serviced Lots $ 2,929,000 571,000 3,500,000 12

Wet Core Units 4,853,000 947,000 5,800,000 19

Basic Core Units 4,518,000 882,000 5,400,000 18

1 Bedroom Units 10,000,000 2,000,000 12,000,000 39

Construction loans 2,700,000 300,000 3,000,000 10

Technical Assistance 700,000 2/ 700,000 2
$25,700,000 4,700,000 $30,400,000 100

(85%) (15%) (100%)

1/ Including beneficiary down payments, INVA counterpart and private sector

~ co-financing.

2/ The GOH will make an in-kind contribution which will include counterpart

~ salaries, space, and the value of data processing equipment and software
purchases in support of the technical assistance program,
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b) Technical Assistance Inputs

1) Resident Advisors

Two full-time resident advisors will be assigned to this
project. Their task will be to assist INVA in the development and delivery of
shelter solutions, and to advise INVA on ways to improve its institutional
capacity. The advisors will also assist USAID in overall project management.

i) A Project Manager, under supervision of RHUDO/ROCAP,
will coordinate AID's technical assistance program. He/she will be respons-
ible for providing assistance and advice to INVA in the design and implementa-
tion of INVA's component of the project. He/she will also advise USAID on the
project status, monitor the use of funds, and help coordinate other technical
assistance to be provided. The advisor will have a broad background in
housing in developing countries. This Personal Services Contract will be let
by USAID/Honduras.

ii) A Technical Advisor will be contracted by the Mission
from the large inventory of competent bilingual, local engineers who have been
evaluated by RHUDO and the Mission in recent procurements. The technical
advisor will be supervised by RHUDO and will provide the following services:

- Assisting INVA in improving the internal management of
its technical staff through implementation of organizational changes and other
recommendations pursuant to the administrative audit. This will include
improvement and streamlining of INVA's management of the turnkey process, with
consideration of how turnkey ir.pection costs can be reduced and how INVA can
be more prompt in responding to requests for inspections for final acceptance;

- Improving the coordination and monitoring of infra-
structure construction necessary to the timely delivery and sale of completed
units. The advisor will represent AID as an ex officio member of a working
committee also to include INVA, the relevant municipality, SANAA and ENEE. As
Secretary of this committee, the technical advisor will call regular meetings,
prepare agendas, and keep notes of meetings to ensure follow-up on the issues
discussed.

- Coordinating employment generation efforts under this
project with other Mission efforts (especially with respects to SANAA);

- Carrying out the efforts to involve the private sector;
- Assisting INVA in designing efficient methods to manage

its home improvement Tloan program and the promotion the use of indigenous
construction materials such as bahareque and adobe; and,

- Providing RHUDO with the technical reviews required for
approval and acceptance of projects.
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2) Policy Studies

The general 1long-term housing strategy for Honduras
requires further definition, meriting up to two months of consultant services
on the following topics:

i) Mobilization of Resources

The Government of Honduras has largely relied on
external sources for shelter financing, with 1ittle domestic funding made
available. To sustain and expand the growth of the shelter sector, domestic
resources must be identified and mobilized. The proposed Social Housing Fund
represents a potential source of needed resources, but its enactment is
uncertain and may not come about for some time. Accordingly, other possible
mechanisms for mobilizing shelter resources need to be examined.

ii) Establishment of Appropriate Interest Rates

In the past, internal interest rates for housing have
reflected the cost of external funds, and these rates have generally not
reflected actual market conditions in the country. An analysis of the
interest rate structure for the chelter sector should be made as part of a
strategy to mobilize domestic resources for housing finance.

1ii)Savings and Loan System

An integral part of the shelter finance system is
FFINAVI and the savings and loan system. FINAVI has made a major contribution
to the shelter sector in Honduras, financing over $50 million in low and
moderate income mortgages in the last six to seven years. However, FINAVI and
its members are now faced with many of the same difficulties confronting
savings and Joan system in other countries: Tow-yields, fixed rate
portfolios, disintermediation and increasing costs for borrowing, as well as
disadvantages imposed by government regulations in competing with commercial
banks. The GOH is concerned with these problems and has indicated it will
welcome technical assistance which is proposed in this area.

Five person-months of technical assistance are
provided under this project to the savings and loan system and FINAVI. The
advisors will assist the S&L's to restructure existing loan portfolios and
advise in ways to mobilize savings to be directed to the housing sector. In
addition, the advisors will study FINAVI's regulatory framework and the need
of the S&L's to diversify into other lending areas. Advice will also he pro-
vided to the GOH in the area of deregulation so as to permit the S&L's to be
competitive with other financial institutions. Finally, advice will be pro-
vided in establishing an appropriate interest rate structure.



- 25 -

iv) Technically Efficient Solutions

INVA has implemented the wet core solution and plans
to design and implement an even lower cost solution - the serviced lot. A
study will be carried out to determine if these tvnes of solutions are the
most effective economic and social alternatives to solve lower income shelter
needs, and what other options or improvements to these solutions could be
of fered.

v) Urban Development Strategy

An Urban Development Assessment (UDA) will be
performed to identify and analyze key urban development issuas and opportuni-
ties. This study draw on extensive research previously carried out and will
result in an outline of a broad, economically achievable strategy, which
defines the basic urban development parameters within which specific sectoral
initiatives and priorities can be carried out.

The main product of the UDA will be a set of urban
development strategy recommendations which can be considered by the Mission,
donors and the GOH. These recommendations will address:

- Modifications in existing government policies, whether
explicit or dimplicit, which will be needed to establish a coherent urban
development strategy;

- New legislation or modifications to existing
legislation or regulations needed to implement existing or proposed urban
development policies;

- A suggested framework for public and private sector
capital investments;

‘ - Technical assistance, staff training and insti-
tutional modifications needed to implement the strategy proposed; and,

- Special studies or further analyses required to
address issues, problems or opportunities identified.

It is anticipated that the UDA will assist the Mission in
formulating an investment strategy for those sectors to which it accords high
priority (i.e., infrastructure, housing, health, education and agriculture),
culminating in future programs to be identified in the CDSS.

The result of this assessment will be short and long-term strategies for
urban investment with a specific focus on the minimum social and physical
infrastructure requirements to support further shelter and economic develop-
ment. Special attention will be given to planning medium and long-term stra-
tegies for the financing and cost recovery of water and sewerage services in
Tequcigalpa, and to the provision of primary streets which are essential to
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the social and economic integration of poorer neighborhoods. The analysis
will also address national, institutional and financial capacities which are
required to provide water and SEwWerage services in smaller urban ar=as, and it
will propose a strategy for cost recovery. Focus will also be placed on
issues which are critical to the Mission's overall development strategy.

3)  Short-Term Advisory Services

During the 1life of the project, short-term technical
assistance will be provided in a number of areas. All assistance will focus
heavily on implementing the changes and recommendations made during the evalu-
ation of HG-005 and the subsequent management audit. Both studies recommended
that the technical advisors focus on designing systems that can be institu-
tionalized, thereby minimizing the loss of continuity caused by staff turnover.

Technical advisors will involve INVA's staff in designing
internal systems as well as teaching the Proper use of the systems through
"hands on" training. The assistance will reach as broad a range of staff as
possible. Formal training in Honduras and other countries will pe financed
under the grant. Participant training in the Unjted States or Puerto Rico
will also be used as necessary to complement the technical assistance, and
will be funded from separate resources such as the LAC Training Initiative

i) Marketing

Market Surveys

Technical assistance wil] be needed to refine
INVA's project selection techniques and design an overall methodology to allow
INVA to estimate effective demand for housing in a given locality. This TA
will be divided into two parts: sampling techniques and survey methodology. A
specialist with demonstrated ability in selecting sampling frames for housing
demand studies wil] assist INVA to review available data on the cities in
which INVA projects are contemplated. This consultant wWill recommend the

appropriate sampling techniques needed in order to define the size of the mar-

to work with INVA staff to reinforce the initial training and ensure that the
sample survey method is appropriate and accurate.

During the second part of the TA, a social
scientist with experience in the design and implementation of social surveys
and market studies will provide guidance on al] aspects of taking a survey,
including designing the questionnaire, training interviewers, and using a
computer for data processing and analysis. Technical assist. . -~e also will be
given at this stage in alternative survey methods, such a: .2 yse of video

techniques to present proposed housing solutions to the surv.y respondents.
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At the end of the assignment, the specialists will have produced, jointly with
INVA's staff, a questionnaire which will be used in subsequent studies, and
three training manuals one manual will be designed for supervisors, a second
for interviewers using the questionnaire, and a third for outlining procedures
for coding the questionnaires. The specialists will train INVA staff in the
use of these materials as well as in the use of the videc materials developed
as part of the survey methodology. Both phases of this assistance will build
upon the initial aid to INVA provided in the course of preparing this project
paper as well as on earlier technical assistance furnished in connection with

HG-005.

Marketing Techniques

For the most part, INVA will be transferring to
the private sector the responsibility for marketing finished units. However,
it is still foreseen that INVA will continue to be involved in marketing units
targetted to the lowest income groups, at Tleast until such time that con-
tractors have developed a track record in selling these units. Accordingly,
technical assistance will be provided to INVA in the use of media techniques,
model units and promotional ideas to ensure adequate marketing. At the same
time, the technical advisor will be assisting in the transfer of these market-
ing efforts to private contractors and institutions.

Private Sector Marketing

While private sector enterprises exist in
Honduras which are specialized in real estate sales, they are, for thc most
part, inexperienced with the below-median-income market. If the techniques
for managing the sales effort by the private sector program prove to be lack-
ing, resources would be reallocated to provide the needed technical assistance.

ii) Information System

Management Information Systems

Information system assistance will be provided
in two phases. Phase I will consist of assistance in guiding a gene- ral
review of INVA's TJong-range information system needs. The result of this
phase would be an identification of the requirements of all offices of INVA, a
description of the major systems and subsystems required to support management
decisions, and a plan for developing the system that reflects the needs of
INVA. Phase II will be a more detailed examination of specific sys- tems and
subsystems identified as priorities in Phase I. The end result of this
process will be a complete plan for a more effective management information
system. This assistance is essential in establishing investment and training
priorities for INVA's data processing system.
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Data Processing

will also be provided in two separate phases. Phase I wil] include a combina-
tion of development and training efforts in which the data processing consul-

the operations center, and adequate management procedures for processing
applications. At the same time, practical training in these procedures will
be provided by assisting in the analysis and quality testing of representative
pending applications. A U.S. consultant will define scope(s) of work for
local contracting of specific services, as appropriate and available. In
Phase II, the performance of the data center will be evaluated and assistance
will be provided in modifying or establishing new procedures as needed.

iii) Financial Planning

The purpose of this assistance will be to work
with INVA staff to improve their capabilities in analyzing the impact of
various resources on the financial conditions of the institution. The work
will also require that financial costs be assigned to different lending acti-
vities and cost centers, taking into consideration costs and sources of finan-
cial resources. Key financial ratios and indices will be developed to monitor
financial performance. A manual will be developed to demonstrate how to
measure performance, including an analysis of what factors affect such perfor-
mance and how financial results may be changed by various decisions. Such a
system has been successfully developed for the savings and loan system in
Costa Rica. A model will be developed to integrate financial information and
to make short-, medium- and long-range projections.

Cost Accounting

The implementation of a full cost recovery
policy requires the establishment of improved cost accounting procedures tg
énsure that project costs are fully covered by income. A Certified Public
Accountant will be retained to set up within INVA a cost accounting system
related to the allocation of financial costs of operating expenses. The
Accountant will also assist INVA in establishing an accounting system that
allocates construction cost information for projects under a construction
management system.

Internal Auditing

A Certified Public Accountant familiar with
internal audit procedures and methodologies will pe contracted to prepare
audit guidelines for INVA in the area of electronic data processing (in coor-
dination with the development of the information system described above),
financial accounting, and savings and Joan operations. He/she will alse
establish and implement reporting procedures covering frequency of reports,
areas to be covered, and conclusions and recommendations to management.
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financial inputs for the Grant Project.

TABLE 1v

SUMMARY OF TECHNICAL ASSISTANCE

No. of

Cost

Person-months

Resident Advisors
a) Project Advisor 36.0
b) Technical Advisor 36.0

Yolicy Studies

a) Resource Mobilization 3.5
) Urban pevelopment Strategy 3.0
c) Assistance to the S&L System 3.0
d) Techniially Efficient
Solucions/Evaluation 2,5
Short term Advisors
a) Marketing
Market Surveys 2,0
Marketing Techniques 2,0
b) Management Information System and
Data Processing
Management Information System 2,0
Data Processing 2.5
¢) Financial, Planning, Accounting
and Auditing
Financial Planning 3.0
Cost Accounting 1.0
Internal Anditing 0.5

Training — Various

Grand Total

$ 30C,000
100,000

42,000
36,000
36,000

30,000

24,000
24,000

24,000
30,000

36,000
12,000
6,000

24,000

The following table summarizes the allocation of the

Subtotals

$400,000

144,000

156,000

24,000

$700,000
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4. Training

Training resources wil] be set aside to provide
in-country training or training of staff in other countries, Key officials in
INVA, other GOH institutions and private sector institutions will be provided
resources to attend courses at the Panama Latin American Training Center or
travel to other countries to examine shelter finance and development instity-
tions, policies and programs. In-country courses could be packaged on the
design of low-cost projects, financial management, or financial planning, by
such organizations asg the Massachusetts Institute of Technology, Research
Triangle Institute, Institute of Financial Education, and Center for Financial
Studies.

Other training requirements will be identified during
the planning and implementation stages of this project.

ITI. PROJECT ANALYSES

A.  Social Soundness Analysis

The population of Honduras was estimated at 4. million in 1984,
more than double the 1955 population of 1.6 million. With an annual growth
rote of 3.47% per annum, the population ijs expected to reach 7 million by the
year 2000. A high rate of rural to urban migration accounts for the more
rapid increase in the urban population. The majority of urban dwellers Tlive
in the two major urban centers of Tegucigalpa (510,000 persons in 1984) and
San Pedro Sula (323,000 in 1984),

The beneficiaries of the public sector project developed by INVA are
low-income families between the 5th and 50th income percentile who do not own
their own homes. At least two-thirds of the beneficiaries are expected to
come from low income neighborhoods in Tegucigalpa and the remaining familjes
from Tow income neighborhoods in secondary cities. Beneficiaries of the pri-
vate sector project are expected to have incomes up to the 50th percentile,
principally in Tequcigalpa.

The median income for Tegucigalpa is estimated at $498 as of midyear
1984, The comparable figure for San Pedro Sula is $424, while the average
median income for other urban areas is $207, about half the median income
level of the two major urban centers. Urban families earning the minimum wage
will qualify for the lowest cost shelter solutions proposed under this project.

The housing soutions offered by INVA and the private sector provide
the opportunity for Jow income beneficiaries who are currently renting to
enter the housing market at an affordable price and expand their house over
time. Experiences from 522-HG-005 in Hato de Enmedig and E1 Sitijo in
Tegucigalpa, E] Carmen in San Pedro Sula, and the project in Comayagua have



Cost Item

Turnkey Cost
107 Escalation Clause

9%

INVA Fee

Interest on Grace Period

Sales Price

Down Payment (10%)
Mortgage Loan

Monthly Payment:

ps1 L/

Portfolio Mgt.
Life Insurance
Casualty Insurance
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TABLE VII

- MONTHLY PAYMENT CALCULATION

BY TYPE OF SOLUTIOWS
(in Lempiras)

S&S LOAN WET
3,260 2,250 4,740
324 - 474
291 - 425
256 - 374
4,111 2,250 6,013
(411) - (601)
3,700 2,250 5,412
48,72 39.10 71.27
2.44 1.96 . 3.56
3.70 2,25 5.41
54,86 43,31 80.24

LOAN BASIC I BR. 2/
1,500 7,860 11,550
- 785 1,155

- 705 1,040

- 621 -
1,500 9,971 13,925
- (997)  (1,393)
1,500 8,974 12,532
26,07  118.17 164.88
1.30 5.91 8.24
1,50 8.97 12,53
.- 2,82 3,66
28.87 135,87 189.31

Terms are 15%, 20 years, except for home construction or improvement

loans at 17%, 10 years.

Estimated construction and financing costs if INVA were to build one

bedroom units under turnkey,

Actual private sector costs may be higher

or lower. Size and quality may vary as well from INVA turnkey product

described here,



TABLE vi11

AFFORDABILITY ANALYSIS, In lempiras 1/

\,\~‘~-~~,~~\~~~~~\\,-‘~~~~~~~\~\\-‘~“\~~~-‘~\~~\\,s\‘\\“~\~\,,\s~\~~~~~~\~~~ e A e S e e
e TepucIgalpa ™y $an Pedio Suia™"2 Other Ciiiey37
Type of Unit Loan Monthly 2/ Monthly ) Monthly Hoanthly

Unit Termg Income Pctcepllle Income Pexcenlcls\‘~£ggome Pelcsul;le o/

Cost Hor(sage PaZmenl
‘\‘\““-““"“‘“s““-“.““““““ ST s SEINE Pa SIS e s D00 | Pe v~ SIS SIRItM Ll oS

1. Sites & Services

~ with no loan for 152
construction matls. L4, 347 L3,912 20 years LS55 L 220 Sth 220 Sth 220 15
T with L2250 loan for 172
construction matls, L2,250 L2,250 10 years L43
Total L6,597 LA, 162 L98 L 392 15tk 392 15Lh 392 40

2. Wet Core

~ with no loan for e 152
constructlon matls, L6,013 L5,412 20 years L80 L 320 10th 329 10tn 3 30
T with 1500 loan for 172
construct fon matls, L1,500 L1,500 10 years L 29
Total L7,360 L6,773 - L112 L 436 15th 436 15th 436 50
152
3. Basic Core 9,971 8,974 20 years L136 L 544 25th 544 25th 544 WA
15%
4. 1 Bedroonm (builc by 13,925 12,533 20 years L189 L 756 40th 756 45uh 756 HA
the privage seclor) (n/A)

‘~~\\\~\\\\\\s{‘~\\\w‘sss‘~s\w“‘\ss\\ss‘\~s‘~s~~ss~\ss\s\~‘\\\~\“\‘~\s~s\\ss\w~

L. Exchange Rate $1.00=L.2.00r
2. Honthly Payment Includes Principal plyg !alerest, portfolje Danagement fee, and life and casualry insurance,
3. Studies of low Income Populations jp Hondurag Indicate that the lowest income 8TOups pay bepween 152 and 18% of Lhejr L10come on bousyng, Tuat

4. Also taeludes La Cetba and Julicalpa, included as (e COHSUPLANE, Houselioly
Development . Other cities such as Pueryo Cortés may also fall into Lﬁzs\zszegoxy.
5. Includes Comayagua, Sant a Rosa, Danli anq Choluleca, CONSUPLANE Houselold ang Expendiiure Sutvey'sy sample of “otper utban areag”,
6. Income (n “other urban ateas Ls one~-half that sn ma jor urban areau,

7. The Private sector Will be required to demonstiate affordabLllly at tw median lacome of ,L99p Per wonth (Jupe 1984), by loan teimg and actual
pPrice may vary within Certaln liamjeg,

_28-
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shown the high accep:ability of the wet core and basic unit, and one-bedroom
solutions. The new serviced lots will continue to offer lower income families
access to basic shelter through INVA,

1) Affordable Solutions

The three solutions being offered by INVA will reach low income
families within a wide income range in Tegucigalpa. The wet core solutions
will reach families with incomes as little as $160 monthly, or families in the
10th income percentile. The wet core solution plus a home improvement Tloan
will still be affordable to families in the 20th income percentile. The basic
core unit is affordable to Tegucigalna families whose income reaches as low as
the 25th percentile. The newest solution, to be tested for the first time in
Honduras with financing from this progect, is the serviced lot solution with-
out a wet core. Families with incomes as low as the 5th percentile in
Teqgucigalpa could qualify for this solution. Even adding a home construction
loan to this solution, families in the 15th percentile qualify. Initially the
rrivate sector will offer one-bedroom units costing no more than $7,500 with
monthly payments affordable to Tegqucigalpa families earning $448 per month at
the 50th percentile, and the private sector will be encouraged to construct
even more minimal solutions.

2)  Housing Need and Demand

The need for housing in all areas of the country continues to
be very high. Figures from the National Development Plan for 1982-1986 indi-
cate the need for 18,600 new houses annually to cover the demand created by
population growth. Of these, an estimated 12,500 are projected for the urban
areas and 6,100 are needed in rural areas. Furthermore, estimates provided by
the National Development Plan indicate that two-thirds of the total population
live in houses considered to be 1in very poor condition and in need of
replacement. The deficit due to substandard housing is estimated at 450,000
units of which 22 percent (approximately 100,000) are found in the urban areas.

INVA conducted a market survey in Puerto Cortes in July, 1984,
of lower income non-homeowners to determine the marketability of three housing
solutsions: the serviced lot, wet core and basic unit. Demand for housing is
very high in Puerto Cortes, and the response to the survey was very favor-
able. The housing conditions of this group are very poor and housing produc-
tion targetted to this income group is practically non-existent. Respondents
indicated a strong interest and willingness to buy all three solutions in
order to own a home with adequate services and to live in an area not subject
to flooding. Of the 602 respondents, 79.1 percent indicated that they would
buy the serviced 1lot, 61.5 percent would buy the wet core, and 76.7 percent
would buy the basic unit. Of the three solutions, however, the basic unit was
the most popular design. Among the same respondents, 59.3 percent of the
households earn between $100 and $320 per month and therefore can afford the
monthly payments for the serviced lot; 25 percent qualify for the wet core;
and 13 percent qualify for the basic core.
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3)  Impact
The principal impact of this project on low income families
will be felt in three areas: improved Tiving conditions, secure land tenure
and employment generation.

a) Improved Living Conditions

Families purchasing the housing units will be provided
with access to basic infrastructure in the form of running water, electricity
and sanitary facilities. The improved sanitary conditions wil] have a direct
impact on the health conditions of the beneficiaries, which will result in a
decrease in diseases stemming from unsanitary conditions. The quality of the
housing unit will be significantly improved as a result of improved roofs,
walls and floors, thus providing better protection against the elements. In
addition, families will be able to separate children's and animals® sleeping
areas. Family sanitary standards will improve and wil] contribute to a reduc-
tion in disease. Overcrowding in houses wil] not be as prevalent as that
found in other Tow income neighborhoods, particularly for families moving away
from the one room rentals (cuarterias) where families of six and seven people
Tive in a 10 m space. Although the initial size of the basic unit will be
small, the construction and lot size provide the opportunity to expand in the
future. Experience from 522-HG-005 shows that the majority of families
improve and expand their units within the first two years,

b)  Secure Tenure

As in previous programs, this project will also provide
for investment Capitalization through homeownership which is a major improve-
ment over renting, since rental payments are not recoverable by the renter.
In addition, project beneficiaries will have clear ownership of the houses,
which surveys indicate is a strong priority.

c) Employment Generation

An  important impact of this project is employment
generation. The direct impact s an increase in employment opportunities for
construction workers at the sites, whether through developers who build the
projects or from the individual homeowners who contract independently for
workers to build the basic room or expand the basic unit. Experiences from
522-HG-005 show that the majority of families who purchased wet cores and
basic units did not actually build their homes themselves. Rather, they
contracted with private individuals to do work which the owners supervised’
Frequently, these owners hired skilled and semi-skilled workers who alsgo
purchased an INVA unit or who Tlive nearby. An indirect effect of self-
directed construction is increased employment in the 1local construction
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materials industry. As the demand for construction materials increases, small
businesses run by project families tend to be established to meet local needs
for such materials as doors, windows, and bricks, or to provide transportation
services for such items such as roofs and cement. The quantitative analysis
of employment generation appears in Annex M, ‘Economic Analysis'.

B. Technical Analysis

The concept on which this program is premised is that the sheltar
solutions must be affordable on a non-subsidized basis for a wide range of Tow
income urban families. Accordingly, several prototype units were designed,
including variations on two designs, to incorporate that concept. Illustra-
tive cost estimates based on similar projects currently being implemented have
been calculated to provide a better idea of expected costs, as well as to
provide developers/builders with points of reference for designing their own
projects. Unit designs and costs were studied in five typical cities, some of
which (if not all) will participate in the program. Costs were calculated as
of mid-1984. An allowance for inflation is dincluded in the financial plan
using these figures as the base.

The four design solutions suggested for this project are:

- Serviced lots, which consist of an urbanized lot with utili-
ties, on which a home can be constructed immediately. Depending on the loca-
tion and size of the lot, it will cost from L3,250 to L4,250. The serviced
lot solution (without a wet core) will be tried here by INVA for the first
time. A modification of this design using a fluch-pour toilet to be tested in
Danli has the potential for reducing the production cost of this solution to
L2,064.

- Wet core units, which include the urbanized 1lot plus a 3mé
sanitary core. Construction of the wet core will add another L1,200 to L1,500
to the shelter solution, bringing the total cost of a wet core solution to
L4,400 to L5,470.

- Basic core units, which consist of an 18m2 multipurpose room
and bath on an urbanized lot. The cost of these solutions will vary from
L7,560 to L,8350, depending on location and lot size.

- One-bedroom units, which contain the basic core unit plus an
additional bedroom. The construction cost will be in the L11,000 to L12,000
range, with a selling price around L14,000.

INVA has also expressed interest in testing piso-techo solutions
(houses with floor and roof but no walls) which are expected to be found
eligible after more thorough technical study.
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A1l solutions have been designed so that they can be expanded pro-
gressively. Home construction and improvement loans will be offered initially
to all purchasers of the serviced lots and the wet core solutions. Funds not
used for these home improvement loans will be made available to other project
beneficiaries such as purchasers of the basic core or other families who have
already completed the initial expansion.

The construction sector is ready and capable of carrying out this
project. The recent economic downturn has left the construction industry in
an under-utilized position. It is estimated that the construction industry is
working at only one-third of capacity, which leaves considerable room for add-
ing work to the sector, During normal times, there is an ample supply of both
skilled and unskilled construction workers qualified to work on low income
housing projects. Today, there is even a greater supply of such workers.

The supply of materials is not expected to cause a problem. The
country is self-sufficient in basic materials such as cement, roofing, timber,
etc., and only an estimated 7 to 10 percent of al] materials, mostly hardware,
are imported. To avoid foreign exchange difficulties, the Central Bank has
agreed to establish procedures so that developers/builders can obtain dollars
to purchase the necessary imported building materials,

INVA will employ the turnkey delivery system for the development of
projects under this program. INVA recognizes that this system is the most
efficient and effective method for a public housing agency to develop lower
income housing units,

The availability of water and séwerage services and delays in
installation of electricity are chronic prohlems for all developers. To mini-
mize such problems, developers participating in this program will be required
to show evidence of the availability of these services to the site in order to
obtain approval, and they will carry full responsibility and risk for timely
completion of the shelter solutions including infrastructure. AID will moni-
tor delivery of infrastructure and will actively assist in coordinating
construction of units and infrastructure by requiring the establishment of 3
GOH coordinating committee, as discussed earlier. The Central Bank's agree-
ment on the provision of foreign exchange should ease the ENEE problems as
delays in the past have been due in part to lack of foreign exchange for the
purchase of transformers, public street lamps, and other imported necessities.

A negative recommendation based on the Initial Environmenta) Examination
has been approved (see Annex P).
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C. Financial Feasibility and Plan

1. Analysis of INVA

INVA is working towards improving its financial position by
taking actions to: 1) revise its return on investiients (yield on portfolio);
2) recover its investments (cost recovery); and 3) improve its collection pro-
cedures. INVA recently cooperated in the preparation of a management audit.
[f implemented, the consultant's recommendations will improve the institu-
tion's management procedures and financial position. An evaluation of INVA's
financial statements for 1982 and 1983 shows a modest improvement in some
aspects of its operations (e.g., return on investment). However, INVA's rela-
tively high operating expenses relative to the net return on its portfolio
creates a negative cash flow, and the average financial cost of debt has
increased. Eventually, these higher costs could be covered by a reduction in
operating expenses.

INVA's debt service ratio has shown some improvement, but the
income generated by its operations is insufficient to enable it to continue
acting as a housing developer without new sources of capital. Thus, it must
become an institutional priority for INVA to develop a steady source of
tong-term financing which ultimately could come about through a number of
mechanisms, including increasing the profitability of its operations or
receiving funds from the proposed Social Housing Fund. Still other sources
could be developed, and the technical assistance to be provided under this
program will be used to investigate other possibilities. In the short-term,
AID's continued assistance and support is important to ensure that INVA can
continue to provide low-cost housing.

INVA has already taken steps to improve the soundness of its portfolio,
but other actions should be taken in order to improve its collections and
portfolio status. A1l of these efforts will benefit INVA by improving its
cash flow and generating additional resources for investment. The management
audit also recommends some changes in the Data Processing Department to assist
INVA in improving its portfolio management.

2. Analysis of Private Sector Component

The $10 million of HG loan to be made available for the private
sector component will be offered to private financial entities for long-term
mortgage financing. The Central Bank will make the funds available to the
private sector financial institutions at or below 15 percent plus a small
spread. At these rates, the private sector will be able to charge its usual 2
to 4 percent spread. Builders, bankers and real estate representatives
(including the country's largest commercial bank) have expressed interest in
this program.
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3. Feasibility

Financial analysis has been completed on the basis of an
on-lending rate at or below 15 percent, which is consistent with the cost of
funds in domestic financial markets. The Central Bank, for instance, has been
issuing bonds at 12 and 13 percent to finance the deficit, and pass-book
savings accounts currently pay between 8 and 9 percent. Institutional sources
such as insurance companies and retirement funds charge somewhat higher rate:
14 percent to 16 percent, which is also the prevailing rate on certificates of
deposit. Reasonable spreads for mortgage lending are estimated at between 2
to 4 percent, so effective interest rates to beneficiaries will be about 17 to

19 percent.

The MOF has indicated that it Will require sub-borrowers to
accept all costs associated with the HG loan, except those associated with the
exchange rates. To minimize adverse impacts on the GOH in the HG transac-
tions, it is expected that borrowings could be timed to coincide with the
completion of eligible projects. This is made poss.dle by reliance on the
private banks to provide tihe required construction financing, both for the
INVA turnkey and privately financed components of the program.

D. Institutional Analysis

1. INVA

The National Housing Institute or INVA is a semi-autonomous
public corporation with the mandate to serve as the principal public sector
housing institution in the country. Imnlicit in this mandate is that INVA
direct the bulk of its financial and technical resources to serving iow income
families. INVA's annual production has been relatively low, due Targely to
its dependence on the availability of external funds for long-term financing.
Annual production has averaged only a few hundred units, reaching as high as
1,378 units in 1974. In the past, projects have been subsidized by government
appropriations to cover INVA's administrative costs, below market interest
rates on loans to beneficiaries, and other forms of subsidies. In 1976, INVA
began to take steps to improve jts capability to provide low-cost housing, and
more recently to eliminate subsidies. Advice and assistance were obtained
from a variety of sources, and as a result INVA's management has improved.
AID has been providing assistance to INVA, and in 1978 INVA received a housing
quaranty (522-HG-005) and development grant. In the last two years, INVA's
production levels have also increased.
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522-HG-005 provided INVA with resources to develop approximately
4,500 Tlow-cost shelter solutions. Funds were also made available for
technical assistance. AID's evaluation of that program in May 1983 found that
the program was successful, and that whiie some problems persist, INVA's
managerial and financial management capabilities had improved considerably.
Furthermore, INVA had introduced new low-cost shelter solutions and techniques
as well as introduced and adopted the turnkey delivery system for producing
housing. The evaluation did note that the recent high turnover in senior
staff was beginning to create some institutional and management problems.
This concern will be addressed through the technical assistance component of

the proposed program.

A more recent management audit of INVA has been carried out by a
local consultant with Mission support. The audit recommended organizational
restructuring of INVA to reflect the changes in INVA's role and activities.
The consultant noted that INVA was over-staffed and recommended that staff be
reduced by 30 percent along the lines recommended in a modified organization
chart and reorganization plan. While a reorganization will improve the admin-
istration of the institution, its most immediate effects will be in the
improvement of INVA's financial condition by reducing in administrative costs.

Last year, the GOH decided to eliminate its annual budgetary contri-
bution to INVA, effective January 1984, depriving INVA of the financial
cushion that it had enjoyed since its creation. That policy change, along
with the relatively high costs it must pay for resources has forced INVA to
re-evaluate its financial management policies. Effective this year, INVA has
implemented a full cost recovery policy, whereby all project costs must be
included in the prices of the units it sells, and mortgage interest rates must
exceed the cost of funds to INVA. These are major steps forward in putting
INVA on a financially self-sustaining basis, thereby helping to ensure its
future. From the production standpoint, INVA has accepted the turnkey
delivery system, and proposes using this system for all urban projects,
including the possibility of expanding the concept to provide greater
efficiencies. INVA has also institutionalized the concept of minimum shelter
solutions based on the principle of affordability. INVA plans to offer an
even Tlower cost solution through this project - the serviced lot - which will
permit it to achieve full cost recovery and still reach very low income
families.

A number of additional areas remain which INVA must still address.
The data processing system, which has been in operation for some five years,
offers considerable opportunity to improve INVA's administration, yet it
remains under-utilized. Over-staffing combined with high staff turnover is
still a problem., Other problems of a lesser magnitude exist. Nevertheless,
TNVA has made substantial progress in the last five years, INVA is capable of
carrying out a new housing guaranty program, and its capabilities will be
enhanced by instituting the following policies:
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- Design management and operational systems that will minimize
the adverse effects of staff turnover;

- Implement the Management Audit recommendations, or address the
organizational problems identified in the management audit by developing and
implementing an alternative management reorganization to accomplish the same
purpose;

- Improve its financial planning capability;

- Continue to use and expand upon the turnkey delivery system;

- Exvband operations to a greater extent into secondary cities to
provide more equal access to lTow-cost housing in all cities; and,

- Maximize use of its data processing capabilities.
The proposed AID technical assistance under this program will be
directed to assisting INVA in instituting the above policies and recommenda-

tions.

2. Private Sector

This component is structured to provide the private sector with
access to long-term financing, the major constraint that has prevented greater
participation in Tlow-cost shelter programs,  The motivation for greater
private sector involvement in lTow-cost housing stems from the recent economic
downturn which has brought about a reduction in the Tlevel of construction
activity, as well as the recognition that the private sector can efficiently
produce housing. Little industrial construction is currently taking place,
and the construction of the hydroelectric plant of E1 Cajon which generated
considerable activity in the sector is  now substantially completed.
Residential construction, while lower than the boom years of 1980/81, still
manages to provide some work for contractors. INVA continues to provide con-
struction opportunities, while pension funds are financing homes for pension
members, However, it is estimated that the construction sector is operating
at about one-third capacity which affects alj] sectors of the industry, includ-
ing general contractors, engineers and labor, Generating additional housing
activities in the sector would cause no problems and in fact, new housing pro-
grams would provide a needed boost to the industry and general economy.

The Central Bank wil] approve projects using its own or con-
tracted staff to review projects for program compliance, infrastructure con-
siderations, guaranties, and the adequacy of interim financing. The Central
Bank has served as a conduit for $7 million in shelter resources which have
been directed in the past few years to stimulate construction investment. It
has a small but competent staff capable of carrying out much more than the
simple control functions required under this program.
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Private financial institutions such as commercial banks have
previously financed housing only on a limited basis. The availability of
long-term investment rescurces will attract such institutions into increasing
their 1involvement in 1low-cost shelter delivery. The banks will provide
construction financing, qualify buyers of units for mortgage credit, collect
mortgage payments and gquarantee repayments to the Central Bank. Guaranty
agreements will be signed by the private banks participating in the program to
assure the Central Bank of repayment by the financial institution, even if the
mortgagors do not pay or pay late.

Private contractors or private voluntary organizations will
build all the projects in the program and sell a majority of them. In
addition, they will seek construction financing from private banks. Securing
interim financing 1is not expected to be a problem as long as the take-out
long-term financing is available to finance the sale of the units. This
process represents a departure from the past in that contractors will sell
low-cost units to the low income market with which they have had little
experience. For this reason, technical assistance resources will be devoted
to developing their capability to address a new target group. One of the
major risks the contractors will assume is the potential for time delays from
project initiation to the time units are sold, as the cost of financing during
the construction period (until the time the mortgage is executed) will be
borne by the contractor.

Important to the success of the private sector component will
be the establishment of a foreign exchange window at the Central Bank to
insure that builders/developers have timely access to the relatively small
amount of foreign exchange required for the program. Since it 1is expected
that the private financing institutions will require contractors to submit
project proposals for approval in meeting eligibility criteria before con-
struction loans are granted, this same approval documentation will serve as a
means by which the Central Bank will insure that the foreign exchange is to be
used for eligible HG construction activities in an expeditious and efficient
manner.

The Central Bank has indicated its interest in relying on insti-
tutional guaranties from one of the major commercial banks to assure repayment
of the HG resources. If the strongest banks in the country agree to this
proposal, and since they will be the institutions at risk, their own reviews
can virtually replace the rigorous reviews and controls by the Government
which are normally required.

E. Economic Analysis and Country Risk Assessment

Both the financial and economic analyses of the project
indicate that it is feasible and provides a positive benefit to the country.
The calculated IFRR for the project was 6.3 and the IERR was 9.2, indicating
both financial and economic feasibility (see Annex M). In addition, there are
a number of quantifiable positive benefits that could be expected to result in
additional economic benefits.



- 42 -

Employment opportunities, both direct and  indirect, are
expected to total at least 15,000 person-years of employment over the first
ten years of the project. Direct labor costs (payments) during the life of
the project are estimated to total $4.3 million, which will result in
increased personal income of $120 million in Honduras. 1In addition, the
multiplier effect of the $25 million HG investment is expected to generate
total investments in excess of $75 million. The income distribution impact of
employment generation in the construction industry will have a positive effect
on increasing wages among below median income workers by shifting unemployed
individuals at the lcwest income levels to employed persons earning wages at
slightly above the minimum wage. One of the least measurable, yet most
important economic benefits, relates to improved worker productivity resulting
from better health stemming from improved living conditions.

The  Country Risk Assessment (Annex P) highlights the
difficulties Honduras has had in meeting current debt service obligations.
However, it also points out that carefuyl management, along with supportive
international credits and grants, can help Honduras overcome these problems,
The proposed HG loan is part of a larger assistance package designed to
support the short and long-term resolution of Honduras' current egconomic
difficulties. It provides short-term foreign exchange, critically needed
employment in the construction sector and private international credits to
Honduras at a time when no other private funding is available. As a result,
the proposed HG Loan will contribute positively to Honduras' long-term
financial stability,

The Toan will provide Honduras with badly needed foreign
exchange under terms and conditions which are preferable to current terms and
conditions on the margin, taking into consideration interest rates and repay-
ment periods. It is part of a U.S. aid package to help Honduras through a
period of economic difficulty. Moreover, ESF, DA, DL and P.L. 480 resources
are being provided each year in support of Honduras. This program will sup-
port structural improvements in the shelter sector, Progressive housing and a
policy of full cost recovery will be reinforced. These are policies which,
without continued AID assistance, the government might otherwise abandon under
increasing economic and political pressures which Current economic conditions
have caused.

4. PROJECT IMPLEMENTATION

A.  Implementing Plan

1. Participating Entities

The institutional arrangements are specifically designed to
promote rapid disbursements in order to be responsive to the shelter deficit
and employment generation needs in Honduras. Moreover, they are designed so
that the private sector assumes a substantial part of the risk in developing
program solutions.
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a) The borrower will be the GOH, acting through the Ministry of
Finance. The Ministry will guaranty repayment in dollars. It will pass
disbursements in local currency to the sub-borrowers, INVA and the Central
Bank, under sub-borrower agreements. These internal GOH agreements will
include the terms on 30-year loans to be made available to the sub-borrowers.
The Ministry of Finance has offered to assume the risk of the variable rates
as well as the exchange risk.

b) INVA will implement one component of the program. INVA will
establish financing policies and criteria, and it will solicit and award
development contracts to developers/builders and private voluntary organiza-
tions for turnkey or turnkey-plus-sales solutions for Tlower income families.
Private developers, or in rare instances INVA, will sell units produced under
the turnkey program. INVA will provide long-term mortgage financing under
both the turnkey and turnkey-plus-sales program. INVA will service mortgages
it finances and be responsible for monitoring repayment of obligations.

c) The Central Bank will pass resources to the private sector par-
ticipants in the program. The Central Bank will announce the program, promote
the involvement of the private sector, establish long-term lending criteria
and other prcgram requirements as necessary, accept and rate technical propo-
sals, and award projects; and discount mortgages or other guaranties of Toan
repayments from participating private financial institutions.

d) Private banks will provide construction financing for both the
public and private sector programs. Under the private sector program they
will also qualify buyers for mortgage credit, service mortgages and guarantee
repayments to the GOH.

e) Under the private sector component of the program, private
developers and private voluntary organizations will assemble land, arrange for
permits, obtain infrastructure, secure construction financing, complete con-
struction, market and sell units, and present mortgages to banks or INVA for
reimbursement. With the INVA program, some sales may be arranged by INVA
under its turnkey program if necessary, due to the private sector's lack of
experience with a Tocation, solution type, or INVA's Tower income clientele.

2. Project Documentation

An Implementation Agreement to be signed by the Ministry of
Finance, INVA and the Central Bank will be negotiated shortly following pro-
ject authorization. The Agreement will outline the expected project outputs
and project implementation. A Loan Agreement will follow. This Agreement
will be signed by the GOH and the U.S. Investor and will set forth the terms
of the HG loan. A Guaranty Agreement will be signed by AID assuring the U.S.
Investor against any Toss. A Host Country Guaranty will be signed by the GOH
providing a similar assurance to AID. )
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Signing of the Implementation Agreement as soon as possible
following project authorization wil] permit the GOMH to search for a U.S.
investor and negctiate a loan in early 1985, barring any major difficulties in

.

U.S. financial markets or other unforeseen circumstances. The Implementation

B. Disbursement Procedures

1) HG Funds

The Housing Guaranty funds will be disbursed over a period of
three to four years, possibly in three disbursement or tranches. The Ministry
of Finance will act as borrower, and will seek and enter into contracts with
an eligible U.S. investor. AID will concur in the final selection of the
investor,

The Ministry of Finance will develop a contracting schedule
based upon the Project Delivery Plan and the need for resources to discount
mortgages.

In any case, the drawdown of HG funds will be supported by evi-
dence of completed investments, that is, by the presentation of either elj-
gible mortgages or acceptable sales contracts and fully-disbursed home con-
struction and improvement loans. It is not now anticipated that HG funds will
be vsed to provide interim construction financing under the program,

2) Parastatal and Private Sector Counterpart

INVA will provide $1.5 million in Tong-term mortgage financing
as counterpart investment. (There is no GOH counterpart contribution to this
project.) Private financial institutions participating in the program will
provide the interim construction financing. In addition, institutions engaged
in the private sector component of the project will be requested to provide
between 5 and 15 percent of the long-term financing of houses that they
finance. Project beneficiaries will provide an estimated 10 percent in cash
downpayments on the units purchased.

3. ESF

The Mission will consider an allocation of ESF resources in
support of this program, up to $5 million, if the need arises for back-up
assistance in the shelter program,

4, T.A. Funds

Grant funds wil] finance the technical assistance to be
contracted from AID's fixed and indefinite quantity contractors or to be
contracted locally on the basis of competitive bids from qualified firms.
Personal Services Contractors for the long-term advisor positions will be

contracted by the Mission.



- 45 -

TABLE IX

a) Summary of Methods of Implementation and Financing of

Technical Assistance

Method of Method of Approximate
Implementation Financing Amount
Resident Advisors PSCs contracted locally Direct Pay 400
(candidates identified
as a result of PRE/H
talent searches will be
considered.)
Policy Studies PRE/H fixed and Direct pay 144
indefinite quantity
contractors
Other short-term PRE/H contractors Direct pay 156
TA and training and/or Honduran firms .
TOTAL, DA 700

Mission payment verification policy and audit practices
will be observed for the technical assistance contracting.

b)  Program for Contracting

Resident Advisors

Policy Studies
SheTter Strategy
S&L Assistance
Technical efficient solutions
Urban Development Strategy

Short-term Advisors
Marketing
Management Information System
Data Processing
Beneficiary Selection
Financial

Training

January 1985

November 1985
October 1985

October 1986

March 1985

January-August 1985
April 1985

October 1985

October 1985

May 1985 and

October 1987

As appropriate to
complement TA and as
training opportunities
are available
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C. Conditions Precedent and Covenants

1)  Conditions Precedent to Signing the Loan Agreement
and Housing Guaranty

Prior to the signature of the Loan Agreement, INVA and the
Minister of Finance shall submit to AID in form and substance satisfactory to
D:

a) A plan approved by the MOF which details how INVA wil]
restructure itself and carry out other needed reforms te reduce overhead costs
and to streamline its operations, as well as a plan for impiementing a
financial planning capacity in the institution,

b) A plan which illustrates the procedures between INVA and
developers, a 1ist of projects, construction plans for projects, eligibility
criteria for projects (e.q. costs, infrastructure requirements, beneficiaries,
financial terms, etc.), completion dates of units and sales, and when dis-
bursements are required.

c) The Central Bank and private sector participants wilj also
present a plan which describes in detail the criteria for approving projects
and other program requlations, guaranties from banks to assure repayment, list
of projects in execution, arrangements for provision of infrastructure,
marketing plans of developers to sel] units, projected disbursements for
mortgage financing, and contracting schedule recommended to MOF.

2) Conditions Precedent to Disbursement of HG Funds

Prior to the first disbursement of Hg funds for the public sec-
tor portion of the project, INVA shall submit to AID in form and substance
satisfactory to AID:

a) A Project Delivery Plan which shall include documentation
on each project for which shelter 1loans are to be presented (e.g., market
study results, plans and specifications, updated infrastructure construction
schedule, and prices and financing terms),

b)  Evidence of satisfactory action to implement the reforms
and restructuring outlined in the plan previously submitted, based on finan-
cial objectives and specific actions agreed upon by the parties to the
Agreement.

c) Evidence of its effort to promote turnkey-plus-sales,
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d) Evidence that the developers, INVA, and the Ministries of
Finance and Education have developed a specific program for the construction
of primary schools to serve project beneficiaries. The program shall indicate
the party responsible for carrying out the construction, how the schools will
be financed and who will pay the cost.

e) Evidence of the functioning of the infrastructure coor-
dinating conmittee chaired by the president of INVA's Board of Directors.

f) Evidence that all key INVA management positions are #illed.

Prior to each subsequent disbursement of HG funds, INVA shall submit an
update of its project delivery plan and its report of satisfactory progress on
its plan for management reform.

Prior to the first disbursement of the HG funds for the pri-
vate sector component, the Central Bank shall submit to AID in form and sub-
stance satisfactory to AID:

a) Evidence of the Central Bank plan described above.

b)  Brief Program regulations issued to promote the objectives
of the project (see Annex 0 for current regulations). These must include the
top selling price for the unit, top downpayment and monthly payments, assuring
affordability at the median income (adjustable each June based on the GOH
official Consumer Price Index).

3. Covenants

a. INVA will use its best efforts to continue to develop
affordable solutions for low income families without recourse to subsidies.

b. INVA will seek to improve its management and its financial
position by maintaining a well-organized professional staff at the minimum
level required to promote its operations.

c. The chairman of INVA's Board of Directors will chair and
assure the functioning of a coordinating committee to assure cooperation in
the approval of projects and the timely delivery of infrastructure for shelter
to be financed under this loan.

d. The Central Bank will maintain an effective mechanism to
assure the timely availability of foreign exchange to *he private entities for
purchase of construction materials needed for the shelter to be financed under
this project. This mechanism shall cover a maximum of foreign exchange of
$1,250,000, or 5 percent of the Housing Guaranty Loan.
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. The Central Bank will provide foreign exchange within
thirty (30) days after presentation of the amount in Lempiras to permit the
prompt repayment of all outstanding Housing Guaranty Loans for Honduras,
whether or not guaranteed by the Government of Honduras,

D. Project Monitoring and Evaluation Plan

The technical assistance plan calls for assistance to RHUDO/ROCAP to
manage the project. RHUDO/ROCAP will be supported by RKHUDO/LA which has addi-
tional technical and financial analysis capabilities which will be used to
support the monitoring and evaluation effort,

The Mission will monitor the impl mentation and performance of the
project particularly as it relates to AID's overall strategy for Honduras to
generate employment, rapidly disburse external and internal rescurces, and
achieve project objectives and outputs,

RHUDO/ROCAP will be responsible to the Mission for monitoring the
performance of INVA and the private sector organization participation in this
project.  This activity will include maintaining the schedule for the
technical assistance inputs and assuring that investment and production tar-
gets are met. An evaluation will be conducted 24 months after authorization
of the project, or sooner if necessary, to examine the objectives and outputs
of the project. INVA*s Project Delivery Plan will be used to assure the
timely development of the various tasks associaced with the institutional
development plan. A key element in the evaluation will be to examine the
relative effectiveness of the private and public sector programs based on
results such as the pace of snelter construction, target groups reached, pri-
vate sector bank financing of lower cost solutions, the INVA turnkey-plus
arrangements, quality of construction, and the relative efficiency of the
paralle! systems based on actual production and overhead costs.



ANNEX A

shelter for the urban poor ii pid (522-0206/

522 -hg-008)

1. the daec reviewed the subject pid on june 8,1984,

a/aid approved the pid on august 27, 1984.

2. the following points were discussed and agreed to by

the mission in the issues meeting:

a] employment generation: the mission will discuss
further with the bureau's economists the methodology used
to estimate employment generation resulting from the
project; any revisions in this methodology will be

reflected in the analysis included in the pp.

b] contractor participation: the pp will examine a
variety of alternatives to make it easier for small and
medium sized contractors to bid on construction contracts

covered by the subject guaranty.

c] imported materials: the mission will look at
different mechanisms which will assure access by
contractors to foreign exchange to import materials
needed for the construction of shelter solutions

fiananced under the project.



3. after discussing and resolving several issues during
the daec review the following guidance is provided for pp

preparation.

al) country risk/debt servicing capabilities: the pid
provides debt service information and notes the the goh
has continued to meet its debt servicing obligations to
the usg and world bank. the pp should bolster the case
for positive projections on the debt repayment outlook by
elabecrating on the short- and long-term risks involved
concerning the debt ;eivicing capability, exchange rates
and impact on goh fihéhcial reserves. the pp should also
discuss the appropriéteness of a grace period for
interest payments and its cost implacations for debt
repayment. work here should be coordinated with
usaid/honduras economist to énsure that the best debt

service data available is obtained.

Finally, the pp should establish that the goh is willing
to accept the maintenance of value exchange risk on
repayments and what safeguards it will require from
sub-borrowers before Passing project resources to

participants.

bl housing strategy and increased private sector
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participation: the daec felt that while the
project-specific strategy was clear, a sense of the
general, long-term housing strategy for honduras was
lacking. the pp, therefore, should discuss a.i.d.'s
overall housing strategy for honduras and the long-term
strategy for coordinating the activities of the various
housing entities. it was the sense of the daec that the
scope of the pid's strategy should be broadened to allow
the piivate sector to play a more active role in
attacking honduras' housing problem. to this end,
approximately dols 10 million of the proposed dols 25
million project should be allocated to a pilot program
that will test alternative arrangements for increasing
private sector partiﬁipation and identify appropriate

channels for such activities.

c) project financing: the pid proposes hg resources for
100 percent of prdject financing, and also mentions
capitalization targets for inva. however, hg interest
rates reflect rate changes in the u.s. which are
presently increasing. the pp should analyze how the
project will adjust for rising/fluctuating interest
rates, andkdiscuss interest rates, and discuss interest
rate altérnatives and the implications for the goh and
inva, particularly as they relate to the capitalization

targets to be set by the mission. the analysis of demand
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for hg resources in the face of rising rates should be
carried out on the assumption that rates to be charged
borrowers would be more or less commensurate with
prevailing rates for mortage rates for mortage loans in

honduras.

d) water and electch1ty hookup: a major - ‘bottleneck for

new re51dent1al constructlon (and upgradlng) has been the

lack: of access to'Wate“hand sewers. under shelter for

the: urban poor i (522- 0135) inva was responsible for
coordinating construction activities with sanna and enee
to provide water and electricity. the pid indicates in
broad terms that a new mechanism will be developed for
ensuring that 1hva, sanaa and enee coordinate their
efforts under the project. the pp should specify how
this mechanlsm wxll operate to ensure timely completlon

of the Utlllty hookups is accomplished.
e) women in development: the Pp should assess the
pProject factors which wil] ensure access to project

resources by households headed by women.

4. for the purhdses of grant project development the

following points should be noted:

a) gray amendment: the pp shoﬂld describe in detail
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opportunities for participation by groups covered by the
gray amendment. if this material is ready earlier than
the date of submission of the pp, it should be

transimitted to aid/w for distribution in advance of the

PP

b) payment verification: the mission is reminded that
all project papers must follow the payment verification
policy implementation guidance provided on december 30,
1983 by aa/m rollis to mission directors. your attention
is drawn particularly to pages 6-8, which deal

specifically with pp's and paad's.
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MEANS OF VERIFICATION

IMPGRTANT ASSUMPTIONS

Program or Sector Gool: The broader objective 1o
which this project contribures:

GOAL: To provide access <o slelter to
low-income Honduran families through in-
creased fnvolvement by the private sectd
and to generate employment to help re-
activate the economy.

r

Meoasures of Goal Achiavement:

Private mector institutions accept
responsibility for an increasing
propoctlon of the shelter solutionh
and fliancing needed by low-income,
families.

Unemployment levess in the construk-
tion sector sre reduced.

Comparison of lowcost suelter pro-
duction figures with Tespect to per-
cent of INVA turnkey amd private sec
tor produced projects vs other types
of financing.

Assumptions for achieving geal targets:

1. Private banks and contractors are
willing to take risks implied {n tuts
prograa,

2. Financial plan of program {s not ad-
versely affected by substantial upward
drift of cost of HG resources tuereby
exceeding what tue market is willing
to bear and legal lmits for mortgage
lending.

3. Economic deterioratlon of tue
economy does not affect market for
low-cost shelter,

4. Dollars te flnance the latted
lmport component for suelter projects
can be obtalned,

5. A.1.D. support of expanded wvater
supply and small scale project sttes
with infrastructure can be found.
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Project Title & Number:

P20JECT DESIGN SUMMARY
LOGICAL FRAMEWORK

Life of Project.
From FY

Toto 1. 5. Funding
Date Prepared

1oFY

AGE 2

NARRATIVE SUMMARY

O3BJECTIVELY VERIFIABLE INDICATORS

HMFANS OF VERIFICATION

IMPORTANT ASSUMFT.Cii3

Project Purpose:

a) o develop within INVA added capacity
to produce low f{ncome solutions through
collaboration uith the private sector,
and to strengthen INVA to become a fi-
nancially self-supporting publfc houatng
agency.

b) To increase the ramge of fnstitutions
who finance, produce, and deliver low {n-
come housing solutions by favolving pri-
vate Aector finance, construction, and
marketing entities to accelerate unit
production and fncrease employment op-
portunfties.

'

Y

A. Conlitions that will tndicate pur]
pose has been achieved: End of pro-
ject astatus.
luce affordable units through the
following mcasures: 1) better con-
trol of 1ts own operations and ex-
penges; 2) establishing financial
planning anl polfcy framework that
hdresses 1ts need to capitalize its
Fesource base; 3} relying more on
Phe private sector to carry on func-
L fons that 1t can perform more ef-
[iciently (e.g. bullding and mar-
ketfne untts) and providing solu-

{nhance tte role in production of

Conditions that will indicote purpose has been
achieved: End of project status.

INVA begins to pro-

fons at real costs,

INVA has developed systems to ad-
ress prohlems of coordination of
nfrastructure, affordable design,
nd promotfon of units at market
rices to enhance 1ts role in pro-
otion of units at market prices to

inimal abelter.

. Private gector.is participating
ully 1na the production of low fn-
ome housing.

- Private sector banks are engaged
n lending for low cost units, ser-
fcing mortgagen, and guarantying
epayments,

INVA mortgage and financial records.

Financial Audit reports, semlannual
financdal analysis, and financtal pro~
Jections 1n end-of-project evaluation.

Records on date of advertising, date
of completion, and date of sale and
location of IRVA units. Records on
foreclosure and/or reassigmment of
solutions.-

Assumptions for achieving purpose:

1. INVA's Board recdgnizes tue need and
will adop:t organtzational restructurtng
along lincs that wil} faprove efficien-
cy and cut costs.

2. Cost of HG resources are more or
less in Iine with financtal plan or
meagures are available to assure flow
of resources.

3. Technical assitance resources
avaflable to establisin necessary
mangesent and prowoiion

are
ma-

4. Private contractors can make suf-
ifclent profit in low cost construct-
1on to vverride riskas involved.

5.Construction financing t1s avatlable
from financtial fustitutions despite new
reserve requirements tmposed by Central
Bank.
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Project Title & Number:

PROJECT DESIGN SUMMARY

LOGICAL FR

AMEWORK

Life of Project:
Feom FY

Toiol U.S. Funding
Dote Prepored:

1o FY

PAGE 3

HARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

APORTANT ASSUMPTIONS

Outputs:
1) A hroad range of private.sector insat i+
tutions are more involved in the finance,
production and delivery of shelter solu-
tions for low {ncome families.

2) INVA has undiergone an organfzational
restructuring and has estahlished a num-
ber of management and operational sye-
tems to help provide canttinufty in light
of high staff turnovers.

Magnitude of Dutpurs:

1) Banks belp finance approximately
4,000 low cost shelter units.

conat accounting controls establishefl
2) Private gector conlractors pro-
duce approxfmately 4,000 units and
matketl 502 of the same.

tal{zaton targets.

3) INVA has fmplemented an organi-
zational restructuring with the ob-
Jective of reducing staff and ope-
rating costs.

A') TNVA has established a cost ac-
acount {ng system LO better control
project development costs vis a vis
private geclor produclion.

5) INVA {8 carrying out effective
market surveys to encourage low
cosl unit construction on a natfon
wide basis (in secondary cities)
vhereby 15X of projects are buflt,
outlstde of SPS/CMDC.

6) INVA has faplenented a financial
planning capacity and Iinteresl rale
policies are established Lo operate
on a cosl recovery capitalization
sis.

7) INVA is using {ls new managcment
information systea Lo fimprove ope-
cratfon efficfency and collection
systen whereby delinquencies are he
to 1

8) INVA has introduced lower cosl
ahelter alternatives such as sites
and services, bahareque, and adobe.
B. Physical

1) 4,000 new shelter solutions.

2) 1,900 home extension loans.

Comparison of end of pruject perform-
ance with productivity measures and
will enable units to be buflt,

as part of 1984 management audit.

Performance measured against eal capif
duce physical outputs.

Increase in savings.

Production record and delinquency ra-—
tios.

Assumptions for achieving outputs:
Assuoptions for acuieving outputs.
A.1.D. support of expanded water system

Inflation i{n coustruction costs is kepl
to a reasonable level so as not Lo re-

Teclhinical assistance 1s avallable to
support the phases of prograa develop-
ment .

INVA Board will support principles and
recommendat fons of reorganization pre-
sented {n A.I1.D. HG-005 Evaluation and
subsequent TA efforts.



PROJECT DESIGN SUMMARY Lile of Projecr:
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A From FY to FY
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b] P d
Project Title & Number: ore Tregere .
PAGE ¢
NARRATIVE SUMMARY ORJECTIVELY VERIFIADLE INDIC. TORS MEANS OF VERIFICATION IWPOR TANT ASSUMPTIONS

Inputs: Implementation Torget (Type and Quontity) Assumphions for providing inputs:

Financial:

- HG Loan $25.0 18 Pro ject Monftoring HG will be available tn U.S. Harket and

local tnstttutton will make finaictal

= A.1.D. DC 0.7 M - contributtons.

= INVA contribution 1.5 H

= Private sector 1.0n

co-financing
—~ Benefictlary 2.7 H4
Downpaynents
30.3 H Total

TA

- Resident Advisors

a) Project Adviasor 0.3 M (36 14) Contracl records and related superyl- Appropriate Lechnictans are avatlable

b) Technical Advisor .1 M (36) sidn. and procurement regulations permit con-
—~ Policy Studies .1 Lracting witnin tne time they are avai-

~ Short-term TA & Training .2 lable.




THE HOUSING GUARANTY PROGRAM *  ANNEX C

STATUTORY CHECKLIST

HNDURAS

PROJECT NO. 522-HG- 008

Generel Criteria Under HG Statutory Authority.

Section 221(a)
Will the proposed project further one or more of
the following policy goels?

(1) is intended to increase thé availability of
domestic financing by demonstrating to
local entrepreneurs and institutions that
providing low-cost housing is [financially
viable;

(2) is intended to eSsist in marshalling resources
for low-cost housing;

(2; supports a pilot project for lew~cost sheiter,
or is intended to have a meximum cemon-
stration impect on local institutions and
national; and/or;

(4) is interded to have a long run goal to
cevelon domestic construction capabilities
end stimulste lccal credit institutions to
make available domestic cepital and other
manegement and technological resources re-
quired for low-cost shelter programs and
policies?

Section 222(u)

T (he ssuance of this guarantly cause the total
fece amount of guaranties issued end outstanding
at this time to be in excess of &3,,718.000

Will the gueranty be issued prior to September 30,
198y?

Section 222(b)
Will the proposec gueranty result in activities
which emphasize:

(1)  projects providing improved home sites to
poor fumilies on which to build shelter and
relete ' “ervices: or

ANSWER YES OR NO PUT
PP PAGE REFERENCES
AND/OR EXPLANATIONS
WHERE APPRCPRIATE

Yes

Yes

Yes

Yes

Yes

Yes




-92-

(2)  projects comprised of expandable core
shelter units on serviced sites; or

(3)  slum upgrading projects designed to con-
serve and improve existing shelter; or

(4)  shelter projects for low-income people
designed for demonstration o institution
buildirg; or

(5)  community facilities and services in support
of projects authorized under this section to
improve tle shelter occupied by the poor?

Section 222(c)

If the froject requires rhe use or conservation of
€nergy, was consideratior given to the use of
solar energy technolomics, where economically or
technicully feasible?

Section 223(n)

Will “the A.T.D. guaranty fee be in an amount
authorized by A.LD. in accordance with its
delegated poweérs?

Section 223(f)

Is the maximum rate of interest allowable to the
eligible U.S. Investor as prescribed by the Admin-
istrator not more than one percent (1%) above the
current rate of interest applicable tu housing
mortgages insured by the Department of Housing
and Urban Development?

Section 223(h)

WIll Ine™ Guaranty Agrecement provide that no
payment may be made under any guaranty issued
for any loss arising out of fraud or misrepre-
sentation for which the purty seeking payment is
respensible ?

—— et e e s S e

(I Will the pronosed liousing Guaranty he eoor-
dinated with and complementary to other
development assistance in the host country-

(2)  Will the propesed Housing Guaranty demon-
strate the (easibility of particular kinds of
housing and other institutional arrange-
ments?

Yes

Yeous

Yes

Jes

7095

Yes




(3)

(4)

-3-

Is the project designed and planned by A.LD.
so that at least 90 percent of the face value
of the proposed guaranty will be for housing
suitable for families below the medlan
incomhe, or below the median urban income
for housing in urban arees, in the host
country?

Will the issuance of this guaranty cause the
face valve of guaranties issued with respect
to the host country to exceed $25 million in
eny fiscal year?

Will the issuance of this guaranty cause the
average face value of all housing guaranties
issued in this fiscal year to exceed $15
miliion?

Section 238(c)

Wil the guuranty agreement provide that it will
cover only lenders who are "eligible investors"
within the meaning of this section of the statute
at the time the guuranty is issued?

Criteria Under Gencral Foreign Assistance Act
Authority.

Section 620/6204A

1.

Does the host country meet the general

criteria for country eligibility under the

Foreign Assistance Act as set forth in the
country eligibility checklist prepared at the
beginning of each year?

Is there any reason to believe that circum-
stances have changed in the host country o
that it would now be ineligible under the
country statutory checklist?

Yes

Yes
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5C(l) - COUNTRY CEZCRLISET
isted below are statitory
criteria applicable generzlly o
FA2A funcés, anc criteria
applicable te Incividual fung
sources: Develcroment Assistance
anf Economic Support Func.
A. CGZINZRAL CRITZIRI2 #0x COUNTRY
ZLIGIELITY
1. T2 Sec, 482, =Sas it hesen No such determination has been made.
ceterminec that the
ccvernment cf the
recipient country has
failec to t“zke alecuate
steps to prevent na-cotic
érugs anc cther
controlled sulstances (as
defZnec by the
Comprehensive Druc Aibuse
Prevention anc Control
Act cf 1&70) procucec or
processec, in whole cr In
part, in such country, ¢©r
Ly =

country, from being solgd
illecally within th
Jurisciction cf suckh
ccuntIy to U.S.
Government persornel o:
their cepencents, oz Zfrom
entering the U.S.
unlawfulliy?

Iz 2. FAA Sec. 620 (¢).

2. TAX Sec. 620(c)
e 1s t

assistanc o a The GOH is not liable as a
government, 1is the debtor under these conditions.
government liable as

debtor or unconditional

guarantor con any debt to
a U.S. citizen for goocs
or services furnished or
crdereé where (a) such
citizen has exhausted
availazble lecal remedies
and (b) the cebt is not
deniec or contested bV
such covernment?
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NO, Honduras is not a communist country, and
no assistance is provided under this nroiject .
to the smecified countries.

N/A

FAA Sec. 620 (j).

In the past there have been incidents where
the GOH has been unsuccessful in constrain-
ing demonstrations against the U.S. Embass
but this has not been the case for over
fourteen years.
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TAR Sec. 620(1). =as the
COLNTIY IZarlec tc enter
into an agreement wish
crzC?

FAA Sec. 520(0);
Fishermen's Protecctive
ACct cI 1t67, as amendecd,
Sec. 5. (2) zas wne
CoOuUntTIy selzed, or
~opcsed any penal*v or
sanccion acainst, ény
C.8. fisking activities
in Izternaticnzl waters?

(2) If sc, bas anv
decuction recuired bv £he
Fishermen's P:o:ec:i;e
ACt been made?

FRA Sec. 620(c); Py 19g2
ACDIODIi2ti0on AcCt Sec.
517. {a) £Eas the
covernment of the
recizient country been in
defauvlt for more t==m siy
months on intercest or
Trincipzal of any AID loan
tce the country? (b) Sas
tae countrvy been in
defzult fcr more than one
vear on interest cr
Princizal on anv U.S.

loan under a preccram for
which the approrriaticn
bill approerriates funds?

X2 Sec. €20(s). 1If

contemplatec assistance
is development locan or
Zrom Econcmic Support
*uncé, has the
Aéministrator taker into
ccount the amount of
soreign exchange or other
resources which the

ntry has spent on

¥ ecuiznent?

ce may be made +o
a int

1

T -— 0
‘J s O
(12 11 B

'y

The OPIC Investment Guaranty Proaram is
in operation in the countrv,

Benduras has not seized or imnosed anv
menalties or sanctions acainst U.S. fishina
vessels because of their activities in in-
ternational waters durina recent years.

No.
(a)
(b) 1Mo,
N/A
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Consideraticn® meno:
*Yes, taken in+o accouns
DY the Administrator as
time of aprreval of
Acency OVz.*® rmhis
agproval Lv the
Acdministrator cf the
Coerational vear Budget
can be the basis for anp
affirmative answer cduring
the Iiscal vear unless
sicnifican: Coanges ip
CiIcumstances occur.,)

TAX Sec. €20(t). Eas the
clunIy severegd
ciplomatic relztions with
the Onitec States? 1<
So, have thev been
Iestmec andé have new
bilaterzl assistzance
agreements been
necctlatecd and entered
into since such
Testmption?

TAX Sec. £20(u). wWhat ls
de Dayment statlus of the
countrv's O.N.
cbligcations? T£ the
country is irn arrears,
weIe such arrcezaraces
taken intec accouns by the
AID Acminisstraztor in
cetermining the currens+
AID Operational) vear
Bucuet? (Reference mav
De made to the Taking
intc Consicdera+icn memo. )

FAA Sec. 6202; Fv 1982
ACDICDriaticn Act Sec.
S20. Eas :tae counctry
a21dec or abetted, by
cranting sanctuary from
prosecution :o, any
individéual or CIoup which
has committedé an ac- of
international terrcrism?
S2s the country 2ided or

No.

Honduras is not in arrears as per Article
of the U.N, Charter. This was taken into
consideration by the Administration in
determining the current AID 0YB.

No.
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abettec, bv g

sanctuary c

SIcsecttion tc, any

incivicdua T group which

] € &2 war crime?

- No.

l4. FAx Sec. 666. Does the
countIy cbject, on the
basis oI race, religion,
nationzl origin or sex,
to the presence cf any
cfficer or emplovee cf
the T.S. who 1s zresent
in such countIiy tCc carry
out eccncmic cevelcoment
Drograms under the FAx?

\0
~

‘Eas NO.
August
oz

15. Fax Sec.
the countr
3, 1¢77,
received nuc
enrichment or
reprocessing ecu
ol
3

LA B N eal
0 t<im
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(o THLA I
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110y t]-)
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U D thoy

uipment,
materials, or technology,
without specified
arrancgements or
safeguraris? 35as it
transiercrec a nuclear
explosive device %o a
non-nuclear weapon s:tate,
or if such a2 staze,
either received or
cetoneted a nuclear
explosive device, 2fter
august 3, 18772 (T
Sec. 620 permits a
special weziver cf Sec.
668 for >Fakistan.)

b

16. IS&SDCA of 1681 Sec. 720. 16, ISDCA of 1981 Sec. 720.
was the countr This has been taken into consideration
represented at the by the Administration at the time of
Meeting cf Ministers cf approval of the Agency OYB.
Poreign Affairs and Eeads
cf Delecations of the
Non-2ligned Countries to
the 36th General Session

of the General Assembly
of the U.N. of Sept. 25
and 28, 198l, and fzailed
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to cisassociate itgelr Disbursements for
Sror the Cffﬂ“lque ‘ construction will not be made
issuec? 1If so, has the until construction is
Presigent taken it inso complete and mortgages or
account? (Reference may other Toans are presented.

be made to the Taking
into Censideration memc, )

17. ISDCA of 198) sec. 721. N/A
See special recl-rements
for assistance to Zaiti,

FTUNDING SOC=CE CRITIEI2 rOR
COONTEY T IGI=ILITv

l. Develocment AEsistance
counct-v Criter

2. FTA2 Sec. 1ls. as the No such determination has been made.

Department of S:ta
determined that =
government has en
& consistent pa:cs
CI0ss violations
in:e:na:ionally
recognizeé human rights?
If so, can it be
demonstrated that

centemplated assistance
will Cirectiv benefis the
neecy?
2. Zconocmic Susoort “und
Counct-v Cricer:ia
8. FAX Sec. 502B. 3zas N/A

it been determined taat
the country has encaged
in 2 consistent battern
0% gross violations of
internationally
fecognized human rights?
IZ so, has the country
made such significans
improvements in its human
richts record <chat

Zurnishinc such
assistznce is in the
national interest:
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b. ISDCA cf 1981, sec, N/A
725(b). If ESF 1s =< be
furnished to Argentina,

bas the President

cercifiecd that () the

Govi. ©of Arcentina has

mage significant progress

i1n Luman rights; and (2)

that the provision of

such assicstance is in “he
pational Interests of the
U0.8.?

€. IEDCA cf 1981, sec. N/A
726(b). If z&F

gssistance 1s o be _
furnishecd tc Ckile, &

ha
the Presicdent cerctifie
that (1) the Govt. cf
Chile has made
significant progress in
human ricghis; (2) it is

ia the national interess
ol the U.S.; and (2) the
Govi. 0 Ckile is no+

- T S
2icing international
terrorism ané nas taken
sters to brinc to justice
those inéicted in
connecricn with +he
nmurder of Orlando

lLetelier?



- ————

Describe how (a)

authorizing ané appro-
Priations cemmittees ¢f
Senate and Souse have
been or will be netifieg
concerning the Droject;
(b) is assistance withip

(Cperaticnal vear Budge:)(

-
¢

countrv or ernational
orcanizaticn allocation
reported to Congress (or
not more than $1 million
over that amount)?

A S

excess
there be

! ;,;; 4 y EFTETT v DaTe | TRANG Negn (o] AID HANDSOOK } , _ "
| - Septemisr 30, 1¥ED 340 | T AenEs T T M
5C(2) ®rRCS=CT CZIZRLIET
Listec below are statutory
criteria applicable =¢ pPrejects,
This section is Givided ineco TWO
P&r=S. Part A. inclucdes criteria
aprlicable tc all prejects., Pars
3. applies teo trojects funded
fron specific sources only: =2.1.
applies to all oreostects funded
with Develcpmen: Acsistance
runds, Z.2. azolies =o ~Iojes=ts
ftnced Witz Develcrmens
Assistance loans, ancd 3.3,
2rplies tD projects funded Z-om
s>,
~  CReoss RZFZRENCZS: s COUNTRY
CEZCRLIST ©p Yes
TC DATZ? =EAS
STAND2XRD IT:M
CEZCRLIST =2=z=N
REVIEWZD FOR
TEIS PRCJEzCT? Yes
A. GENERAL CRITZ2I2 FO= PRCJZCT
l. FY 1GE2 2ccreooriation AcCt
Sec. IZZ: T2 Sec £E342;
Sec. £XZ(z),

The assistance is within the A.I.D
allocation reported to Conaress.

b) Yes

Yes. Detailed estimates of
technical assistance costs
are provided in the section
relating to project inputs.
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{a) engineering, finan-

cial cr other plans

necessarcy to carIVv ousz

the 2ssistance andé (b) a

reasonably firm estinate

of the cost to the U.S.

cf the assicstance?

da

- &

Par Sec. €1ll(a)(2).

fu-tner lLegislacive
action 1s recuireé within
recipient counIry, whas
is basis for reasona:l
expectation that suck

acticn will be ccrmpleted
in time to permit orderly

accomrlishment of
¢ the acssistance?

purpose
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will exceed 51 milli
bas Missicn Director
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TAA Sec. £Q01¢(a).
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effcrts cf the country
to: (2) increase +he
flow cf ;::e:na:;onal
;:;ﬁg; () fos:er PIivate
initiative ang
competiticon: and (c)
encourage ceve1cumen‘ angé
use ol cocperas ives, angé
c*ed*“ unions, angé
savings and loan
@ssociatiorns; (é)
d*scou-ace moncno’ls ig

act;ces- (e) izprove
bechn‘cal eZficiency of
industry, agr: iculiture and
Commerce; and (£)
strengthen frea labor
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TAA Sec. 601(b).

Inficcmation ang
conclusicns on how
pProject will encour age
U.S. private tragde and
investoen+ ab oad andé
éncourace private Q. S.
pa:-lc Petion in fore:gn
@Ssistzace procrams )
(*nclud-nc Use 0f private
trade channelis ang the
services of {U.s. Drivate

The nrojects is not suitable for
execution as nart of a reaional or mul-
tilateral nroject.

The project will marainallv contribute
to increasina international trade due to
import commonent of construction. PRid-
dina procedures nlus small scale home
improverent construction will discourane
mononolistic nractices. ™echnical
efficiencv of formal housing sector-to
be imnroved.

A nortion of training mav he condu.
in the U.s.
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Shelter solutions will be offered to the
poor, who could not otherwise afford their
own homes; emnlovment benefittina low-
come families will be aenerated bv the
construction activities; the feasibility
of low-cost .abor intensive annronriate
housina construction technoloagies will be
assessedi and the Project will nromote the
exvanded deliverv of low-cost shelter to
secondarv cities in Honduras as well as
assist the GOH to develoo aprropriate urba:r
develonrent nolicies to stimulate invest-
ment in a range of urban settlements.
dividual and aroup initiative will be en-
couraaged aiven the technoloay of the solu-
tions offered, and the Proiect will nrovid

substantial benefits to womens,
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otherwise encotrage

cemocratic private and

local covernmental

ipnstitutions; (c) support

the self-hels efforts of

Cevelorinc countries; (@)

Proncte the particzipation

of wcmen in the national

economies of developing

ccunctries ané the

improvement of women's

status; and (e) utilize

anc encourace Iegicnal

cocperation by cdeveloring

countries?

b. rrr Sec. 102, 10:Za, Yes

104, 10z, 10&. Does the

Prcject it the criteria

for the tvpe of funds

(functional account)

being usecd?

c. Txxa Sec. 107. 1Is Yes

emppasis cn use 0f a2DDro—

priate techrolocy

(reiatively smaller,

cost-saving, labor-using

technologies that arce

cenezellVv mCst a=pro-

priate for the small

facms, swmall tbusinesses,

and small incames o the

poor)?

éd. Fa2 Sec. 1ll0(z2). wWill Under the Grant portion of the Project

the recizient country the counterpart contribution represent:

provide at least 25% of more than 257 of the D.A. total.

the costs of the procgram,
project, or activitiy
with respect to which the
assistance is to be
furnished (or is the
latter cost-sharing
recuirement being wai
Sor & "relatively lez
developed"® ccocunctrIyv)?
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romise of

to the

¢t of econcmie
¢+ O to the
increase of brocductive
cazpacities and self-sus~
taininc econonic growth?

5

gl
1

9. [FAA Sec. 281 (bh).
Describe extent to which
Program recognizes the
barticular needs,
Gesires, ang capacities
of the cecple o0f the
COUntIy; utilizes the
country's intellectual
resources to encourage

N/A

Yes

The Project is designed to provide
Honduras with the wherewithall to

address its serious low-income housing
needs. It will contribute to strengthening
and mobil:.~e the position of public and
private irstitutions to participate in
addressing these shelter needs.
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institutional develorment:
ancé supports civil
education and tr-aining in
skills recuired for
effective participation-in
governnental processes
eserntial to self-covermment.
2. Develcoment Assistance Prcject

Criterzz (Loans Onlv)

a. FTAx Sec. 122(b). N/A
InZcrmation anc conclusion
on capacity of the country
to repay the loan, at a
reasonable rate ci interest.

b. ZITAx Sec. 620(d). I£ N/A
assistance 1s Zor any
productive enterprise which
will compete with U.S.
entercrises, i1s there an
acreement by the recizient
country to prevent export
to the U.S. cof more than
20% of the entervrise’'s
annual zrocduction c¢uring
the l:ife cf the loan?

c. ISDCx ¢f 1981, Sec. 724 N/A
(c) anc (a). < Zor
Nicaracua, coes the loaza
agreement recuire that the
£unds be used t£0 the
mayimum extent possible for
the private sector? Does
the project provide for
monitoring under PAA Sec.
624(¢g)?

3. <Economic Supvort Fund

Prcject Criteria

2. TAA Sec. E2l(a). Will N/A
thls &assistance promote
economi:= or political
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the peclicy Cirections ef
TAA Secticn 1022
5. FAr Sec, S31(e). wiis N/A
@Sslstance uncer this
chac:ter be useg for
militarv, or Paramilitary
activicies?

n,

FPAX Sec. E34., wlll =zg» N/A
Zinds be Usec =o finance
the ccastructicn ¢f the
Cteraticn or malntenance
cI, cr =zhe suzzlyine of
fuel for, = Suclear
facilicvy =< SO, has +he
Presicens certified thas
Such use cf fungs is
incdispensa=le to

liferation

57

TAX Sec. 508, == N/A
COmmOCLIieS are to be

€Zanted sc thar sale

Froceecs will accrue o

the reciziens country,

Lave Special Acc.unt
(coun:e:;a::)

&l-ancenments been made?
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agreement dealing witk Its
;m:lemﬁn azicn, or covered in tie
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Procurement, (2) Construction,
ané (C) Cther resctricticns.
A. Procuremenc
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cocoecacing country
discriminates acains
marine insurance
companies authorized to
éo business in the U.S.,
will ccmmodities be
insurec in the United

“a;es acainst marine
sk with such a2 company?

Honduras does not practice such
discrimination.
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FAX Sec. 604(c). will
cconstruczion or
nc-nee:;nc services be
“roc"*eﬂ ‘*cm Iirms of
countries otherwise -
el;c‘ble tncer Code 841,
DUt which have attained 2
competitive c=:a“*'*“v in
internationz) markets in
éne or these areas?

FAA Sec. 603. 1Is *he
SLipPing excludeé frop
compliance wit
recuirement in section
801(b) of +the Merchant
Marine Act of 193¢, as

amended, thzt a+ ’Aast
Per centuwn of the gross
tonnage of commodities
(comou;ed Separately for
dry bulk carrier S, c¢ry
cargo liners, ang
tankers) financeg shall
be transported on
privately owned U.S. flag
ccmmercial vessels to the
extent that such vessels
are available at fair and
reasonable rates>

wn
)]

'
~

FAA Sec. 621. £
ecanical assistance is
fznancec, will such
assistance be furnished
by private enterprise on
@ contiract basis to the
fuvllest exten=
pracst icahle’ IL &b
facilities of othe

e

LR NS o

N/A

N/A

Yes

SM-200 | Septemper 30, 1582 3:4% AID HANDBOOK App 3
financed, is there
Provision against such
PIocurement when “he
domestic price of such
commodity is less thap
pacity? (Zxcertion where
commodity financed coulé
Not reasonablv be
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Pecderal agencies will be
vtilized, are they
particularly suitable,
not competitive with
private enterprise, ang
made avallaslble without
undue Interference with
gomestic programs?

8, International Air
Transoort. Fa:Lr
Competitive Practices
Act, 1874, I air
transportation of persons
or precpercty is financa
on grant basis, will T.S.
ctarriers be used to ithe
extent such service is
available?

9. FY _18E2 2porcoriation Act
Sec. 504. IZ the 7.S.
Government i1s & party to
a2 contract for
procurement, coes the
cont-act contain a
provision authorizing
termination of such
centract for the
convenience of <he United
States?

Construckion

l, Fx2 Sec. 601(é). 1£f
capital (e.g.,
construction) project,
will T.S. engineering and
professional services to
be used?

2. Fa2 Sec. 611l(c)y. 1If

contracts for
construction are to be
financed, will they be
let on a competitive
basis to maximum extent
practicable?

Yes

Yes

N/A

N/A
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countries?

Will arrangements Preclude

use of Iinancing:

a, FAA Sec. 104¢(f ; TY
1962 Aooropbrizt-on ics
Sec. 525; (1) To pay for-
Perlormance of aborticns
&¢s a methocd of family

N/A

N/A

N/A

Yes

Yes
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planning or to metivate
Or coerce persons %o
Fractice abortions; (2)
tc pay for perfccmance of
inveluntary sterilization
2s method of family
rlanning, oI to coerce or
provice fipencial
incentive to any pecson
t0 uncergo sterilization;
(3) tc pay for any
biomecical research which
relates, in whele or
Part, tec methocs or the
perZcrmance c¢cf abortions
or inveluntary =
stecilizations as a nmeans
of family plarn-nc- (4)
to lobby for aborticen?
~

5. TXA Sec. €20(c). ™o Yes
compensate OWNe:sS for
expropriatec nationzlized
preperty?
c. T2r Sec. 680. To Yes
pProvige t-eining or
advice cor provide any
financial suppert for
police, prisons, cor other
law enforcement fcrces,
except for naccotics
pPrograms? o
d. TAA Sec. 662. rTor Yes
CIa activities?
e. TXX Sec., 636(1). For Yes
purchase, sale, lcng-term
lease, exchange or
guaranty of the sale of
motor vehicles
manufactured outside
0.5., unless a waiver is
obtained?

o Yes

£. Y 18982 Xxporcoriation
ACt, Sec. & To tay
pensions, annuities,
retizement payv, or

U
(]
[TY)
.
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adjusted service
Compensation for military
Personnel?

g. FY 1582 ASDrooriatijion
ACt, Sec. 505, 7To pay
U.N. essessments,
@rrearages or dues?

o
Hn
oy
£
Hh
&

Olganizations fer
lending)»

i. Fv 1982 ADDrooriation
Act, Sec. 510, To

finance the export of
nuclear eguisment, Luel,
Or technolocy or to train
foreign Nationals ip
nuclear fielgss>

J. FYy l9g2 Abprooriation
Act, Sec. 511, Will
assistance pe Drovided
Zor the PUrpose of 2iding
the efforts of the
government cf sych
Country to repress the
legitimate richts of the
Population of such
country contrary to the
Cniversal Declaration of
Buman Rights?

kK. FYy 198> ADD:ODriation
Act, Sec. 515, TO be

used for Publicity or
Dropaganda PUrposes
within U.s. not
authorizeg by Congress?y

Yes

Yes

Yes

No such assistance will be provided.

Yes



ANNEX D

SECRETARIA DE HACIENDA Y CREDITO PUBLICO
REPUBLICA DE HONDURAS

No ..S-179-84

Tegucigalpa, D.C. Septiembre 14, 198¢.

Sefior Director

Agencia Internacional para el
Desarrollo (A.I1.D.).

ANTHONY CAUTERUCCI

Su Despacho.

Sefior Director:

Conscientes del grave problema que representa el fuerte déficit
habitacional que existe en Honduras y de la necesidad de impul-
sar programas tendientes a su solucién, la Secretarfia de Hacienda
y Crédito Pdblico y el Banco Central de Honduras, en nombre y re-
presentacién del Gobierno de la Repdblica de Honduras, por este
medio solicitamos que se asigne a Honduras un monto total de  --
US $25.0 millones, bajo el Programa de Garantias Financieras para
Vivienda (HG) y fondos de asistencia técnica en forma de donacién
por un monto de US $ 700,000.00.

Tomando en cuenta el bajo nivel de ingresos de poblacién y los
problemas que plantea para la economfa hondurefia el déficit de su
Balanza de Pagos, el Gobierno de Honduras se reserva el derecho

de negociar con AID la utilizacién de estas garantias de tal mane
ra que se pueda evitar que el costo financiero de los recursos a
obtenerse tenga un efecto adverso sobre las posibilidades de adqui
sicién de viviendas y sobre los esfuerzos que el Gobierno actual-
mente realiza para moderar el impacto del servicio de la Deuda Ex-
terna sobre la futura capacidad de pagos del pafs.

~ Nos es grato suscribirnos del Sefior Director con muestras de mues-
sga consideraci6én y estima. TR, / /’
{Y b 44 Y

PINEDA
sca_Central

Crédito Pablico.
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ANNEX E

DRAFT OF PROJECT DESCRIPTION FOR PROJECT GRANT AGREEMENT

AMPLIFIED PROJECT DESCRIPTION

Proiect Goal. The overall goal of this Project is to provide access to
shelter to low—income Honduran families through increased involvement by the
private sector and to generate employment to halp reactivate the economy.

Project Purpose. The purpose of the Project {s: (1) to develop within INVA
the added capability to prodice low—income solutions through collaboration
with the private sector and to strengthen INVA co become a more financially
self—-supporting public housing agency; and (2) to increase the range of
institutions who finance, produce, and deliver low-income housing solutions by
involving private sector finance, construction, and marketing entitiies. This
will accelerate unit productlion and increase employment opportunities,

Project Outputs. The outputs of the Project are divided into physical and
institutional outputs as follows:

Physical Outputs. A estimated total of 8,000 shelter solutions will be
produced, consisting of: (a) serviced lots; (b) 3m? wet core units; (c)
18m2 basic core unlts; (d) one~bedroom units; and (e) home construction
and improvement loans to upgrade sites and services and core units. The
distribution of numbers of solutions among these activities will be
conditioned on the results of detailed market demand studies.

Institutional outputs will consist of:

INVA: (a) a reorganization plan for INVA reflecting its greater reliance
on the private sector and to imporve its management of operating
expenses; (b) an improved cost—accountling system to monitor and control
project development and ingtitutional costs; (c¢) an improved financial
planning system to monitor the INVA portfollio and develop the
informational base to establish interest rate policies and to implement
financial management decisions; (d) development of a basic information
base to determine market potentials for the development of low—cost
projects; and (e) an expanded capacity in INVA to service mortgages,
finamce units, and promote the delivery of low—cost shelter 1in cities
other than Tequci . alpa and San Pedro Sula.

Private Sector: (a) the involvement of private sector finance
institutions in the production of low—cost shelter, including mortgage
and construction financing; and (b) the assumption of construction and
marketing risks by the private construction contractors involved in

low-cost shelter.




Policy Studies will be conducted in the following areas to support the
GOH in development of strategies for shelter and urban development: (a)
resource mobilization; (b) urban infrastructure development; (c) the role
of the savings and loan system; (d) technically efficient solutions; and
(e) evaluation.

Project Finance. The Project will be financed with a $25,000,000 Housing
Guaranty Loan to provide the long-term financing for the physical outputs., Of
these resources, $15,000,000 will finance the public seector solutions
consisting of sites and services, wet cores, basic cores, and home
construction/improvement loans; $l0,000,000 will finance the private sector
program of one-bedroom units, Reallocations of these resources will be
permitted with the prior approval of AID as may be required by market
conditions. Counterpart contributions of $4,700,000 will be provided by INVA
($1,500,000), private financial institutions ($1,000,000), and beneficiaries
($2,200,000). To support the institutional and policy outputs, $700,000 in
development assistance grants will be provided. Also, up to $5,000,000 in ESF
may be made available to support the program implementation.

"TABLE I

FINANCIAL INPUTS (000's US$)

Public Sector $ 17,480
HG 15,000
INVA 1,500
Beneficiaries 1/ 980
Private Sector 12,220
HG 10,000
Private Financial Inst. 1,000
Beneficiaries 1,220
Sub-Total Physical Investment 29,700
Technical Assistance 100
Total Investment Package $ 30,400

;/ Beneficiary contribution includes downpayments, except in the cases of
home improvement loans.



TABLE I1I

DISTRIBUIION OF RESOURCES TO PROJECT ACTIVITIES

Project Activity AID Host Country 1/ TOTAL 2
- Sites and Services $ 2,929,000 571,000 3,500,000 12
- Wet Core Units 4,853,000 947,000 5,800,000 19
- Basic Core Units 4,518,000 382,000 5,400,000 18
- 1 Bedroom Units 10,000,000 2,000,000 12,000, 000 39
- Construction loans 2,700,000 300,000 3,000,000 10
- Technical Assistance 700,000 .2/ 700,000 2
$ 25,700,000 4,700,000 § 30,400,000 100 %
(85%) (15%) (100%)

1/ Including beneficiary down payments, INVA counterpart, and private sector
cofinancing.

2/ The GOH will make an in-kind contribution which will include counterpart
salarles, space, and the value of data processing equipment and software
purchases in support of the technical assistance program.

3/ The allocation of resources to sites and services, wet core and basic
core solutions 1s illustrative and subject to verification of market
demand.

THE GRANT COMPONENT OF THE PROGRAM

Objectives of the Grant Project. The Grant funds obligated in this Project
Agreement will be utilized to finance technical assistance considered
necessary for the implementation of the Shelter for the Urban Poor II Project
and to do policy studles in support of the shelter sector and urban
development. The principal specific objectives of the Grant are: (1) to
assist INVA and the private sector to Improve the develooment and delivery of
low—cost shelter solutions; and (2) to assist the GOH, through a series of
poliry studies, to develop shelter and urban development vtrategies to deal
with the provision of adequate levels of low—-cost housing and related
infrastructure.

Crant Outputs. The expected outputs In the area of technical assistance to
INVA are: (1) improvement in the internal management of 1ts technical staff,
its management of the turnkey construction system, and {ts inspection system;
(2) improved coordination and monitoring of insfrastructure construction for
the timely delivery of completed units for sale; (3) improved promotion of the
sales of solutions under INVA's turnkey program and of locally appropriate
materials such as bahareque and adobe; (4) improved efficiency of INVA's
management of its home improvement loan prcgram; (5) training and short-term
technical assistance for INVA's staff in the areas of marketing surveys and
techniques; information management systems and data processing; and financial
planning, cost accounting and internal auditing; and (6) to assist RHUDO, BCH,




and INVA to promote private sector involvement in low-cost shelter finance,
production, and marketing including, where appropriate, training and technical
assistance to participating private sector entitlies. The technical assistance
will be structured to provide RHUDO with the technical input required for
approval and acceptance of projects,

The expected outputs in the area of policy studies are: (1) a study of the
proposed structure of the Social Housing Fund and alternatives to mobilize
domestic resources for the long-term financing of the shelter sector; (2) an
analysis and recommendations on the savings and loan system to make it more
competitive with other financial institutions; (3) an analysis of wet-core and
sites and services solutions to determine their technical efficiency, and the
soclal and economic efficacy of these alternatives vis—a-vis other
alternatives to solve low-income shelter needs; (4) an Urban Development
Assessment to outline an economically achievable short— and long-ternm strategy
for urban investment with a specific focus on the minimum social and phsycial
infrastructure requirements to support further shelter and economic
development, with particular emphasis on water and sewerage infrastructure;
and (5) an evaluation of the program to provide guidance on follow-on
activit’es.



Grant Financial Inputs. The following table summwarizes the allocation of the

financial inputs for the Grant Froject.

TABLE III
SUMMARY OF TECHNICAL ASSISTANCE

No. of Ceost
Person-months

1. Resident Advisors

a) Project Advisor 36.0 $ 300,000
b) Technicai Advisor 36.0 100,000
2. Policy Studies

a) Resource Mobilization 3.5 42,000
b) Urban Development Strategy 3.0 36,000
c) Assistance to the S&L System 3.0 36,000
d) Technically Efficient

Solutions/Evaluation 2.5 30,000

3. Short term Advisors
a) Marketing
Market Surveys 2,0 24,000
Marketing Techniques - 2.0 24,000

b) Management Information System and
Data Processing

Management Information System 2.0 24,000
Data Processing 2.5 30,000
¢) Financial, Planning, Accounting
and Auditing
Financial Planning 3.0 36,000
Cost Accounting 1.0 12,000
Internal Auditing 0.5 6,000
4, Training - Various 24,000

Grand Total

Subtotals

$400,000

144,000

156,000

24,000

$700,000



UNITED STATES INTERNATIONAL DEVELOPMENT CQOPERATION AGELCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D C 20523

/NNEX F

ASSISTANT
ADMINISTRATOR

GUARANTY AUTHORIZATION

PROJECT NO. 522-HG-008A

PROVIDED FROM: Housing Guaranty Authority

FOR: The Republic of Honduras

Pursuant to the authority vested in the Assistant Administrator, Bureau for
Latin America and the Caribbean, Agency for International Development, by the
Foreign Assistance Act of 1961, as amended (FAA), and th: delegations of
authority issued thereunder, I hereby authorize the issuance of gquaranties
pursuant to Section 222 of the FAA of not 1o exceed Twenty Million Dollars
($20,000,000) in face amount, assuring against losses (of not to exceed one
hundred percent (100%) of loan investment and interest) with respect to loans
including any refinancing thereof by eligible U.S. investors (Investor)
acceptable to A.I.D. made to finance housing projects in the Republic of
Honduras.

These quaranties shall be subject to the following terms ana conditions:

1. Term of Guaranty: The loans may extend for a period of up
to thirty years (30) from the date of disbursement and may
include a grace period of up to ten (10) years on
repayment of principal and a grace period on payment of
interest. The gquaranties of the loans shall extend for a
period beginning with the disbursements of the loans and
shall continue until such time as the Investor has been
paid in full pursuant to the terms of the loans.

2. Interest Rate: The rate of interest payable to the
Investor pursuant to the Teans shall not exceed the
allowable rate of interest prescribed pursuant to Section
223(f) of the FAA and shall be consistent with rates of
interest generally available for similar types of loans
made in the long-term U.S. capital markets.

3. The Republic of Honduras Guaranty: The Repubiic of
Honduras shall provide for a full faith and credit
guaranty to indemnify A.I.D. against all losses arising by
virtue of A.I.D.'s quaranties to the investor or from
non-payment of the quaranty fee.
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4. Fee: The fee of the United States shall be payable in

dollars and shall be one-half percent (1/2%) per annum of
the outstanding gquarantied amount of the 1vans plus a fixed
amount equal to one percent (1%) of the amount of the loans
authorized or any part thereof, to be paid as A.I.D. may

determine upon disbursement of the Toans.

3. Other Terms and Conditions: The gquarantiec shall be subject

to such other terms and conditions as A.I.D. may deem
necessary.

%\A@W DA
\ Victor M. Rivera
Assistant Administrator

Bureau for Latin America and the Caribbean
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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D C 20523

ASSISTANT
ADMINISTRATOR

GUARANTY AUTHORIZATION

PROJECT NO. 522-HG-0088

PROVIDED FROM: Housing Guaranty Authority

FOR: The Republic of Honduras

Pursuant to the authority vested in the Assistant Administrator, Bureau for
Latin America and the Caribbean, Agency for International Development, by the
Foreign Assistance Act of 1961, as amended (FAA), and the delegations of
authority issued thereunder, I hereby authorize the issuance of guaranties
pursuant to Section 222 of the FAA of not to exceed Five Mi11lion Dollars
($5,000,000) in face amount, assuring against Josses (of not to exceed one
hundred percent (100%) of loan investment and interest) with respect to loans
including any refinancing thereof by eligible U.S. investors (Investor)
acceptable to A.I.D. made to finance housing projects in the Republic of
Honduras.

These guaranties shall be subject to the following terms and conditions:

1. Term of Guaranty: The loans may extend for a peried of up
to thirty years (30) from the date of disbursement and may
include a grace period of up to ten (10) years on
repayment of principal and a grace period on payment of
interest. The guaranties of the loans shall extend for a
period beginning with the disbursements of the Toans and
shall continue until such time as the Investor has been
paid in full pursuant to the terms of the loans.

2. Interest Rate: fhe rate of interest payable to the
Investor pursua to the loans shall not exceed the
allowable rate of interest prescribed pursuant to Section
223(f) of the FAA and shall be consistent with rates of
interest generally available for similar types of loans
made in the long-term U.S. capital markets.

3. The Republic of Honduras Guaranty: The Republic of
Honduras shall provide for a full faith and credit
guaranty to indemnify A.I.D. against all losses arising by
virtue of A.I.D.'s guaranties to the Investor or from
non-payment of the gquaranty fee.
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4. Fee: The fee of the United States shall be payable in
dollars and shall be one-half percent (1/2X) per annum of
the outstanding guarantied amount of the loans plus a fixed
amount equal to one percent (1%) of the amount of tne loans
authorized or any part thereof, to be paid as A.1.D. may

determine upon disbursement of the loans.

5. Other Terms and Conditiouns: The guaranties shail be subject

to such other terms and conditions as A.1.D. may deem

necessary.
C}\AO\/{)/L,/{ (7,,(’\,\
{ Victor M. Rivera )
Assistant Administrator
Bureau for Latin America and the Caribbean
2
October 14, 1984
Date
Clearances:
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DELIVERY PLAN

e et

The project will be implemented over a 4 vear period beginning in 1985 It
will consist of the production of shelter solutions to be implemented through
tvo separate programs:

- A public sector program developed by INVA --generally sites and services,
wet core units, and basic units-- all of which will be developed by the
private sector under the turnkey delivery system.

- A private sector program, whereby qualified {inancial institutions will
finance deveiopment and construction of units affordable at the 40th
percentile. The Central Bank will disburse long-term loans against
mortgages, and private banks will guaranty repayment of mortgages,

The location, size, and ultimate composition of the various projects developed
with INVA financing will be predicated on market studies to be carried out by
INVA, prior to project design and developer/builder participation.
Private—sector provtors and banks will decide whether or not to participate
in the program, with the locations and sizes of their projects based on their
own judgements and studies of the market. The speed at which the individual
projects will be implemented will depend on the efficiency of the implementing
agencies as well as the capacity of developer/builders participating in the
program. The programs designed in this paper are illustrative, based on the
best information available as to the probable program design. Guidelines will
be prepared for both programs; in the INVA program by INVA, and in the private
sector prograw by the Central Bank. They will be based on criteria contained
in this Project Poper and the Implementation Plan.

Depending upon actual implementation experience, resources will be reallocated
as appropriate to facilitate timely implementation. For example 35 million
might be transferred to the private sector program if it were comp. eted before
INVA committed its first $10 million.

In addition to the physical production and delivery of units, the technical
assistance program —-in the form of both resident and short term advisors,
studies, and participant training—— will form an integral part of the delivery
plan.

1. 1iVa Program

All Implementation Agreement negotiations should be completed and
documents finalized by January 1985, 1INVA will advertise for proposals on or
before that date for developer/builders who are interested in participating in
the program through the turnkey delivery system or turnkey-plus-sales (wherein
the promotor takes the sales risk as well). The invitation to bid will
clearly state the criteria under which interested developer/builders may
participate. INVA will be ready to award turnkey contracts on or about the
time the final contract and guaranty documents are signed., The first
disbursement should occur before the end of the year and the total amount
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disbursed that year should be approximately $2.25 million. At the same time,
applications for home-extension loans will have been received and, based on
the assumed breakdown of solutions built under this program, about $382,500
will be disbursed for (hisg purpose. Based on these assumptions, INVA will
produce about 711 solutions and make about 480 home extension loans in 1985,

In the three subsequent years, production under this program is expected
to Increase, ranging from about $3.1 million in 1986 to $3.7 million in 1988,
The number of units produced will also increase; however, due to the effects
of inflation, the increase in the number of units will only average slightly
over 1,000 units annually. By the end of 1988, all funds will have been
disbursed and the project completed.

2. Private Sector Progran

This program should begin at about the same time as the INVA program;
however, due to the expected higher level of production by private sector,
this component should he completed by late 1987. 1In the first year, 1985,
about $2.0 million will be disbursed, which will finance about 325 units,
Over the next two vears, the level of disbursements will be at $4.0 million
per year, with 1,100 units being built,

3. Technical Ass‘st‘pc

il LT T iy Sy

‘o

8- lomg Term Advisors

The resident advisors are expected to take up their position during
the first quarter of 1983, remaining in Honduras for a three year period, or
until early 1983, Therefore they will be able to provide advice and
assistance to INVA from the early beginnings of the program through the period
when most of the projects will have begun or been completed. They will also
be assigned to the project during the entire life of the Private Sector
Program.

b. Studies

The studies will be carried out during the life of the program
depending on the recommendation of the resident advisor,

c. Short-Term Advisors

NN TN NN N N e ey

A major part of the short term technical assistance will occur
during the first two years of the project, go as to assist INVA in
establishing the programs and systems nNecessary to implement the program.



d. Particigant Training
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Timing for participant training will be determined in ccnnection
with the studies and short-term advisor components of the Technical Assistance
and will be hased in part on the availability of appropriate opportunities in
Spanish.

4, Total Investment frogram
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The following table shows the breakdown of investment by type of solution
over the life of the project. The investment figures take into account the
expected effects of inflation.,

TABLE G-1

LR T L ]

INVESTMENT SCHEDULE

LR R R R R L L Vel

(Thousands of

INVESTMENT (000's $US)

LR L L R L Y

Type of Selutien (1983 198e 1387 (1388 TOTAL

Site and Services 524.4 874.0 1,048.8 1,048.8 3,496.0
Wet Core 865.3 1,442,1 1,730.5 1,730.5 5,768.4
Basic Core 786.6 1,311.0 1,573.2 1,573.2 5,244.0
Home ext. loan 445,7 742.9 891.5 891.5 2,971.6
1 bedroon 2000,0 4,888,0 4,888.0 . . 32,2440
Sub-Total 5,066,0 9,258,0 10,132,0 5,244,0 29,700.0
Technical Assistance 250 250 100 100 700

- e te e e AR T AR L L L Y LR L L Y AR bR R L Y

TOTAL 5,316 9,508 10,232 5,344 30,400
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TABLE G-11I

NN N M w

PROJECTED TOTAL DISBURSEMENT
HOUSING GUARANTY RESOURCES
(Thousands of $)
Progranm 1985 1586 1987 1988 Total

INVA

~ Construction 1,867.5 3,112.5 3,735,0  3,735.0 12,450

- Loans SR80S 7650 7650 2,550

Sub-total 2,250.0 3,750.0  4,500.0 4,500,0 15,000

Frivate Sector  2,000.0  4,000.0 4,900 . 10,000

Total 4,250 7,750 8,500 4,500 25,000
TABLE G-III

Rk B b B L R A

POSSIBLE STRUCTURE OF HG BORROWING
(Thousands of $)

May 1985 February 1986 December 1987 Total

5,000 15,000 5,000 25,000



ANNEX H

CHARACTERISTICS AND STRUCTURE OF THE PRIVATE SECTOR PROGRAM

The proposed HG-008 program earmarks US$10 million for low-cost housing
program involving the private sector (it should be noted that even the "public
sector” portion of the project to be implemented by INVA will rely extensively
on private sector developers and builders). This would allow private banks
and developers to plan, develop, finance, construct, and sell low income
housing with relatively few bureaucratic controls or supervision. Private
market conditions rather than government supervision would determine the
characteristics and success of the subprojects.

The major benefits frcm such an approach are that (a) private capital will be
invested in the low-cost housing sector, especially in interim financing; (b)
there will be a lower overhead cost involved in administering the projects;
(c) a positive experience for the private sector might result in additional,
autonomous investments in low-cost housing solutions by that sector; and (d)
selling and credit risks will be borme by the private sector.

The private sector component of tne project will involve several inctitutions:
the Central Bank, private commercial banks, savings and loan assoclationms,
private developers and builders, and real estate companies. The Central Bank
of Honduras will be the administrator of the program. The Ministry qﬁ’Finance
will pass funds with no markup to the Central Bank. These funds will

be deposited in a trust account alreadv established 1n the bank for the
exclusive purpose of providing low income housing loans through the private
sector.

The Central Bank will announce and promote the program among the major private
banks and developers, and will accept and review proposed projects submitted
by these for financial and technical feasibility and adherence to program
guidelines. The major criteria for approving projects will be (a)
availability of urbanization services; (b) a cost per unit, including land,
urbanization and construction, affordable by below median—income families; (c)
down payment requirements no greater than 15%; and (d) monthly mortgage
payments (including all commissions, fees, insurance, principal and interest)
no greater than 25% of the calculated median monthly family income of families
as approved by A.I.D. for that community. Projects will be submitted by
private financial institutions ready to accept the risks of construction,
sales, and mortgage servicing.

On approving a project for financing under the program, the Central Bank will
make a commitment to provide the long term take-out financing of mortgages
that will be held and serviced by the private banks or savings and loan
associations. The developer 1s responsible for securing interim construction
financing, utility services, and other improvements for constructing the
houses. Minimal supervision of the project will be provided by the Central



Bank, It is the responsibility of the respective private financial institu-
tions and local municipal authorities to provide technical supervision of the
construction. The Central Bank, in coordination with the Ministry of Finance,
will require such guarantees and controls as it deems necessary to protect the
interests of the GOH 1in the private sector of the program. These may include
Institutional guarantees for the private financial Institutions, limitation of
the offer to financially sound institutions and selected builders, FHA mort-
gage insurance or other acceptable insurance, on-site lnspection, or other
controls as required.

Upon completion of the units, the private developer is responsible for selling
them, and the private bank or S&L responsible for developing adequate and
binding mortgage documents. Houses accepted for long~term financing under the
Program must have been sold for an amount no greater than that specified in
the implementaticn agreement, and the use of commission, fees, multiple loan
instruments, or other service charges may not raise payments or the total
value of the house above that limit,

The Central Bank will disburse funds to the holders (commercial banks or sa-
vings and loan associations) upon presentation of acceptable mortgages up to a
pre—determined percentage. The commercial bank or savings and loan associa-
tion will continue to hold and service the mortgage in its own portfolic,
giving the Central Bank an institutional or other satisfactory guaranty for
repayment of the Central Bank loan.

For its administrative services the Central Bank will charge a spread ¢% 1/2
to 1% on the funds it loans to the private financial institutionms.

It 1s expected that between 2 to 4 projects, encompassing some 1,200 .ousing
solutions, will be financed through this portion of the program,



ANNEX I

DETAILED SOCIAL SOUNDNESS ANALYSIS

I. Detailed Social-Cultural Analysis

A. Population Characteristics and Urban Distribution

The population of Honduras was estimated at 4.1 million in 1984,
more than double the 1955 population of 1.6 million. With an annual growth
rate of 3.477 per annum, the population of Honduras is expected to reach 7
million by the year 2000, (USAID, Population Strategy Paper, 1984). This
growth rate has been the second highest in the western hemisphere over the
last 25 years. The high fertility rate means that a very large percentage of
the Honduran population is young. As of 1982, 47,57 of the population was
under 15 years of age and only 3% were over 65. Even with reduced fertility,
the momentum of population growth will continue as these young pcople enter
their reproductive years,

Approximately 647 of the population, (2.6 million) live in rural
areas, at or near subsistence level. Approximately 39%Z live in urban areas.
The urban areas are growing at a faster rate (4.5% per annum) than the
non—urbanized areas (2.8% per annum), but in absolute numbers the rural
population will continue to predominate giving rise to continued rural-urban
migration with all the concomittent pressures on the urban areas to absorb the
migrants. Urban population is estimated to reach 2,240,000 by the year 2000,
but the rural population will grow from 2,211,200 to 4,631,300 people in the
same time period. The majority of the urban dwellers live in the two primary
cities, Tegucigalpa with an estimated population in 1984 of 510,000, and San
Pedro Sula, estimated population in 1984 of 323,500, (Central Bank of
Honduras, 1984). 1In the ensuing years, it is estimated that Tegucigalpa will
grow at a slightly slower rate than San Pedro Sula, (4.58% compared with
5.42%) and that Tegucigalpa will actually lose in share of total urban
population accounting for 427, compared with 437 in 1974, 1In terms of
absolute numbers of people, however, Tegucigalpa will continue to be the
primary city. (Urban/Regional Assessment Report, USAID, 1983).

Secondary cities are assuming an increasingly important role,
however. The number of people living in urban areas tripled from 1950 to 1980
and the proportion of the population living in urban areas rose from 107 to
247 in 1960 to the current 36%. This increase occurred primarily in the
number of cities with a population of between 10,000 and 20,000 and from
20,000 to 50,000. By 1980 the number of secondary cities with a population
between 10,000 and 20,000 people increased by one—third, to a total of nine.
Estimates indicate that the number of rural centers which will increase their
population to over 10,000 by 1990 is 29,

The secondary cities are projected to grow at over 4,0% per year, a
rate which is higher thar the projected national average. At the same time,
the number of smaller settlements will also be increasing rapidly. The entry
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of new cities (those increasing to more than 10,000 inhabitants) in the
1950-1980 period is 31%, considerably larger than any of its Central American
neighbors, Panama 10%Z, Costa Rica 13%, E1 Salvador 15%).

The largest cities are listed by rank order and total population
below:

Ten Major Cities in Honduras by Population

City 1983
Tegucigalpa 509,000
San Pedro Sula 323,500
La Ceiba 57,900
Choluteca 50,700
El Progreso 50,000
Puerto Cortés 37,600
Comayagua 26,400
Tela 25,600
Danli 16,900
Juticalpa 13,400

Source: Honduras en Cifras, 1981-1983. Banco Central de
Honduras, May, 1984,

B. Beneficiary Population

1. Identification of Target Population

The beneficiaries of the public sector (INVA) project are low
income households between the 5th and 50th percentile who do not own their
homes. At least two thirds of the beneficiaries are expected to come from the
low income neighborhoods in Tegucigalpa and the remaining families from low
income neighborhoods in secondary cities, Beneficiaries of the private sector
project will come from the 40th-50th percentile, principally in Tegucigalpa.

2, Need for Housing

The need for housing in all areas of the country continues to
be very high. Figures from the National Development Plan, 1982-1986 indicate
the need for 18,600 new houses annually to cover the demand created by
population growth, (The growth rate was estimated at 3%, a lower rate than
estimated by A.I.D.'s recent estimate.) 12,500 of these houses are pro jected
for the urban areas; 6,100 new hLouses are needed in the rural area,

Furtiner, estimates provided by the National Development Plan
indicate that two-thirds of the total population live in houses considered to
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be in very poor condition and in need of replacement. The deficit +ue to
sub-standard housing is estimated at 450,000 units of widch 227 (170,000) are
found in the urban areas. Seventy—-eight percent (350,000) are located in
rural areas.

The number of houses needing upgrading was estimated to be even
higher by the 1980 Office of Housing study, Basic Shelter Needs in Central
America, (USAID) which updated these 1974 figures. According to this
projection, 547,000 houses need upgrading, 205,000 in rural areas, 174,000 in
non-metropolitan urban areas and 163,000 in the metropolitan urban areas,

A disproportionate number of substandard units are found in the
neighborhoods where the target population is currently living. An earlier
study done by PADCO in 1978 indicated that as much as 65% of housing in low
income neighborhoods in the two primary cities was constructed by the informal
sector of substandard materials in marginal neighborhoods. A clearer picture
of the need for housing and the living conditions in these neighborhoods is
provided below,

3. Living Conditions of the Urban Poor

Four major studies of marginal neighborhoods in Honduras have
been completed in recent years. Two studies were undertaken by USAID in 1981
and 1982 to determine th: ability of low-income families to pay for home
improvement loans, Inforwe Final de la Encuesta Sobre Viviendas y Servicios,
Judith F. Laird, and Analisis del Impacto del Programa de Me joramiento de los
Barrios Marginados en Tegucigalpa y San Pedro Sula, by Joseph F. Lombardo.
Ingreso, Gasto, Barrio y Familia: Estrategias de los Pobladores de Barrios en
Tegucigalpa was completed in 1982 by ASEPADE. 1In March, 1984, selected
low-income neighborhoods in Tegucigalpa and San Pedro Sula were studied by
ASEPADE as part of a feasibility study for a USAID-sponsored program to help
industries in Honduras. This latter study was entitled Estudio de Diagndstico
de la Poblacién de los Barrios Chamelecdn, Suyapa, Fé y Esperanza, The
following description is taken from all of the above sources.

a) Overview of Marginal Neighborhoods: It is estimated that
approximately 75 percent of the population of Tegucigalpa lives in low-income
barrios (neighborhoods). While there is no complete list, approximately 84 of
the total of 191 barrios can be considered marginal, The formation of
marginal barrios has been underway for over 20 years, Many of tnese
originated in spontaneous land invasions of ejidal (communal) and private
lands., Others are sub-divisions developed by private real estale companies,
often in violation of municipal ordinances, as they do not provide adequate
services. The growth of the marginal barrios in Tegucigalpa, as well as in
San Pedro Sula, has been spurred by the continuing influx of rural migrants.

The low-income neighborhoods in which beneficiaries of the
project currently live have been divided into three distinct types: cen.::lly
located barrios, marginal areas on the periphery of the cities, and squatter
settlements. As they differ in terms of the composition of the population,
economic activity, and housing conditions, each is described separately below.



-4 -

The centrally located barrios such as Sipile and Las
Crucitas in Tegucigalpa have been formed around the market, which provides the
ma jor source of employment for residents. They are generally the oldest and
the most densely populated neighborhoods, and overcrowding is severe, with
6-10 people occupying a single room. Estimates in 1980 reached as high as 855
persons per hectare for downtown Tegucigalpa (ASEPADE: 1982). over sixty
percent of the residents in these areas live in one room (cuarterias), located
in long shed-1like buildings which are divided irto 8~10 one-room units on deep
lots. Across a narrow open yard are rows of temporary shacks used asg
kitchens, as well as toilet or latrine. While some residents have lived in
the same room for 10 years or more, most residents are transient, and finding
employment is their primary concern, Many seek to improve their living
environment and move into one of the other types of neighborhoods, Ninety
percent of the population rents, incurring a menthly expense or L60-L80 per
month. Those who do own their homes, however, generally have secure title and
land tenure.

The marginal areas on the periphery of the cities are
often the result of the sub-division of former haciendas (farms), Originally
they were the sites for the farm workers, but increasingly have been the site
for rural migrants looking for increased opportunities in the capital. Many
of these areas are semi-rural, with little access to urban infrastzucture, bhut
they offer larger land areas with room for small amounts of livestock and
agriculture. Density is low, with 39.9 people per hectare (ASEPADE: 1982),
Approximately 60 percent of the people owned their home, but did not have
Secure title, due to the fact that much of this land was sub~divided and sold
by people who themselves did not have formal title,

Squatter scttlements are the result of illegal invasions
of urban land, characterized by a near total lack of urban services,
Population density is low but the housing conditions are among the pcorzst of
the low-income areas. The majority of the residents live in individual mud
huts, built as quickly as possible to avoid the possibility of being kicked
out before they are firmly established on the land. Eighty percent are
owners, who either bought a shack from a previous owner, or who built one at
the time they invaded the land, but tenure is insecure as they have no title
to the land. Renters pay between L38 and L50 per month. The number of
Squatter settlements has increased significantly in the last five years,
accounting for much of the growth in Tegucigalpa.

In generali, the rental housing which is within the means
of marginal families is badly d.teriorated due to lack of maintenance., In
centrally~located cuarterias, inf.astructure Services are inadequate while in
peripherally located cuarterias, these are generally non-existent, Unsanitary
conditions are prevalent in botn central and peripheral marginal barrios, and
the latter are often subject to flooding, soil erosion, and landslides.
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b. Characteristics of Population: The characteristics of the
low-income populations are very similar in the two principal cities of
Honduras, with the exception that the low income housing in San Pedro Sula is
generally of better quality than the housing in Tegucigalpa. This is a result
of flat land being available in San Pedro Sula wiich lowers the cost of
housing construction and allows more room for expansion. The majority of the
low-income neighborhoods in Tegucigalpa are located on the hillsides
surrounding the city, making it very difficult and costly to build even the
smallest shack.

The population in marginal neighborhoods is very young.
The most recent ASEPADE study found that 56 percent of the population was
under 19 years old and that 75.6 percent was below 30, Thirty-seven percent
of the population was of school age, but nearly one~half of this group was not
enrolled in school at the time of the study. Employment opportunities were
not growing fast enough to provide jobs for the large young population and
evidence was found of social problems among the youth, including alcoholism,
drug addiction, and prostitution. Literacy rates were generally lower among
the marginal population as well,

Families in the marginal neighborhoods are larger than the
average, with households composed of a nuclear family and other family members
and friends as well. Family sizes range from 5-8 members with an average of
1.06 families per household. The percentage of families headed by women
varies by neighborhood, ranging from a low of 27 percent in the peripheral
neighborhoods to a high of 43 percent in the centrally located areas. lore
women live alone with children in these areas as it is both close to their
place of employment (the market) and because the proximity of neighbors in the
cuarterias allows for sharing of child-care responsibilities. As a result of
overcrowding and inadequate sanitary facilities in the majority of the
marginal areas, infant mortality is high from dysenteries, enterities, and
other diarrhea-related diseases.

4, Employment

The occupations of the residents of the marginal areas vary by
neighborhood. These living in the centrally located barrios work as vendors
in the market, as ambulatory street vendors, or in low level civil service
positions and report the highest earnings. In the peripheral neighborhoods,
employment is less stable, with many people running a business from their
hcues. The 1984 ASEPADE study conf{irmed a much larger number of small
industries located in the peripheral neighborhoods than elsewhere. These
included occupations such as tailors, shoemakers, and carpenters. Many also
work as day laborers in construction. Due to the nature of their employment,
however, the wages are very irregular and a common strategy for many is to go
into debt for housing and pay several months at once.

Sixty-four percent of the families had more than one person
working, and many had three and four wage—earners, resulting in an average
number of 1.5 wage—earners per family. This is substantiated by the high rate
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of female employment in the country. Forty-five percent of the women over age
15 are employed in Tegucigalpa; 40.6 percent of the women in San Pedro Sula
are employed. The majority are employed in commerce (21 percent) domestic
service (31 percent), or as factory workers (10.5 percent).

5, Income Levels

As no wage survey has been conducted in Honduras since 1978,
data on annual {ncome from the 1978 CONSUPLANE llousehold Expenditure survey is
used as a basis for estimating current wage levels, The factor of 1,77 that
was used to update 1income figures was based on a number of considerations,
Average annual inflation from 1978 to 1983 was 11.47. Annual wage surveys of
top companies conducted by the 17.§, Embassy have shown an average annual wage
increase of 13.7%. This figure is high for the society as a whole, and is
particularly high for unskilled and low-skilled worker levels. IMF estimates
indicate that wages Kept pace with inflation through 1980-1981, but dropped
off sharply after 1981, with real wages declining signiricantly during the
past two and a half to three years., The factor of 1,77 fepresents, therefore,
the annual ratc of inflation through 1981 and a significant deflation of the
rate of inflation from an average of 8.457 to 6.50% fepresenting the best
estimate of actual nominal inflation of wages from 1982 to 1984, This results
in an overall annual average wage increase of 10%.

Using these assumptions, a median income of $498 is estimated
for Tegucigalpa, and $424 for San Pedro Sula. A decile distribution through
the fifth decile for both cities is shown below:

TABLE I

MONTHLY INCOME DISTRIBUTION
IN U.S. DOLLARS FOR TEGUCIGALPA

Household Monthly Income % of Population

$ 0-148 5
149-185 10
186~-222 15
223-258 20
259-295 25
296-332 30
333-369 35
370-406 40
407-443 45
444-498 50

Source: Patrén del Gasto y del Consumo de Alimentos en los
Hogares en Honduras, CONSUPLANE, 1978, tabulation of annual
income question, updated by pro ject paper team, 1984,



TABLE I1

MONTHLY HOUSEFOLD INCOME IN U.S. DOLLARS
SAN PEDRO SULA

Household Monthly Income %4 of Population

$ 0-143 5
149-135 10
186-227 15
228-257 20
258-276 25
277-313 30
313-331 35
331-368 40
368-387 45
387-424 50

Source: Patrén del Gasto y del Consumo de Alimentos en los
Hogares en Honduras, CONSUPLANE, 1978, tabulation of annual
income question, updated by project paper team, 1984,

The monthly income levels of the major urban areas
(Tegucigalpa, San Pedro Sula, La Ceiba and Juticalpa) are compared with the
income in the "other urban areas” (Comayagua, San Rosa, Danli, and Choluteca)
in the CONSUPLANE study, Household Expenditures and Consumer Patterns in
Honduras, Oct. 1982, Income was highest in Tegucigalpa, The average income
of the major cities was $418 while the average income in the other urban areas
was $207, nearly half that of the major centers.

Income levels will vary considerably among the smaller cities
as well, depending upon their size and economic base. Puerto Cortés, for
example, with an industrial free zone and port can be expected to have higher
incomes than other towns of similar size which function as market towns or
rural service centers. The wide variation in economic strength among the
urban areas in Honduras underlines the importance of careful analysis of the
potential demand for housing in each area prior to undertaking a project.

The daily minimum wage, last increased in 1981, variez by
sector, ranging from a low of L4.,60 a day to a high of L7.10 for dock workers,
railroad workers, and oil refinery workers. Construction workers, factory
employees earn a minimum wage between L5.30 and L5.50, An additional 207 is
added to the wages of workers paid on a weekly basis, however, raising the
daily wage to between L5.50 and L8.50. Domestic workers earn between L100-200
per month, Thus, for example a semi-skilled construction worker earning L170
a month with a second wage earner in the household (calculated at one-half the
primary wage worker) would earn L255 and qualify for the lowest priced
solution,



C. Beneficiary Participation

1. The progressive housing solutions offered by the project (sites
and services, wet core, and basic core unit) provide the opportunity for low
Income beneficiaries who are currently renting to enter the housing market at
an affordable price and expand their house as time and personal preference

The experiences from 522-HG-005 in Hato de Enmedio and El Sitio
in Tegucigalpa, E1 Carmen in San Pedro Sula, and the projects in E1 Progreso
and Comayagua have shown the high acceptability of the wet core and basic
unit. Families purchased units and immediately began construction of basic
rooms for the wet core and additions to the basic 18 p2 core. A large
number of families have used part of the house for small businesses., A year
after sales families in both Hato de Enmedio and El Carmen were beehives of
construction activity, Today they are functioning communities with few houses
left to be constructed. This sare process is beginning in El Sitio, the
latest pro ject being constructed and it can be expected that tinis will
continue in projects built in the future.

INVA architects ang planners are Feceptive to beneficiaries
desires and have made design changes based upon their comments. For example,
for projects on the North Coast, kitchens will be located outside in keeping
with local customs. Similarly, the placement of the bathroom on the lot has
been changed to make the house design more acceptable. This information {is
being conveyed to private developers,

2, Market Studies

Beneficiary participation in the design of future projects will
increase substantially as a result of the efforts of the INVA Planning
Department to develop an in-house capability to carry out housing market
studies prior to implementing specific projects,

This need was identified 1in the HG-005 evaluation (National
Savings and Loan League, June 1983) as a necessary step, heretofore
over-looked, in the process of improving INVA's ability to deliver affordable
houses to the low {ncome population. Since then, the Planning Department has
undertaken three market surveys, in La Ceiba (Oct. 1983), San Pedro Sula
(Dec., 1983), and Choluteca (May, 1984). A fourth study was completed in
July, 1983, in Puerto Cortas with technical assistance from the project paper
team. The results of the Puerto Cortés study are discussed below,

The first three studies showed a willingness on the part of
INVA to undertake market surveys, but the results indicated a weakness in
several areas, including knowledge about overall methodologies for measuring
effective demand, questionnaire design, sampling techniques and data
processing. Data processing, fcr example was done by hand, severely limiting
the type of analysis that could be done. Some of these problems stemmed from
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a lack of coordination between the Planning Department and other departments
within INVA which have expertise in certain areas such as the Data Processing
Department (analysis) and the Department of Social Promotion (questionnaire
design). Others stemmed from a lack of understanding of the basic methodology
for completing market studies.

While the initial institutional analysis indicated the
weaknesses mentioned above, teciinical assistance provided through the
intervention of the sociologist on the project paper team resulted in a vastly
improved study. Staff members from four departments participated in the
design of the survey. (Planning, Social Promotion, Data Processing, and
Engineering.) The questionnaire was re-written to measure effective demand
more precisely and was pretested prior to use in the field. The description
of each housing solution being tested was standardized and presented visually
as well, with three dimensional models provided by INVA architects., INVA's
computers were used to process the survey data and a more sophisticated
analysis of effective demand was obtained.

The minimal time invested in this effort produced excellent
results and indicates that INVA staff have both a strong capacity and a
willingness to learn. Thus, technical assistance will be provided during the
life of the project to continue improving INVA's ability to design and
implement market studies for each project. The TA described represents a
reduced amount of time from that originally estimated and focuses on areas
still considered weak, such as sampling techniques, interviewer preparation,
and analysis of survey results. These subsequent surveys will allow INVA to
project global demand in a given area, obtain beneficiaries' preferences on a
range of solutions and determine the affordability of these solutions for the
target group., This information will also serve the private sector in the case
that private firms accept responsibility for sales.

3. Affordability of Solutions

The INVA program is aimec at creating new shelter solutions
affordable to low income families, reacilng from the 50th to as low as the 5th
percentile. Three solutions are proposed to reach this wide ringe of
beneficiaries; sites and services, wet cores, and basic core units. INVA has
successfully built and marketed the basic core and wet core in Tegucigalpa and
El Progreso under HG-005, and will continue providing these units. The wet
core, priced at $2,930 will reach Tegucigalpa beneficiaries between the 10th
and 20th percentile; the basic core costs $4,785 and is affordable for
beneficiaries Iin the 25th percentile.

A site and services component is being added to this project in
order to reach a target population not now being serviced by INVA. The site
and services solution priced at $2,038 will allow beneficiaries from the 5th
to 15th percentile to participate in the program. A further modification of
this alternative for smaller towns with a pour flush (water-seal) toilet will
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be tested. Preliminary cost estimates reflect a significantly lower price of
$1,032 for Danli, at least, where flat building sites also contribute to
reduction of the estimated cost. This alternative will be affordable at the
10th percentile in Danli,

The decision on the exact number of each solution to be built
in each city will be based on the results of the market studies and the
decisions of individual pPrivate sector promotors. Appropriate solutions may
vary from the smaller 65 p2 lots in Tegucigalga with 18.30 m2 of concrete
block construction to larger more rural 120 p individual lots offering
pour-flush latrines and a water tap designed for traditional local
construction using wood and mud,

Construction loans, in the form of building materials, will be
offered by INVA to purchasers of the sites and services solution and the wet
core. A loan for $1,125 ig estimated to be sufficient to allow for a 18m2
room and bath to be built on the lot. A loan tor $750 will allow a 18p2
room to be added to the wet core. Use of traditional building materials will
permit construction of a larger living area,

An evaluation of the INVA's honme construction loan program in
Hato de Enmedio showed that two years after the Project was begun, 15% (158
people) of the reciplents of the wet core found the additional monthly payment
for the home improvement loan too expensive, 85 of the units have been
resold, through INVA, to other people. The rest of the owners continue to live
elsewhere, while continuing to make payments to INVA for their lots.

In order not to exclude the lowest income group from
participating in the program, INVA will consider permiting families who cannot
immediately afford the construction loan to build temporary shelters for a
limited period of tinme, Experience in other countries with sites and services
projects has taught that this group, although slower, does succeed in building
4 pgrmanent structure which complies with standards. This solution will
permit families to reduce expenditures by not paying rent elsewhere while they
build, and to save time by not commuting long distances between construction
site, work and rental home. The positive element in thi- solution is that
interchange among residents of varying economic levels takes place
immediately, providing examples and incentives for the lower income population
to build quickly,

Beneficiaries will pay between 15% and 25% of their incomes for
the shelter solutions. Expenditure studies have shown that the proportion of
family income paid for rent varies according to the family's income level and
the geographic location. 1In Tegucigalpa, 26% of families income is spent on
rent, compared with 23% in San Pedro Sula, La Ceiba, and Juticalpa, and 17% in
smaller urban areas, Further, families with a very low income (L100-L300 per
month) pay between 10% and 15% of their income for housing whereas families
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with an income between L500 and L1,000 a month pay between 187 and 25%.
(CONSUPLANE, Household Expenditure and Consumer Pattern Study, 1982),
Downpayments and closing costs will represent approximately 107 of the
purchase price.

D. Demand for Solutions

Some indicators suggest that the demand for the INVA solutions may
be weaker than has been projected in the past. Also, current growth
pro jections for urban areas indicate that Tegucigalpa is growing more slowly
than previously. While the city continues to predominate in terms of absolufe
numbers and the need for housing continues to be high, it will be as important
to estimate effective demand carefully in Tegucigalpa as in the secondary
cities, At the time of project design, INVA had a Tegucigalpa waiting list of
3,000 people in Tegucigalpa, whose applications had been completed and
approved for a house. Included in this group, however, are peopie who had
been offered a lhouse and turned it down, people who were awarded a house but
did not respond within the time limit, and people who may have already solved
their housing problem since their applications dating from 1981. Furthermore,
the number of people in 1984 who have initiated the application process with
INVA is smaller than in two of the last three years.

TABLE III

NUMBER OF PEOPLE WHO HAVE INITIATED THE INVA APPLICATION PROCESS,
1981~-JUNE 84,

Number of People Initiating
Applications for INVA housing l/

Year

1981 . 5,293

1982 2,632

1983 2/ 3,647

1984 4. 12492
TCIAL 13,064

Source: INVA records, reviewed for project paper, June 1984,

1/ The application process is initiated when the "pre-qualifying form" is
Ebmpleted. The applicant must then submit document, and have two interviews
with INVA socifal workers before final approval is given and his/her name
placed on the waiting list.

2/  Represents total number of initial application from January-June, 1984,
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b. Results of the Market Study in Puerto Cortés

Puerto Cortés, located on the north coast, is a medium sized city
with an estimated population in 1984 of 41,514 (Consuplane estimate, 1984),
and an approximte growth rate of 3,0%. The city is one of several in the
central urban corridor which are experiencing gains from migration. With an
estimated gain of 2.2% per year, however, the increase is much slower than in
the major cities of Tegucigalpa (37%), San Pedro Sula (18.97) and Choloma
(17.9%). Puerto Cortés is no longer the strong growth pole it once was as a
result of the activity generated by the banana industry, but rather a city
which may serve as a focal point in the Step migration process. The economic
base of the area has diversified since the decline of the banana industry,
providing a variety of employment opportunities in the Free Zone, the Port
Authority, a Government agency, and some national industries, 1In addition,
the area surrounding the city continues to provide jobs in agriculture, Due
to its proximity to San Pedro Sula, many people travel daily to work in San
Pedro Sula,

Puerto Cortés was selected by INVA as a potential site for a housing
project, and thus, during the montls of June and July, the Planning Department
at INVA, conducted a market study in Puerto Cortes. The objective of the Study
was to determine the marketability of three housing solutions (serviced lot,
wet core, and basic unit) at a non-svbsidized price.

A non-random sample of 602 low income individuals who are not
homeowners was selected. 200 interviews were conducted at 10 places of
employment (Free Zone factories, Port Authority and the Cerveceria
Hondurena)., 402 were conducted in 12 low income neighborhoods and at the
Mayor's office (of people who came in Tesponse to announcements on the radio
about the study.) The team economist also gathered information from a variety
of instutitions to ascertain the current supply for the target population,

The response to the Survey was very favorable, Interviewers experienced a low
rate of refusals within the low income neighborhoods and considerable
cooperation from employees,

Characteristics of the Population

The respondents currently live in rented houses, the majority
of which are located {n neighborhcods subject to flooding, Housing conditions
are poor. Only 217 have running water in their homes; 30% are connected to
the city's sewer system. 437 have latrines, and the remaining 277 have legs
than adequate sanitary facilities. Rents are very high. Thirty percent of
those living in cuarterias pay over L150 per month. 58,5 percent living 1in
houses defined as detached pay over L150 per month., 40 percent pay more than
L300 per month.

Housing construction for this income group 1is practically non-
existant., A local service club has Sponsored a project of less than 150
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houses, financed by an European Development Foundation, and Vivienda de Sula
is building a housing project for middle income families. Teachers in the
area have formed a cooperative and applied for fimancing to their retirement
fund (IMPREMA) to build housing for teachers.

Solution Preference

The demand for housing is so great in Puerto Cortés that the
initial reaction of many respondents to the three alternatives (serviced lot,
wet core, and basic core) was that any solution would be acceptable if it
would allow them to purchase a home with adequate services in an area that was
not subject to constant flooding. Respondents were asked, however, to express
their opinion on the desirability and willingness to purchase each type of
housing solution separately (Table IV), and they were also asked to select one
of the three as their preferred solution (Table V)., A close examination of
the responses to these questions shows that definite preferences exist.

The serviced lot, a new housing solution being introduced by
INVA in Puerto Cortés, was favorably viewed by 80.6% (Table IV) of the
respondents, nearly all of whom (79.17%) found the unit affordable at the
quoted prices. Individuals currently living in a house tended to dislike the
serviced lot, more than those living in cuarterias, The most frequently cited
reason was that it was unfinished.

86.2% of the respondents liked the basic core unit noting that
it was complete and ready to occupy. 10% of this group, however, said they
could not afford to buy the unit because of the price. Of those who disliked
the unit (13.6%), many rejected it because they also felt they could not
afford 1t, Some, with larger families, said the unit was too small.
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TABLE IV

PERCENTAGE OF RESPONDENTS WHO LIKE 1/
AND WOULD BUY 2/ HOUSING SOLUTIONS

Desirability
of Solution Sires & Services Wet Core Basic Core
No. 4 No. Y4 No. Z
LIKES SOLUTION 485 80.6% 387 65,9% 519 86,2
Would buy 476 79,1 369 61.3 462 76.7
Would not buy 9 1.4 28 4.6 57 9.5
DISLIKES SOLUTION 117 19.4 205 34,1% 83 13.8
Would buy 1 .2 1 .2 1 .2
Would not buy 116 19.2 204 33.9 82 13.6
TOTAL 602 1002 602 1002 602 100.0

The wet core was the least favorably received, although over
sixty percent (65.9%) liked the solution., 61.5% indicated they would buy the
unit at the prices quoted. Those liking this solution commented that it was
more hygenic and complete than the serviced lot. Nevertheless, many felt the
difference between the serviced lot and wet core was minimal given the
difference in price and suggested that they could build their own sanitary
services cheaper,

These preferences are éven more apparent in the respondent's
selection of their preferred solution, Over half (58.3%) of the respondents
preferred the basic core. Nearly a third (30.6%) preferred the serviced lot
and slightly more than ten percent (11,1%) chose the wet core. Unexpectedly,
the lowest 1ncome groups preferred the wet core. Over 55 percent of those
preferring the wet core earred less than L 300 per month,

Source: 1INVA Market Study in Puerto Cortés, July, 1984,

1/ Respondents were asked to give their opinion on the desirability of each
housing solution Separately.

g/ Respondents were asked in a second question if they would purchase the
house at a given price.
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TABLE V

Percentage of Sample
Choosing Each Solution
as Their Preferred Solution 1/

Type of

Solution Number Z
Serviced lot 184 30.6%
Wet Core 67 11.1%
Basic Core 351 58.3%

Total 602 100.0

Source: INVA Market Study in Puerto Cortés, July, 1984,

l/ These data represent interviewees' responses to the question "Which of the
three housing solutions do you prefer?” The response, "“none of the above" was
not included as an alternative.
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TABLE VI

HOUSEHOLD INCOME DISTRIBUTION
FOR SURVEY RESPONDENTS, PUERTO CORTES 1/ MARKET STUDY

Income in Lempiras Number 2 %4 Cumulative
Less than L 100 36 6.0 6.0%
101-200 36 14.3 20,37
201-300 113 18.8 39,17
301-400 96 16.0 55.1%
401-500 T' 68 11.3 66.4%
501-600 | 61 10.1 76,57
601-700 49 8.1 84.6%
701-800 32 5.3 89.9%
801-900 14 2.3 92.2%
More than 900 47 7.8 100.07%
602

Source: INVA Market Study in Puerto Cortés, July, 1984

1/ The Meuian Income for Puerto Cortés was estimated at L 639 ($320) in
1984, Since data were not available for Puerto Cortés, the median income was
assumed to be the same as that for La Ceita, defined by Consuplane as a
development center. It was updated to 1984 from the 1978 figure.
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Affordability

Over half of the respondents (59.37%) reported a household
income between $100 (L 200) and $320 (L 639), and therefore can afford the
monthly payments for the serviced lot; 25 percent qualify for the wet core and
approximately 13 percent qualify for the basic core. Twenty percent (20.3) do
not qualify because their incomes are below the minimum needed $100, (L200)
for the serviced lot. Twenty percent do not fall within the target group
because they earn above the estimated median income of $320 (L 639) for the
area,

TABLE VII

PERCENTAGE OF RESPONDENTS WHO LIKE 1/
AND COULD BUY 2/ HOUSING SOLUTIONS

Affordability
of Solutions Serviced Lot 1/ Wet Core 3/ Basic Core 3/
No. YA No. % No. %
Can afford 357 59.3% 148 24,67 80 13.3%
Income too low 4/ 122 20.3% 331 55.0% 399 66.3%
Income too high 5/ 123 20,47 123 20,47 123 20.,4%
TOTAL 602 100, 0% 602 100,0% 602 100.07%

Source: INVA market study in Puerto Cortes, 1984,

1/ Respondents earning more than L200 can afford the serviced lot, assuming a
loan of L3,665 at 15% for 20 years,.

2/ Respondents earning more than L400 a month can afford the wet core,
assuming a loan of L5,273 at 15% for 20 years,

}/ Respondents earning more than L500 a month can afford the basic unit
assuming a loan of L8,600 at 157 for 20 years,

4/ Assumes respondents earn less than L200 could not meet monthly payments.

5/ Assumes the respondents earn above the median of L639 per month and thus do
not fall within target group.
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E, Spread Effect

Increased private sector involvement in providing shelter to the low
income families is anticipated. The turnkey concept, which allowed private
developers to increase their role in low income construction, has been
successfully implemented., Private sector involvement in the turnkey operation
will continue, and increase throughout the life of this project. As more
construction firms realize the potential of the market for this target
population, it can be expected that these firms will continue providing these
type of solutions with their own interim financing and wilil accept the
Fesponsibility and risk for sales of the solutions as well, Tinis project
introduces the si:es and services solution as a new solution for low income
Hondurans. As thisg solution proves acceptable and af fordable to the lowest
income groups, replication will occur through other public and private
non=profit organizations which work with the target group.

F. Impact
income families who will purchase the housing solutions, The principal impact
will be felt in three areas, Iimproved living conditions, secure land tenure

and employment generation,

a. Improved Living Conditions

Families will purchase homes in urbanized areas which will
provide them with access to basic infrastructure in the form of rfunning water,
electricity, and sanitary facilities. The improved sanitary conditions will
have a direct impact on the health conditions of the beneficiaries which will
result in a decrease in diseases stemming from unsanitary conditions,

The quality of the housing unit will be significantly
lmproved as a result of improved roofs, walls, and floors, thus providing
better protection against the elements and a greater likelihood of being able
to separate children's and animals' sleeping areas, also increasing family
sanitary standards and contributing to reduction of disease.

The current overcrowding in houses will be reduced from
the excessive density found in low 1ncome neighborhoods, This will be
particularly true for families moving away from the one room rentals
(cuarterias) where families of 6 and 7 people live in a 10 p2 Space,

Although the {initial size of the basic unit will be small, the construction
and lot size provide for t he opportunity to expand in the future. Experience
from HG-005 shows that for the majority of families, this occurs within the
first two years,
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b, Secure Tenure

As stated in HG-007, this project will also provide for
investment capitalization through home ownership, one major improvement over
renting, since rental payments are not recoverable by the renter. In
addition, project beneficiaries will have clear title and rights with regard
to the ownership of the houses, indicated by surveys as a strong priority .,

G. Employment Generation

The generation of employment is an important area of social impact
from this project. The direct impact is an increase in employment
opportunities for construction workers at the sites through the developers and
from the individual homeowners who will contract independently for workers to
build the basic room or add on to the basic unit. Experiences from 522-HG-005
show that the majority of families who purchased wet cores and basic units did
not actually build their homes themselves., Rather they contracted with
private individuals to do the work which the owners then supervised. Further,
an indirect effect will be to increase employment in the local construction
materials industry, as the demand for construction materials increases.

Based on the analysis provided in the Economic Annex M, direct
on-site employment is estimated at over 5,000 person-years.

H, Issues

Honduras i1s currently experiencing high unemployment and
underemployment which affects the poor more severely, This program of new
construction is designed to reach the upper strata of the lower income through
the INVA program and the lower middle class through the private sector
program. This population typically has a source of steady, verifiable income
and secondary wage earners in the household. Experience has shown that it is
very difficult to reach the very poor (0-15th percentile) with a program of
new construction, Upgrading programs will be continued as the most
appropriate vehicle with which to reach the very poor,

A bhigh number of women headed households are found within the low
income population. There are no legal barriers to women owning property in
their own name, or obtaining credit. Further a majority of the homes in
recent INVA projects are titled in the woman's name, whether married,
divorced, or single. Conceivable explanations include the desire of mothers
to provide security for themselves and their children regardless of their
relationship with the father of the children, the desire of fathers engaged in
small-scale commercial enterprises to protect their families in case of
business failure, and the result of a traditional pattern of material favors
offered by higher status, wealthier men to lower-income women. From the
motivational nature of these possible explanations, it would be extremely
difficult to measure the relative importance of each, but it does appear clear
that women are off=red at least their fair share of the benefits offered by
INVA.,



ANNEX J

DETAILED TECHNICAL ANALYSIS

I. Introduction

This program promotes the production of low-cost, basic shelter solutions
for the urban poor. It contemplates the developmant of a variety of
solutions, all planned to meet tiie financial capacity of low-income families,
Each solution is designed so that it can be expanded or improved upon, taking
into account the purchasers improved financial position over a number of
years, The end product will consist of a standard shelter solution, adequate
to accomodate the immediate shelter needs of the purchaser.

Several protortypes have been designed to serve as a point of
reference for this project, as well as to aid prospective promotors of
individual projects financed under this program. Illustrative cost estimates
based on similar projects now being undertaken have been prepared to give a
better idea of unit costs, and to analyse the affordability of the units,
Finally, five cities have been studied to give more concrete examples of how
low costs vary from area to area. In no way does this imply that other urban
areas are not qualified to participate in this program. Also, it should be
pointed out that all cos.3 are calculated with mid-1984 prices. Projectfons
as to future cost or price increases are incorporated in the financial
analysis using an estimate of inflation of 127.

The four prototype units expected to be built under this program are
shown in the sketches attached at this end of this technical analysis. They
are:

. Sites and Services
. Wet Core Unit

. Basic Core Unit

. One Bedroom Unit

S WM

In addition, home expansion loans will be extended to purchasers of
the site and service solution and the wet core unit,

A. Site and Services

This solution which i1s essentially an urbanized lot is targeted
to reach the lowest income family. It consists of a level lot with facilities
that will include most if not alil of the following improvements and public
gservices:

Electricity (light and power)
Water supply.

Sewer systemn,

Surface drainage

Leveling and earth movement.
Road ballasting.

Access road pavement.

Access sidewalks to housing.

o ~NOY W
-
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Sizes of lots and itemized costs are shown 1n the following

table:
TABLE J-I
COST ITEMIZATION OF URBANIZED LOTS
EXAMPLES IN FIVE CITIES
(In lempiras)
Land Infra Design Administ,

City Dimen Area Cost  Electricity Struct. Superv. Final/C. Total
Tegucigalpa 6:x12 . Om, 72m2  226.80 162.00  2,316.60 191.16 343.44 L 3,240.00
San Pedro

Sula 7x12.0m 84m2 235,20 168.00  2,402,.40 198.24 356.16 3,360.00
Pto. Cortaés 8x12.5m 100m2  297.43 212,45  3,038.04 250.69 450,39 4,249,00
La Ceiba 8%x12. 5m 100m2  280.00 200.00  2,360,00 236.00 424,00 4,000, 00
Danli I 8x12. 5m 100n? 280.00 200.00  2,860.00 236.00 424,00 4,000, 00
Danli IT* 3x12. 5m 12002 199,76 200.00  1,261.24 102.50 300.00 2,064,00
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Land costs for housing development vary because of a number of
factor including: a) topography. b) distance to public services, c) level of
those public services, d) the level of development of adjacent areas, e)
marked demand for buildable sites and ) clearity of ownership. With respect
to the last factor it should be enphasized that over the past “en years, there
have been many instances of squatters settling on vacant private lands. While
the government has tried to impede squatter settlements, landowners of
properties adjacent to such settlements have often sought to speedup formal
site development to prevent losas of these lands through invasions. Such
rushed private sector development can distort land prices.

The cost of land normally comprises about 7% of total
urbanization costs for low-income housing developments. This percentage
figure can be adopted for all such projects, although the costs may be lower
in secondary cities and towns. Land costs are still a minor component of
low~cost developments.

Design costs generally run about 3% of the total cost of the
urbanized lot. Supervision of projects include the cost of supervision of
construction, any lab tests required, and certain administrative costs, and
generally total about 2,57 to 3.3% of total land development costs. General
administrative costs, as calculated by INVA, include such item as costs
resulting from processing change orders, additional supervision expenses,
other contingencies, and general overhead. These costs generally run about
10.57 of total costs. Profits would be additional.

Provision of electrical power to a development is a function of
ENEE, the sole supplier of this service. Based on similar projects currently
being developed, the cost of this service would equal about 7% of land
development costs, It should be noted that individual hook-up of water,
sewerage, and electricity is an additional expense paid directly by the
homeowner at settlement.

Infrastructure costs comprise the bulk of land development
costs, typically running to 71% of total costs. This percentage is broken
down as follows:

~ Of f-site water installation 2,04
- On-site " " 7.7
- Off site sewage works 16.2
- Water and sewer conections on site 9.5
-~ Drainage 6.4
- Earth movements 11.2
- Streets 10.3
- Paths and sidewalks 8.2
Total 71.5%
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In the Preceeding estimates the overall cost of an urbanized
lot is somewhat higher for secondary cities due to larger lot sizes than in
Tegucigalpa. The level of infrastructure improvements are basically equal in
all cities, with one exception, The use of smaller lot sizes in secondary
cities would reduce total lot costs. 1In general, larger lot sizes are
suggested for secondary cities for environmental reasons and because lots are
traditionally larger both in coastal cities and smaller cities. The final
shelter cost and other caracteristics will be decided after assessing
af fordable alternatives. Changes will be introduced in the base components of
the projects to obtain the best solution. INVA will provide a home extension
loan for the purchase of sufficient materials to construct a bath plus an
18m multipurpose room.

2, Wet Cores
shower, and an outside concrete wash basin (pila) located on the urbanized
lot. The solution is designed so that gradual expansion can take place
following approved development patterns.

TABLE J-I1I

COST ITEMIZATION FOR WET CORE UNITS
(In Lempiras)

Lot Lot House House Total
Ciudad Area Cost Area Cost Cost
Tegucigalpa 72m“ 3,740,00 3m< 1,500.00 4,740,00
San Pedro Sula 84m?2  3,360.00 3m? 1,200, 00 4,560, 00
Puerto Cortés 100m2  4,249.00 3m? 1,400,00 5,469,00
La Ceiba 100m®  4,000.00 3m? 1,200,00 5,200,00
Danlf I 100m2  4,000.00 3m? 1,200,00 5,200.00
Danlf II 100m2  3,200.00 3m2 1,200,00 4,400,00%

The cost of the 3m2 sanitary units in the five cities will vary
from L1,200 to L1,500, depending on location. Costs are generally lower in
secondary cities due to lower labor costs., The cost breakdown for a sanitary
core costing L1,500 in Tegucigalpa 1s as follows:



Cost Item Percent Amount (L)

1. Site Preparation 2.8 42.0
2, Foundation 5.5 82.5
3. Sewer Drainage 19.6 294.,0
4, Water installation 8.3 124,5
5. Walls 18.0 270,0
6. Roof 5.1 76.5
7. Floor 2.6 39,0
8. Doors and Windows 12.7 180.5
9. Sanitary fixtures 11.3 169.5
10, Outside sink 6.3 94,5
11. Electrical fixtures 6.8 102.0
12, Painting 1.0 15,0

100,0 1,500.0

material loan to upgrade the wet core to an 18m? unit.

As in the case of the site and services solution, INVA will make a

3. Basic Core

This solution is a progressive improvement on the wet corz
unit. It consists of an 18m? multipurpose room and a bath, all built in the
lot in such a way that additional rooms can be added following any of the
designs approved by the developer.

TABLE J-III

COST ITEMIZATION FOR BASIC CORE UNLTS

(In Lempiras)

Lot Lot House House Total
City Area Cost Area Cost Cost
Tegucigalpa 72m-  3,240.00 18m% 4,349,00 7,589.00
San Pedro Sula 84m?  3,360.00 18m? 4,349.00 7,709.00
Puerto Cortés 100m2  4,249.00 18m? 4,500.00 7,749,00
La Ceiba 1002  4,000.00 18m? 4,349.00 8,349.00
Danlf I 100m2  4,000,00 18m2 4,349,00 8,349.00

but excludes the lot cost.

Construction costs do not vary significantly from city to city. The
expected cost of L4,349 includes the multipurpose room and the sanitary core,

The breakdown of units costs is as follows:
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Cost Item Percent Amount (L)

1. Site Preparation 4,2 140.88
2. Foundation 10.6 462,34
3. Sewer Drainage 9.2 398.69
4, Water installation 3.5 150.00
5. Walls 23.1 1,002.76
6. Roof 12.7 551.57
7. Floor 7.2 313.14
8. Doors and Windows 16.2 706,45
9. Bath Finish 1.4 61.84
10. Sanitary Fixtures 6.5 283.65
11. Electrical fixtures 4.5 194.68
12, Painting 0.6 25,87

100.0 L 4,349.00

4, One Bedroom

One bedroom units will be developed under the private sector
component of this project. Ag produced by INVA, a one bedroom unit would
consist of a 30m“ structure that will enclose living area, kitchen space,
one bedroom, and a bathroom, INVA's sales price of that unit today would be
in the L14,000 range. Promotors who participate 1in the private sector program
may use INVA's one bedroom unit as a point of reference, as shown in the
attached unit plan.

IT. Proposed Locations By City

Projects may be developed 1in any city or urban area in Honduras. The
following five cities are {llustrative of the situation and costs 1in all
Honduran cities.

A. Tegucigalpa

Indications are that there are a number of sites, both large and
small, that are suitable for development. 1Inp many instances, plans and
designs have been prepared, indicating a willingness by developers to develop
those sites. The major handicap to developing those sites has been the lack
of long~term financing. The avallability of water service 1s a major criteria
in selecting a project site in Tegucigalpa. Preliminary investigations by
SANAA and the Municipal Government has concluded that sites 1in the eastern
sector of the city are more iIikely in the short run to have access to an
adequate supply of water supply and sewerage,

Water Supply Proje-ts such as Upgrading of Tatumbla-Sabacuente,
Jutiapa, Chimbo, and Grillal, Sabacuante and Chimbo, Nivel 11 and Cedrillal
will bring more water to the storage and distribution centers that feed the
eastern sector. Most of the
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materials required to build these projects are in place. While decisions on
financing the cost of constructing these projects is still pending, these
projects are likely to be financed as part of the Mission "First Offensive" to

create employment,

B. San Pedro Sula

Acceptable sites are located in two areas of the city, the
northwest corridor along the Puerto Cortés road and the eastern sector. Both
areas are served by water and sewer main lines, with adequate capacity. These
lines will need to be extended a short distance to bring service to the
prospective sites. City wide, however, the level of water and sewer services

is deficient due to rapid urbanization.

San Pedro Sula is governed by an Urban Devzlopment Master Plan
that regulates growth of the city. It also indicates those sites designated
as appropriate for residential construction, No project, however, will be
financed in San Pedro Sula until the existing inventory of unsold units has

been sold.

C. Puerto Cortés

The old city was developed on a low tract of land extending
toward the wharf, Over the years, infill has been carried out in order to
continue to jncrease the amount of land above sea level., Recently, the
construction of new wharf installations in this area has raised land levels to
such a height that natural land drainage has been interfered with. Tnis has
caused flooding in the central orea of town when heavy rainfall occurs.
Therefore, the need for landfill and adequate drainage must be taken into
account when developing projects in the low lying areas. This in turn leads
to increased infrasiructure costs.

More recently, new residential developments have begun to
extend toward the southwest end of the city where projects are being located
on higher ground with no drainage problems. Water service is now available to
that section of the city, although the current lack of a water-borne sewage
system requires that developers install local sewage systems in residential

developments.
D. La Ceiba

This town has a recently improved water supply system and a
sanitary sewerage system not as extended as the water network. Sites with
good drainage are available for residential construction.

It {s worthwhile to note that in La Ceiba there are many low
cost housing projects that have been promoted by worker unions, cooperatives,
teachers associations and other institutions strongly subsidized and financed
at rather low interest rates (38-127).



The smallest city of the initially selected group of towns to
be considered as a beneficiary of this program, is located east of Tegucigalpa
over 70 miles of paved road. Publice utilities are available being operated by
SANAA and ENEE. A small project, "Las Brisas" was recently built on the
southern edge of the city. As all services are available on the same side of
town as "las Brisas,” it is most likely that this area will be the choice for
new pro jects. A market survey completed in August 1984 confirmed that there
1s demand and affordability for solutions funded under this project,

III. CONSTRUCTION SECTOR

A, CaEacitX

The recent econonmic downturn has caused a reduction in the level of
construction activity, Little industrial construction is taking place, and
the construction of the hydroelectric plant of E1 Ca jon which generated
considerable activity in the sector is now substantially completed,
Residential construction, while lower than the boom years of 1980/81, still
manages to provide some work for contractors, INVA continues to provide
construction opportunities, while pension funds are financing homes for
pension members, However, it is estimated that the construction sector is
operating at about one-third capacity. This affects all sectors of the
industry, i1ncluding general contractors, engineers, and labor, Generating
additional housing activities in the sector woulg cduse no problems and in
fact, any new housing programs would provide a needed boost to the industry,

B, Labor and Materials

During normal times, there is an ample supply of skilled labor for
the construction of low-1income housing projects. Most of these skilled
workers are found in Tegucigalpa and San Pedro Sula. Due to the compactness of
the country, however, relocating these workers to other cities poses no
problem. Unskilled workers are in more than adequate supply. Again the
Tecent downturn in economic activity has increased the supply of both skilled
and unskilled labor,

Materials are generally available, Except for electrical
components, some plumbing fixtures and sanitary ware, and door and window
hardware, a11 materials required to produce low-income units are produced
locally, Locally produced material include cement, wood, rails, foofing,
floortile, PVC pilpe and aggregates. All are produced in adequate quantity for
the expected demand from this project. The economic recession has increased
the unused capacity of these producers, which gives further assurance that
building materfals will be readily available,



C. Bottlenecks

The primary block to residential construction in Honduras has been
the lack of long-term financing. This financing will be a major contribution
of this project. Construction financing is available at the present time but
is not easy to obtain as Honduran lenders are quite conservative and impose
stiff collateral requirements. Based on the recommendation of the Project
Paper team private sector consultantl/ that the remedy could be worse than
the d’sease, no interim financing by the government is planned under this

program.,

In Tegucigalpa, there has been a serious problem of overall water
supply for many years which is discussed in more detail in the section on
infrastructure.

Other elements such as land, labor, standards, capacity of the
{ndustry and materials have not been problems in the past. The limited
availability of dollars to pay for the few essential imported construction
materials has potential to slow implementation and, therefore, will be

provided as described below.

D. Availability of Foreign Exchouge

The availability of foreign exchange is crucial to the development
of this project. While the percentage of imported materials for, this project
i{s minimal about 7 to 10% of the total cost of materials for an average unit
or 5% of the total HG financing, the lack of foreign exhange to purchase those
few materials could jeopardize the completion of the project. Tue Central
Bank has established a list of import priorities with construction materials
third on the list, after food and medicines,

For this reason, the Central Bank has recommended that it be
required to provide the necessary dollars for purchase of the essential
imported materials. Therefore, such a provision has been included in the
covenants recommended for the Implementation Agreement. Specific procedures
acceptable to A.I.D. will be defined by the Central Bank.

E. Use of Local Materials - Adobe and Bahareque

This program gives consideration to the use of available indigenous
materials employed to obtain cost reductions, to avoid a drain on the limited
supply of hard currency, and to increase local labor participation. Earth and
wood are the most wide-spread and abundant construction materials in the

country.

1/ Herbert Adelman, Report on Private Sector Program (preliminary draft)
dated July 2, 1984, available from RHUDO/ROCAP, Tegucigalpa.
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1. Methods of Use

The principal house construction methods using this materials
are: adobe bricks, soil-cement blocks, and wattle and daub (bahareque).
Adobe bricks or blocks are molded from a clay-based mixture reinforced with
straw or other fibers, Mixture should have a high enough water content to

render it plastic and workable to be formed 1in simple molds in sizes that vary

in width (0.35 -~ 0.40m), height (0.10 - 0.15m), and length (0.35 - 0.50m).

Soil-cement bricks are cast in forms set in mecihanical rams,
They are made out of a mixture of soil and 5-10% cement. This brick size is
generally 0.08 x 0.15 x 0.20m,

Bahareque (wattle and daub) is a framework of posts and poles
supporting an assemblage of horizontal wooden members forming the inner and
outer faces of walls, Soil and stones mixed with water to the proper
consistency fill in the framework, Wall width varies from 0,15 to 0.20m,

A mix of dirt, sand, and lime covers the surface, Usually a finish of sand
and lime 1is applied to improve appearance and hardness,

2.  Ongoing Experience

INVA is experimenting through its Rural Housing Division with
projects using adobe at Jamastran and with soil-cement in El1 Pate, Yoro.
Other institutions have developed small projects in bahareque,

Reports on costs show marked differences in favour of these
construction methods when compared with concrete block or clay brick
construction costs, However, as information used comes from subsidized
government projects, adjustment of complementary cost components would be
necessary to develop comparable figures,

INVA 1s 1in the process of building a prototype with bahareque

in Santa Cruz de Yojoa to test acceptance and gather reliable, up-to-date cost

information.

3. Pro ject Execution

Thre are two ways to implement these types of projects:

a. Give the promoter's function to a Cooperative or other
qualified organized civic group, technically assisted by INVA, to build the
project, or

b. Finance a turnkey wet core and/or site and services
project, build a model, and offer technical assistance in connection with the

home extension loan program. Both alternatives may be tested in this project.
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IV, Infrastructure Considerations

A, Availability of Services

A major problem that affects all housing developments in Tegucigalpa
and San Pedro Sula as well as many other cities 1s tne availability of water
and sewage service to the project. 1In order to overcome this problem, housing
developments bullt under this project must be shown to have ready access to an
adequate supply of water and sewage system, water—borne or local, in order for
the project to receive approval. As a first step, SANAA, the national water
company, has provided INVA, and will provide the private sector, with full
information on the status of water and sewage supplies throughout
Tegucigalpa. The San Pedro Sula water supply agency —DIMA- has done the
same. Moreover, SANAA expects to receive additional funding shortly to
improve and 1ts Teguclgalpa water supply system, and it Is expected that funds
will be reserved to help ensure that projects financed under this project will
benefit from overall improvements in the system.

The provision of electrical power, which is provided nationwide by
ENEE, is more a problem of delays in Installation of service than one of
avallability. Prior to initiation of construction of a project ENEE must
approve the electrical plans, and the developer must pay LENEE in advance for
the cost of providing thils service. Advance payment does not ensure prompt
service; in fact, delays are chronic. The only recourse to this problem is
removal of INVA from the process to permit direct coordination between the
developer and ENEE. We expect a more aggressive stance by the developer to
obtain timely receipt of the service for which he has paid.

The timely delivery of electricity, water, and sewerage services
will be the direct responsibility of the private sector developers. However,
A.L.D., through 1ts technical advisor, will require periodic discussions with
ENEE and SANAA to ensure better coordination for this project.

B. Standards

For many vears, infrastructure constructlion standards were set to
U.S. standards, due to the fact that engineers often received their education
from U.S. textbooks, even in Honduras. This led to the overdesign
of infrastructure, with concomitant high costs. With AID's encouragement and
assistance the deslign level of water and sewer supply for housing projects has
been reduced to reflect actual needs. This is the case for off-site
Infrastructure improvements made by SANAA, and on-site improvements by the
developer. Subsequent evaluation of these minimum standards indicate that
they are being applied to all of INVA's projects. Currently standards are set
as low as technically feasible.

Other standards have been reduced also. Reflecting the income
status of the inhablitants of INVA's projects, the number of units fronting on
streets has been minimized, and instead units are accessible by pathways. Lot
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sizes have also been reduced and in certain projects lots of 65m2 are being
sold. Given expected family size and Space needed, this is probably the
minimum necessary for single family dwellings, The reduction in all these
Standards reduce costs and thereby make INVA's solutions more affordable for
low-income families,

5. Home Extension Loans

The provision of incomplete shelter solutions, such as the site and
services solution and the wet core unit, offers very low income families
access to a housing opportunity., Additional Fesources must be found
immediately to expand that solution, at least to the level of a minimal or
basic unit of 18 to 20n s Which, while crowded, will accomodate the average
family. Over the years the unit can be expanded to provide adequate space for
the family, The rationale for the use of this technique is that the
purchaser can pace his investment to this own financial situation and may

core units and $1,125 for the site and service solutions. The purchaser will
cover the cost of erecting the units., If mOSt construction is carried out by
the purchaser, however, the extra expense will be minimal. Studies have
indicated that the level of construction knowledge necessary to build an
additional room is low and that the purchaser, perhaps with friends and
relatives, is capable of carrying out that activity. Experience with earlier
projects in Honduras indicates that much of the expansion work is successfully
contracted out to individuals and very small firms,

In previous projects where the concept of home extension or
improvement loans was applied, INVA employed two methods of administering the
loan program. 1In both cases the loan was made 1in the form of vouchers, which
were used to purchase the amount of materials required up to the maximum. In
larger projects in Tegucigalpa, INVA has erected a materfals warehouse
omsite, where both the loan application 1is made and the materials disbursed,
In smaller towns INVA has contracted with local building material suppliers
and has selected a supplier on a competitive basis to exchange the vouchers
for the supplies listed. No comparison of cost or efficiency between these
two methods has been made, INVA expects to evaluate those two methods and
concentrate on applying the one that 1{s most effective in projects developed
under this program,

Most purchasers of these two solutions obtain part or all of the
cash resources needed to expand the solution from other Sources., It is

extension loan. Funds are reserved in this project to satisfy about 70% of
the purchasers with a maximum loan. In the event that the allocation for this
purpose is not fully used the surplus may be used to make loans to families to
expand a basic unit or, conversely, additional solutions of any of the three
types contemplated may be built,
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Technical assistance will be provided to INVA to analyse the concept
of incomplete shelter solutions, and to develop alternative solutions in the
event charges are desirable.

6. Turnkey System - A Description

The purpose of the turnkey system is to accelerate the development and
construction of housing, while at the same time producing housing at a lower
cost. By joining the resources and experiences of builders with the knowledge
and ideas of developers and designers, improvement can be made in the delivery
of finished units,

The turnkey system is defined as a procedure for acquiring housing units
whereby the private sector developer/builder assembles a site, designs the
pro ject, obtains construction financing, and builds the project. INVA
receives the completed projects, sells the units to qualified purchasers,
provides long term financing, and services the mortgage. The procedures for
developing a turnkey project are precise. Initially, the role of INVA
consists of program design. INVA identifies localities for prospective
projects, including type and number of units to be bullt. It then advertises
that it will accept proposals from developer/ builders to develop a project
along the lines advertised. These proposals Include the following information:

- Pro ject site

- Ownership of site

- Type of units to be build

- Development plan

- Financial plan

- Type of construction

- Pro ject cost

- Infrastructure plan

- Topographic conditions

- Financial condition and project experience of the developer/ builder
- Construction financing arrangements

INVA evaluates the proposal or proposals, and then selects one proposal
for implementation. A contract between INVA and the developer/ builder is
negotiated, which stipulates the terms and conditions under which the project
is developed and built. When the project or a project section is completed it
is turned over to INVA; that is, the keys are handed to INVA. The developer/
builder's role is then completed. INVA takes the responsibility for selling
the units and provides the long~term mortgage financing. INVA then services
the mortgage loan.

The experience tn HG-005 demonstrates that the turnkey delivery system is
superior to the previous delivery systems used by INVA., Accordingly, INVA's
management has accepted thls system as the most appropriate way to develop
housing projects.
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To extend further the responsibility of the pPrivate sector developer,
INVA will promote as a part of every Turnkey offering the option of Turnkey-

Plus—Sales.

requirements but will accept the responsibility and risk
In Tegucigalpa where

for a higher margin on the pro ject.

The private developer will meet not only all the normal Turnkey
of sales in return

there is now a

strong market and yet INVA is not able to coordinate delivery of the units and
sales to its waiting list, delegation of this Fesponsibility to the private
sector will eliminate a significant financial drain from INVA's operations,

In secondary cities, in addition to developers who know their market and could
expect to pre-sell the project, there may be considerable interest by private
voluntary organizations who cnuld be expected to build on existing programs
and communications to miniuize the sales price for their bereficiaries.

Shelter Solution umber  Average Costs 1/ tot
Sites and Services 1,406 2,486
Wet Core Units 1,613 3,576
Basic Core Units 900 5,827
1 Bedroom Units 1,425 8,561
Home Extension Loans 2,648 1,122

Total Shelter Investment
Technical Assistance
Total Program Investment

$ 3,496,000

5,768,400
5,244,000
12,220,000
~2,971,600
29,700,000

29,700,000

~-.100,000

$ 30,400,000

1/ Investment costs per activity includes the 12% per annum inflation factor over

‘the life of the project,



ANNEX K

DETAILED FINANCIAL FEASIBILITY ANALYSIS

This financial analysis was prepared for INVA only, and takes into
consideration the public sector component of the project that will be
implemented by that institution. No analysis was prepared by A.I.D. of the
private sector of the project, but no private financial institution will enter
into the program without its own careful analysis, The financial rates of
return given in this analysis include only the INVA component of the project
and are calculated only varying assumptions. The financial rate of return for
the entire project, including beth the private and public sector components,
and based on a single set of assumptions, is given in the Economic Analysis
Section of this PP.

I, Financial Analysis —~ Years 1982 and 1983

A. Balance Sheet

In order to analyze INVA's financial position, financial ratios and
percentage variances in the balance sheet from the end of 1982 to the end of
1983 have been taken into consideration with respect to liquidity, leverage,
activity, and profitability. Liquidity ratios show the institution's ability
to meet cash demands. Financial leverage refers to an institution using
borrowed funds to finance an operation which will earn enough to cover the
financial cost and an additional amount of return to equity. The activity
ratios are designed to indicate the asset and resources utilization. The
profitability ratios indicate the institution's performance. Following are
percentage variances on the basic assets and liabilities, and income and

expenses.,

'000 of Lempiras

1983 1982 % Variance
Loan Portfolio L53,500 138,530 +39%
Total Assets 81,335 65,760 +24%
Loans Payable 26,698 19,212 +397%
Government Contributions 53,357 49,084 +9%
Capitalization 67,972 56,478 +207%

The above variances indicate the following:

1, The net increase in long-term debt was invested in income
generating portfolio,

2. The increase in assets was financed by an increase of the
capitalization (long-term debt + net worth) and other debts,

3. Government contributions increased by 9% (positive) and the
accumulated deficit by 237 (negative) thus leaving a net increase of 7% in net
worth as a result of the decrease in accumulated losses of 42%.



4, The increase in resources was allocated as follows:

Increase in net worth 7%
Increase in long—term debt 39%
Increase in other liabilities 54%
100%

Increase iz portfolio 39%
Increase in 1iquid assets 63%
Decrease in other assets (2%)
100%

B. Income Statement

The income statement for the same period shows the following

varlances:
Decrease in net financial income 1%
Increase in other income 173%
Increase in operating expernses 292
Increase in other expenses 56%
Decrease in net loss 162

The above variances show:

1. Minimal increase in productivity (return on investment versus
financial cost.)

2. Increase 1in other income due to adjustment of insurance
premiums (life insurance).

3. Increase in net operating expenses (29%) due to an in-
crease in actual expenses of 18% and a reduction in the overhead allocation of
30%, due to a reduction in work in progress of 15%.

C. Financial Ratiosg

Financial ratios shown in Exhibit 4 for 1982 and 1983 show the fol-

lowing:
1983 1982
Return on portfolio 8.92% 7.90%
Interest paid/Portfolio 5.32% 2.14%
Operating Expenses/Portfolio 8.08% 7.45%
Negative 4587 1.6

Basically, the increase in operating expenses to portfolio and the
cost of debt (HG-005) affects the net return on the portfolio. The return on
the portfolio in 1983 and 1982 should have been 9.17% and 8.72% respectively

in order to break even. The actual return was 8.92% and 7.90% respectively.



Otherwise, a portfolio of L54.9 million as compared with L53.5 and L42.5 with
L38.5 million would have been necessary in order to break even in 1983 and
1982 respectively.

The average financial cost of the long-term debt is 10.64% as of
December 31, 1983. The ratio of Portfolio to Long-term debt is 2:1 at an
average rate of 8.92%, thus leaving a net spread of L2 million. The debt ser—
vice ratio is 2.09 1in 1983; therefore, the portfolio generates encugh cash
flow to service the debt and make investments; however, INVA's high level of
operating expenses is preventing INVA from reinvesting at reasonable levels to
keep the same sound debt service ratio, as can be seen in Projection No. 1
(EXHIBIT 4). Other financial ratios (EXHIBIT 4) indicate INVA's slow decapi-
talization, e.g. Operating Expenses/Total Income .95:1; Return on Net Worth
(0.64%).

In general, INVA's financial position is slightly deteriorating due
basically to: 1) low financial return on investment which does not correspond
to the financial cost of debt; 2) high percentage of operating expenses over
portfolio; 3) ratio of almost 1l:1 of operating expenses to total income.

II. Financial Projections

Projection No., 1 - Exhibits 1, 2, 3 & 4

This projection takes into consideration only those resources already
committed to INVA by donors, including the Government of Honduras. Since INVA
cannot count on additional capital contribution from the Government of
Honduras after 1985, no additional resources are taken into account. The pro-
jection was carried through 1993 only to show the investment capacity for
126.3 million in 10 years or L2.6 million per year. Under the assumptions and
actual financlal status, INVA will have to use caplital resources to cover the
deficit from operations which reflect on its investment potential.

The financial ratios (EXHIBIT 4) show that: 1) by 1986 INVA will have
reduced its net worth by 11% or L7.3 million; 2) the return on investment to a
break even point would be 10.62% versus projected 9.34% or a portfolio of
198.9 million versus projected L46.8 million and; 3) the return on assets is
projected to be 4.06% when the average debt financial cost is 10.77%.

It is not necessary to elaborate further on this projection since there
is no basis for believing that the institution will continue its normal opera-

tions under such unsound conditions.

Projection No. 2 - Exhibits 1A, 2A, 3A and 44

This projection assumes the same conditions as Projection 1, plus an HG
loan for $15 million (L30 million) at 15% payable in 30 years, 10 years grace
period, and L3 million in counterpart contribution at no cost. The average

interest rate of the total financing would be 13.64%, and the average fi-
nancial cost of the long-term debt, including HG-008, is projected at 12.39%.



The cash flow projection shows a negative flow from operations in all 10
years of the projection; therefore, capital resources must cover the deficit
reducing INVA's investment potential., The total investment projected in 10
years 1s L65.3 million with the highest investment in 1988 with L10.4 million
and the lowest in 1990 with L.4 million, A slow Tecuperation starts in 1991
through 1993 as follows:

Year Increase % Increase

1990 L0.42

1991 L1.40 233%

1992 L1.60 14%

1993 L1.90 19%

The negative cash flow from operations represents between 21%
in 1984 and 66% in 1993 of the positive flow from capital resources and recu-

perations,

The basic key financial ratios show a slow decapitalization
starting in 1989,

Ratios of: 1989 1993
Interest Paid/Interest Earned .81 .92
Operating Expenses/Total Income 1.83 3.96
Return on Assets 5.81% 3.75%
Return on Net Worth (Negative) (7.21%) (23.93%)
Long term Debt/Capitalization .69 .80

The above ratios are conditioned by: 1) the average cost of the HG-008
of 13.64%7 and the average return on Investment (1:10:1) of 15.36% (1.72%
spread); 2) high operating expenses that do not correspond to the level of
investment and; 3) low growth of investmernt due to the negative flows from
operations,

Under this projection, it can be assumed that INVA would continue to
opérate even with a reduction of its capitalization, although 1ts net worth
will decline from L37.3 million in 1982 to L16.2 million in 1993 or a 57% re-
duction. But, can be alsgo assumed that it would be difficult for INVA to con~

Projection 3, Exhibit 5 - Reduction of Operating Expenses

This projection includes the previous assumptions, plus an increase of 5%

annually of the operating €Xpenses, but also reflects a modest allowance for



inflation., In addition, it assumes that INVA will reduce gradually its admi-
nistrative costs.

Reduction in Ad- Adjusted Reduction after
Year ministrative Costs 5% adjustment for inflat.
1985 10% 5.49%
1986 15% 10.75%
1987 20% 15.99%
1988/1993 25% 21.25%

This projection shows that a return on portfolio of 14.02% 1is necessary
to break even as opposed to 17.61% without the reduction of operating expenses
(see previous projection). As a result of the reduction in operating expenses,
the institution improves its financial position for the following reasons:

1. Additional portfolio resources of L19.8 million generated at the
same terms as HG-008.

2, Increase in the return on investment by 1.10% relative terms.

3. Reduction in the operating expenses over average portfolio of 27%Z in
relative terms.

4, Improvement in the debt service ratio of 1.14 in relative terms.

5. Increase in the percentage of operatlonal expenses over total income
of 257% in relative terms.

Despite the improvement shown when assuming a reduction of the operating
expenses, the financial position improvement does not maintain the same trend
after 1993.

Change Index: 1991 1992 1993
Return on Investment +1.06 +1.07 +1.01
Operating Expenses/Average Portfolio -.68 -.66 -.67
Portfolio/Long term Debt +1.15 +1.15 +1.15
Portfolio/Capitalization -.98 -.98 -.98

The above financial indicators show that while a reduction in operating
expenses at an average of L1.3 million per year and invested at an average of
12.2 million per year financlally assists INVA it 1s pot sufficient to gene-
rate the necessary investment funds. Therefore, additional fresh capital or
debt at soft terms would be required in 1988/1989, in order to keep the insti-
tution in a sound financlal position and maintain 1ts produ-~tion capability.
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IIX. Portfolio Status

A review of INVA'
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5/31/84 12/31/83 12/31/82

13,188 12,354 9,070

100% 100% 100%

7,108-54% 7,813-63% 6,577~72%

2,499-19% 1,979-16% 1,093-12%

2,104-16% 1,459-12% 613-7%
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1007 100% 100%
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1,589-12% 1,488-12%
891-7% 835-7%
1,072-9%  1,072-9%
~2,528 26X - 1,146 13%
+910 57% + 491 332
+1,213 1362 + 624 75%
+405 38% + 31 3%

ncollected accounts as of the given
This reflects a substantial dete-
€ necessary actions to improve the

adversely affects the Institution



Projection No. 1l

Assumptions
Inflow

1. Amortization of the loan portfolio as of 12/31/83 at an average rate
of 9.50% - 15 years average remaining term.

2. Loans Payable

522-H5-005 16.50% L 11.4 million
CABLI-3-008-00 5.% 2.5 million
CBH 5%/10% 6.5 million
Government of Germany 2% 4.2 million
3. New portfolic recuperation:
Average interest rate 12.25%
Lverage term 17 years
Downpayments 10%
Costs in addition to direct cost:
Price-escalation adjustment 10%
Operating costs (indirect) 9%
Outflow

Long-term debt repayment

Interest on long—term debt

New construction in progress/turnkey projects

Operating expenses and salaries and fringe benefits adjusted by 5%
per annum based in 1983 expenses.

MWN
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Projection f£1

I Y

INSTITUTO NACIONAL DE LA VIVIEuDA (INVA)
Cash Flow Project.lon
Year 1984 through 1993
. 1934 1985 1986 1987 1988 1939 1990 1991 1992 1993
Cash on hand 5,405 6,392 6,508 5,007 5,527 5,772 3,816 5,637 5,08 4,396
Operations
Intcerest earnnd 3,838 7,000 7,823 7,280 6,903 6,491 6,042 5,548 5,010 4,420
Interest paid 4,674 4,962 5,224 3,134 5,044 4,955 4,806 4,776 4,622 4,471
Net (816) 2,038 2,599 7,146 1,859 1,536 1,176 772 383 GD
Commissions and ofher {nconme 306 __359 573 _
Total Income (530) ,597 3,172 2,146 1,859 1,536 1,176 772 388 GD
—-A° _ncome
Operating expenses 1,955 2,052 2,154 2,261 2,374 2,493 2,618 2,749 2,886 3,030
Salarfes and frinne benefits 2,450 2,572 2,700 2,815 2,976 3,125 3,281 3,445 3,018 3,799
Total 4,405 4,624 4,854 5,096 5,350 5,018 5,899 6,194 6,304 v,829
Net flov from operntions (4,935)  (2,027) (1,682) (2,950)  (3,491) (4,082) (4.723)  (5,422) (6,116) (6, 880)
Capttal Resnurces and ﬁt‘_évperations
Principal Recuperat fons 2,558 3,376 3,850 4,393 4,710 5,182 5,631 6,125 6,663 7,253
Reserves 427 522 506 490 470 460 440 420 400 8o
Lonp term debt 20,186 4,400
Cove rnment (Conlrlhullons) 2,600
Total 23,171 710,898 4,356 %,883 3,240 5,642 6,071 €, 545 7,063 7,603
Less: Peincipal Trepayment a~lons term
deht 1,026 1,304 1,482 1,49) 1,504 1,516 1,527 1,679 1,632 1,672
EIEAL 22220 22807 EYALLS ALY
Net ST B w1 RD6 %1% T3m ieee 5,431 5961
Total amount avaflable 17,210 7,567 1,192 440 245 44 (179) (556) (685) (919)
Investments 16,223 7,451 2,61)
- _r —_— —— P ——
— T2 116 (1,42D) 540 245 % am (556) (633) ~(919)
Avallability at the end of the year 6,392 6,508 5,087 5,527 5,792 5,816 5,637 5,081 4,396 3,477



Projecliou f1

EANIBLIT 2
INSTITUTO NACIONAL DE LA VIVIENDA (INVA)
Balance Sheet Statement
As of Decemher 31, 1982 through 1933
In thousands of Lempiras
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Aascts
Cash 3,306 5,805 6,392 6,508 5,037 5,527 5,772 5,816 5,637 5,081 4,396 3,477
Loan gorilolio 38,530 53,500 80,931 87,175 86,008 B2,415 77,645 72,463 66,832 60,707 564,044 45,791
le<a: Provision For doubtful
rccounts 947 1,141 1,141 1,141 1,141 1,14} 1,141 1,141 1,141 1,141 1,141 1,141
37,583 52,059 79,190  8G,034 83,667 81,274 76,504  Ti,32Z 85,691 39,56 532,903 45,650
Long-term investments L} 4 A 4 [ 4 L} [} 4 [ 4 4
Other recelivables 1,222 1,292 1,292 1,292 1,292 1,292 1,292 1,292 1,292 1,292 1,292 1,292
Construction in progress 16,689 14,144
Land 3,852 3,447 3,447 3,407 3,047 3,h47 3,447 3,447 3,447 3,447 3,447 3,447
Inventory of units 1,443 3,066 3,066 3,066 3,006 3,066 3,006 3,060 3,066 3,066 3,060 3,000
Fixerd ansets net of depreciation 1,170 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222
Other assets 491 396 396 376 396 396 376 396 396 396 396 396
Total Assels 65,760 81,335 95,609 101,967 100,181 96,228 91,703 86,565 890,755 14,0754 66,726 53,554
Liabhilities and liet Uorth
Saviopea 176 785 785 185 785 785 185 785 785 785 785 785
Loans Payahle 19,212 26,698 45,858 AB,93h 47,472 45,979 44,475 42,959 41,432 39,753 38,121 36,449
Conatruction Contracts Payahle 2,751 7,957
Intetest and Accounts Payable 1,148 992 1,852 1,852 1,852 1,832 1,852 1,852 1,852 1,852 1,852 1,852
Retent fon to Buflders 1,157 272 272 272 272 272 272 272 272 272 272 272
Reanrves 3,450 3,357 6,242 7,592 8,398 8,398 8,398 8,398 8,393 8,398 8,398 8,394
Total Liabilities 28,494 40,061 55,609 59,455 58,779 57,286 55,782 56,266 52,739 51,060 49,428 47,750
tet Vorth
GCevernment Contributions 49,084 53,357 53,357 55,957 55,957 55,957 55,957 55,957 55,957 55,957 55,957 55,957
Accimulated Dellcit 11,818 12,083 12,757 13,44) 14,555 17,015 20,036 23,658 27,951 32,943 38,659 45,159
37,266  &I,174 40,600 43,514 41,402 38,942 35,921 32,299  7§,0i6  23,0ik 17,298 iu,798
1
Total Linbilities and Hat Worth 55,760 BAL3MS,  £5.009,  A0A96%  APQARL  2LA8  2LJO RGI0R AR LAMA 08,038 24,334




FProjection #L
EXUIBIT 3

INSTITUTO NACIONAL DF LA VIVIEUDA (Lliva)
Income Statement

Years ended December 31, 1982 throuph 1993
In thousands of Lempicas

1982 1983 1984 1985 1986 1987 1988 1989 1990 1993 1992 1993
Incone
Intercst earned 3,046 4,639 G,376 7,595 8,123 7,280 6,903 6,69} 6,042 3,548 5,010 4,420
e el‘;::lfr‘:v;:cial Income rgi—g %% , ;:?LU; %:Z_gi- %:%9; %,I'L:% %:%'; %%" %ﬁ(l,—g L% i’% i,%)
Other Income 632 1,725 ) 2,029 1,305 843 490 470 460 440 420 L] 33u
Total Incomn 2,852 3,914 3,731 3,938 3,742 2,636 2,329 1,99 1,616 1,192 748 329
fNperating F.x_pm
Salaries ang frirne bencfitn 2,147 2,334 2,450 2,572 2,700 2,835 2,976 3,125 3,281 3,445 3,618 3,799
Other operating expenses %f:TI(J, %_:_fg% %_:_2(5)_; %:%f_ Z’;gﬁ %_:% _;_:_.;% %% %f% %:%;c% %:% %:gTJ(;
loss: Construction cost
allocation 639 430 .
ELLESN R/ v S v v 220 LS IWY LI o wam
Ol her pxponges 297 46)
Kot Profit or (Loas) (316) (265) (674) (686)  (1,112) (2,460) (3,021)  (3,622) (4,283) (5,002)  (s5,716) (6, 500)
Accomulated Poficit Previous Year 11,502 11,818 12,08) 12,757 13,44) 14,555 17,015 20,036 23,658 27,941 32,943 38,659

Accimulated Deficit-Balance Sheet 818 2,083 2,152 3,443 6,55 7,9 20,036 3.65 7,94 2,94 )8,659 45,15
41L.8) A ALISL A48 aa.sss 29,036, 3,633 24, 2,033 W33,



Projection Ho.l
EXILIBLIT

TYPE RATIO 1982 1983 1984 1985 1986

FINANCIAL RATIOS AND PERCENTAGES

Debht-Service Rattio 1 2,09 1.60 1.75 1.73
Partfalio/long tern debt 2 2.0 2.0 1.8 1.8 1,8
Lang term debt /Capitalization 3 4 .39 .53 .54 .53
Portfolio/Capitaltzation 4 .68 .78 .94 .95 .98
NDobt-t o~Equily Ratio 3 .67 .89 1.3% 1,40 1,41
Portfolio/tet Worth 6 1.03 1.30 2.19 2,05 2.10
Retura on asscls 7 0.78x 2,692 §.322 4,322 4,061
Return on net worth 8 (0.84X) (0.642) (1.64X) (1.69%) (2.61X)
Times fnterest earned 9 .62 .89 .86 .86 .78
Interest earncd/average portfolfo 10 7.902 8.92X 8.96% 9,042 9.34X
Interest paid/average portfolio 11 2,142 5.32x 6.57% 5.907 6.00%
Iperating expensen/average portfolio 12 7.45% 8.08% 6.192 5.502 5.58Y
Interest paid/interest earned 13 .27 .53 1 .65 .64
Operating expensea/total income 14 1.00 .95 1.20 1.17 1.30
Return on Portfolio to hreak even 8.7212 9.172 10,492 9.85% 10.62X
Average portfnlio needed to break even L 42,557 L 54,977 L 78,68) L 91,603 L 98,875
lLevernpe

Activity

Profitability



Projection 2

Assumptions
Inflow
1. Projection 1
2, HIG 522-HG-008 L 30 million
3. Local participation L 3 million
4, Recuperation of investment

82% = 157 - 20 years
18% = 17% ~ 10 years

Outflow

1. Projection 1
2, HIG 522-HG-008

Interest Rate 15%
Grace period 10 years
Amortization period 20 years
3. Investment
827 = 15% - 20 years

18% = 17% - 10 years

Other financial data
Investment at 15%:

Overhead 9% over direct cost
Escalation adjustment 10% over direct cost
Do wmpayment 10% of final cost

Investment at 17%:

Loan amount includes 7% margin to INVA,



Pro jection #2

EXHIBIT 1 A
INSTITUTO NACIONAL DE LA VIVIENDA (1NVA)
Cash Flow Projection
Years 1984 throuph 1993
1984 19485 1986 1987 1988 1989 1990 1991 1992 1973
Cash on hand 5,405 6,392 6,335 4,635 5,552 6,211 6, 908 8,74] 9,465 10,119
gpl‘l'nl fona
Intereat earned 3,R38 1,455 2,026 9,498 10,664 11,643° 11,147 10,727 10,272 9,777
Interernt pald 5,074 5,369 6,294 7,070 8,357 9,455 9,300 9,276 9,122 8,971
Ne t (830) 2,086 2,732 2,002 2,307 2,188 1,781 1,451 1,130 8u0
Cammlanions and other income 306 559 5713 706 794 874 877 889 902 918
Totnl Income (530) 2,645 3,305 3,108 3,101 3,002 2,658 2,340 2,052 1,724
Operating expenses 1,955 2,052 2,154 2,261 2,374 2,49] 2,618 2,749 2,886 3,030
Salaries and fringe benefits 2,450 2,572 2,700 2,835 2,976 3,125 3,201 3,445 J,018 3,799
Total 4,405 h, 6264 4,854 5,096 5,350 5,018 5,879 6,194 6,304 6,829
lict flow [rom operations (4,935) (1,979) (1,54%) (1,988) (2,249) (1,556) (3,241) (3,854) (4,452) (5,105)
Capital Reaources and Recuperations
Principal recuperations 2,558 3,419 3,974 4,638 5,210 5,836 6,405 7,053 7,775 8,583
Reserven 427 5271 549 555 593 63] 620 580 570 540
Long term debt 20,186 7,119 4,418 5,947 9,005 7,911 7,911
Government Contributfons 2,600
Total 23,171 13,665 8,941 11,140 14,808 14,380 7,025 7,633 8,345 y,128
Lesa: Principal repsymenta-Long
term debt 1,026 1,304 1,482 1,493 1,504 1,516 1,527 1,679 1,632 1,672
Het 27,145 12,361 7,459 9,647 13,304 12,864 5,498 5,954 6,713 7,450
Total amount available 17,210 10,382 5,910 7,659 11,055 10,308 2,257 2,100 2,261 2,351
Investment 16,223 10,439 7,560 6,792 10,396 9,611 422 1,378 1,607 1,874
Net flow 987 57) (1,650) 867 659 697 1,835 722 654 477

Avallabil{ly at the end of the year 6,192 6,335 4,685 5,552 6,211 6,908 8,743 9,465 10,119 10,596



INSTITUTO NACIONAL DE LA VIVIENDA (1HVA)
Balance Sheet Statement
An of December 31, 1982 throurh 1993
In thousanda of lempican

Projaction #2

EAMIDIT 2 A

1902 1903 1984 1985 1746 1987 1988 1989 1990 1991 1992 1993
Anscts
Canh 3,306 5,405 6,392 6,335 4,685 5,552 6,211 6,908 8,74) 2,465 10,119 10,3596
Loan portfolle 38,530 53,500 80,931 90,120 93,706 96,730 101,916 105,691 99,708 94,033 87,865 81,151
Less: Proviasion for douht ful
Accounts D47 _1,141 _1,141 1,14 1,141 1,14 1,141 1,141 1,141 1,141 1,141 1,141
37,583 52,350 79,790 88,975 92,565 95,589 100,775 104,550 98,567 92,197  Bo.izh 80, 010
Lonp term investments 4 4 4 h 4 4 A 4 A 4 4 4
Other recetvables 1,222 1,292 1,292 1,292 1,292 1,292 1,272 1,292 1,292 1,292 1,292 1,292
Conatruction in propreas 16,0689 14,144
Laml J,852 3,407 3,447 3,447 J,h47 3,447 3,641 3,447 3,647 J, 447 3,447 3,447
Inventory of units 1,44) 3,066 3,006 3,006 3,000 3,006 3,066 3,066 3,006 J,u66 3,066 3,060
Fixrd nascts net of deprectation 1,170 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222 1,222
Other nsseta 491 396 396 396 396 396 396 396 396 396 3926 396
Totnl Asscts 65,160 81,315 25,609 104,741 A06¢,677 Al0,568 AL6, 413 120,885 416,737 AL, 784 406,270 Au0,033
Llabilitics and Net Uorth
Savims 176 78% 785 785 785 785 785 785 785 185 785 785
Loans Payable 19,212 26,698 45,850 51,673 54,609 59,063 66,564 72,959 71,432 69,753 68,124 66,449
Construction Contracts Paynatle 2,751 7,957
Interenat and Accounts Payahle 1,148 992 1,852 1,852 1,852 1,852 1,852 1,852 1,852 1,852 1,852 1,852
Retentions to Nullders 1,157 272 272 272 272 272 272 272 272 272 272 272
Renrrves 3,450 3,357 6,242 8,938 9,487 10,912 11,505 12,138 12,757 13,3y 13,907 14,447
Tntal Liab{ilities 28,494 40,061 55,009 63,520 67,005 72,884 80,978 88,006 87,098 85,999 84,937 83,805
Net Worcth
Government Contributfnna 49,084 53,357 53,357 55,957 55,957 55,957 55,957 55,957 55,957 55,957 55,957 55,957
Accumulnted Deffcit 11,818 12,08) 12,757 14,736 16,285 18,273 20,522 23,078 26,318 30,172 34,024 39,729
s S22 et LAY ALl F24 1524
I AT 30,500 LI WIE 3 ) 33,235 33,879 19.639 25,765  7i,30) 16,223
Total Liabilittes and bet Worth BN BN 20 AL IGAL LSS Mesy MO8 MOLL  MAJES 106279 quo.0



Projection 2

EAULBIT 3 A
INSTITUTO NACIONAL DE LA VIVIEKDA (IHVA)
Income Statement
Years ended December 3, 1982 throuph 1993
In thousands of Lemplitas
1982 1983 1784 1985 1986 19087 1988 1959 1990 1991 1992 1993
Income
Intereat earn 3,046 4,619 6,376 7,455 9,026 9,498 10,665 11,643 11,147 10,727 10,272 9,777
Interent patid 826 2,h50 4,674 5,369 6,294 7,096 8,357 9,455 9,366 9,276 9,122 8,971
Net financial Income 2,220 2,189 1,702 2,006 2,732 2,402 2,307 2,188 1,781 1,451 1,150 8vo
Other {ncome 632 1,725 2,029 559 5713 106 794 874 8717 889 902 918
Total Income 2,852 3,914 3,730 2,6AS 3,305 3,108 3,101 3,002 2,658 2,340 2,052 1,724
Operating Expenses
Snlnrica nnd frinpe henelits 2,187 2,334 2,450 2,572 2,700 2,835 2,976 3,125 3,281 3,445 3,618 3,799
Other operating expennen 1,413 1,862 1,955 2,052 2,154 2,201 2,174 2,493 2,618 2,749 2,886 3,00
3,360 4,156 I{IUS ¢42 4,854 5,090 3,350 5,618 5,899 6,194 0,504 6,429
lenn! Conntruction Cost
Allocation 689 480 .
2,871 3,716 4,405 4,624 4,854 5,096 5,350 5,618 5,895 6,194 6,504 6,829
Other expennes 297 463
Net profit (lons) (316) (265) (674) (1,979) (1,549) (1,988) (2,249) (2,556) (3,241)°  (3,85%) (4,452) (5,105)
Accumulated Deffcit Previous Year 11,502 11,818 12,083 12,757 14,736 16,285 18,273 20,522 23,078 26,318 Jo,172 34,624
Accumulated deficit-Bnlance Sheet 11,818 12,083 12,757 14,736 16,285 18,273 20,522 23,078 26,318 30,172 34,624 39,729
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Projection 2
EAIBIT &4 A

TYPE RAT 10 1982 1984 1985 1986 1987 1908 1989 1990 1991 1992 1993
Financial Ratios and Percentages
A Pebt Service Ratle 1 2.09 1.60 1.64 1.67 1.65 1.61 1.59 1.61 1.62 1.68 1.73
A Fortfolio/Long-term deht 2 2.00 2.00. 1.8 1.7 1.7 1.6 1.5 1.4 1.4 1.3 1.3 1.2
A Lonn-term debt/Capitnlizat {on 3 .35 .39 .53 .55 .58 .61 .65 .69 71 .73 .76 .80
A Portfolio/Capitalization & .68 .78 .94 .97 .99 .99 .99 .99 .98 .98 .98 .90
A Debt to Fqulty Mntio 5 .67 . .89 1.55 1.54 1.69 1.93 2.28 2.63 2.94 3.3 3.98 3.16
A Portfolio/Net Worth 6 1.03 1.30 2.19 2.19 2.36 2,57 2.88 3.21 3.36 J.64 4,12 5.00
n Return on Assects 7 0.782 2.692 §.32x 3.382 4,482 5.362 5.382 5.81X 5.15% 4,972 4,282 3.752
8 Return an Net Worth 8 (0.84X) (0.65X) (1.64X) (6.872) (3.76X) (5.01%) (5.96X) (7.212) (9.851) (13.0UX) (20.86X) (23.932)
A Times Intereat Earned 9 .62 .89 .86 .6) 75 72 .73 .73 .05 . .51 .75
c Interent Earncd/Average Portfollo 10 7.90% 8.92x 8.96x 8.72x 9.82x 9.982 10,731 11,222 10,852 11.07x 11.29x 11.73%
c Interest Patd/Averape Portfolio 11 2,14 * 5,322 6.572 6.28% 6.85% 7.452 8.411 9.10Z 9.20% 9.572  10.02r  jO.76%
[ Operating expenses/Avernpe Portfolio 12 7.452 8.00% 6.19% 5.401 5.282 5.352 5.392 5.412 5.74% 6.391 7.15% 8.1¢2
c Interent Paid/Interest Earned 1] .27 .53 73 .72 .70 75 .78 .81 .84 .86 .88 .92‘
c Operating Expenses/Total Income 14 1.00 .95 1.20 1.75 1.47 1.64 1.7 1.83 2.2 2.65 J.17 .96
Return on portfolio to hreak even 8.722 9.17%  10.492  11.03X  11.51X 12,062 13,002  13.682 14.00x 15.05%  16.191  17.01x
Averane portfolin needed to break even L42,557 154,977 L78,68) L108,188 L107 6R8 L115,090 1120, 344 L126,550 L132,608 L131,716 L130,415 L126,871

A Leverape
n Activity

[ Profitabilicy



INSTITUTO NACIONAL DFE LA VIVIENDA (INVA)
Summary of Key Financtal Ratios

EXHIBIT 5

Ref. 1985 1986 1987 1908 1989 1990 1991 1992 1993
Type
A Deht Service Ratfo 1
Projection 1 1.75 1.73
2 1.64 1.67 1.65 1.61 1.59 1.61 1.62 1.68 1.73
Operating Expenses Reduction
3 1.64 1.70 i.70 1.70 1.69 1.75 1.80 1.92 1.93
A Tortfollo/long Term Deht 2
Projectinn } 1.8 1.8
2 1.7 1.7 1.6 1.5 1.4 1.4 1.3 1.3 1.2
Operating Expenses Reduclion
3 1.8 1.7 1.7 1.6 1.5 1.5 1.5 1.5 1.5
A Portfnlio/Capitalization b ]
Pro jection 1 .95 .98
4 2 .97 .99 .99 .99 .99 .98 .98 .98 .98
Operating Expenaes Reduction
J .97 .99 1.00 .99 1.05 .97 097 .96 .96
A Long-Tern deht/Capitalization &
Iro jection 1 «54 .53
2 .55 .58 .61 .65 .69 71 .73 .76 .80
Operating Expenses Reduction
3 .55 .57 .59 .62 .65 .64 .64 .64 .64
A Tortlolio/lket Worth 5
Pro lectlon 1 2,05 2.10
2 2.19 2.36 2.57 2.88 3.21 3.36 3.64 4.12 5.0
Operating Expenacs Reduclion
2.19 2.38 2.59 2.89 3.19 3.26 3.39 3.55 J.83
C Intercat Earncd/Average Portfolio 6
Pro jection 1 9,042 9.34Y
2 8.72% 9.822 9.902 10.732 11.22% 10.852 11.072 11,292 21.732
Operating Expenses Reduction
3 9.942 10.172 11.022 11.56% 11.33x 11,69 12.07% 11.86Z



Opernting Expenses/Average Fortfolio 7
Pro jection 1
2
Operating Expensns Reduction
3

Operating Expenses/Total Income 8
Projection |
2

Opecrating Expensen Reduction
3

5.50%
5.401

1.17
1.75

1.53

5.35%

.20

1.64

1.17

5.392

in

1.73

1.07

5.41%

.86

[¥]

5.74x

4.02

2,22

1.11

6.39x

4.35

7.15%

a.70

8.19%

5.06

3.96

1.30
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Exhibit Mo. 6

Brief Description of the Financial Indicators
used in this Analysis and Projections

Debr Service Ratio

Ratio of principal recuperations plus interest earned to principal
repayments plus interesc paid.

Portfolio/Long=Term Debt

Measures tne relatfonship between long-term debt and loan portfolio.

Long—Tern debt/Capitalization

The contribution of long~term debt to the total capitalization (long-term
debt + net worch.)

Portfolio/Capitalization

Measures the use of cipitalization to generace portfolio as aa income
generating asset,

Debt-to Equity Ratio

Measures the financial resources supplied by the creditors ir relation to
equity holders,

Portfolio/Net torth

Indicates the position of net worth {invested in portfolio. It maintains
certain relationship with the ratio of Portfolio/Capitalization,

Return on Assets

This ratio reflects the productivity of a firm in generating returns to
both craditors and equity holders. The return should be greater than the
cost of debt; othervise, the firm is having losses, and, tnerefore,
capital resources are being used to service the cost of debt.

Return on Net Worch

Measures the return on nat worth,

Times Interest Earned

This r2tio neasures the anmount by which earnings can decline before the
firm will no longer be able to meet interest costs; therafore, a ratio
below 1 13 not a good indicactor,



10,

11,

12,

13,
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Interest earned/Average Portfolio

Average return on portfoljo.

Interest oaid/Average Portfolio

Indicates whac percentage of portfolio is used to cover cost of debe,

Operating expenses/Average Partfolio

Indicates what percentage of portfolio {s used to covar operating
expenses. If the differance between interest earned and interast paid is
Rreater than operating eéxoenses, {t {3 an indication chat a profitabllity
exlsts regardless of whether it should be improved.

Interest patd/Intersse earned

Measures the amount of interesct earned to cover tihe financial cost of
debc.



ANNEX L

DETAILED ADMINISTRATIVE ANALYSIS

1. Institutional Analysis - INVA

The National Housing Institute was created in January, 1957 by Decree Law
No. 30 of that year., It is a semi-autonomous public corporation whose mandate
is extremely broad. The twelve objectives specified in the authorizing
legislation include all conceivable shelter activities from direct
congtruction to policy development. INVA's powers are equally broad,
encompassing not only direct or indirect construction and financing of shelter
but also promotion of a savings and loan system, drafting of laws and
regulations for the shelter sector, promotion of a secondary mortgage market,
support of the construction secter, training, etc.

During INVA's first twenty years cf existence, its impact on the housing
sector was not substantial. TNVA focused on production, and even so, only
several lundred units were produced annually by INVA during that period, with
production ranging from of a low of 4 units in 1962 to a high of 1,378 units
in 1974. Many of the units were built directly by INVA -rather than using
private contractors—- and production was both slow and relatively expensive.
Until January, 1984, the Govermment of Honduras made an annual grant to INVA,
which was used to produce some housing, as well as help cover administrative
and operating costs., In keeping with the traditional role of public housing
agencles, INVA produced housing so:utions at subsidized rates, offering
Interest rates below market rates, and setting the prices of units below their

full cost.

In the mid 1970s, A.I.D. began providing more assistance to INVA, which
led to the approval of a housing guaranty loan and technical agsistance grant
in 1978. The purpose of this assistance was to provide INVA with the funds to
develop and build 4,500 plus low income housing solutions, and to assist INVA
to improve 1ts managerial capabilities. 1In the first two years, che program
consisted principally ~I technical assistance, as INVA strived to upgrade its
capacity to undertake the proposed massive housing production program. By
1981 construction began on several housing projects and by the beginning of
1985 it 1s expected that almost the units will be completed and occupied.
While certain problems within INVA remain, it is clear that INVA {3 a better
organization than it was at the onset of AID assistance.

Experlence with HG-005

The lessons learned from INVA's performance in implementing 522-HG-005
are cruclal to the design of future AID technical and financial assistance to
that organization. During the implementation of 522-HG-005, two evaluations
were performed; one just prior to initiating project construction, and the
second in May 1983, when most of the technical assistance had been provided
and the construction of shelter solutions well underway. The latter
evaluation, being the more comprehensive, attempted to measure INVA's progress



in {mproving its Institutional capabilities as well as {its performance in
lmplementing that project. In general, the evaluation concluded that INVA had
improved considerably its capabilities and had succeeded 1in carrying out the
goal and purpose of the loan. Furthermore the evaluation reported that, in
addition to the planned results, INVA had developed the new tumkey delivery
system, that private sector banlers had begun to participate in INVA~produced
projects by providing interim financing for tumkey projects, and that INVA
bad identified and tapped additional sources of financing from several local
pension funds,

On the other hand, the evaluation noted that certain problems persisted
and that INVA still needed to implement many practices and procedures that
were suggested by previous advisors. Specific areas of managerial deficiency
were identified as: a) the persistent problem of weak policy direction and
control of operations, b) under utilization of its data processing capability,
¢) lack of coordination with the vtility companies, d) delays in processing
loan applications and awarding units, e) problems in internal information
management and management decision making, and f) Inadequate and insufficient
market demand studies and forecasting.

A most serious concemn highlighted in the evaluation was the high
turnover of INVA's staff, particularly in light of the strong AID input in
technical assistance and training during the previous years, At present, only
one senior staff member out of twelve f1lls the same position he filled in
January 1983, Such staff changes decrease the Institution's efficiency and
effectiveness. While A.I.D. cannot eliminate political decision-making in
selection of high-level personnel, we expect to lobby for more professional
personnel management and to structure the technical assistance to develop
systems which {n themselves provide continuity,

Organizational Patterns

The organization of INVA since 1976 reflects a full-gservice organization
providing all the services required to develop housing projects. In the past
few functions were contracted out to third parties. In 1984 the adoption of
the turnkey delivery system, the reduction in the number of projects built by
force account, and other internal changes in purpose and role, dictated
reevaluation of the institution's organizational framework,

Recognizing the need for a reorganization to reflect the impact of
the changes in INVA's role and direction, a management audit by Morales Palao
William y Asoclados, the Honduran agent of Arthur Anderson & Co., was
undertaken in the first half of 1984, 1t recommended major charges in INVA's
organizational structure including a staff reduction of about 30%. Major
recommendations were made in the following areas.

- Improve inter-institutioual coordination among institutions involved
in providing services to INVA projects.

- Define more clearly the responsibilities and authority of each
division and section,



- Restructure the organization to reflect the responsibilites and
authority, as well as the intended purpose, of INVA.

- Reduce the number of employees from 265 to 182,

It 1s not certaln that INVA will adopt any or all of these
recommendations. The recommendations on inter-institutional coordination and
definition of responsibilities have been made previously, at least as early as
1976, and often, yet the situation has improved little. After the earlier
audit, staff was cut by 25%Z, yet within a few years, the staffing level had
returned to the previous level and from then on, the staff continued to grow.

Nevertheless, it is clearly in INVA's interest to adopt and
implement the audit, particularly the recommendation regardlng staff
reductions. At present, investment per employee declined in 1983, after
having shown a major improvement in 1982. Administrative costs, of which
salaries and wages constitute scme 86 %, are excessive and cause a real drain
on capital. A reduction in staff as suggested in the audilt would lead to a
decrease in administrative costs by as much as L 1 million, which could then
be used for a number of purposes including reduction of decapitalization of
the institution and investing in new shelter solutions. The audit suggests
that reductions in staff positions most likely would be through attrition,
assuming that voluntary departures would occur in adequate numbers. Given the
current status of the economy as well as the public profile of INVA, voluntary
reductions in the quantity needed are highly unlikely to be used to accomplish
this goal. No doubt reducing staff will be the hardest recommendation for

INVA to accept,

Institutional Capabllity

Various studies and evaluation carried out over the past few years, but
particularly in 1983, have attempted to analyse the capabllity of INVA to
fullfil 1its role as the nation's public housing agencv. The Project
Evaluation in 1983 emphasized that INVA had shown considerable progress and in
general INVA had been able to implement 522-HG-005, but that improvements
st11l were required to make INVA a truly effective organization. Taking that
evaluation as a point of reference, INVA has both progressed and regressed in
the past year in its efforts to improve its institutional capability.

a) Areas of General Improvement

In general, INVA's policy was to fix interest rates and terms to
borrowers without consideration of the cost of money obtained for relending.
This often resulted in a negative gpread and INVA lost money. In effect, INVA
was subsldizing borrowers at the expense of decapitalizing the institution.
This cost recovery problem was pointed cut in the Evaluation, and subsequently
technical assistance from AID convinced INVA to reverse that policy.

Ef fective in 1984, INVA'c adopted a new policy, whereby the interest rate
spread in all cases must be positive, regardless of the ultimate cost to the
homebuyer. As a result, interest rates on loans to homebuyers since that date
were increased to reflect the real cost of those funds to INVA. INVA has also
decided to charge a 9% fee -rather than 3%- as its mark-up for administration

costs.



The adoption of the turnkey delivery system for some of the pro jects
developed under 522-HG-005 has been recognized in INVA as a success, 1In a
policy =tatement to AID in March of 1984, INVA's General Manager states that
the tumkey system {s the most appropriate method for the production of
housing, and that the system i1s more economical in that INVA's does not incur
design and interin financing costs, which instead are passed on to the
deve loper, nor does INVA become Involved in land purchuse, which often
involves land speculation,

INVA adopted a new design concept for the implementation of pro jects
financed under 522-HG-005. The wet core design solution permitted INVA to
reach much lower income families than previously. This was particularly
important in secondary cities and towns, where a much lower income scale
excluded an ever greater percentage of the population from participating in
INVA's projects. 1INVA is now entertaining the adoption of another solution
that will probably reach even lower income families - the site and service
solution. Moreover the lower construction costs of the new solution will help
INVA tn continue to offer a solution affordable to the lower income families,
even iu face of to increased interest rates and higher costs. Adoption of
these low income solutions also will reenforce INVA policy of "vivienda
progresiva,” the concept of incremental improvement 1in shelter solutions, a

housing solutions.

b) Areas Sti11 Needing Improvements

In the last few years, INVA has expanded its production, begun to
work in secomdary cities and towns, and introduced new design solutions,
Accordingly, INVA needs to develop and carry out market surveys as well as
design forecasting techniques in order to be able to identify market demand.

The loan application and beneficiary selection Process 1s both
disorganized and inefficient. The Social Soundness Analysig goes Iinto more
detail on this subject,

The establishment of a data processing system of fers the opportunity
to institutionalize many administrative functions that not only improve the
efficiency and productivity of an institution, but also mitigates against the
adverse effects of high staff turnover and freque-t management change s,
However, no progress appears to have been made 1. this area since the
Evaluation, and in fact, due to a complete turnover of staff in the data
processing department, that department may be less effective than it was one

year ago.

Loan arrearages or delinquencies have plagued INVA in the past. The
acquisition of a data processing system substantially reduced arreages, but
arrearages Increased unacceptably with the increasing size of its portfolio in
1983. In the past few months, INVA has reduced the total amount outstanding,
in spite of the addition of significant numbers of new units, but further
progress 18 required.
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When INVA recently raised the fee it charges for administrative
costs from 3% to 9% of the turmkey cost, no cost analysis was prepared by INVA
to ascertain if the 9% was justified. Better cost analysls capacity is
essential to support staff reduction decisions and pricing decisions to enable
INVA to conserve 1ts capital. TFinancial planning capacity must also be
reinforced.

A chronic problem for years has been a lack of coordination between
INVA and the utility companies. Under this program INVA will have no direct
responsibility for coordinating with the utility companies once projects have
been accepted, but 1ts President, the Minister of Public Works, will serve as
the Chairman of a committee whose purpose will be to coordinate delivery of
infrastructure with completion of units.

Assessment of Management Capability

The development of this housing guaranty project will not impose an
additional workload on INVA. It 1s expected that some 2,800 housing solutions
and 1,900 home expansion loans will be made over a four year period beginning
in 1985. Given the paucity of other financial resources, 1t is unlikely that
INVA will produce more than an average of 1,200 units per year, even with the
housing guaranty program. In comparison, 3,400 units were produced by INVA 1in

1982,

The effectiveness and future of INVA as a financial institution for
low—cost shelter as well as its efficlency as a producer will depend on
improvements in the areas of weakness identified as targets for technical
asslstance:

a) Adequate market studiles,

b) Efficient beneficlary selection;

c) Institutionalization of management control systems through data
processing;

d) Reduction of arrearages; and

e) Improved financial planning and cost analysis capacity.

As indicated in the two previous sections, INVA has deficiencies in the
managerial and organizational areas. Regardless, INVA's management is capable
of undertaking a housing guaranty project as described in tils paper, although
it may not be undertaken as efficiently as desired.



ANNEX M

ECONOMIC ANALYSIS

1. Summary of Current Economic Situation

Honduras has experienced negative real rates of economic growth during
the last three years. Declining export earnings as well as depressed invest-
ment levels have been largely responsible for the decline. During the same
period, Honduras faced unusually large deficits in the budget and the balance
of payments which, until this year, have been accomodated but not solved.
Isolated tax measures and heavy domestic and external borrowing have financed
the budget deficit, and have had the effect of increasing liquidity in the
banking system. A combination of external borrowing, restrictions on imports
and the introduction of parallel foreign exchange market covering "non-essen-
tial" imports have relieved some of the pressure on the balance of payments.

The detarioration of the economic situation in 1983 (particularly public
finances and the balance of payments), combined with the lack of timely cor-
rective policy reform, resulted in GOH non-compliance with the IMF Agreement
in early Novemver of that year. In accordance with the terms of the bilateral
ESF agreement, A.I.D. stopped disbursements of $38 million remaining in FY83

assistance.

Subsequently, the GOH and the Mission agreed to establish a GOH Economic
Working Group, with USG participation in an advisory capacity, to develop a
comprehensive economic program which could be supported on an interim basis
with ESF funds and eventually lead to a new arrangement with the IMF. The
program's goal was to stabilize the economy by arresting and reversing the
balance of payments and fiscal disequilibria, and laying the basis for a
resurgence in economic growth. New conditions for disbursement of the
remaining $38 million were agreed to in February, 1984. These were keyed to
quantifiable targets aimed at bringing overall GOH fiscal and monetary
performance in line with what might be required to negotiate a 1984 Stand-By
Arrangement with the IMF. Specific targets included reducing the 1984 central
government's overall fiscal deficit to the equivalent of 8% of GDP,
implementing monetary policy measures designed to reduce liquidity in the
banking system, and limiting the net domestic banking system finuncing
available to the consolidated public sector,

Public Finance. Honduran public finances have undergone a substantial
transformation over the last ten years. Before the coffee boom of the second
half of the 1970s, public sector expenditures (consumption and inve<tment)
constituted only 18% of GDP. By 1978, these expenditures had grown to account
for over 25% of GDP, and remain near that level today. The marked expansion
of public sector expenditures was fueled by the sudden availability of govern-
ment revenues derived from taxes on coffee, which permitted a major expansion
of public sector investment through autonomous institutions.




As coffee prices crashed 1in 1979-80, followed by a decline in other
export earnings, the pece of tax revenue growth fell behind projections. The
GOH and public sector agencies, however, attempted to maintain the pace of
their investment program by continuing to borrow heavily from domestic sources
and abroad. During this period evidence of nﬁsmanagement‘in the autonomous
institutions began to surface as many of the investment projects undertaken by
the autonomous institutions became serious liabilities to the public sector.
These developments were partly responsible for the spectacular growth of the
central government's fiscal deficit which went from $90 million 1in 1979 to
almost $300 million in 1983.

As the deficit ballooned, sources of financing changed as the GOH became
increasingly dependent on domestic borrowing. Between 1979 and 1983, the por-
tion of the central government's overall fiscal deficit financed from domestic
sources went from 1% of GDP to almost 5% of GDP. GOH bond issues fueled 3
monetary expansion which increased the monetary base beyond a level consistent
with containing the price level and demand for imports.

Foreign Trade Position. Honduras® foreign trade position, as reflected
in its balance of payments accounts, has deteriorated substantially over the
last four years. After maintaining an overal] surplus position for the second
half of the seventies, as a direct result of tihe coffee Soom, the balance of
payments recorded an overall deficit (losses ir net internaticnal reserves of
the Central Bank) of $64.6 million in 1980, $1C6.5 million in 1981, $90.6 nil-
Tion in 1982 and $1.4 million in 1983, Honduras' major export commoditjes
experienced a sharp reductions while petroleum as well as other import prices
increased. Between 1978 and 1983, Honduras' terms of trade deteriorated 7
percent. For the 1980-83 period, the Central Bank's net international reserve
position went from $181.5 million as of December 31, 1979, to a negative $81.6
million as of December 31, 1983, an overall drop of $263.1 million,

Year Balance of Paymentsl/ Net International Reservesl/
1979 363.0 181.5
1980 233.8 116.9
1981 20.8 10.4
1982 (160.4) (80.2)
1983 (163.1). (81.6)

1/ In millions of §.



External Debt Service. Throughout the 1978-83 period, the country's debt
service obligations, resulting mainly from private sector borrowings with pub-
lic sector gquarantees and.the borrowings of autonomous institutions during the
second half of the seventies, began to grow substantially. Between 1979 and
1982 annual interest obligations went from $72 million to $173 million and
eventually forced the GOH to initiate discussions with private foreign banks
seeking the renegotiation of a portion of the public sector debt ($121
million), a debt which the GOH simply could not service. External private
sector capital became less available. After reaching a peak level of $122
million in 1980, private capital inflows declined to $19 million in 1981,
became negative in 1982 and remained so in 1983. Neither growing official
capital inflows nor financial system capital inflows have been able to
counteract the steady decline in the private capital acccunt.

Exchange Rates and Import Restrictions. The monetary authorities'
response to the growing balance of payments problem was not to adjust the
exchange rate but to introduce, in mid-1982, an import control system whereby
the Central Bank allocates foreign exchange on the basis of a priority
scheme. This innovation was based on the belief that the current accoun*
deficit and lower capital inflows resulted from temporary phenomena (temporary
Tow export prices, political turnmoil, etc.) as distinct from structural weak-
nesses. While the import control system has been effective in containing the
import bill, it has done so by restricting production in those sectors heavily
dependent upon imported inputs such as the industrial sector and non-tradi-
tional export sector with a resulting increase in the level of unemployment.

Internally, demand continues to be fueled by an excessive monetary expan-
sion resulting from the continued emission of GOH bondz and mounting fiscal
deficits. Monetary expansion and the resultant inflaticnary pressures have
resulted in the overvaluation of the Lempira, which the IMF estimates at
approximately 35%, over the last 2-3 years

Stabilization Program. In late May 1984, the GOH obtained congressional
approval for Decree Law 85-84 which constituted a comprehensive stabilization
package desgined to reduce the central governments's fiscal deficit and excess
liquidity in the banking system. The first objective is to be achieved
through the implementation of tax increases which should yield L37 million for
the rest of 1984, administrative measures designed to increase revenues by
L17.6 million and expenditure reduction measures on budgeted expenditures com-
bined with reductions in extrabudgetary demands on the budget which should
limit net expenditure increases to-L24 million. Excess liquidity is to be
reduced through the implementation of increases in the reserve requirement of
some banking system deposits and sharply curtailing the programmed levels of
credit growth for the private and public sectors. The package also contains a
series of measures designed to increase central government control over the
financial affairs of decentralized institutions which are in large part
responsible for the fiscal disequilibrium. Based on the progress the GOH made
in developing and approving these measures, a decision was made to disburse
the remaining $38 million in FY83 ESF assistance.




With the fiscal package and the banking system credit 1imits established
by the Centrq] Bank, the projgcted 1984 Central Governmgnt Budget shows an

Fiscal prospects for 1984 and the domestic election year of 1985 have
been improved with the recently passed stabilization package. Nevertheless,
the complete success of the Program is dependent upon the extent to which the
exchange rate problem is managed. Larger foreign exchange inflows stimulated
by foreign exchange reform should resylt in increased vevenues as import
restrictions are lifted. The options, however, for financing/accommodating
i i on have narrowed consider-
ably. Over $120 million in foreign commercial borrowing quaranteed by the GOH
has been in renegotiation for the Tast two years. Even a successful debt
renegotiation is unlikely to spur significant new loans from the foreign bank-
ing community. Foreign borrowing from commercial sources 1is not available to
cover the balance of payments, and domestic borrowing cannot substitute for
foreign borrowing to meet foreign exchange requirements,

While the GOH package, if fully implemented, represents a substantial
economic policy effort, it will not be sufficient to ensure the fiscal, mone-
tary, and balance of payments performance from the Honduran economy that will
bring a Fund-supported stabilization program. The most glaring omission in
the stabilization program is the absence of a significant effort to address
the overvaluation of the Lempira and there is little likehood of a new fund
agreement without action in this area.

2. Country Risk Assessment

The Honduras Country Risk Assessment indicated that, while there ijs a
cause for concern in Honduras' debt service capacity and internal economic
conditions, adjustments suggested by the IMF, ESF support by USAID and
internal actions taken by the GOH should maintain the debt service ratio
within manageable Jlevels. Conditions are expected tg improve slightly over
the next few years. (See Annex N).

The proposed HG Loan is an integral part of an overall package of finan-
cial assistance designed to help Honduras meet its short-term international
financial obligations and achieve internal reforms that are needed to achieve
a long-range solution tn these problems.  Other elements of the package
include the extensive use of ESF grant and loan funds and projects designed to
increase non-traditional exports. The HG Toan will contribute favorably to
the debt service capacities of the GOH over the critical short run because of
the low requirement for foreign exchange in the program itself (estimated at
Tess than 10%), resulting in the availability of substantial foreign exchange
to the GOH. The longer grace period on principal rcpayments will also free
substantial amounts of foreign exchange to meet short-term needs.



3. Financial Viability

The proposed Tloan prgvides long-term mortgage financing for shelter solu-
tions financed through two discrete subprojects: a private sector subproject
administered by the Central Bank of Honduras and a turnkey private sector
sub-project administered by INVA.

A financial analysis of 522-HG-008 results in a positive net present
value of US$5,426,000, a positive benefit/cost ratio of 1.07 and a positive
internal financial rate of return of 6.3% (See Table M-1). These indicate
that the project is feasible for the Government of Honduras from a financial
standpoint. In this connection, however, it should be emphasized that the GOH
has acquired an obligation in Doilars and its receipts will be in Lempira. If
there is a devaluation of the Lempira over the course of the repayment period,
the GOH will be 1in an exposed position because its Lempira receipts will be
based on mortgage terms that are independent of changes in the exchange rate.
Given the possibility of a devaluation, it will be incumbent upon the GOH to
assure that the 90-93% of the Housing Guaranty dollar reflows are invested in
foreign exchange-earning activities.

4. Economic Viability

The financial cash flow projection needs to be adjusted to assess the
economic feasibility and value c¢f the project to Honduras. Substantial
adjustments to financial mangnitudes must be undertaken to perform an analysis
of the economic viability of the project. The purpose of these adjustments is
to correct financial magnitude for any distortions that make financial bene-
fits and costs diverge from economic benefits/costs. Obviously, virtually
anything can be made financiaily viable if costs are sufficiently subsidized
and/or output, prices are set at artificially high levels. Typically, perfor-
ming an economic analysis requires the following adjustments to the financial
cash flows: (1) adding subsidies to costs; (2) adjusting unskilled Tlabor
costs; (3) eliminating taxes and import duties; (4) eliminating debt-service
charges on the HG loan, the interest costs of subprojects, and capital intlows
provided by external sources; (5) adjusting for currency overvaluation; (6)
adding to costs and benefits the value of any inputs or outputs that happen to
have zero value in the calculation of financial rates of return but non-zero
value from an economic point of view.

Adding subsidies to Costs. There are no apparent direct subisidies
for this program. A1l inputs are valued at market value. Private rather
than public land is being used for project sites and is priced at market
value in the developers' profits. There is no GOH counterpart subsidiz-
ing the project. INVA's contribution and downpayments are valued in the
economic analysis at the current rate of inflation.

The oniy three implicit subsidies in the financial calculations are
the understated interest rates associated with the 10% INVA counterpart
contribution (valued in the financial analysis at 9.2%, the official rate
of inflation), the exclusion of participant downpayments as a cost, and



the GOH contribution to cover negative margins. Valuing these at the
estimated rate shadow of inflation of 12% raises estimated costs by 6%
over the iife of the project.

Adjusting Labor Costs, Unskilled labor costs account for an esti-
mated 18% of direct construction costs in labor-intensive infrastructure
works in Honduras. Assuming that unskilled workers employed in the pro-
Jects would be unemployed otherwise, the labor component of construction
costs is overvalued for purposes of economic analysis. Given the high

of the analysis. Using a conservative deflator that values unskilled
labor at 70% of financial costs reduces the economic costs of the project
by 3.5% over the }ife of the project.

Eliminating Taxes and Import Duties. Taxes and import duties have
very little impact on the economic analysis of the project. Imported
commodities amount to Jess than 10 percent of the total cost of the
project. Assuming an average import duty on the commodities that would
be imported for “this project of 50%, total cost estimates would be
reduced by 33% over the life of the project. Sales taxes are 5% on all
materials except lumber. An estimated 25% of each project consists of
materials purchases that are subject to sales tax. Eliminating sales
taxes reduces economic costs over the life of the project by 0.8%.

Eliminating Interest and Debt Service Items. As internal transfers
rather than economic costs, all internal interest payments, input of
external capital and debt service charges were eliminated from the finan-
cial projections for purposes of the economic analyisis.

Currency Valuation. The official exchange rate is 2 Lempiras to 1
US$. At this rate, however, the GOH has had to impose a variety of
strict foreign controls that contain import demand to foreign exchange
availability. Informal parallel market exchange rates suggest that the
restriction-free exchange rate would be 2.6 to 1. To the extent that the
currency is overvalued by as much as 35% of the economic bener;* of this
project is understated by the finncial analysis. This does not have a
major inpact on the project, as only 10% of costs represent imported
items, but over the life of the project does reduce estimated costs by
0.8%.

With thecse adjustments, which include an adjustment for the

opportunity cost of funds, the net present value of the project is cal-
culated at US$12,997,000, the benefit cost ratio at 1.3 and the 1internal
economic rate of return at 9.7 percent.,



5. Unquantified Costs and Benefits

In addition to the specific adjustments in the financial cash flows that
were incorporated in the quantified economic analysis, there are a number of
unquantifiable considerations that affect the overall economic evaluation of
the project. While these cannot be precisely quantified, the nature” of their
contribution to the economic viability of the project is ascertainable.

Devaluation. The financial analyses is sensitive to changes in the
exchange rate. As noted above, since the HG loan is denominated in Dollars
and internal loans to INVA, private banks and homeowners are denominated in
local currency, a devaluation of any magnitude would lower the relative rate
of return on internal loans relative to external repayment, and reflows would
not cover the debt service on the HG loan, requiring GOH budget allocations to
cover the deficit.

Employment Generation. Employment generation is a major concern in
Honduras as the economic stagnation of the past few years has led to wide-
spread unemployment. The construction industry has been one of the hardest
hit sectors of the economy, with year-end 1983 unemployment estimated at 60
percent of regular workers 1in the sector. With normal employment in
construction industry estimated at 45,000, some 27,000 workers are currently

unemp loyed.

A recent review of six specific shelter construction projects in Honduras
indicated that one person-day of work was created for each 48 Lempiras of con-
struction costs. During the first ten years of the HG loan investments in
housing construction costs will total $36,900,000. At an average rate of 48
Lempiras per person/day of work, some 1,537,000 person/days of work will be
created during this period of time or over 5,000 person-years of employment.

Because of the strong forward and backward linkages of the construction
sector, the indirect employment effect will be even greater. Previous esti-
mates of this indirect effect, indicate that two offsite jobs are created for
every on-site job. Using these ratios, total employment generation for the
first ten years of the program would be over 15,000 person years with 69
percent occurring during the first six years and 27 peicent during the peak
year. The $43 million of direct labor costs during the 1ife of the project
would eventually result in increased personal income of $120 million in

Honduras.

Multipliers. Housing construction projects, because of their strong for-
ward “and backward linkages and employment effect, have a high multiplier
effect. As noted in the documentation for 522-HG-007, estimates of the over-
all multiplier effect of a project have ranged from 3.12 to as high as 6.67
times the initial capital investments. In the absence of more recent studies
or analyses, we have adopted the more conservative ratio for projecting
project benefits. At this rate, the $25 nillion invested through 522-HG-008
will generate a long-run total investment in the country in excess of $75
million.



Income Distribution. The ‘impact of employment generation in the con-
struction industry will have a positive effect on increasing wages among
below-median-income workers by shifting -nemployed individuals at the lowest
income levels to employed persons earning wages at slightly above the medium
day wage. Current estimates-of wage levels for unskilled workers in the con-
struction industry is approximately 6-8 Lempiras per day, which is"slightly
above median individual income Tevels for the country as a whole (including
rural areas), but well below individual median income levels for the economic-
ally active population. Thus the project will have a positive effect on
income distribution objectives.

Effective Demand. The effective demand for progressive solutions (wet
core, site and services, basic cores and low-cost one bedroom houses) at the
prices and interest rates that would result from this Jloan greatly exceed the
resources available. A study of housing needs in Central America conducted in
1981 conservatively placed the total 1985 need for housing among AID's target
population in metropolitan and other urban areas at approximately 21,000 units.
INVA currently has an unfilled backlog over 3,000 completed applications for
housing solutions. Housing demand studies conducted in Puerto Cortes and La
Ceiba, have indicated that solutions offered would be acceptable at rates and
prices above those proposed in this Tloan. As a consequence, the financial
analysis understates the economic value of shelter solutions provided through
HG-008 and economic benefits are thus higher than measured financial benefits.
Taking this adjustment into account would produce an even higher internal
economic rate of return than that shown in the calculations.

Least-Cost Solutions. HG funds will provide no interim construction fi-
nancing: builders and developers must secure their own interim financing in
the Tocal market at prevailing interest rates. Individual subprojects ac-
cepted for long-term financing will be selected from a list of proposals sub-
mitted by private deveiopers based on cost, value, and performance. While
these do not guarantee least-cost solutions, they do assure that the most eco-
nomic projects will be initially selected, cost increases will be minimized,
the private builders will build in the most efficient manner possible for
them, the program will incur no expenses until completed units are presented
within budgeted cost guidelines, and public sector administrative costs asso-
ciated with the program will be minimized. Projected unit costs are constant
with actual unit costs achieved during HG-005 and HG-007 when adjusted for
inflation. And, the ability to reach as Tow as the 15th percentile with com-
pleted solutions (sites and services or wet core with a home extension loan or
a basic core) indicates that the program will be meeting its goals of providing
truly low-cost solutions.

Improved Health. As cited in the social soundness analysis, improved
housing is a key element in improving health, While it is not possible to
quantify in a rigorous fashion the impact of improving housing under this pro-
Ject on the health of new occupants, and the consequent improvement of their
productive capacity, it should be noted that this is a positive economic bene-
fit of the program,




6. Conclusions

The project is economically justificable. The IERR af 9.2 is higher than
the estimated IFRR of 6.3. Furthermore, unquantified factors would, if
measured, further increase the economic rate of return on the project.
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8 de licvicmbre,

CIRCULAR hu. D-23/82

Senores
SISTE BRHNCARIO NAC]OAAL y

ASOCINACIONES DE AHORRO Y PRESTAHO
Toda 12 Kepioblica.

Estimados senores:

Nos permitimos comunicarles que el Directorio del Banco Central de
Honduras, con fundamento en su RESOLUCION Hec. 336-7/82 de fecha 29
de Julio de 1922; Decreto Nc. 69 aprobado por el Congreso Nacional
el 16 de Agosto de 1982; Articulos 2, 16 letras a) y b), 47 y 48 de
la Ley del Banco Central ce Honduras; y Articulos 49 de la Ley para
Estab]etimiéntos Bantarios reformado por Decreto No. 29 de»fechaks
de Febrero de 1965; en su sesicn celebrada el 28 de Ociubré dé;1982,
mediante RESOLUCION No. 490-10/82, resoivid aprobar‘e] "REGLAMENTO
PAR4 LA COHCESIOW DE CREDITOS DEL FOMDO PARA REACTIVAR LA INDUSTRIA

DE LA CORSTRUCCIOW", &1 cual le adjuntemos.

Atcntomente.
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REGLAIENTC PARA LA CONCESICHN DE CREDITOS DEL FONDO

PARA REACTIVAR L/ INDUSTRIA DE LA CONSTRUCCION

OBJETO

E1 presente Reglamento tiene por objeto regular la concesion de los
créditos que se otorguen con recursos del FONDO PARA REACTIVAR LA
1KDUSTRIA DE LA CONSTRUCCION, creado por Resolucion MNo.336-7/82 de
fecha 29 de Julio de 1982, emitida por el Directorio del Banco Cen-
tral de Honduras y autorizado por Decreto No.69 de fecha 16 de Agos-

to de 1982 aprobado por el-Congreso Nacional.
REQUISITOS

Los créditos se concedrén por intermedio del sistema financiero na-
cional y del Instituto de la Viviendz, a través»de‘sq Departamento
de Ahorro y Préstamo, en proyectos e]égib]es de‘finahéiaMiéhto, los

cuales deberdn reunir los requisitos siguientes:

a) Los fondos deberdn ser destinados a la construccidn de viviendas
familiares nuevas. No se concederdn préstamos para financiar el
costo de viviendas ys construidas o en proceso de construccidn a

la fecha en que se otorgue el Crédito.

b) El valor de cada viviends tendré un custo para el adquirente no
mayor de L49,000.00, excluyendo el valor del terreno, con area de

construccidon no mencr a 40 H?.
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c) Los usuarios del crédito deberan Justificar ante ¢l intermediario
financiero participante y 8ste ante o] Banco Central de Hondures,

Que NG posean vivienda familiar a 1a feche de Ja solicitud;

d) Los crédites a lcs adquirentes de vivienda deberdn ser pactados a
la tasa de interss vigente en el momento de celebracidn del Con-
trato, conforme a la que fije el Directorio del Banco Central de
Honduras, 1z cuzl regira durante la vigencia del préstamo. La ta-
sz de interés que el Banco Centra] de Honduras aplique en las ope

reciones que re2lice con estos fondos, surg iguzlmente determina-

da por el Directorio;

e) Los créditos podré&n concederse a un plazo méximo de veinte (20)
anes, incluyendo hasta seis (6) meses de gracia. La amortizacign
del préstamc sz harg mediant2 cuotas mensuales niveladas que cem-

prendan capital & intereses;

f) Lla amortizacion de lcs créditos que el Banco Central de Honduras
conceda a lc¢s intermediarios financieros, se haré mediante cargos
a las cuentas de depdsites que estos mantengan en el Banco Central
de Honduras, por ol valor de las cuotas correaspondientes.
Los intermediarios financieros Podrén recibir del prestatario pa-
g0s mayores & los pactados, en CUy0 czs0 estaran ob]igédos 2 trans-
ferir de inmediate la parte Aroporcional que cerresnoenda 31 Banco

Central Je Henduras; y,
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E] Bancc Central de Honduras otorgaré créditos a los intermedia-
rios financierus vor el 70% de) costc de las viviendas bajo este
programa2. E]1 resto serd financiado en un 20% por el intermediarioc

financiero y e¢n un 10% por el adquirente de la vivienda.

DOCUMERTOS QUE DEBER ACOIMPANARSE A LAS SOLICITUDES DE CREDITO

a)

d)

Planos y especificaciones de las construcciones a realizar, debi-
damente aprobados por 1z zutcridad coumpetente, as? como constan-
cia de que los predios en dunde se construirén5]a§,yjyiendas,
cuentan con los servicios di energia e1éctricd,3§gbé,pbtab1e y
alcantarillado Saﬁitafﬁo 0 permiso de‘la‘aUtoFfdéd'respectiva pa-

ra 12 construccidn de pozos sépticos;

e
P

Presupuests de 1z obra a constiruirse y cuzlquier otra informacion

de ceracter financierc que se requiers;

Informacidn completz scbre el nidmero de viviendas a construirse,
por tipos de construccidn, programas de desembolss, calendario de

entrege de unidades y demds informacidn relativa al proyectc;

Copias de las escrituras de pusesidn plenz de los terrenos en los

Iy

cuales se 1levard a cabo la ccnstruccidn de las viviendas; y



e)

Infaormacion sobre 1as cerndiciones econimicas del nicleo familiar

del solicitante del crédito.

CONDICIOMES ESPECIALES.

a)

b)

d)

Les viviendas se Zisefzran Yy construirén de acuerdo con Ssistemas
técnicamente apropiedos, y que utilicen m3yor cantidad de manc

de ¢cbrz y materias primas locales;

Los constructores dabardn sstar legalmente habilitados para dadi-

carse a esta actividad,

E1 cestu de las viviendes ccn cergo a este Fondc, que un construc-
tor podré ejecutar, no excac.cd 1. czntided de CUATROCIENTOS KL
LENPIRAS (L400 000. 00) Y 5ﬂ1amante HaJra ser aumentade en el caso
de que hub1ese Cdjﬂ]1dc s>t1s.actor1amente Su primera asignacign,
siempre que de =~cuar‘.,0 cun 1os cumpr“m1sos ‘gel Fondu existan dis-

penibilidades;

Los créditos seran pactados .en ducumentos Ciorgados por los inter-

mediarics financiercs Yy el Banco Central e Hunduras, especificando
en los mismos las fechas y furmas Jde am3 rtizecién del financia amiento
para 1z construccion de Jas viviendas. En dichos socumentos se auto-

rizaoré al Banco Centiral Jz Honduras, PEra que efectie e) cargo en
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las cuentas Jde Jepdsites del intermediario financiero, al venci-

mientc de las amortizaciones;

Los intermediaries financiercs remitirin al Banco Central de Hon-

duras, una copia de la escritura de comprz-venta de cada vivienda

familiar.

ANALISIS Y RESOLUCION Dr LAS SOLICITUBES DE CREDITO

a)

E1 Departamento ¢o Crédit5yy Valores del Bancu Central de Honduras
analizara las solicitudes de crédito y zquellas que cumplan con

lus requisitos establecidos en este Raglcmento, serén presentadas
2 12 Comisidn de Cartera, la que en definitiva anrobaré ¢ denega-
rd lcs créditcs soiicitados —- ‘Qé ‘n*2rmediarios financieros. La
Comisién Jde Carterz procurari 1a:p:rti;ipacién del mayor numero ce

constructores y de instituciones financieras intermediarias;

La Comisidn de Cartera podrd autcrizar a los intermediarios finan-
cieros, una vez aprobada la sclicitud Jde créditcs, adelantos inte-

rinos para la construccidn de viviendas bajo este programa.

Aprobadas o denegadas las solicitudes ce crddito, haréd la ccmunica-

cidn respectiva a los intermediarios financieros solicitantes.

Este Reglamento entrard en vigencia el Cinco' de Ncviembre de mil nove-

cientos ochenta y dos.
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ANNEX P

COUNTRY RISK ANALYSIS

(June 1984)

THE ECONOMY

With a per capita income below $600 a year, Honduras is one of the
poorest countries in the Hemisphere. Most of the 4.4 million population is
engaged in agriculture, which accounts for about two-thirds of employment, a
third of GDP, and 80 percent of exports. Export growth potential 1is princi-
pally in agricultural-—-lumber, beef, sugar, and cotton, in addition to bananas
and coffee, the nation's main export. All of the agricultural export products
are vulnerable to world market price fluctuations, but prices are expected to
at least remain stable and, more likely to 1improve as the global economy
emerges from the recession of the past few years.

The manufacturing sector employs about 10 percent of the labor force and
accounts for 15-20 percent of GDP. Growth is constrained by the small domes-
tic market and by limited comparative advantages 1n potential export articles.
Real manufacturing costs are burdened by the lack of infrastructure, especial-
ly power and transportation facilities.

After a good record of 7 percent annual economic growth in the 1late
1970's due to favorable terms of trade and sound internal economic management,
growth rates declined sharply beginning in 1979. GDP was stagnant in 1980 and
1981 and declined in absolute terms in 1982 and 1983. Average per capita in-
come fell by about 12 percent between 1979 and 1983. The new government which
took office i1n January 1982 faced one of the worst financial and economic
crises in the history of Honduras.

With exports and imports each accounting for over 30 percent of GDP,
foreign trade 1s a dominant aspect of the economy of Honduras. Thus when ex-
port earnings began their declinc and imports followed this trend, the result
was a reduction of GDP in real terms during the period of 1981-1983.

In general terms, the drop in exports can be attributed to twoc factors
which are exogenous to Honduras. These are the deep worldwide economic reces—
sion which has resulted in historically low commodity prices, and adverse cli-
matic conditions. Because Honduras' major exports are agricultural commodi~
ties (in fact they account for 80 percent of total exports) the demand and
prices of these products depend on world economic conditions. Thus in the
case of coffee and sugar, while production capacity has been high, the his~
torically low prices of these commodities and the quotas of the Ilnternational
agreements have resulted in the reduction of revenues. In the case of bana-
nas, Honduras' major export, internatiomal prices have been relatively high,
yet production has dropped as a result of heavy winds experienced in March of
1983.



The expected recovery of the industrialized economies will lead to a re-
covery of the prices of commodities such as coffee, sugar and refrigerated
meat and to the improvement of Honduras' terms of trade since these commodi-
ties represent 62 percent of total Honduran exports. Therefore, export earn-
ings are expected to gradually increase in the short to mid-term. 1In fact,
despite the adverse climatic conditions experienced in 1983, exXport revenues
increased by 6 percent thus reversing the trend initiated ip 1981. The Gov-
ernment of Honduras recognizes the disadvantages of overdependence of the
economy on one or two products. To correct this imbalance it has requested a
Structural adjustment loan from the World Bank which will allow Honduras to
diversify {its export base and effectively insulate its economy from adverse
economic and climatic conditions, However, consideration to this request will
not be made until an agreement with the IMF is reached on an economic adjust-
ment program,

With respect to imports, Honduras has been able to reduce its d1mports
since 1980 in order to maintain stabllity on {its current account. However the

in 1983. Import reduction has been achieved through the implementation of g3
strict exchange control policy enacted in 1981, and resulted in the 21 percent
drop of imports since 1980. Further import reduction 1is not expected beyond
1984 since imports of capital goods, which have been drastically reduced, must
increase in order to reactivate the economy particularly the non-traditional
export sector.

The decline in export earnings also resulted 1ip large deficits 1n the
balance of payments. Furthermore, to meet the government budget deficit the
GOH opted to finance it through the banking system as well as via external
financing and the drawdown of international reserves. However Honduras was
unable to secure sufficient external financing to also service all of 1its pu-
blic debt and built Up arrears. A major reason for Honduras' inability to
obtain sufficient external credits was {its falling out of compliance with ap
IMF program. 1In general terms the IMF program called for the reduction of
public debt and to the adjustment of fiscal, monetary and exchange policies to
reflect the changes in internal and external economic conditions. Specifical-
ly the terms of the IMF program are as follows:

1) The reduction of the budget deficit from 10-10.5 percent of GDP to g
figure around 5-7 percent;

2) Limit growth of the money supply in order to reduce inflationary
pressures; and

3) To legitimize the parallel exchange rate market;



Because of 1ts policy of encouraging foreign investment, Honduras has
been able to attract foreign investment and capital durivg the last four
years. However, as a result of deteriorating economic, social and political
conditions 1in the region, investment and capital inflows have becn on a de-
clining trend since 1980. This has also been a result of the termination of
the IMF stand-by agreement which resulted in the 1inability of Honduras to
withdraw the full amount of funds allocated and to obtailn additlonal credits.

Long range development plans call for significant 1nvestments in infra-
structure, thus Honduras will likely maintain 1its policles aimed at attracting
foreign investment. Since agreement on an IMF program will lead to additional
credits from various official and private sources, among these the U.S. Gov-
ernment, Honduras 1s expected to take steps that will lead to the implementa-
tion of this program.

HONDURAS: INTERNATIONAL ACCOUNTS

Current Account

Historically, since 1974, as a percentage of exports, Honduras has expe-
rienced high current account deficlits. The deficit on the current account of
the balance of payments jumped sharply in 1974 to $105.7 million from $34.6
million in 1973. The current account deficit as a percentage of total exports
increased at that time from 11.8 percent to 31.9 percent. This was attribut-
able in large part to Hurricane Fifi which 1in 1974 devastated banana planta-
tions and to a 149 percent increase in the cost of fuel imports. The current
account deficit averaged 9.3 percent of exports during 1971-1973, 29.4 percent
during the following 3 years. During the period 1977-1979, the ratio was
reduced considerably as export growth exceeded the rise in imports. In 1980,
however, as a result of the steep rise of 01l imports the deficit exceeded
$300 million (or 32 percent of exports). Since 1981, imports have been on a
downward trend while exports dropped in 1981, amd 1982 but recovered slightly
in 1983. Thils resulted 1in the reduction of the current account deficit as a
percentage of exports to 19 percent in 1983, the first time since 1973 that
this ratio has been below the 20 percent mark. It 1is anticipated that this
ratio will improve further over the next three years as export prices and vo-
lume increases (see current account projections).

International Reserves

Because of the chronic current account deficits experienced during the
last nine years, the level of international reserves has, by international
standards, been extremely low. In terms of the number of months of imports,
reserves have not exceeded three months (a measure considered acceptable) in
the last seven years. In fact, prior to the imposition of exchange controls
in 1982, reserves reached an alarmingly low level of .95 months of imports.
Since then intermational reserves have recovered slightly although they remain
at a low level of 1.4 months of imports as of December 1983. The slight re-
covery of rerserves has been 1n part the result of the moratorium on debt
repayments of principal due in 1981, 1982 and 1983.



Inflation and Exchange Rate

The currency of Honduras is the lempira. The exchange rate ig pegged to
the dollar and has been 2 lempiras per dollar since 1931. As a result of the
higher domestic inflation rates relative to those of the U.S. (average domestic
inflation 1977-1982 has been 10.73 percent; while the U.S. average for the
corresponding perlod has been 8,56 percent). The lempira has become over—
valued. This overvaluation has resulted 1in the development of a parallel mar—
ket which presently trades at 2.4 -2.5 lempiras/dollar. Because the official
exchange rate market {is strictly controlled and 1s rather inefficient, the
illegal parallel market rate is believid to have increased in volume. The

Import Incompressibility

Lacking indigenous petroleum resources, Honduras' fuel bill has repre-
sented a substantial portion of the country's import bill. However, with a
300 mw hydro electric power station coming on line 1in 1985, a reduction in
demand for fuel will be evident. Moreover, a Mexican-Venezuelan Petroleunm
facility 1s available which provides concessionary financing on 30 percent of
purchases. Thus petroleum import costs are expected to stabilize. Imports of
food which had been on an upward trend (in absolute terms and as a percentage
of total imports) through 1980, have decreased considerably over the last
three years. Further reduction is not expected but the emphasis placed in the
Production of 1mport substituting corps, by way of providing price supports,
should maintain food imports constant as a percentage of total imports,

Debt Service

Through 1981, Honduras' debt service burden has been substantial,
although not unmanageable. From 1977 through 1981, the debt service ratio
dveraged less than 20 percent. In 1982, as a result of the trend continued
drop in exports the index role to 26 percent. This deteriorating trend con-
tinued in 1983 although this was the result of increased debt repayments,

Total external debt amounted to $1.54 billion at the end of 1982 ang due
to Honduras' inability to reach an agreement with the IMF and itg creditors on
the debt in arrears, external debt growth in 1983 was not substantial. Pro-
Jections of principal and interest payments that Honduras must make to
maintain 1ts 1983 position current will cause this index to exceed 30 per-
cent. As exports continue to grow over the next 3 years, we anticipate ga
slight decline in this ratio (see debt service projections). The 1impact of an
additional $25 million AID-HG loan on the debt service ratio 1is very small,
The debt service ratio would increase by about 1/3 of one percent. Hondurasg
Presently has $185



million in outstanding loans from AID. Arrears are quite small at $172,000 of
principal and $177,000 of interest. Honduras has contracted some $43 million
of AID-HG loans. Honduras 1s current on HG loans .

Honduras presently must pay 2 1/4 - 2 1/2 above LIBOR 1if private funds
were available to it. The $25 million AID-HG loan represents 15-17 percent of
1983's current account deficit and would help Honduras's preseat foreign ex—
change needs and the loan's lower interest rates would save this nation about
$550 -$700,000 a year in foreign exchange.

Honduras is presenily ia =arrears on nearly $90 million owed to commercial
creditors. Thils represents principal payments due in 1981, 1982 and 1983.
Negotliations with the creditor banks are in effect but progress has been slow
since Honduras 1s also 1involved with negotiations with the IMF concerning an
economic adjustment program which is tied to a stand-by agreement.

The successful negotiation of the debt in arrears and the signing of an
agreement with the IMF will allow Honduras access to additionar sources of
wnancing, and to reduce its debt service burden. However, even in the event
of the successful outcome of these negotiations, the debt service ratio will
remain in the 25-30 percent range although the expected increase in exports
willl cause this indicator to exhibit an improving trend during the next 3-4
years.

Historically, Honduras has met 1its external obligations on a timely
basis. However, a build-up of short-term debt contracted during the late
1970's by private entities with the guarantee of state agencies resulted in
the build-up of arrears. Negotlations on the refinancing of principal due
between 1981 and 1984 and for an additional $40 million dollar loan have been
in effect since 1982. However, progress has been slow as Honduras has fallen
out of compliance on a 1982 IMF program and drawdowns were suspended in

December 1983.

Despite these difficulties Honduras' vulnerability index - an index de-
rived by the Federal Reserve Bank of New York to track countries facing foreign
exchange difficulty — has improved over the past two years.

SUMMARY

The last four years have been a difficult period for Honduras. Export
earnings had been on a downward trend until 1983 while its debt service in-
creased by 50 percent between 1979-1983. This resulted on the current account
deficit rising to 33 percent of exports in 1981 before improving modestly in
1982 and 1983, while the debt service ratio continued on a deteriorating trend
that resulted in a high level of over 30 percent of exports inm 1983. This
ratio, however, does not take into account the debt repayment arrears which

have built up since 1981.



The 1inability of the government of Honduras to reach an agreement with
the IMF on an adjustment program 1s a major obstacle preventing the long-term
ad justment of the Honduran economy. An agreement with the IMF would pave the
way for Honduras to receive credits from an IMF stand-by agreement, reschedule
principal payments due 1in 1981-1984, and qualify for a structural ad justment
loan from the World Bank. Despite the fact that negotiations with the IMF
have been slow and that the reaching of an agreement in the short-term is not
expected, overall improvement 1is already evident. The current account/export
ratio in 1983 1is the best since 1973, The resumed growth of the economies of
the industralized nations will result in ’acreased export revenues. This dev-
elopment combined with the goverument's continued efforts to control import
growth will result in the improvement of the current account. Although cur-
rent account balances are difficult to estimate beyond a 12 month period, it
1s projected that the current account deficit will decrease during the next
2-3 years and will be near balance by 1986. The rise in exports will also
lead to the slight improvement of the debt service ratio {in the next 2-3
years, although the performance of this indicator also depends on the succes-
sful rescheuling of the external debt which remains in arrears. This indica-
tor, however, should remain in the 25-30 percent range.

As noted earlier, although possible, a devaluation of the official rate
1s not anticipated. It is more likely that a shift in the number and value of
transactions to the parallel market rate can be expected, thus resulting in
the effective devaluation of the lempira. Inflation, which has averaged
around 11 percent during the last 7 years 1is expected to increase as the ef-
fects of the fiscal deficits are reflected in the consumer prices. If an
agreement on an economic adjustment program 1s reached with the IMF 1t will
include austerity measures such as the elimination of price coutrols and sub-
sidies. The short-term effects of these may result in an increase in consumer
prices. Therefore, we expect inflation to be in the 15-20 percent range
during the next 2-3 years. Inflation rates of this size will put added pres-
sure on the exchange rate.

The implementaton of an IMF economic adjustment program 1s essential ag
it will allow Honduras access to several sources of financing. The USG 1isg
tying ESF disbursements to conditions which will relieve the fiscal and exter—
nal account deficits. These efforts are a prerequisite to and will complement
the conditionality terms of an IMF agreement, The inflow of capital 1s neces-
sary for the long-term Improvement of the econnomy. With additional capital
the government will find it extremely difficult to achieve the export diversi-
fication plans that will free Honduras from its dependence on the prices of a
few agricultural commodities. However, because conditions have improved mar-
ginally over the last year, the urgency of the situation is somewhat mitigated.
Nevertheless, for long-term improvement of the economy to take place the
measures suggested by the IMF should be adopted. In the absence of these ad-
Justments the economy of Honduras will not be able to record rates of growth
sufficiently lerzge to meet the needs of its growing population. It is recom~
mended however that new loans to Honduras consider the difficult present con-
ditions and have a sufficient grace perlod (3-4 years) to allow for the
adjustments to its economy to take effect.
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AQNDURRS

YEAR
1977
1978
1979
1998
1984
1982 15T K,
1982 2KD K.
1982
1983 15T Q.
1983 2ND Q.
1983 3RD Q.
1987 4TH Q.
1983
1984
1985
1986

EXPORTS INPORTS
FoB FoB
393.98 736.78
706,60 881,08
£39.2 1871.68
967.58 1383.86
982,48 1233, 48
438.93 508.86
352,58 S41.74
783,58 1841.88
236,88 (e) 267.78
231,88 (e) 245.82
175.88 (e} 254,68
185,68 (e) 262,53
827.88 (e) 1829.93
9g8. 08 1608. 08
94¢.00 1835. 86
975.08 1658. 08

411 data froa IFS, Hav 1984,
1984-85 {icures are proiections,
{a)=annualized

(e)=estinate

(e}
{e)
{e)
(e)
(e)

CURRENT ACC

OUKT

(HILLIORS US §)

TRAKSFER
NET §-T

5

11.25
11.25
11,25
1.25
45.88
58,88
55.88
69.88

{e)
(e}
te)
(e)
(e)

CURR. ACCT. CURR. ACCY./
BALANCE EXPORTS
Y
-128.48 -21.85
-157.08 -22.22
-192.18 -22.34
-316.88 -32.74
-383.38 -33.68
-188.28 la) -12.54
-348.32 (a) -49.48
~228.38 -29.14
-82.12 {a) -8.78
-11.88 (a) -1.20
~273.48 (a) -39.84
-265.12 {a) -35.83
-157.93 (e) -19.18
-58.08 -5.56
-48.88 -4.24
-15.08 -1.54
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ONDURAS
DEBT SERVICE RATID  PUBLIC ONLY DEBT SERVICE RATIO  -PUBLIC AND PRIVATE

(MILLIONS US §) (SILLIDNS US §)

D e ps———

PRIWCIPAL INTEREST T0TAL EXPORTS DEBT SER  PRINCIPAL INTEREST 10TAL EXPORTS DEBT SERY

PAYNENTS  PAYMENTS  DEBT RATIO PAYMENTS  PAYNENTS  DEBT RATIO
SERVICE SERVICE

TEAR e R e - -
1977 19,88 21.98 .78 593.98 7,82 28. 68 62.18 98.76  593.98 15.27
1978 28,18 31,38 59.48  786.68 8,41 48,18 77.78  117.88  784.48 16,67
1979 62,60 15,98 108.5 859,28 12,63 76,78 1B5.48  182.18  859.28 21.19
1988 39,28 58,98 98,18 947.58 18.14 §3.786  187.28  17B.98  947.5B 17.66
1981 37.80 77.58  115.18  982.48 12,77 55,38 140.18  195.48  982.48 21,65
1982 1ST K. 25.18 48.35 73,65 438,93 17.89 13. 08 68.85  101.85  438.93 23.64
1982 28D . 25,18 18.35 7365 35058 26.89 33,08 48.85  181.85  352.58 26.89
1982 5. 68 %.76 147,38 783.58 18.88 66,88  137.78  283.78  783.58 26,08
1983 15T 0. 24.58 21,93 46,43 236.88 (e) 19,67 29.58 34.43 63.95  736.68 (e) 27.09
1983 2N 0. 0.5 21,93 46,43 231,88 (e) 28,18 29,58 35.43 63.93 211,88 (e) 27.67
1983 3RD €. 24,58 21.93 46,43 175.88 (e) 26,53 29,58 34.43 63.93  175.88 () 36.53
1983 4TH Q. U.5 21,93 46,43 165.88 () 25.B9 29,58 38.43 63.93  185.88 (e) 34.55
1983 98. 89 §7.78  185.78  B827.88 (e) 22,45 118.88  137.76 5.76  827.08 (e) 30.92
1984 111,38 37.48 198,78 99B.BB 22,88 131,38 137.48  268.78  908.B8 29,86
1985 187.88 85.68 192,68 949.88 26,49 127,88 I35.68  262.48  945.08 27.94
1986 123.38 81.68 284,98 975.B8 21,82 143,38 131.68  274.98  975.88 28,19

1577-32 cublic and orivate debt service from World Debt Tables. 1982-83.
1983-86 public debt cervice fioures are World Debt Table oroiections.
1983-86 orivate debt cservice are estisates.

1984-86 ficures are oroiections,

{e) =estieate
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HONDURAS

YEAR
1977
1978
1979
1988
1981
1982 18T H.
1982 2KD H.
1982
1983 157 8.
1983 2ND Q.
1983 3RD Q.
1983 47K Q.
1983
1984
1985
1586

RESERVES / IHPORTS

- e o e e e e = e i e o S e R e e e m E  m e e e e e T e e e S e e e e e o e e e e e o e

RESERVES 6OLD-MILLION  60LD-MKT

LESS BOLD TROY OUNKCES  PRICE EOP
LONDON

179.77 8.8l4 160,68
184,44 g.e14 208.2
209,17 6.814 455.28
149,83 B, 816 595.2
181.42 8,816 118.78
74,81 B.816 314.98
112.23 B.B16 444,00
112,23 B.Bl16 444,88
182,23 8.816 419,98
§8.38 8.816 413,88
97.935 B.816 485,38
113,62 B.816 385,18
113,62 8.8l6 385.18
125,88 8.816 388,088 fe)
25.08 e.816 Jge.e8 (e
125.80 B.816 388.88 {e)

#il reserve data fros JFS., Mav 1984,
1984-86 ficures are oroijectione.
feizestisate

ip)=proirection

aHEs
FESERVES

TOTAL KES.
INCL. 60LD

131.88

IKPORTS RES. AS KES. IN MOS

1 OF IMPORTS  OF IMPORIS
736.78 24,71 2.96
881.68 21.27 2.55
1871.880 28.11 2.41
1383.88 12.20 .46
1233.48 8.72 1.85
1808B.13 (a) 7.99 £.95
1883.47 (a) 11,81 1.32
1841, 88 11.45 1.37
1871.12 (a) 18.17 1.22
988.88 (2) 18.74 1.29
1818.48 (a) 18.25 1.23
1858.12 (a) 11.41 1.37
1829.93 (el 11.63 1.48
{one. 88 13.14 1.97
1835.88 12.66 1.52
1ese. s 12.48 §.56
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HONDURAS CURRENCY COMPETITIVEKESS
CHANGE [K INFLATION / CHANGE EXCHANBE RATE

CONSUNER PRICE EXCHANSE CONSUMER PRICE RATIO
INDEX-HOKDURAS RATE* INDEX-USA
19752184 1975<188
YEAR e
1977 116.18 2.0 115.48 1.81
1978 123.78 2.88 125.90 8.98
1979 147,68 2.08 142,68 1.84
1988 158,58 2.08 168.38 8.99
1981 178.18 2.09 174.48 1.8
982 15T H, 189,58 2.08 188. 16 1.85
1982 2KD H, 196.8 2,80 181.39 1.88
1982 196.88 2.68 181.39 1.88
1983 15T Q. 282,38 2.88  182.88 1.11
1983 2XD 0. 209.29 2,00 184.91 1.13
1983 3RD 0, 213.68 2.80 187.28 1.14
1983 4TH 0. 213.85 2.68 188. 27 1.13
1983 213.85 2,00 188.27 1.13
1984
1985
1986

£1! data excent estisates from [FS. Mav

1975 CP1 {US and Honduras) = 188,

§975 exchanoe rate: 2 Jespiras/dollar

CPl and exchanoe rate are end of veriod fioures.
te)=estisate
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RONDURAS
INPORT INCOXPRESSIBILITY

Py T vt P 3 S bt b S R e e R T bttt

FUEL INPORTS FOOD INFORTS FOOD AND FUEL
1 OF INPORTS usé Y OF IHPORTS US$ &S 1 OF TOTAL IMPORIS
HILLIONS MILLIDNS
YERR e - e -
1977 12.88 88.48 7.98 58.28 19.98
1978 16.98 96.83 B.18 71.3 19. 60
1979 13.88 (e) 139.33 B.58 (el 91.18 21.58
1988 15.98 207,62 8.98 - 116.22 24.88
1981 13.38 164.84 6.88 83.87 28,18 (e}
1932 1ST H. 16,38 (a) 163,82 6.80 {a) 48.81 72.38 fa)
1982 2HD H. 16,38 (a) 176,61 6.28 (a) 65.81 22.38 (a)
1982 16.38 fe) 169,81 6.88 (e) 82.51 22.38 (o)
1983 15T O, 15.88 (a) 168,67 6.58 (a) 89.62 21.58 (a)
1983 2KD . 15.88 (a) 1478 6.58 (a) 83.71 21.58 (a)
1983 3RD Q. 15.88 (a) 152,76 6.58 (a) 66.28 21.58 (a)
1983 4TH Q. 15,88 (a) 157.52 6.58 (a) 48.26 21.58 (a)
1983 15,88 (e) 154.49 6.58 (e) 86.95 21.54 {e)
1984 16.88 648,88 7.08 288. 88 23.68
1985 6,88 562,48 7.58 289,89 23,08
1986 15,88 672,88 7.88 294.88 3.0

411 data excent estisates fron INF Subplesent on Trade Statistics. {982.
1984-85 fioures are proiections.

te}=gstisate

{al=annualized
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HONDURAS

YEAR
1977
1978
1979
1988
1981
19827151 H,
1982 2KD H.
1982
1983 1ST Q.

1983 2ND Q.

1983 3RD Q.
1983 4TH Q.
1983
1984
1985
1986

VULNERABILITY INDEX

JMPORTS SHORT-TERN DERT RESERVES EXPORTS INDEX
13,78 5e.82 (el 179.77 593.98 182,19
281.08 180.68 (e) 184,44 785,68 112.73

1871.88 285,08 209,17 859.28 124,24

1385.88 311,88 149,83 967.58 151,62

1233.48 313.88 181,82 982,68 162,35

1088.13 (3) 276,88 (a) 74.81 861.85 (a) 139.48

1883.47 (a) 276,88 (a) . 112,23 785,15 (a) 176,81

1841.880 276.88 112,23 783.58 153.87

1871.12 () 220.88 (a) 182,25 144,88 (a) 125,94
938.088 (a) 220.88 (a) 98.36 924,88 (a) 119,23

1818.48 (a) 228.80 (a) 97.95 708.88 (a) 162,92

1e58.12 (a) 220,88 (3} 113.62 (el 748.08 (a) 156.28

1829.93 228.08 113,62 (o) 827.68 137.48

jg0a. a8 225,88 {e) 125,68 908,08 122,22

1835.88 25.88 el 125.68 948,08 128.74

jese.en 225,88 (el 125.88 975.08 117.85

All dsta exceot shért-tern debt fros IFS. Nav 1984,
Short-tera debt from KIS Faturity Distribution of International Bank Lending, Julv 19B3.

" Reserves do not include sold.

1934-86 f1oures are proiections,
telzectisate
tal=annualized



