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" GUARANTY AUTHORIZATION
" PROJECT 615-HG-007

5é£§§ié£a‘rf65{‘ Bousing Guaranty Authority
f?&é2”1 o The Government of Kenya

Pursuant to the authority vested 1in the Assistant
Administrator, Bureau for Africa, 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
twenty million dollars ($20,000,000) in face amount, assuring
against losses (of not to exceed one hundred per cent (100%) of
10an investment and interest) with respect to loans, including
any refinancing thereof, by eligible U.S. investor(s)
acceptable to A.I.D and made to £inance housing projects in
Kenya.

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

1., Term of Guaranty: The loans may extend for a period
of up to thirty years from the date of disbursement and
may include such terms and conditions as shall be acceptable to
~ A.1.D. The guaranty of the loans shall extend for a period
beginning with the first disbursement of the loans and shall

continue until such time as the Inveszor(s) has been paid in
full, pursuant to the terms of the loans.

2. Interest Rate: The rate of interast payable to the
Investor(s) pursuant to the loans shail 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. Government of Renya Guaranty: The Government of Kenya
ghall provide Tor a full faith an credit guaranty to indemnify
A.I.D. against all josses arising by virtue of A.I.D.'s
~ guaranty to the Investor or from non-payment af the guaranty

C fee-

4. Fee: The fee of the United States shall. be payable in
‘dollars and shall be one-half perceant (1/2%) per annum to the



 outstanding guarantied amount of the loans plus a ‘fixed amount
equal to one percent (1%2) 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: The guaranties shall be
subject to such terms 2and conditions as A.I.D. may deem

necessary:

A I - )
', ;ct::g:ng kss:.: stan? %%gnfstrator

' Bureau for gfrica
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"PROJECT AUTHORIZATION

Name of Cot@tﬁj}% ' Kenya

Name of Projééfgiﬁ‘ ' private Sector Cooperative
Houging Finance o

Naume of Project: ° 615-0225

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as
amended, I hereby authorize the Private Sector Housing Finance
Project involving planned obligations of not to exceed $1,120,000 in
grant funds over a four-year period from date of authorization,
gsubject to the availability of funds in accordance with the A.I.D.
OYB/allotment process to assist in financing the foreign exchange
and local currency costs for the project. The planned life of the
project is four years from the date of initial obligation.
This project will provide technical assistance, training and related
commodity support to housing cooperatives and financial institutions
to complement a $20 million Housing Guaranty program to the
Government of Kenya. A maximum of two long-term technical advisors
will be funded from this grant. One, the Cooperative Management
Specialist, will assist the National Cooperative Housing Union
(NACHU) develop necessary organizatioaal, administrative and
management skills. The second, the Cooperative and Low=Cost Housing
Specialist, will have primary responsibility for assisting and
training NACHU personnel to develop and package economically
feagible housing cooperstive programs eligible for long-term Housing
Guaranty financing. In addition, it is anticipated that
approximately 12 persons months of short term technical assistance
will be provided to NACHU in the development of training, .
administrative, financial, and regulatory procedures and other
gelected technical areas. as required. Short term training on the
gperation of secondary mortgage markets for ministry and housing
jnance institutions staff will also be provided. Commodity
agsistance, such as-computer and audio-visual equlpment, will be
progiged to the long-term technical advisors and the trailners, as
. needed. oo : : : : :

3. Tﬁe Project Agreement, which may:be-negqtiated and executed by
the officers to whom such authority is delegated in accordance with
A.I.D. Regulations and Delegations of Authority, shall be subject to



- the following essential terms and covenan¢s and wajor conditions,i'
together with guch other terms and conditions as A.I.D. may deem

appropriate.

4a Source and Origin of Goods and Services

Except as provided herein or as A.I.D. may otherwise
agree in writing, commodities f£inancad by A.I.D. under
the Project shall have their source and origin in
Kenya or in the Daited States. Except for ccean
shipping, the gsuppliers of commodities or services
gshall have Kenya or the United States as their place
of nationality, except as A.1.D. may otherwise agree
in writing. Ocean shipping financed by A.I.D. under
the Project shall, except as A.I1.D. may otherwise
agree in writing, be financed only on £lag vessels of
the United States.

b Condiﬁions Precedent

1. Prior to any disbursement, or the issuance of any
commitment documents under the Project Agreement
to finance assistance to the National Housing
Cooperative Union (NACEU), the Cooperating Country
shall furnish in form and substance satisfactory
to A.I.D., except as A.I.D. may otherwise agree in

writing: .

(a) en acceptable NACHU staffing patﬁern, hiring
“  g¢4metable and budget;

(b) evidence that NACRU has retained the sarvices
of a finance manager to serve as counterpart
to the A.I.D.-funded Cooperative Management
Speclalist;

" (e) evidence that NACHU has agreed to retain the
+" gervices of a project‘technical manager to
gerve as counterpart to the A.1.D. provided
Cooperative and Low Cost Housing Speclalist,
within one year from the signing of the
Project Agreement;
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(d) evidence that NACHU has agreed to provide ,

. adequate office space, transportation,
gecretarial support services and related
equipment and supplies to the two long-term
A.I.D. funded advisors.

’Prior to any disbursement, or the issuance of any

commitment documents under the Project Agreement
to finance technical assistance or training
related to housing finanmce institutioms or
development of a secondary mortgage market, the
Cooperating Country shall furnish to A.I.D., in
form and substance satisfactory to A.L.D., except
as A.I:'.D. may otherwise agree in writing, scopes
of work and timetables for such training or
technical assistance.

Date::
- Assistant Administrator
for Africa
Clearances: ' X
:PTowsley Draft
AFR/E:ESpriggs. : aft
AFR/DP:JElliott Dratt
GC/H:BVeret Drazt
PRE/H: JHowley Draft
AFR/PD/EAP:SShah Drazt
GC/AFR:DRobertson ..
AFR/DP:HJohnson ~h Lehy
DAA/AFR, GPatterson = \

Doc. 05327



111, SUMMARY AND RECOMMENDATIONS

FINANCIAL PLAN

It is anticipated :hat the ﬁroposad project will

_provide $40 million in Housing Guaranty (GH) resources

over a five year period. This paper focuses primarily
on the first tranche of $20 million to be authorized

4n FY 83. The loan funds will come from the U.S.

private capital market for a term of 30 years, with up
to 10 years grace period. The rate of interest will
reflect the rates for similar debt securities '
guaranteed by the U.S. Government. The loan repayment
to the U.S. Covernment will be guaranteed by the
Government of Kenya and the U.S. Government in.turn
will provide a loan repayment guaranty to the U.S.
private lender. '

A sum of $1,120,000 in Development Assistance grant
funds will be provided to strengthen the cooperative
housing movement and the housing finance system in
Kenya. Approximately $940,000 million will be
provided for technical assistance and training to
streagthen housing cooperatives in Kenya, espccially
the apex organization, the National Cooperative
Housing Union (NACHU) and approximately $180,000 for
short-term training to the housing finance
institutions. An additional $100,000 from HG fee
{ncome will be provided for technical assistance to
the housing finance institutions.

The local contribution for housing construction will
result from down payments by the program beneficiaries
and will amount to approximately $2.0 million in the
first tranche. The local contributions to the
cooperative housing component totaling $215,000 will
consist of NACHU sta‘f salaries, office space and
equipment, use of the facilities for training programs
and the fees paid by cooperative members to cover the
cost of NACHU assistance.

TERM OF PROJECT

The full life of the project is six years. The first
tranche HG authorization of $20 million is requested
in FY 83. The second tranche authorization of $20
million will be requested in FY 86, based on the
progress in the implemen~ tation of the project during
the earlier tranch and studies of housing needs,
informal housing finance and feasibility of an
effectively operating secondary mortgage market.
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. DESCRIPTION OF PROJECT

The proposed project will expand the private sector's.
capacity to design, counstruct, finance and seevice
low cost housing. During the £first two tranches of
the project, the primary emphasis will be to )
demonstrate that provision of low cost housing,
costing about $3,700 - 7,400 (KShs 50,000 - 100,000)
is a profitable business for developers and an
appropriate function for cooperatives and that
housing finance institutions should service this
market in Kenya. The subsequent tranche of the
program, denending upon the experiences and results
of the first tranche and the studies referred to
above, will also focus on establishing the conditions
necessary for the functioning of a secondary mortgage
market, and possibly on resource mobilization for
primary financing of low cost housing.

At the outset, USAID and the Ministry of Works,
Housing and Physical Planning (MWHPP) will establish
eligibility criteria for BG funding, based on family
income at the time of application for housing and on
the principle of affordability. The housing units
produced in the program will be affordable to the

.below median payment group although the owners may

have to offgset their housing costs by renting a room
in their house to other poor individuals or
families. These criteria will be widely publicized .
in Kenya. Interested housing finance institutions
will be asked to submit preliminary Master Project
Delivery plans indicating the projects they wish to
finance and their resource requirements for each.

‘USAID, in conjunction with the GCovernment and the

housing finance institutions, will establish s
ceiling for the HG funds to be available to each
institution applyinge.

‘Private developers working with the housing finunce

institutions will develop projectz based on the
eligibilicy criteria and the established ceilings.

It will be their responsibiliity to acquire land,
sub-divide it, do detailed layout and planning, get
all the necessary approvals from government agencies,
£ind the poténtial buyers and sell the housing

units. Using the technical assistance provided,
NACHU will davelop projects with member cooperatives
and submit them for financing to one of the
participating housing finance institutions.
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: Baéh project will be suhmitted to USALD, vho'vill

revievw the project to ensure its compliance with the .
established criteria of eligibility and S
affordability. 1If the project maets the criteris and
4s within the fund ceiling, USAILD will authorize
disbursemeat of the HG funds to finance long=tern
mortgages after sale of the units. USAID will
encourage participation by the housing finance
{astitutions, the Cooperaiive Bank, several private
developeis and housing cooperatives. :

Technical assistance will be provided to establish
uniform mortgage instruments and procedures; and to
astablish the basis for a secondary mortgage market.

PURPOSES OF PROJECT

The goal cf this project is to improve the quality of
1ife of low income families through support for
provision of user-financed social services. This.
goal will be accomnlished through the development of
s self-supporting, profit-making housing finance
system capable of responding to the housing needs of
low income families. Such a housing financzs systenm

‘@ill be made possible initially by the provision of

U.S. funds and subsequently by mobilizing additional
domestic resources and fuller participation of formal
and informal sectors.

1In addition, this project will, in the short rumn,
provide foreign exchange support to the Government of
Kenya. Because most building aaterials and skills
will be available locally, the Government will have
available 85-90Z of the HG loan as untied foreign
exchange, under relatively favorable terms and
conditions, to finance needed equipment and materials.

"In the long run, economic advantage to the Government

will acecrue by shifting responsibilicy for providing
low cost housing from the public to the- private
sector. The program will provide the necessary tools
for the private secter housing and investment
{nstitutions to fulfill such respomsibility.

The purpose of the project is to develop the private’
sector's capacity to plan, develop and finance lowver
income housing. - : kT L O
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'BACKGROUND OF PROJECT

Kenya has an estimated population of 17.5 million
(1981) which is growing at an annual rate of
approximately 4X. This growth rate is among the
highest in the world. If the curreat treand
continues, Kenya's population is projected to total
more than 38 million by the year 2000. Kenysa's urban
population of 2.4 milliom is growing at the rate of
7% per year and will double in approximately temn
years. Ounly 14% of Kenya's population lives in urban
centers at the prescont time, but the rate of growth
will bring the urban portionm to 20Z by the year 2000.
——
Kenya's urban housing shortfall was established to be
146,000 units in 1979. As th number of new urban
households will incruase by an estimated 160,000 in
the next five 7years, total housing requirements by
1988 will exceed 300,000 new units. Annual
production has been about 6,500 units in recearl
years. The public sector, principally the Natiuonal
Housing Corporation and the Nairobi City Council's
Housing Development Departaent, assisted by USAID and
World Bank financing, has produced only about 5,000

‘upits per year in the 1980's. The formal private

sector has been building only about 1,500 units per
year. The substantial gap remaining between formal
production and demand has been filled partially by
the informal sector through the provisica of
substandard housing.

The Government of Kenya has increasingly recognized
that in order to meet national bousing ‘needs :
effectively, the role of the private sector will have
to be expanded to include low income housing. In
1980, the Covernment sponsored a nationwide seminar

_to discuss the role of the private sector in

housing. Subsaquently, the Government requested
HABITAT, the UN organizationm concerned with human
settlemeats, to finance a study on how to0. expand the
role of the private sector. USalD worked closely
with the Ministry of Works, Housiag and Physical
Planning, HABITAT, and the study team on the efforte.
The study, completed earlier this year, identified
eighteen feasible private sector projects which would
require approximately $60 aillion (KShs 800 milliom)
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" 4n financing. Subsequently the Covernment co-spon-

sored with USAID a seminar on secondary mortgage
market operations which was attended by over 70
gsenior representatives from the private and public
gsector.

Under the first tranche of the proposed program, the
Kenyan private sector will be involved in the formal
production and finanecing of lew cost housing for the
first time. The cost of the housing to be produced
in this project will average 1/3 of the cost of
previously produced housing by the formal private
gsector. The infusion of HG loan funds is designed to
demonstrate that low cost housing can be a profitable
venture for housing finance institutions, as well as
private builders and developers; and that the private

- gector is an efficient vehicle for the provision of

such housing. The second tranche of the project will
look at other available optioms, based on the various
studies; and further consider this and other
effective approaches to the problem of low cost
housing.

Since this $40 million project will produce only a
fraction of the units needed to satisfy the demand,
{t is essential that a means be developed to tap the
financial resources of insurance, pemsion and other
funds, credit unions, small savers and informal
gector sources for the housing sector.

For long~term shelter sector considerations, it is
also essential that options be explored for the
future involvement of the informal sector in finance
and solution production. Only a combination of
approaches will finally and fully address the
problems of low income housing in Kenya.

MAJOR CONDITIONS PRECEDENT AND COVENANTS

The HG loan shall be subject to the following
conditions precedent and o such other -terms and
conditicns as AID may deem necessary:

(a) Prior to any disbursements under the Guaraaty,
the Governmeut shall, except as AID may otherwise
agree in writing, furanish to AID, in form and
substance satisfactory to AID:

- evidence that the Government of Keaya has adopted
approrpiate reduced building and infrastructure
standards for the Project;

~ evidence that the Government of Kenya has
approved such Sessional Paper(s) as may be.
necessary to effectuate the borrovwing; ‘
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.(b) Prior to releasing fuads for an individual

development, the Goverament shall furnish AID in
form and substance satisfactory to AID, except as
AID may otherwise agree in writing, an acceptable
plan for such development which incorporates
necessary information from the participating
janstitutions, including specific project data
concerning eligibilicy criteria for approval of
mortgage, financing terms and conditions, unit
cost data, cash flow, construction schedules,
implementation plans and criteria for selecting
detalls concerning eligible beneficiaries.

The Project Grant Agreement shall be subject éo the
following terms and covenants and major conditions,
together with such other terms and conditions:

(a) Except as provided herein or as AID may qthctwisc

(b)

agree in writing, commodities financed by AID
under the Grant shall have their source and
origin in Kenya or in the United States. Excapt
for ocean shipping, the suppliers of commodities
or services shall have Keanya oT the United States
as their place of nationality, except as AlD may
otherwise agree jin writing. Ocean shipping
financed by AID under the Grant shall, except as
AID may otherwise agree in writing, be financed
only on flag vessels of the United States.

Prior to any disbursement, oOT the insurance of
any comnitment documents under the Grant Project .
Agreement to finaune assistance to the National
Housing Cooperative Union (NACHU), the
Cooperating Country shall furanish in form and
gubstance satisfactory to AID, except as AID may
otherwise agree in writiag:

(1) an acceptable NACHU staffing patterm, hiring
timetable and budget; . '

(11) evidence that ITACHU has retained the services

of a finance manager to serve as counterpar;_f
to the AID-funded Cooperative Management o
Specialist; )
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(411) evidence that NACHU has agreed to retain the
" services of a project technical manager to
serve as counterpart to the AID provided
Cooperative and Low Cost Housing Specialist,
within one year from the signing of the
Project Agreement;

(1v) evidence that NACHU has agreed to provide

., adequate office space, transportation,
secretarial support services and related
equipment and supplies to the two long=-term
AID funded advisors.

(e) Prior to any disbursement, Or the issuance of any
commitment documents under the Grant Project
Agreement to finance technical assistance or training
related to housing finance institutions or
development of a secondary mortgage market, the
Cooperating Country shall furnish to AID, except as
AID may otherwise agree in writing, scopes of work
and timetables for such training or technical

assistance.
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IV. PROJECT RATIONALE AND DESCRIPTION

;A.

1.

RATIONALE

Overview

The HG project addresses the need for an increase -
in the production of housing suitable for
households of below median income. This increased
production will be accomplished through the
involvement of profit-making housing finance
jnstitutions, housing cooperatives, and private
developers. In the past, low cost housing was
provided primarily through the National Housing
Corporation of the Ministry of Works, Housing and
Physical Planning, the City Councils aand the
informal sector. The private sector is primarily
concerned with upper middle income housing costing
upwards of $18,500 (KShs 250,000). The monthly
4ncome eligibility requirement necessary to obtain
financing for such housing is $500 (Kshs 6,750)
per month, while the median family income is $185
(KShs 2,500) per month. As shown in Annex I, over
the past five years the public secror built
approximately 5,000 houaing units per year for
lower income families, and the formal private
sector built about 1,500 housing units per year
for upper income people. This lavel of housing
production is highly inadequate considering that
annual new housechold formation is estimated at
32,000, in addition to an existing housing
shortfall in 1979 of 140,000 units in the urban
areas. The informal sector was forced to satisfy
this huge unmet demand through the provision of
substandard rentzl and squatter shelters.

During the next five years, an estimated 32,000
housing units will be required, every year in order
to meet the dezand of new urban households,
excluding the existing shortfall in housing. Most
of this demand will come from households in the
lov income groups. DBased on recent estimates,
approximately 24,700 households in Nairobi alone
are in the 40th - 50th income percentile. This is
the specific target group for the proposed HG
loan, a group that can afford a house costing
approximately $3,700 - 7,400 (KShs 50,000 -
100,000). There has been no production of housing. -
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units in this price range over the past several
years. Houses in this price range are not likely
‘to be built inm the foreseeable future without
USAID's involvement.

Although USAID is maintaining a low profile during
the project preparation stage, and has not
publicized its intentions of making any capital
financing available, geveral private developers
and cooperatives have submitted project proposals
to USAID. Some even prepared extensive studies to
demonstrate their seriousness in participating in
the program. USAID received five preliminary
project proposals from private developers for
productior of over 4,300 housing units at a total
cost of $29 million and a proposal from NACHU for
over seven-hundred housing units at a cost of $4.6
million. In addition, JUSAID has discussed
projects with three additional developers who have
indicated their willingmness to participate. USAID
strongly believes that when the availability of HG
finaancing is known, various additional project
proposals will be received by housing finance
institutions.

The $20 million program will provide financing for
low income housing projects at a level sufficient
to attract the private institutions, developers
and cooperatives. This progranm will demonstrate
that (1) sufficient profit potential exists for
housing production at the lower level to interest
the private sector, (2) both the risk of default
and the transaction costs are within acceptable
1imits for these households earning below the
median income. PFurthermore, if additional local
£inancial resources can be mobilized, the private
gector can continue its increased production
levels and begin to address the enormous demand
for housing more effectively. It ie_an:icipated
that Kenya's public sector will continue to have
the major responsibility for planning and
implementing programs to serve those families at
the lowest income levels. 1f the concept can be
established, and sufficient profitability can be
ensured, Kenya's private financial sector will
begin to serve a majority of the population.
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'in other words, under this program, Kenya's
housing finance institutions will provide

mortgages of approximately $§3,400 = 7,400 (KShs
45,000 - 90,000) for the first time. By bringing

income groups within their clientele, the
fipancial institutions will be able to attract
additional sources cf savings, broaden their

.business base and contribute to the solution of

the critical housing problems of low income
people. This HG program will help shift the
responsibility for providing low cost shelter from
the public to the formal private sector. The
program will also strengthen the housing :
cooperatives with meabership drawn from low income
families. S

Host Country Priorities and Programs

Kenya's Ministry of Works, Housing and Physical
Planning (MWHPP) has the primary respounsibilicy -
for the formulation of overall housing policy
which is specified in the Fourth Development Plan,
1979-1983. USAID's prior and current involvement
with the Government in housing is presented iz
Annex F.

Major shifts in the Government's shelter policy
have evolved during the last decade: (a) a
stronger coumitment to provide shelter affordable
by the urban poor, (b) more emphasis on cost :
racovery in the provision of low cost gsrhsiter, (c)
more emphasis on the growth of secondary towns aad
smaller urban areas, (d) a stronger couunitmesit €O
reorganize public sector bodies in order <o
expedite the process of the shelter delivery, and
(e) more recently, greater encouragement for
private sector participation in the development of
low cost housing. ) -

In the present Development Plan, the greater part
of the Government's budgetary allocations for nev
shelter and related community facilities arze
earmarked for low cost housing in the form of
site~and-service and upgrading programs. Mediunm
and high cost housing is expected to be provided
primarily through the private sector. The
National Housing Corporation (NHC) is the mazin
government agency uander MWHPP responsible for the
implementation of the government's low cost
housing policy and programs.
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HBowvever, during the past five years, the coubined
private and public formal sector production of
housing fell far short of the estimated demand.
The deficit has been filled dy the informal
private sector through the provision of
substandard housing with few 1if any community
facilities. :

The Government has proposed the following
{nitiatives to stimulate the formal private
sector's participation in the development of low
cost housing: .

a. Encouragement of provision of long~term
finance into the mortgage market by agencies
such as the Housing Finance Company of Kenya,
Savings and Loan Kenya Ltd., East African
Building Society, insurance companies, and the
National Social Security Fund, etc.

b. Provision of sarviced sites on Government land
either to individuals or to develop
organizations, such as housing cooperatives.

e Establishment of a tax incentive for savings
in housing finance institutions. .

d.. FPormation of housing cooperative societies.

In 1980, the Government sponsored a nationwide
seminar to discuss the role of the private sector
in housing. This seminar was followed by a
request to HABITAT to formulate a program to
attract the participation of the private sector in
the financing and development of low cost

housing. In June 1983 the Ministry of Works,
Housing and Physical Planning and USAID sponsored
a semipar on the "Bstablishment of a Secondary
Mortgage Market in Kenya®. Over 70 senior
‘representatives of the public and private sectors
attended and discussed ways to mobilize private
financial resources for housing. The Governnent's
opening remarks for this seminar are presented in
Annex M. '
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fn 1982, in the context of a severe sconomic

slowdown, the Government formed the Working Party
on Government Expendirures which recommended sharp
reductions in public spending. Approval of the
recommendations reinforced the Government's
coumitment to enccurage greater private gector
iavolvement in the shelter sector. The Minister
of Works, Housing and Physical Planning, in a
recent statement, emphasized the Ministry's
{ntention to support fully the implementation of a
program that would boost the existing mortgage
market by way of stimulating private developers
jnterest in small mortgage portfolios and low cost
housing.

The proposed HG project 1s supportive of the
GCovernment's policy objective of greater reliance
on the private sectorT. The project will induce
the private sector to focus its superior
productivity on the production of housing for
lover income housecholds.

The Private Sectorl in Kenya

Both formal and {informal sectors make up the
private unousing gector. The formal sector is
composed of developers, builders and individuals
wvho construct conventional and relatively high
cost housing units, which are financed through
individual mortgages. The informal sectorT
operates to produce vast numbers of substandard
rental accommodations.

(a) Formal Private Sector

The private formal sector has tanded to focus
on providing houses for upper middle and upper
{ncome families costing between $18,500 -
40,000 (XShs 250,000 - 550,000). - The housing
finance institutions and private devalopers
have been convinced that only families able to
afford this type of housing represent a viable
market and an acceptable financial risk for
:hem.
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‘Developers have concluded that their land

holdings could not be subdivided profitably
because city council approvals for reduced
standard site developments can not be obtained
within a reasonable time for low cost
projects. In addition, financial iastitutions
believe that the cost of loan processing and
administration for low income family mortgages
would be so high as to reduce their profit to
an unacceptable level. Until receutly, there
has been enough demand for high cost housing
to provide sufficient business for beth the
existing developers and financial
{nstitutions. This demand for high cost
housing has now softened due to the econonic
recesaion. Private developers are looking for
new markets and sources of capital, and the
financial institutions are counsidering ways to
reach a wider range of low income borrowers.
Furthermore, past production levels of the
private formal sector have been quite limited,
due in large part to the limited amount of
financial resources that bave been used to
expand production levels and the high price
range of the houses. Untapped, but available,

 f4inauncial resources need to be attracted.

(b)

Housing cooperatives are a new and developing
aspect of the formal private sector. Recently
a number of housing cooperatives have been
formed, but this is 2 new development in
Kenya. The provision of cooperative housing
has been relatively insignificant so far,
primarily due to the lack of technical,
financial and managerial capacity. The HG
project will devote considerable resources to
strangthen housing cooperatives in RKenya.

Informal Private Sector

The informal housing sector has provided the
bulk of the required shelter in urban araas.
Presently, 30%Z of the urban population lives

“4n slums and shanty housing in informal

developments. Nairobi's Housing Davelopmant
Department estimates that 350,000 residents
1ive in illegal slums. The substandard houses
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in these areas are generally of one room,
constructed of mud and wattle or timber and
erected, at best, two feet from one annther.
These informal housing areas lack wzcer,
sanitaticn and drainage facilities, and
generally lack other necessary urban services
such as refuse removal, schools, etc. In
Nairobi's Mathare Valley density levels rach
3,300 persons per hectare whereas racommended
urban standards call for 200 to 400 persous
per hectare.

In summary, the private sector has provided
housing to the upper end of the income scale
through the formal sector and to the lower end
shrough the informal sector. Thus standard
housing is guaranteed for upper end of the
income scale by the formal sectur whereas slum
and squatter settlement housing is available
to the lower end of the scale through the
informal sector. At the curreant time, the
vast numbers of families in the middle and
lover middle income range are served by
neither sector. The private sector needs to
regspond ro these families. ‘

Coordination with Other Donors

A number of international agencies are involved
7ith the proposed HG program. One is the United
Jations Center for Humau Settlements (HABITAT),
headquartered in Nairobi. The other is the
Commonwealth Development Corporation (cpc), a
British Government aid agency that lends funds or
makes equity invegtments in mostly private sectoT,
revenue-producing organizations.

BABITAT financed a study of potential private
sector involvement in the production of low cost
housing. During the preparation of this report,
USAID worked closely with the HABITAT staff and
with the study team. Much of the material
developed in the HABITAT study has been utilized
in the design work leading to this Project Paper.

In addition, HABITAT has developed a package of
software which housing finance institutlons can
use to improve the efficiency of their accounting
and mortgage operations. USAID plans to provide
gome short term technical assistance in computer
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Commonwealth Development Corporation is a 50Z
owner of the Housing Finance Company of Kenya
(HFCK) which, as the oldest and largest of the
housing finance institutions, is considered a key
to making the proposed program work. During the
19708, CDC provided a considerable amount of
long=term financing for middle and upper middle
income housing in Nairobi through HFCK. At the
present time, CDC i3 considering a new program of
low cost housing in which it would act as the
developer as well as provide the long-term
financing through HFCK. Thus, GDC is very
interested in this program and has been very
supportive, both directly and through its Becard
Representative at HFCK.

The International Finance Corporationm (IFC), in
collaboration with USAID, is currently conducting
an overall study of Kenya's financial sector
including capital markets. USAID will coordinate
activities with IFC as much as possible in that
IPC's recoumendations will influence the
Goverument's response to the establishment of a
secondary mortgage market.

. USAID has maintained close coordination with the

World Bank in the shelter sector. In the
development of the public sector Small Towas
Project (615-HG-006) (see Annex F), USAID, the
World Bank and the British Overseas Development
Administration (0DA) have been working together on
different project elements since the conceptual
stage. USAID will fund all training, and the
World Bank will handle all monitoring and
evaluation for the total small town project
efforts.

Relationship To CDSS and ABS

U.S. assistance to XKenya is focused on three
specific developument objectives. These are: (a)
increased agricultural production, employment and
income; (c) reduced population growth; and (3)
efficient delivery of basic social services. 1In
the CDSS, this last objective embraces housing.
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The CDSS states, "USAID will develop and

demonstrate low cost approaches to the delivery of
bagsic services (including health, water, nutrition
and housing). Implementation in some instances
will require government guidance and government
structure, but will, in large part, be in the
hands of the private sector, voluntary agenciles
and local community groups.” This approach is an
expression of the broader USAID aim, recognizing
the Government's budgetary znd managerial
constraints, to promote private sector solutions
to naeds for investment, service delivery and
technology transfer. The CDSS, In effect,
anticipates the proposed program by declaring
that, "among the projects which will {mplement
this new enphasis, USAID is plamnning a nev ma jor
{nitiative to involve Kenyan private sector
financial institutious as well as private builders
and developers in the packaging and delivery of
housing for low income people.”

The proposed HG project is an integral part of
this strategy. It supports the policy objactive
of the Government.to increase the private sector
provision of housing, particularly at low income
levels. It will support am expansion of the
overall housing finance system in Kenya with
emphasis on the private sector, and in so doing,
should clearly lead to the improved provision of
low income housing. :

OBJECTIVES

Program Goal and Purpose

The goal of the program is to inproyc*thi;Qﬁiiﬁﬁyﬂ
of 1ife of lower households through the support O
user financed social services. I :

The program purpose is to develop the private
sector's capacity to plan, develop, and finance
low income housing.

Secondarily, this program will provide balance of
payment support under relatively faverable terms
and conditions. ‘ : N
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It i{o expected that the investmeat of $20 million will
demonstrate the profitability and feasibility of
providing low cost housing through the private

sector. Since the private sector is motivated by
expanding opportunities and profits, it is believed
that the private sector will invest an increasing
smount of its own resources where opportunities

exist. This will result in the replication of the
proposed project coancept without additional outside
assistance.

The following are anticipated achievements:

1. Private developers in Kenya will have planned aad
completed approximately 2,500 housing units for ’
urban households ¢f below median income.

2. NACHU will have demonstrated the capacity to plan,
develop and contract out the construction of
approximately 500 housing units for several member
housing cooperatives.

3. For the first time, five private housing finance
{iastitutions will have provided approximately
3,000 mortgages for below median income households.

4., The following studies will have been complated;
(a) a study of the primary mortgage market system
with a viev towards mobilizing its resources for
low income families; and (b) a comprehensive study
of basic housing needs in Kenya.

$S. Steps will have been taken to develop the rules
and regulations necessary for the operation of a
secondary mortgage market. R

6. Systems to direct significant proportiom of .
mortgage funds tc lover income housiag will have.
been development. o

7. The Central Goverument and town counclls vilicﬁivgy
adopted appropriate building standards for housing
and infrastructure. o L

8. Housing for below median income houe. “:0lds willy
have been built on privately controlled land ia
growth areas of cities and towns. L
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€. DESCRIPTION

1.

Overview

The $20 million in HG loans will be used to
encourage private developers, coopusratives and the
housing finance institutions to initiate low cost
housing projects costing approximately $6,600
(EShs 90,000) per housing unit at 1983 prices.
Such houses are affordable to below median income
families. For the first time the profit making
institutions and developers will lower the price
range of the housing units they produce from
$18,500 - 48,000 (KShs 250,000 to 650,000) to
approximately $3,700 - $7,400 (KShs 50,000 -
100,000). Approximately 3,000 housing units will
be produced in this project.

Pirst, up to 20% of project funds will be utilized
for cooperatives. It is anticipated that the
development of the cooperative projects will neot
move as rapidly as those of the private
developers; consequently, only two or three of
their projects are likely to be financed
initially. Technical assistance to the apex
housing cooperative, NACHU, will help develop the
capacity for developing such projects.

Second, USAID believes that an input of $20
million worth of projects will be necessary to
provide sufficient capital to the private sectoT
to convince them that low cost housing is a
profitable venture. If on the basis of the
activities of the first phase, the private sector
will begin to use its own resources to finance
lower cost housing, this in itself, will be a

ma jor accomplishment of the project. 2

While the private sector is building lower cost
housing , USAID will investigate and study (a)
basic housing needs of Kemya, (¢) informal and
formal housing finance systems, and (c) other ways
of mobilizing savings and investments for lower
cost housing include the study of the viability of
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developing secondary mortgage market operations in
Kenya. USAID and the International Finance
Corporation have already embarked upon a study of
the capital markets in Kenya. The results of this
study will provide useful ingights into the
development of a secondary mortgage market. A
special study, undervritter by USAID, will focus
more closely on the laws, regulations, policies
2nd commercial practices that directly relate to
secondary mortgage market operations. If the
secondary mortgage market is viable in Kenya, the
following steps will be undertaken in the second
tranche of thec program.

1. Recommendation and development of laws,
regulatione, policies and procedures,
necessary for the establishment of a
secondary mortgage.

ii. Development of model/sample mortgage
instruments approved by the sellers and
buyers 5f the mortgaze instruments.

1ii. Development of gales, maturities,
processing, administration and servicing
procadures for the mortgage instrumaents.

iv. Development of standardized primary
mortgage instruments by the housing
finance institutions, to facilitate
marketing in the secondary mortgage
market.

Program Implementation and Operation

The BG loan funds in U.S. dollars will flow from
the U.S. lender te the Renya Ministry of Finance
and then to the Central Bank. The Central Bank or
Kenya Commercial Bank (Government owned) will cpen
a apecial HG project account. The funds, in Kenya
shillings, will be placed in this account, in an
amount equivalant to the U.S. dollars realeased to
the Central Baak.



“he Central Ban) will enter into sub-agreements
with each of the housing finance institutions.
These sub~-agreements will spell out the -
eligibility criteria jointly, established by USAID
and MWHPP, for HG funded projects and the terms of
loan repayment. The sub-agreements will be
consistent with the basic agreement between the
Government and USAID. Furthermore, USAILD, the
MWHPP and the participating city planning office
will negotiate reduced bullding standards and an
accelerated project approval.processe. Once
approved, the project will be widely publicized to
ensure maximum participation by developers, NACHU,
and individual housing cooperatives.

The amount of funds available to each housing
finance institution will be determined by USAID
and the Ministry of Works, Housing and Physical
Planning on the basis of the institution's
capacity to handle the project and its submission
of a preliminary Master Project Delivery Plan.
‘Phe Delivery Plan will include a preliminary list
of eligible rrojects, schedules and cash flow.
Preference will be given to smaller projects to
spread the experience as widely as possible.
Furthermore, projects submitted by cooperatives
will be given prefecrential trecatment. The housing
finance institutions and building societies will
work with private developers and NACHU to preparae.
_and develop projects.

Beyond the initial allocation, USAID and MWHPP
will not intervene in the decision-making process
of the finance iastitutions or the developers.

The bousing finance institutions and the
developers will coaduct technical and financial
feasibility studies. The housing finance
ingtitutions will provide a latter of coumitment
for the mortgage financing; the developer will
acquire the land, attain necessary nunicipal
approvals, build and finally sell the houses. The
developers will use %he lautter of commitment as
the basis for obtaining the comstruction financing
from a commercial bank. The alloations of funds
will be reviewed by USAID, and MWHPP

periodically. Unused funds remaining within one
institution will be reallocated to others.



3.

- 26 =

Once the eligible beneficiaries have been selected
and mortgage loans approved by the housing finance
institution, a certified list of mortgages for the
project will be submitted to USAID. USAID and
MWHPP will zeview the project to ensure its
compliance with the sub-agreements. On the basis
of this review, USAID will authorize release of
funds from the Central Bank to the housing finance
institution. (A detsiled program implementation
and phasing schedule is presented in Annex G.)

Project Beneficiaries

a)

b)

Owners

Direct beneficiaries under this program will
#irst include those households that purchase
houses as a result of the financing provided.
These beneficiaries will be households with
incomes ranging from about $125 (KShs 1,700)
up to the median urban housechold income of
$185 (KShs 2,500) per month. The housing
#inanca institutions will be required, by the
sub-agreement betveen them and the Central
Bank, to determine eligibilicy for purchasers
on the basis of an income below the median
level of KSh 2,500. The cooperative project
houses will, by sub-agreements between NACHU
and the cooperative, be provided for menmbers
of the cooperative with incomes below the
median level. .
Approximately 3,000 houses will be financed
through the $20 million. The average number
of people per urban household‘is 4.3,
indicating that almost 13,000 individuals will
directly benefit under this program.

Renters

In addition to the families who will purchase
the housing, it is expected that about two-
thirds of the units will have rental room. At
an astimated occupancy of two persons per
rental room, an additional 4,500 individuals
will benefit from the program as renters.
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Workers

The program will cfaitiﬁ¢663£tﬁ¢fion‘imiléiﬁ:uﬁfg
which will result in more than 6,480 person years.
of employment. : o

About 30Z of the construction cost is labor. Of
that, a little more than 50Z i3 at low skill
lavels, say KSh 25 per day; and the remainder at
high lavels averaging KSh 50 per day. Technical
and supervisory staff i{s paid much more, but
their aggregate wage bill is small because there
are fewer worl: hours involved, perhaps 5Z of the
total labor input. Given these.estiuates, a
projaction can be derived as follows:

For each KSh 1,000,000 of total housing costs
there will be 250,000 for non~construction costs
750,000 for construction costs
x +30 for labor component
. 250,000 labor costs
divided by 33 per day average wage
L 6,750 days worked
divided by 280 days worked per year
’ 24 man years per KSh one
million of investment.

Sustainahility and Replicability

The achievements set forth in Section B above, will
assure the program's sustainability aad replicabilicy
over the long=-term. The provision of the $20 million
will demonstrate that low cost housing can be
profitable for both housing finance institutionms and
developers. ‘

Once this has been demonstrated and the sources of
housing finance expanded, then both the housing
finance institutions and developers will continue to
serve the much larger market, because it presents the
possibility of increased business and profit. USAID
will explore alternativec acd promote the
establishment of systems to ensure continued infusion
of mortgage fimancing to the low cost market. One
means would be the requirement that sellers of pools
of low cost housing mortgages commit the proceeds to
additional low cost housing. o



A fully-functioning NACEU, able to provide the
services needed by new and existing housing
cooperatives, should ensure that such cooperatives
flourish and expand. Starting from the small
existing base of housing cooperatives, there i3
considerable scope for expansion and improved
operations. This example will, in turn, lead other
low income groups whose members have some common
affiliation to form housing cooperatives.

The project should centribute to a mobilization of
regsources for housing finance. There should be an
increase in savings from low income families as baslow
median income families perceive that they can, in
fact, obtain mortgages from housing £finauce
institutions. Savings occur both because of the new
opportunities to obtain a mortgage eventually, and
the idencification with these imstitutlions as omnes
which are demonstrating service to low income groups.

With growing experience with lower incoume mortgages,
relative to collecticns and servicing, and wicth
continuing USAID sssistance in the development of a
secondary mortgage market, investors should be
willing to invest a portion of their funds in some
variation of mortgage~backed securities. Thus,
internally generated resources from individuals and
institutions should ultimately reach a lavel where
they meet a large percentage of raquirements for
housing f£inance.



v.

COST ESTIMATES AND FINANCIAL PLAN

A, Housing Finance

It is envisioned that $20 million in HG resources will be
disbursed over a four—year periods 7 S

The buyer will receive a long~term mortgage at the
prevailing market interest rate. The prevailing interest
rate will include the cost of loan funds to the
institution and a reagsonable spread to cover the service
charge. The buyer will pay monthly installments to the
housing finance institution. The housing finance
{nstitution, after deducting its servicing charges, will
forward the payments on a periodic basis to the Central
Bank, who will in turn repay U.S. dollars to the U.Se.
invegtor.

Technical Assistance and Training

To supplement the capital financing, grant funds will be
provided-as follows for technical assistance and training:

1. Up to $940,000 in DA grant fuands will be provided for
technical assistance and training to the National
Cooperative Housing Union (NACHU). These funds will
finance two resident advisors, speciatized short—-term
consultants, and.a series of training workshops. In
addition, $180,000 will be used to provide short-term
training and technical assistance to the housing
finance institutions.

2. $100,000 from HG fee income will finance short-term
consultants for assistance to the participating
housing £finance {nstitutions and to NACHU to assist
in the formatiom of a strategy to gobilize additional
resources for low cost housings. This $100,000 will
be supplemented by the RHUDO staff who will do much
of the work on promoting and coordinating efforts
with the various institutions which are to
participate in this project.

The technical assistance budget appears in Table 1.

-a) Assistance to Ccoperatives

‘Participation by housing cooperatives is an
{mportant part of the program. Rather than
attempt to provide assistance directly to



b)
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| ipdividual cooperatives, USAID will provide TA

and training support to NACHU, the apeX organi-
zation. NACHU will, in turn, provide TA sud
training to its member housing cooperatives.

The proposed progranm will consist of two resident
advisors who will work closely with counterparts
4n NACHU, short—tern specialized technical
assistance, and in=country training workshops.

snancial adviscrs funded by HG fee £unds to
agsist the housing finance institutions will also
provide TA to NACHU on financial planning and
management.

In close collaboration with USAID, the chief
resident technical advisor will be responsible
for overall coordination of the TA program €O
NACHU. This advisor will be a specialist in the
development and management of cooperatives and
low cost housing %n the developing world. The
second advisor will have experience in the
development of low cost housing, with speclal
skills in physical pianning, congtruction
mapagement and self-help building techniques.

Assistance to Bousing Finance System

Short-term technical assistance will be provided
to assist those housing finance institutions that
are interested 1in improving the efficlency of
their operations, particularly go that mortgages
of lower amounts can be effectively

administered. For instance, HABITAT has software
programs available for housing finance
inscituticas, which can be adapted for use by
Kenyan institutions. Some training can also ve
provided to selected candidates. For example, an

‘officer who is the Deputy General Manager, of the

Housing finance Company of Kenya will attend this
year's Shelter Workshop which is offered by the
Office of Housing and Urban Programs.

The short—term technical assistance and training
in housing will inpclude provision of assistance
{in establishing a ;econdary mortgage markete.

Some of the key areas vhich short-term TA can
address include: (1) the preparation of rules and
regulations to goverm secondary market



TABIE 1

O ———————

A TO NACHU BY RECIPIENT OF
COOPERATIVE AGREEMENT °

(1) Long-term TA (2 years) -°
(2) Long-term TA (3 years). '
(3) Field OH on 1 & 2 L
(4) Short-term TA (12 mos8.):

(5) Central office backstop =~

(6) Backstop travel
(7) Other direct costs (a)y

(8) Two (2) vehicles (NACHU)

(9) Audio-visual equipment
{10) Microcomputer (NACHU)
(11) Training workshops
(12) Contingencies

TRAINING - SECONDARY MORTGAGE
MARKKET OPLRATIGHN

Participant ‘training and‘ ;: 

technical assistance
SUB-TOTAL

GRAND TOTAL

ftems 1 thru 12 are for NACHU support uﬂdﬁt{tﬁif@dﬁﬁgiiﬁiiél
Agreement Activities for NACHU, to be implemented by a.cc
- tractor, and management by RHUDO/E&SA.. 5;3?&?54‘”ﬁ'

Participant training will be for Keuyan Pinaﬁciaifinsﬁiguy;pgé-;

and managed by RHUDO/E&SA.
(a)

T

ECuUMNTIZL

AL

ASSISTANCE

Other direct costs include
-medical evacuation; temporary bhelp; telephone, posta
_duplicationlptinting; supplies and miscellaneous,

DA GRANT BUDGET

BUDGET

FY-1984 FY-1985 FY-1986 TOTAL
$ 95,000 $ 100,000 . $  -o- $ 195,000
50,000 55,000 60,000 165,000
123,250 131,750 51,000 306,000
50,000 60,000 -0~ 110,000
15,700 17,830 5,500 39,030
-0~ 5,720 -0~ - 5,720
5,000 10,000 5,000 20,000
15,000 ° -0- + =0- 15,000
3,000 -o- -0-. 3,000
5,000 ~-0- -0~ 5,000
15,000 15,000 9,000 | 39,000
7,200 10,000 20,000 37,220

o 40,000 | 60,000 80,000 180,000 {
1§ 424,150 | § 465,300 $ 230,500

$ 1120.000

Workmen's CdmﬁéhsgﬁﬁQﬁif

" ;’TE,“ -
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operations, (1i) the design of types of
mortgage-backed securities, (1i1) a feasibility
study of the establishment of mortgage or
mortgage nool insurance and the examination of
the legal aspects of assigning mortgages as part
of a security. It is also intended to develop a
training program whereby officials from
individual finance institutions and officials
from the Central Bank and the Minigtry of Finane
can be trained in the U.S. There they will gainm
exposure to the U.S. savings and loan
associations and the secondary mortgage market,
e.g., how it operates and is regulated.
Short-term TA will also be provided to the
housing finance institutions to assist them in
developing a marketing strategy to capture
savings from lower income families.

Local Contribution
All housing financed under the program will require a 102
down-payment by the beneficiaries. Counterpart funds for
the grant will take in the form of staff members. Office
space, as well as equipment will be provided to NACHU by
the Government of Kenya and all other donors. This data
, is presented in Annex N.
D. Summary of Financial Inputs (In $000)
HG Grant Local Total
T ($000)" o
House Construction 20,000 - 2,000 22,000
TA (DA Grant to NACHU e 940 215 1,155
TA (DA Grant to Housing : R TEE K R
Finance Institutions) = . 180 - 180
TA (HG Fee) e 00 - 100
TOTAL - - 20,000 1,220 2,215 23,335
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IMPLEMENTATION PLAN

A

IMPLEMENTATION ARRANGEMENTS

The implementation plan for the project and the :oléil”"
of the Government, Central Bank and USAID are
discussed in this section.

1.

Borrowing Procedures, Repayments and Flow of Punds'

The Government of Kenya, through the Ministry of
Finance, will borrow HG loan funds from a U.S.
private lender. The Ministry of Finance will be
the guarantor of HG loan funds and willi assume the
foreign exchange risk and repzy the principal and
interest on the HG loarn to the leader inm U.S.
dollars. Pursuant to the approval of the project
and authorization of HG loan guaranty, the
Government will enter into the following
agreements:

~Implementation Agreement between USAID end the‘
Government .

-Loan Agreement betveen the U 8 Lender end the
Government R ST RPN [ORRE LC .

=Guaranty Agreenent between UsAW ?ii‘ﬁnM
Governnent : ST

-Paying and Transfer Agency Agreement between
the designated U.S. Bank and the Governnent

At the same time, USAID will provide a U.S.

Government Guaranty to the U.S. lender for
repayment of principal and interest on the
authorized HG loan amount.

The Ministry of Finance, acting through the

Central Bank of Keaya or the government owvned

Kenya Commercial Bank , will enter into
sub-agreements with participating housing finance
institutions. These institutions will channel the
funds to private developers following project
approval and the selection of eligible

homebuyers. The participating housing finance
institutions will pay back the loan to the Central
Bank of Kenya who, acting on behalf of the -
Ministry of Finance, will .pay back the loan to the
U.S. lender, in accordance with the loan agreement .
between the Government and the U S. lender.

.- - - .. e e S EnEm A ¢GRI AN S co SR o SiD PR , S A
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‘The HG loan funds will be used for long-term

mortgage financing of eligible projects. Since
housing finance institutions do not provide
construction financing, private builder/developers
will obtain construction financing from local
commercial banks. However, in exceptional cases
approved by USAID, HG funds may be advanced for
construction finaucing, particularly for housing
cooperatives or, in the event of a severe
liquidity shortage, among commercial banks. The
advance will be in the form of a short-term loan
betweeu the Central Bank and a commercial bank.
In the event that HG funds are advanced for
construction financing, there will be an absolute
repayment requirement between the Central Bank aad
the comnmercial bank, regardless of whether the
projects are ultimately deemed eligible for
long~-term financing. 1In accordance with Kenya
pracrice, the developer will post a performance
bond with the commercial bank. In any event,
USAID will not be directly involved or associated
with construction financ’/nge Thus, USAID will
have no tisk or exposure associated with
construction financing.

USAID has discussed and agreed in principal with
the Ministry of Finance that the flow of HG funds
will be in accordance with Figure A. :

Project Planning and Approvals

This is a private sector project, which will rely
on the initiative and imagination of the private
sector and in which the developer and financing
institutions will be at risk. Thus, the planning
and approval process insofar as the Governmeat and
USAID are concerned will be minimal.

USAID, working in conjunction with the Ministry of
Works, Housing and Physical Planning (MWHPP),

will approve the eligibility criteria for
mortgages and costs financed under the programe.

"These criteria will be based on affordability but

will include a maximum limitation. The program
and its criteria will be announced through
appropriate means. It will be up to the
developers and cooperatives to come forth with
projected and prospective buyers who will be
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- acceptable to the housing finance institutions.
‘The developer and cooperatives will have to do

- their own marketing and location planning. .
Appropriate site and project approvals will have
to be obtained from the appropriate authorities.

However, USAID and MWHPP will work with the ,
appropriate city council, MWHPP and other agencics
of the government to attain prior approval for
reduced standards and to assist the private '
developer and cooperatives in getting the
necessary approvals.

3. USAID Management

Management and administration of this program wilI
be the responsibllity of the Office of Housing and
Urban Programs, acting through the Regional
Housing and Urban Development Office (RHUDO),
which is located in Nairobi. RHUDO will designate
the Project Officer and USAID will nominate a
person as a point of contact for RHUDO/USAID
liaison.

All program management, implemfntation and
administrative actions, consistent with the
approved “roject Paper and the  mplementatiomn
Agreement, will rest with RHUDO. However, USAID
will provide policy guidance and direction with
recommendations from RHUDO.

IMPLEMENTATION SCHEDULE

USAID approved, and authorized a $20 milliom HG
program in September 1983. USAID and the Government
will proceed to negotiate the Implementation
Agreement. It is anticipated that the Implementation
Agreement will be signed by the end of January 1984.

After the signing of the Implementation Agreement, the
housing finance institutions, in close collaboration
with the private developers and housing cooperatives,
will begin project preparation. Interested housing
finance institutions will enter into sub~agreements
with the Central Bank of Kenya during the third '
quarter of FY 84. It is anticipated that the
Government will sign the $20 million Loan Agreement
with the U.S. private lender in the fourth quarter of
FY 84. : "
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VI1.  MONITORING PLAN

The Ministry of Works, Housing and Physical Planning
will submit a detailed Monitoring and Evaluation Plan
that is acceptable to USAID. This plan will be
developed by the Ministry's Monitoring and Evaluation
Division. USAID will provide the Division with
technical assistance. This will ensure that the
monitoring section of the plan will conform to the .
Office of Housing and Urban Programs (PRE/H) Evaluation
and Monitoring Guidelines.

The monitoring process will include periodic progress
reports to USAID from participating financial
institutions, private developers, the National
Cooperative Housing Union (NACHU) and the Ministry of
Works, Housing and Physical Planning's Monitoring and
Evaluation Division. These reports will include
quantitative measures of physical progress and of
progress in meeting institutional objectives,
identification of problem areas, and related
recommended strategies for meeting problems and
objectives for the next quarter. In addition, and as
an integral part of the monitoring process, USAID will
receive scheduled reports from advisors and short-term
consulants under the technical assistance programe.

To ensure compliance with the eligibility criteria for
mortgages and housing unit costs under this program,
USAID will conduct random spot audits of mortgage '
applications and the developer's unit costs.

Recommendations for program modification resulting from -
the monitoring process will be transmitted to the L
Ministry of Works, Housing and Physical Planning as .
well as to individual financial institutions, ~ .
developers and, through NACHU, to participating housing .
cooperatives. Lo

USAID has adequate staff capacity to monitor this =~ ..
program as described above. RHUDO will also monitor = .
the project progress and coaplete quarterly reports, &8s’
required on all AID projects. EE
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PROJECT ANALYSIS SUMMARIES

A.

INSTITUTIORAL ANALYSIS

1.

Kenya's Private Housing Finance Ingtitutions

The key implementing instituticns in this HG
project will be five housing finance
institutions (this definition includes two
{institutions which, although partially publiecly
owned, operate without Government financial
subsidy or appropriation). Since these two
institutions do operate as private, profit
making institutions, and since they finance the
majority of housing construction, 1t is
¢ssential that they be included to effect lower
sales prices of houses produced. Three housing
finance institutions licensed under the Banking
Act will participate in the HG program: the
Housing Finance Company of Kenya, Savings &
Loan Xenya Limited, and Home Savings &
Mortgages. 1In addition, two building societies
(comparable to U.S. savings and loans
associations) will also be involved: East
African Building Society and the Pioneer
Building Society. Detailed descriptions of the
five primary institutions will be found 1in
Annex K. The role of these institutions in the
secondary mortgage market 1is presented in Annex
J. Participation in the program will be open
to the Cooperative Bank and other institutions

4f they are interested and present acceptable

master project plans.

Kenya's housing finance sector has been
operating for nearly 30 years with considerable

- guccess. During this period these

organizations have developed excellent staffs
and facilities and profitable portfolios.
However, they have restricted their lending to
households at the upper end of the income
spectrum. Nevertheless, in the last few years
these institutions have experienced a
gignificant business slow down as a result of
depressed economic conditions in Kenya and the
gaturation of the upper income housing market
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"iﬁ :he major urban areas. These economic ficts
‘have combined to make the chief executives 1in
‘these institutions receptive to a

re-gtructuring of their traditional clientele
and portfolios.

USAID has conducted numerous meetings with the
senior management officials of Kenya's housing
finance institutions during the last 12 months
and has encouraged them to expand thelr
operations to low income households. All of
these officers have agreed that there is
substantial unmet demand for hcusing in these
low innome categories. After some initial
reluctance, the senior officials have come to
believe that the default risks and transaction
costs assoclaced with doing business with
households of below median income are
acceptable, and that an appropriate profit can
be made while serving this new target group.
Al) five managing directors of Kenya's housing -
finance institutions have personnally given
their support and encouragement to the new HG
program and have asked to have thelir
institutions included as approved lenders.

Bousiﬁg Tinance Institutions Lending Procedures

and Practices

Kenya's overall financial sector is relatively
well developed and has been characterized in
recent years by rapid growth in both resources
and numbers of institutions. Total assets and
1iabilities of the Kenya banking system were
$§1.7 biliion (KShs 23 billion) at the end of
1982, a 17%Z increase over 1581 and 60% greater
than four years earlier. :

The Central Bank is the basic regulatory body
for most financial imstitutions (building
societies teud voluntarily to follow the
Central Bank's rules and regulations), It sets
minimum rates to be paid on deposits (currently
12.5%) as well as maximum interest rates for
lending (currently 16Z).
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The five housing finance institutions hsave
varied track records ranging from decades of
experience to omnly a few years. The ,
institutions also vary considerably in size,
capitalization and loan processing abilitye. A
aumber of general comments can be made,
however, about their loan processing
requirements and procedures.

Most of the institutions recelve their capital
through individual depository accounts on which
{interest is paid, longer term fixed deposits by
investors (comparable to U.S. certificates of
deposit), and the deposits of govermment
corporations. In the last few years all of the
institutions have had to maintain high liquid
reserves as protection from potential heavy
withdrawals from both individual and government
clients. The Government has reccntly been
pressuring 1its corpotations to invest
exclusively in Kenya Treasury Bills (which
carry a generally lower rate of intetest) to
agssist with public financing. The result has
been that all institutions have had to .
restrict, to some extent, their lending levels
to match reduced monies available for lendinge-
As has been mentioned, all institutions are
exceedingly keen to receive HG funds which
would be free of this withdrawal pregsuree.

Kenya's housing finance institutions finance
70-90% of the lesser of appraised value or
purchase price of homes and allow from 15 = 25
years as the normal loan amortization period.
They permit from 25 - 35%7 of an applicant's
monthly income to be allocated towards housing
repayments. Rental earnings are accepted as
part of the applicant's mortgage payment
provided that the rooa oT portion of the house
to be rented has a separate entrancee. Loan
amounts have usually been restricted to three
. times the applicant's annual earningse.

All mortgage borrowers are required to purchase
a mortgage life insurance policy which would
retire the debt in case of death as well as
hazard insurance for the structure. Kenya has
no system for insuring mortgage loans against
losses due to default. :
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At the present time Kenya's five institutions
are making loans in the range of $22,000 -
55,000 (KShs 300,000 - 750,000). This market
hags dried up counsiderably and a number of the
organizations are carrying a signficant
portfolio (100 units plus) of unsold houses at
this price range. Most senior management
officials are candid in their appraisal that
the market for upper middle income housing is 4
now saturated and is not expected to revive for
gome years. These same officials are -
aggressively scarching for new opportunities
and are receptive to new ideas.

Both USAID and the senior management officials
recognize that, in order for the housing
finance institutions to be effective in
broadening their scope of operaticnsg to include
lower income households, a numbezr of thelir
procedures will have to be modified to cope
with a significantly increased volume of loans.

Each institution is confident that it can
process and close mortgage loans -at a far
greater rate than its lending capital has
alloved in recent years. As an example, the
Housing Finance Company of Kenya (HFCK), which
funded an average of about 85 loans per month
in 1982, has indicated that its curreant staff
could easily handle three to four times that
workload given the HG resources. USAID has
estimated that with the addition of 100 loan
cases per month (at an average loan size of
$5,500), HFCK alone could easily process about
$6.5 million a year under the HG program. HFCK
believes that it could process these loans
within its existing two interest point spread
and make a satisfactory profit. In addition,
HFCK believes that through its screening, 1t
could select eligible applicants who would meet
its credit worthiness test. These institutions
believe, therefore, that with some modification
of their existing practices, a loan program to
households of below median income would be both
profitable and within their acceptable risk
standards. (Supporting details are presented
in Annex K.)
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‘One feature which the lending institutions will

retain is the variable rate mortgage, which has
been standard in Kenya for some years. These

institutions have been prepared to adjust their

portfolio upwards from 12Z in 1980 to 16Z in
1982. The officers believe that this feature
will assist them cope with any increased risk

or expense that they might encounter in the new -

HG program.

The Role of Commercial Banks ia Construction

Lending

The proposed HG program will deal primarily
with long-term lending. Most construction
loans under this program will be provided by
the existing commercial banks operating in
Kenya.

Presently 19 commercial banks operate in

Kenya. Four are locally controlled while the
others have a majority of foreign ownership.
The gianis in the commercial banking sector are
Kenya Coamercial Bank, Barclays Bank, and
Standard Bank. A number of American and
Arabian banks opened regional offices in Kenya
during the last decade thus joining the more
established European and Asian institutions.

A regular portion of the portfolio of Kenya's
commercial banks 1s devoted to short term
construction loans for residential
developments. These construction loans are
given only when the builder/developer can
demonstrate possession of a valid long-term
financing commitment from a housing finance
institution. In considering requests for’
construction loans, Kenya's commercial banks
evaluate the strength of the long term
comnitment, the professional and financial
capacity of the builder/developer and the
financial feasibility of the project itself.
The also require the developer to post a
performance bond for the successful completion
of the projcct. '
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"The Role of Pension Funds and Insurancé

Companies in the Program

At the present time neither pension funds nor
insurance companies play a major role in
Kenya's shelter sector. Nevertheless, both
types of institutions could play a significant
role in housing finance. USAID has "targetted”
both categories of institutions for intensive
discussions during the implementation period of °
this HG loan. o

Kenya's 30 active insurance companies presentiy
have few restrictions as to the composition of

"their investment portfolio. In the past,

insurance companies and pensf{on funds have
invested heavily in the development of
commercial real estate and the purchase of
equity posicions in private enterprises.
Neither outlet appears especially promising at
the moment. Since the supply of office space
in Nairobi is quickly becoming saturated,
insurance companies and pension funds are
lJooking at residential real estate
opportunities. Kenya reinsurance, a Government
owned entity, has recently acted as a housing
developer on a 204 unit project, providing 90%
financing of homes priced betweea $23,000 -
30,000. Generally, however, insurance
companies and pension funds do not have the
specialized staffs that are necessary to cnter
the real estate development business. At the
recent USAID seminar on the establishment of a
decondary mortgage market in Kenya, insurance
company and pension fund officials displayed
keen interest in participating in such a .
domestic venture.

There is no primary lending for housing from
Kenya's pension funds since, in order to
maintain income tax exemption, fund
contributors must not receive benefits prior to
retirement. One housing finance insgtitution,
however, has negotiated the placement of a
certain amount of pension fund money with it in
return for agreeing to reinvest a certain
amount in home mortgages ior members. The
National Social Security Fund (NS3F), which has
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assets of over $300 million, would be very
interegsted in investing in higher income
earning securities than Government Treasury
Bills. Kenya's private pension funds and the

_ Government's NSSF are actively searching for

investment opportunities which will enhance
their return. Pension fund representatives,
like those from insurance companies, expressed
the desire to learn more about how a secondary
mortgage market might be establishz=d in Kenya.
More on the role of these companies and funds
in the secondary mortgage market 13 presented
in Annex J.

Participatiorn of Housing Cooperatives

In 1968 there were only 16 registered housing
cooperatives ia Kenya whereas today there are
more than 70. Recognizing the inherent
potential of housing cooperatives, the
Government has recently supported the creation
of the National Cooperative Housing Union
(NACHU). NACHU will serve as the umbrella
organization to foster and support the
development of housing cooperatives.

NACHU was registered in 1979 under the
Cooperative Law as the national apex
organization (see Annex N, Section 7), and in
February 1983 a general manager was appointed
and core staff put in place. Additional staff
is being provided by the Central Organization
of Trade Unions (COTU), and a part—time
cooperative housing advisor has been identified
from HABITAT, the United Nations Center for
Human Settlements. The organizational .
structure of NACHU is described in detail in
Annex N.

Ag its first task, NACHU completed a base line
study of 20 housing cooperatives with projects
in some stage of preparatiocn. It also prepared
a set of draft criteria for project funding.
The general manager of NACHU, the HABITAT
advisor and representatives from COTU have all
met with USAID on a number of occasions to
determine how housing cooperatives could
participate in the HG program. '
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“Kenya's housing cooperatives are private in the
- gense that they receive no Government subsidies
or appropria- tions. Housing cooperatives are
often formed amung employees of a single
company. It is anticipated that some :
cooperative members may have incomes lower than
those of other individuals participating in the
HG program.

USAID has discussed the eligibility of housing
cooperatives with the five participating
housing finance institutions. Although these
institutions had not made loans to housing
cooperatives in the past, all were willing to
consider how procedures could be developed
which would enable a housing cooperative to
apply for long term financing much as any
builder/developer. The Cooperative Bank has
also requested that it provide the mortgage
financing from AID to the NACHU cooperatives.
Their participation, if requested, will be
determined by AID and the Central Bank at the
time of the borrowing. They, as the housing
finance institutions, must enter into a
sub-agreement with the Central Bank. At the
present time the chief impediment cooperatives
face in participating in the HG program is
their diTficulty in securing construction loans
from Kenya's commercial banks. Cooperatives
will have difflculty demonstrating a .
construction and financial track record. Based
on its worldwide experience, USAID believes
that housing cooperatives can play a vital role
in the shelter sector. Democratic housing )
cooperatives act as a socilally and politically
stabilizing force. Since their outreach -
activities are extensive among lower income
households, housing cooperatives way be more
effective in reaching below median income
families in secondary towns than more
established housing finance institutions. For
all of these reasons, USAID believes that
housing cooperatives should be encouraged
wherever possible. Therefore, USAID is
prepared to consider extending construction
loans from HG funds in a number of carefully
prepared cases where NACHU has been able to
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”ﬁorkbclosely with a particular housing

cooperative. The construction funds would be

provided by the Central Bank to a commercial .
bank which in turn would provide the funds to .-
NACHU's builder.

All parties recognize that significant
technical assistance will need to be provided
to NACHU and, in turn, to individual housing
cooperatives, 1f they are to play a role in
this HG programe.

This project requests grant funded technical
assistance for NACHU that will provide two
residents advisors, one for two years and one
for three, and an additional 12 months of
gselected short-term technical assistance. The
TA program will focus on institutional and
project development.as well as the training of
NACHU counterpart staff. NACHU technical
assistance 1s described in detail in Annex N.

NACHU should be self-supporting after three to
five years, primarily from fees which it will
charge housing cooperatives for the services it
will perform. Membership dues will be a
secondary source of income. More detailed
forecasting of income and expenditures, and
accompanying budget preparation, will be an
rawvly actlivity to be undertaken by NACHU.
Bowever, preliminary estimates of income
indicate the following:

At the completion of this project, it is
assumed that NACHU will have developed a
mortage portfolio. It is anticipated that
NACHU will charge about a 3/4% management
fee which will generate income of $22,500
per year by 1987. It is assumed that NACEU
will have the capacity to develop at least
500 housing units each year for member
cooperatives for which finazncing will come
from the Naticnal Social Security Fund, the
Cooperative Bank and housing finance
institutions. It is anticipated that NACHU
will charge a 5% development conmission on
its projects. The development of the 500
units costing KShs 80,000 each shculd
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‘generate an annual $143,000 by 1986. 1Its
‘total yearly income of $217,500 which
should incrcase as NACHU's portfolto )
increases, and will be more than sufficient
to support its core staff plus necessary
operating expemnses. More details on
NACHU's projected income are presented i1
Annex N. RRRpE

‘TECHNICAL ANALYSIS

;_‘1“. ’.

Project Development Methodology

Since the proposed HG project breaks new ground in
Kenya, USAID determined that it was necessary to do
more during project preparation than merely sample
the opinions of builder/developers, housing finance
representatives and cooperative officials. USAID
informally solicited a number of draft development
programs for actual sites in Nairobi and other
urban areas. These development programs were then
discussed with representatives of the five housing
finance institutions who commented on their
feasibility.

At the same time, USAID was engaged in continuing
technical discussions with both the Nairobi City
Council and the Ministry of Works, Housing and
Physical Planning and the Ministry of Local
Government. These discussions concerned planning,
building and infrastructu.e standards to be used in
the two HG projects under development (Umojs II and
Kenya Small Towns Shelter Project, described in
Annex F). Based on these discussions, USAID is
able to propose realistic, cost effective standards
for this project.

During project development, therefore, USAID sough
ansvers to the following questions through '
consideration of the other actual HG projects and
the draft development proyrams drawn up

‘specifically for this project.

- Was sufficient affordable land available in
. Kenya's major urban areas for development by
private builder/developers or housing
cooperatives?

«  Could an affordable house be developed which

would comply with the requirements of Kenya's
_private housing finance institutions? S



Did private developers have sufficient interest
and profit potential as well as capacity to .
subscribe this HG project fully? .
Could Government and municipal approvals be: .
structured to allow for speedy project i
development?

Land Ava.itability

After a series of meetings with appropriate
public and private individuals, USAID has .
concluded that the availability of affordable
land is not yet a significant problem in
Kenya's major urban areas. Even in Nairobi,
which has witnessed a very substantial
horizontal growth, there is still affordable
land available for low cost housing within a
reasonable distance from employment. Nairobi
City Council's Planning Department estimates
that there are approximately 2,200 acres of
publicly owned land and an additicnal 1,000
acres of privately owned land within 15
kilometers of the city center. All of this
land, either zoned ur suitable for low cost,

.high density housing, is found in the eastern

zone. There are thousands of acres of
additional open land in the eastern zone beyond
the 15 kilometer range, owned mostly by private
individuals and companies. Mombasa and the
sther major urban areas have similar parcels of
land available.

Development of an Affordable House

During the course of project development, USAID
received house type plans from a number of
private developers and housing cooperatives.
Summary details of these plans are found in
chart 3, and sample site and unit designs are
found in Annex L.

Private developers/builders submitted house
type designs which ranged from $5,900 = 7,400
(KShs 80,000 - 100,000) per unit while housing
cooperatives presented designs in the $3,700 -
5,900 (XShs 50,000 - 80,000) range. Although
thegse vere preliminary designs and preliminary
costs, it was USAID's opinion that all wvere



" feasible in the context of Kenya's existing
'shelter sector for "publicly financed” ‘

" projects. In other words, similar house types
- and designs had been produced in Kenya before,
but never built and financed by the formal
private sector.

USAID believes that further cost reductions are
possible within these prototype designs,
particularly in reduced site and infrastructure
gstandards. One example would be the use of
clustered house designs with foot path access
to main paved roads and only limited off-site
car parking provided. Further reductions could
be obtained through a reduction of the level of
exterior and interior finishes and of the . .
quality of the fixtures supplied with the house.

At this stage of project preparation, it did
not seem wise to enter into any further
negotiations concerning detailed design or cost
reductions. Nevertheless, these negotiationms,
coupled with the very detailed cost analysis
and standards review on the Umoja II project in
Nairobi (615-HG~005) indicate that the
development of an affordable house for the’
target group is feasible.

There is the concern that inflation cculd cause
construction costs to excead current estimates,
theréby causing the units to be unaffordable,
or not as profitable as expected by the
developers. Before the actual borrowing of the
HG occurs, developers and housing finance
institutions will submit a list of proposed
projects including their cost and construction
period. AID will reconfirm at that time
whether the units will still be affordable. 1If
not, the borrowing will not be approved. If it
ig an affsrdable venture, the actual project
approval will be on the basis of a fixed price
contract for one year and negotiations will be
held to determine the feasibility of a ‘two year
fixed price contract. In today's construction
environment, contractors are agreeing to a tvo
year fixed price contract with a cost increase
of 4 to 5% on the bids to fix the price for two
years. The developers are also required to
post a performance bond.
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f&;???articibation of Private Builder/Developers .

‘USAID held detailed discussions with several
groups of private builder/dcvelopers, and all
expressed support for the project. More
importantly, all seven groups actually spent
money to prepare preliminary proposals for
USAID's review; this action denotes a high
level of support and commitment (See Figure B).

One principal reason for the enthusiasm privaée
builder/developers have shown 1s the curreat
severe depression in the construction settor.
Kenya has a very well developed private
construction sector which operates throughout
East Africa and the surrounding countries.
There are 280 firms registered with the
Federation of Building and Civil Engineering
Contractors, and 87 firms regularly construct
projects valued at $1,000,000 and above.

At the present time, however. no new contracts
are being awarded. Even more important, the
Government is stretching out the payment period
for existing contracts. The Federation
estimates that its members are operating at 30
~ 357 of capacity, and that employment among
construction workers is down by 60ZXZ.

Kenya's private builder/developers need work.
At this time they are willing to accept the
somewhat reduced profit margins that will
accrue from this project merely to get their
employees back to work. USAID estimates from
budgets submitted by the developers that the
profit margin for HG financed housing
development will be 102 to the builder/
developers. The developers' continued
operation in low cost housing will, of course,
depend on their experience with this project.

As a result of this preliminary work, USAID
anticipates no problem recruiting some of
Nairobi's best builder/developers to
participate in the HG programe.
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Streamlining Government Approvals

USAID will not get involved with detailed
review of any house or site designs, '
engineering drawings or specifications for anmy
of the projects. USAID will approve projects
on the basis of unit and total project cost as
well as affordability criteria. USAID will
assist developers to obtain Government approval
of appropriate standards and review
procedures. Detailed review of plans and
specifications will be the responsibility of
municipal authorities and the housing finance
institutions.

During the last few years with assistance from
USAID and the World Bank, Kenya's planning,
building and infrastructure standards have been
extensively reviewed. A revised set of model
standards has been produszd which will shortly
be presented to the Parliament for approval.
Municipalities retain, however, wide latitude
to adopt these revised standards for particular
projects or not. To date, the revised
standards have been used selectively by some
municipalities for donor-funded projects.

USAID has recently reached an accord with the
Nairobi City Commission concerning adoption of
revised standards for the Umoja II project.

The revised standards have not been used to
date for private development projects.

USAID intends to have as a Coudition Precedent
to the HG loan, a stipulation that the revised
building standards be used by municipalities.
The World Bank funded a major study which has
been completed and discussed extensively with
the Ministry of Housing and the Nairobi
planning department. The standards prcposed by
this study along with the Urban II
infrastructure and site standards (again from a
World Bank project) are both appropriate for
this proposed project an will provide for
affordability. .
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The City's planning office has review criteria
in place. This accounts .for the environmental:
consideration presented in the IEE. The ,
revisions of Urban II and the By~-Law Study do.
not reject these important considerations for
both a socially and physically acceptable
environment.

Projects will be approved on the basis that
water and sewers are available. Proper
drainage pipes and ditches as well as on site
drainage control (e.g., landscaping, rzcaining
walls) will be provided. The site grading and
final configuration will not contribute to any
further polluting of neighboring areas or
rivers. A separate study has been performed
for the RHUDO Office on the appropriate use of
open space and the relation of the house to
play and communal areas. This study will be
provided to the municipal planning officers and
the developers to encourage them to utilize the
concepts developedﬂ

It is intended to form a Working Committee on
Standards for this project composed of
representatives from the Ministry of Works,
Housing and Physical Planning, the Ministry of
Local Government, USAID, and the participating.
municipalities. This group will consider
mainly standards' issues relating to lot sizes,
parking provisions, secondary road finishes,
use of foot paths for house access, provisions
for garbage collection and other services and
reduced house sizes, amenities and finishes.
These issues have beea approved for the Umoja
I1 project.

USAID will work with the municipal Physical
Planning Departments to streamline the
individual project approval process. At the
present time the approval process can be a
complicated procedure, and many private
developers hire full time expediters to :
coordinate with public officers. USAID iantends
to draw up with the city or town an g
"administrative agreement” which will spell out
ways to improve the review process. Those
individuals furnished under the TA component of
the project, together with the USAID Project . =
Manager, will assist town officials to improve .
and modify their existing procedures. .
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The recent success in concluding an agreement
with the Nairobi City Commission on the ,
standards to be used and the approval process
to be followed for the Umoja II project
indicates that resl progress can e made in
this areas.

‘C.’” ECONOMIC ANALYSIS

L.

Economic Overview

During the first 10 years after Independence, Kenye
achieved rapid economic growth. From 1964 until
1973, real Gross Domestic Product (GDP) grew at an
average rate of 6.62 per annum, and per capita GDP
rose at an average rate of nearly 3Z. More recent
developrments are less promising and refleect both
internal problems and Kenya's vulnerability to
external factors, such as the collepse of the East
African Community in 1977, the end of the coffee
boom in 1978, international recession, substantial
increase in petroleum and other import prices and
periodic drought.

GDP growth averaged only 4.82 annually from 1974 to
1981 and fell to 3.3% during 1982. Per capita GDP

. Zell somewhat to $325 using 1982 figures. Kenya

will thus been unable to meet its original or
revised econcmic targets set for the 19579 - 1983
Development Plan. Moreover, even 1f there is a
halt in the decline of Kenya's terms of trade, the
real growth rate in the plan period, will average
only 1.8Z, well below the 4Z rate of population
increase. In 1982 wage increases falled to keep

-pace with price increases, so that avezage real

wages fell by 12.6Z following a 1981 Lmprovement of
3.6Z. On average, Kenya's people will be less well
off in 1983 than they were in 1978.

Nearly every major sector of the economy has shared
in the last decade's general slowdown of economic
activity. The manufacturing sector hss gseen 1its
high levels of growth moderate somewhat to the
present annual rate of 2.72 in 1982 (Economic
Survey, 1983). Despite its rapid growth, the
manufacturing sector remains relatively small,
accounting for only about 142 of wage employment,
14.3%2 of GDP in 1981 and 14.1%Z of GDP in 1982.
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- During the last decade, Kenya's agricultural sector
growth rate declined to 4.4Z, from an annual .
average of 4.7%Z in the previous decade. Although
growth in the sector was below that of the general
economy, agriculture continues to occupy the most
important position in the country, providing 652 of
total employment, 672 of non-petroleum exports, 342%
of total GDP, and 34Z of inputs into manufacturing.

In accordance with the March 1983 IMF Stand~By
Agreement, the Government has reduced the overzll
budget deficit from 6.5Z2Z in 1981/2 to 4.7%2 4in
1982/3, primarily through expenditure control. In
fact, the effect of controls on imports and
expenditures achieved a reduction to 3Z. The
current account deficit of the balance of payments
fell from 11Z of GDP in 1981 to 8% of GDP in 1982
over 1981. Growth performance of the economy
improved in 1982, partly due to increased
agricultural production that was aided by good
wveather and nev Government price incentives put in
effect 1in 1982, .

"The contribution e¢f the building and construction
sector toward GD? im 1979-1982 averaged 3.9Z. This
sector generated an average of almost 5% of gross
"capital formation over the same period. Yet, in
1982, its 1% contribution toward GDP generated only
4% of gross capital formacion. (See Table 2.)

The value of private residential building
construction declined by 12Z in 1982 over the
average value of 1979-1981. That decline
contrasted with the 9% increase in gross fixed
capital formation in the same period. The value of
private sector contruction completions ia 19(2 is
estimated to have fallen in current price terms by
482 as compared with 1981l. The poor performance in
hounsing development is to be attributed not only to
the slow growth in modern sector GDP but also to
increasingly higher interest rates on loans and
upward movements in construction costs. (See Table
3.) . ‘
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TABLE 2

étiéistics on Building and Constructibhf‘

1979 - 1982

1979 1980 1981

Gross Fixed Capital Formation R T T
(GFCF) 540.45 622.52 725.45 68 «96
GDP at Market ?tices , 2271.00 2632.00 3039.00 - 3420 00"

Private Residential Buildings _ . ‘ o jﬂ'fi¢‘>”m}.
Completions S 29413 26624 49.95 .. 728,76

Gross Fixed Capital Formatiom . . .0
in Building & Construction -~ 25.6 33.41

Ratio of Building & Con- .
struction to GPD (%)

Building and Constructiom:
Contribution to GDP at
Constant 1976 Prices

Ratio of Building & Com~
struction Completion
to GFCF (%)

Annual Real (1976 prices)
Growth in:
(1) Building & Const. (Z)
(11i) GFCF at Constant '76 Ptices (2)
(1141) GDP (factor cost) (%) s

Note: 1 Kenya Pound = 20 Kenya Shil

Source: Ecomomic Survey 1983 ﬂj;
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TABLE 3

d to Buildin

(1980-84)
1980 1981

and Comstruction.

i?giaéﬁéﬁ#nAés Relate

vInﬁéfedf;fitéﬁdﬂiiééﬁg_ . . R
(naximum, percent)** ' = - 14,0 16,0 16,0 -
Inflation rate | |

(Consumer prices;*'qj*f
percent)

Si2e 22,30 150

Residential buildings:
Change in Cost indices R e A e R T L T e
(percent) CUM2d1 120900 14.10 13400

Notes: * Forecast

#%  Rate chargedfby'coﬁmefci§1 B§ﬂk§vi'Ii:bﬁf
Other financial imstitutions = 13.0 -

Source: Economic Survey, 1983.

Direct expenditure by the Government omn housing
fncreased from $12 million 4in 1981/82 to $15
million in 1982/83, an increase of approximately
237 compared to an average annual rate of
jnerease of 5.7% between 1977 and 1982. The
budget of the National Housing Corporation was
¢8.3 million in 1982/83 for low cost housing.

The years ahead will be difficult for the Kenyan
economy. Just how difficult will depend on some
extent on trends in the world economy, which are
difficult to predict at this time. Much depends
on what happens to D.S. interest rates. 1f
{nterest rates in the U.S. increase, the recovery
in the U.S. may daupen. In that case, econonmic
recovery o¢ nust developing countries including
Kenya, woul. be adversely effected. However, 1if
the interest rates im the U.S. remain roughly at
their current levels, the U.S. economy improves,
and there is resultant improvemeunt in the
aggregate GDP of the seven ma jor industrial
economies, the Kenyan economy can be expected to
improve. Analysts expect that overall GDP of
Kenya could reach the rate of population growth,
at 4%, rather than lag behind it as was the case
in 1982.
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While there are indications that world sconomic
recovery is underway, its strength and trends are
very difficult to interpret at this time. Kenyan
economic recovery is likely to have a 12 to 18
month lag behind OECD economic recovery. This
recovery will initially affect the agricultural
and export oriented sectors of the economy. The
construction sector is likely to lag behind the
agricultural and export sector as 1t has in the
past. The depressed condition of the
construction industry is not likely to change
significantly until the Kemyan economy achieves a
level of sustained economic growth.

The current depressed state of the construction
industry and saturation,of the market with
upper-middle incoume housing presents a good
opportunity to introduce the idea of private
gsector involvement in lower cost housing. It 1s
expected that once the private sector builders
gain experience in building lower cost housing
units and find them profitable business
propositiouns, they will continue to build similar
housing utilizing domestic financial resources.
Anticipated economic recovery will not be so
great as to deflect the industry from low cost
housing once the profitability has been
established. The private sector will recognize
the size of the market fur lower cost housing and
its profitabilicy.

Kenya's Balance of Payments and External Debt

As IMF reports, during the period of 1977-1982,
fluctuations in Kenya's external position
reflected movements in the terms of trade, a
period of expansionary fiscal and monetary policy
and changes in official import policies.
Following record-high prices in world markets for
coffee and tea ip 1977; the current account and
overall balance of payments registered a surplus
of U.S. $24 million and U.S. $245 million,
respectively. As a result, net official reserves
at the end of 1977, increased to U.S. $404
million, equivalent to about twenty-one weeks of
the year's imports. In 1978, sharp declines in
the world coffee and tea prices, together with
increases in import demand which resulted from
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:high earnings generated during the export boom of . -
the two previous years, led deterioration in the
current account was partially offset by higher
capital inflows, mainly official long-term
capital. However, the gross official reserves
declined to about half the previous year's level,
equivalent to ten weeks of imports. SR

In view of these balance of payment difficulties,
the GOK tightened the import restrictions v
significantly in 1978. These restrictions, in
conjunction with tight credit policies, led to a
significant fall in imports in 1979. As a result
of the reduction in imports and some rise in
exports, the current account deficit declined to
U.S. $406 million. This improvement, together
with higher capital inflows, resulted in a
balance of payment surplus of U.S. $162 million.

Following the relaxation of the import deposit
scheme in late 1979, a sharp increase in imports
coupled with the adverse effects of drought
conditions on agricultural exports and further
deterioration in terms of trade, resulted in
wider deficits in trade and current accounts in
1980. While net capital inflows were aintained
at high levels, the balauce of payments

registered an overall deficit almost equal in

size to the surplus recorded in the previous year,

Preliminary figures for 1982 show a narrowing of
the current account deficit from the 1980-81
highs, by one-~seventh 1% to 8X% of GDP. This
improvement is due to the combination of improved
non-oll export performance and during the last
half of the year, the lightening of countrols ou
imports. Higher export prices and volumes for
coffee and tea led to an improved performence of
traditional exports, while the beenficial effects
of the devaluation boosted non-traditional
exports. By mid-1982, the Kenys shilling had
appreciated in real terms and private imports,
increased. This factor alone, with
lover-than—expec:zed capital inflows, and the
effects of the political disturbances in August
1982, led the government to intensify
restrictions on private imports in order to
allocate the available foreign exchange. This
has resulted in significantly reduced imports



- 60 =

 during the second half of 1982. In order to-

- reduce reliance on quantitative import Ll e e
restrictions, the Kenya shilling was depreciated
by an effective 42% since December 1982. Bl

The HG loan will have a positive, though minor,
effect on the balance of payments, as amn
eatimated 85-90% of funds provided will be
applied to local costs of construction.
Disbursements of about $10 million per year
beginning in 1985 will generate $8.9 to $9
million to finance imports or service external B
debt. ‘

In summary, a recent GAO study (August 26, 1983)
sunmarized the impact of HG program on Kenya as:

"Negative economic impact seems minimal even
under the present difficult economic
situation facing Xenya. With less thamn 157
import content in low income housing and the
staged disbursement of HG funds, imports
would not appear to increase appreciably from
a HG loan...[Provision of] untied foreign
exchange through long term financing and a
ten year grace period meets the criteria for
Kenya's current preference for grants or
concessional financing to alleviate its very
serious econonic constraints. The untied
dollars are especially helpful in servicing
Kenya's short term external debt.”

Inpact OF HG Program omn Fenya's External Debt

Kenya's outstanding total medium- and long-term
external debt stood at $2,564 million at the end
of 1981 and was composed as follows:
pultilateral loans accounted for 35%, bilateral
loans for 42%, loans froa, financial institutions
were 222, and funded debt 1%Z. Thus IMF's share
of external debt increased from 5.3% in 1977 to
10.5% in 1981. During the 1977 - 1981 period,
the share of multilateral (excluding IMF) and
bilateral debt decreased, whereas debt to
financial institutions rose very rapidly due to
Eurocurrency loans disbursed in 1979 - 1981.
(See Table 4.)
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Table 4

Renya: Medium- and Long-Tern External P“bli¢,9§§£;§19??;§;5}y

"(In millions of U.S. dcllars; end of periqg),;

1977 1976 1979 1980 1981

o

Totel, excluding IMF (A) o 1,164.9 1,366.8 1.736.7 2,165.3 2,300,7

Suprpliers' credits T 84.8 129.0 128.8 155.4 13545
Financial inztitutions o 150.2 302.4°  504.9 713.4 744,2
Bonds 44.1 9.1 9.8 10.6 8.3
fultilateral loans v 337.8 415.4 489.8 62C.9 712.0
Bilateral loans : 381.0 363.9 453.2 507.3 568.9
EAC debt 2/ . 1%7.0 147.0 150.2 144.7 132.0
IMF (B) - 64.1 94,0 l18e.1 254.9 263.3
Usce of Fund credi: o 57.9 68.1 162.7 1v4.3 203.7
Trust Fund _ - 6.2 25.9 45.4 59.6 59.6
Total (&) + (B) ~ o 1,200.0 1,460.8 1,924.3 2,419.2 2,564.0

77.4 122.0  150.4  211.1  263.7

Deti service, excludinngMF;(C),iffﬂ

Amortizatiou v B 34.9 69.5 79.6  104.9  177.3
Interest f* 42.5 525 | 71.0 106.2 115.8
Debt setrvice, IMT (D) v 2062 7.1 44,9 17.0 . 21.1
Repurihases b . 16.6 3.0 353 Y.6 8.4
Chﬂrses. o  ,' - 5.6 “ 641 504 7.4 12.7
Total debt sarvice () + (D)  e7.6  129.1 195.3 - 228.1  314.8
Ratios (in per cent) 2 : _f’f}?ﬁfj??] ;'L. | .
Total debt/GDP ‘ 26.9 27.4 31,6 . 34e2 38.3
Debt, excluding IMF/GDP L 25.5 - . 25.7 . 28.5° | 3046 3444
Total debt service/Exports of , Cteoiel e
goods and services 5.8 .82 . 1.8 11.7 . 20.6

Debt service, excluding
IMF/Exparts of goods
and services

cent of totsl).

Sources: IBRD External Debt n1$i§£pg,_ n

1/ Preliminary estimates. S s : o
2/ Refers to Kenya's escina:ed share of fotmer EAc cotporacion debt .
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It is difficult to predict the exact interest
rate that the Government will have to pay for
this HG loan since the rate will be determined by
the U.S. capital market at the time the loan is
made. Applying current U.S. market conditions,
however, the HG loan will be for a period of up
to 30 years maturity with 1C years grace on
repayment of principal. The interest rate is
likely to be approximately 122 for a fixed rate
loan or approximately 10%Z for a variable rate
loan. Compared with commercial borrowings
available to the Government, the HG loan contains
a "grant elenent” of approximately 13.5% for the
fixed rate and approximately 30%Z for the variable
rate, depending upon the type of loan taken.
While the fixed rate loan has a smaller grant
element under the present market conditions then
the variable rate the debt service is more
predictable.

Kenya's current debt service ratio 1is
gsufficiently large to require increased caution
and prudent economic policies, but is moderate
compared with that of other developing

countries. Kenya's debt service ratio, as a
percentage of exports, rose from 11.8Z in 1979 to
22.1% in 1982. The proposed $20 million HG loan
will add $2.25 million a year (9.36% of estimated
1985 payments) to Kenya's total debt payments
beginning in 1985 through 1994 and $2.46 million
per year from 1995 through 2014. The 1985 and
1986 ratios of debt service to export earnings of
23.5 and 21.6% respectively will be affected ny
"less than five one hundredths of a point. (See
Table 5). The figures assume that existing
market conditions will remain basically unchanged
and that a fixed rate loan is taken. However, if
the interest rates climb significantly and reach
a high level of 14%1 (as they did in 1982), the
debt service will increase by $2.6 million or
0.42% per year. On the other hand, 1f the
interest rates stablize at the variable rate of
9.7% (as it did early this year), the debt
gservice will increase by $1.91 million or 0.33%
per year. In any event, the trend in the debt
service ratio will have only marginal effect.



Year

1982
1983
1984
1985

1986

. KENYA: DEBT SERVICE RATIO ON MEDIUM AND LONG=TERM
> PUBLIC AND PUBLICLY GUARANTEED DEBT FOR  .“ 7

1982 - 1986

(Hillions of U.S. 3)

Total Debt o B
‘ Including Debt Se:vice Ratio
Total Debt i HG Loan . Excluding HG Loam
358 o el 22.1
393 e 22.4
848 . e oo - 23.2
s07 . ... 509.2 . 21.6

Source: Kenya: Recent EcbndnicADevelqpméntb,'IMF  *°'

lv;(rebruary 1983) ,

If the Government were to borrow the same amount omn
the Eurodollar market, the interest rate would
probably be 13.0Z (or approximately two percentage
points over the LIBOR August rate of 11%2). This
higher interest rate coupled with a shorter loan
maturity, usually no longer than 5 - 7 years, would
gsubstantizlly increase Kenya's short-term total
debt. Because the amortization schedule has no
grace period, this would worsen the short term debt
gervice ratio. In addiction, should the interest
rates drop or the Government gain access to a
cheaper source of foreign exchange, the government
has the option to prepay the loan contracted under
the HG program.

. The March 1983 IMF Stand-By Agreement states that

the Government intends to 1imit the contracting of
public and publicly guaranteed external borrowings
on commercial terms in the maturity range of 1-12
years to U.S. $150 million and in the maturity
range of 1-5 years to U.S. $100 nillion during the
following 18 months. Similar restrictions can be
expected in future years. The HG loan, with its
30-year term, falls outside the limitation. Kenya
is complying with the IMF standby agreement and no
debt rescheduling 1is anticipated in the foreseeable
future. Kenya is currently meeting and 1s to
continue to meet foreign debt obligations in the
foreseeable future. Furthermore Kenya's debt _
gservice ratio is expected to begin a downward trend
in 1986. This loan to Kenya pregents no :
foregseeable negative impact on the HG reserve fund.
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l@:irlntetest Rates

The HG program will not affect Kenya's existing
interest rate structure since the interest rates .
are controlled by the Ministry of Finance though
the Central Bank. These rates are established
within the context of the country's macro~econouic
policies. )

Recent Government policy directs that the use of
ijnterest rates be used more flexibly to encourage
domestic savings and capital formationm. Bank ‘
deposit rates were raised in several stages from 5%
to 10% between June 1980 and September 1981, and
lending rates from 10X to 14%. Nevertheless, due
to higher rates of inflation, real interest rates
remained negative for savers during most of this
period (depending on the exact type of price
deflator applied), while borrowvers normally paid
only small positive rates of interest, if any. On
December 10, 1982, the Government of Kenya again
adjusted deposit and lending rates upward by 2.5
and 2 percentage points regpectively, indicating a
continuing commitment to the ad justment process.
(See Table 6.) In its letter of intent to the IMF,
under the current Stand-By Agreement, the
Covernment indicated that it intends to keep
jnterest rates under continued review to ensure
that time deposit rates are kept positive in real
terms. Success in reducing the budget deficit, and
restraint in growth of the momney supply, will
contribute directly to reduced inflation and assist
in the achievement of this objective., :

The beneficiaries of the proposed BG project will
pay the prevailing market interest rates, which
currently stand at 16%. USAID believes that the
GCovernment is serious in its commitment to the IMF
to adjust the interest rate structure to ensure
positive return omn time deposits. Thus, the
lending rates will reflect prevailing economic
climate in the country., .

p}. SOCIAL SOUNDNESS ANALYSIS

" 1le Kenya's Urban Shelter Problem

The magnitude and intensity of Kcnja!bﬂﬁfﬁiﬁi'gghu¢g
gshelter problem are immense. The public sector is..
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Pakle 6

TRENNS IH SELECTED INTENEST FATES, 1576-1963

Mominal Nairobi G Real keal
- Year Interest Ccnsumer Deflator Interest Interes
.. Price . (cpI (cee
Irdex Deflator) Deflato
L..-Qomzercial banx S . o
‘ savings duposit 1978 5.0 12.6 3.3 . =7.6 1.7
: 1979 5.0 8.4 6.3 . =34 -1,3
1980 6.0 12.8 10,9 = =b.8 «4,9
- 1961 10.0 12.6 . 9.7 , =2.6 0.3
mr.82-83 . 1-205 1602 Y X "307 YY)
2. Osuzorcisl bank 1oans ) o .
and ad.'a.rc.a (mar) 1978 10.0 12.6 3.3 -2.6 6.7
1979 10.0 84 6.3 1.6 3.7
1980 11.0 12.8 0.9 | -1.8 0.1
1932 16.0 22..; 14.4 5.3 1.6
Mar.82-E3 16.0 16.2 vee -0.2 voo
2. Post Ofﬁce : . $
savingn doncsits 1976 5.0 12.6 3.3 =7.6 1.7
. 1979 5.0 ‘8.4 6.3 «3.4 -1.3
1980 6.0 12.8 10.9 -6.8 -4,.9
1941 10.0 12.6 9.7 -2.6 0.3
1082 10.0 22.3 14.4 -12.3 ~1.9
‘2.8’ 83 - 10.0 16.2 . oo =6.2 ses
4. Building .»ociety ' R .
1oans (max) 1978 12.0 12.6 3.3 =0.5 8.7
- 1979 12.0 T 84 . 63 . . 3.6 5.7
1960 14.0 12.8 . - 10.9 -l.2 J.1
loaL 14.0 12.6 - 9.7 1.4 4.3 .
1982 16.0 22.3  14.4 6.3 16.
mr.82-83 16.0 016.2 " °, oovo‘ _;-0.2 - eee

vurces

Econcmic Survey, 1983.



2.

- 66 -

providing approximately 2,500 housing units
annually for the lowest income groups, and the
private sector is providing from 1,000 te 2,000
units each year for households earning more than
£500 per month (KShs 6,750). Beyond this limited
housing supply, the vast majority of low income
working people have no access to the necessary
finance for home ownership. Lack of long-term
housing £inance to comnstruct homas for the working
population contributes to Kenya's extreme urban
overcrowding. In Nairobi, over omne third of the
people live 1in slums and shanty townse. In the
Eastleigh neighborhecod, 43% of the families have
only enough space fo a single bed. Another
tangible indicator of the severity of the shelter
problem is the cverwhelming demand for low cost
housing units. In Nairobi recently, 16,000
applications were received for 2,000 serviced sites
in the Dandora projzct, 49,000 applications for
1,500 serviced plots in the Mathare North project,
and 9,000 applications for 750 completed houses at
Buru Buru Estate.

It 18 evident that the demand for low cost housing
igs far greater thanmn can be satisfied by both the
public and private sectors if they continue to
operate in the present fashion. Without USAID's
involvement, however, it ijg unlikely that the
formal private sectorT will be able to enter the low
tost housing market.

Urban Income Pistribution and the HG Target

Population

It is difficult to calculate the urban median
income with exact precision. Different studies
evidence varied estimates, depending upon the
methods used, assumptions made and data
considered. The USAID Project Design Team
undertock a new effort to determine urban median
income in its preparation for this project. The
first step was to examine a number of earlier
studies.
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The Government's Central Bureau of Statistics
‘published a gocial accounting matrix for the year
1976, which presented the correlation between the
published wage earnings and total income. Using
the matrix, the mean urban household income can be

agssegssed. The median income can then be calculated

by applying a median to mean ratio. " This method
provided the income distribution which .follows in
Table 7: -

TABLE 7

1983 URBAN HOUSEHOLDS INCOME DISTRIEUTION::a

Cumulative Percentage Monthly Income . ‘Mean
of Households Range (KShs) e

0 - 20 0 - 950 750

21 - 40 951 - 1,700 , 1,250

41 - 60 1,701 - 2,900 2,300

61 - 80 2,901 - 4,300 3,750

81 -100 Over 4,300 10,000

* The Project Design Teanm then compared these rasults

" with other relevant studies, namely that by DeVoy
_which predicted a median income level of KShs 3,074
($228) and that by Lee which indicated a figure of

'gRShs 2,300 ($170). The final conclusion of the team
was that a conservative, but reasonable, figure for
the urban median income to be used in this program ‘is
KShs 2,500 ($185).

. This HG _cogram 1is designed to reach households at or

.~ pelow the median income. Typical beneficiaries at
the KShs 2,500 ($5185) level will be persons employed
as clerical workers, lower level administrative
officers and clerks, construction workers, draftsmen,

- technicians, community workers, nurses, drivers, and
those who are self-employed. The beneficlaries are
likely to be close to the median incoue, because
these are the people who can most easily afford a
privately produced shelter unite.

Tt i1s anticipated that the bulk of the housing units
financed under this progranm will be located in the ,
ma jor urban centers of Nairobi, Mombasa, and Kisumu.
It is likely that private developers and 7inancial
institutions will target these areas where demand is .
 considered greatest and private services most :
. abundant,
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‘3¢ ﬁod§1ng Affordability for the Target Group

Recent studies indicate that due to the extreme
housing shortage, many lover income households are
paying up to 35% of their income for housing and
renting one room of their house to bachelors. or low
income families who cannot afford other
acconmmodations.

Kenya's urban sub-letting phenomenon is all pervasive
among lower income groups. It is now estimated that
over 90% of the units in USAID's Umoja I estate
(615-HG-003) are sub-let; 85% of the units in the
World Bank funded Dandora project are sub-let; and
74% in USAID's Secondary Towns project are also
sub-let. Households resort to sub-letting of one or
more rooms to augment the monthly payments. Even
though sub-letting reduces the amount of space
available to the beneficiary family, they still
occupy more area than may have been formerly the
cage. In Nairobi's {nformal housing areas, many
families are required to share roous.

Recognizing the realities of sub-letting by
households of below median income, the Project Design
Teanm specifically received the approval of the five
housing finance institutions to include this offset
in affordability calculations.

S The following affordability model is presented as in
Table 8§ an example of the situation of a typical beneficiary:

TABLE 8

Monthly Household Iancome
Affordability Monthly Housing -
Payment (35%) Lo
Offset frem Renting Onme Room.
Total Affordsble Payment = -
25 Year Mortgage at 16% ERy
Deposit of 10%Z of Purchase Price
Total Affordable Bouse Purchase. .

81,600 6,065


http:bachelors.or

=
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‘Pamilies who do not sublet will be eligible if they: -
‘have a down payment of 35% on a KSh 100,000 house. °

An income of KSh 2,500 a month is sufficient to carry’

‘a KSh 85,000 mortgage.

These calculations bhave been discussed with the ' .
housing finance institutions, private R
dbuilder/developers and housing cooperatives.lz!hh”
following conclusions have been reached: . i

i. Housing finance institutions agree :hdtHBﬁgfﬁf«f?§
the household's monthly income can be used as: . the.
basis for calculating payments; B I e e

Aii. Housirg finance insitutions agree that fent§ 

derived be used as an offset in the”affordabilityf
calculations;

~111. Private builder/developers and housing

cooperatives agree that houge designs should
recognize that sub-letting will take place
and may act to stabilize the financial
gituation of low income households;

iiﬁ; Private builder/developers and housing

cooperatives prepared model development plans.
containing housing units of two rooms IR
 incorporating reduced standards which could be
built in the price range of §5,900 - 7,700 (KShs
80,000 - 105,000) depending upon the final design
of the units; and S

‘Yo * The affordability calculations presanted abdvqgwg

are reasonable and feasible for households of .
~ below median income in Kenya's major urban areas.

?fofile of HG Beneficliaries

With over 350,C00 people living in slums and shanty
towns in Nairobi, and a 7% urban growth rate per
year, low cost housing demand is enormous. The
Project Design Team estimated that approximately
24,700 households in Neirobi earn from §125 to 185
(XShs 1,700 - 2,500) per moanth. A majority of these
families are tenants living in sub-standard
conditions. They will form the majority of fhe
beneficiaries of this HG project.
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The job categories of these beneficlcovies have
already been mentioned. Beneficlaries are likely to
be in their thirties, living as tenants for a few
years in town in sub-standard areas without water or
severs, paying high rent, and having no security of
tenure or ownership rights. These are the people who
are looking for an opportunity to own a home even if
they have to sacrifice some other acpect of
consumption. These individuals are prepared to rent
out one of the two rooms in their houses because this
{s the only way they can afford %o partilclpate.
Nevertheless, these individuals are improving their
status anc housing situation through their ownership .
of a unit financed under the HG programe.

ENVIRONMENTAL ANALYSIS

An Initial Environmental Examination (IEE) was conducted
in July 1983 for the proposed HG project. The T
environmental analysis, performed in accordance with the
USAID Regulation 16, as amended in 1980, recommended a
Negative Threshold Decision. This recommendation was
approved by the Environmental Officér of the Africa
Bureau. The IEE is attached as Annex H.

The Government enforces its owvn set of environmental
regul-tions through the Public Health Act, the Building
By~Lavs, the Land Planning Act. Nevertheless, USAID
will insist that as a condition of initial project
approval, developers must submit adequate data
concerning site location, soill types, topographical
features, drainage and availability of infrastructure
(both reticulated water supply and waterborne sever
gystems will probably be used for all projects). TUSAID.
will ensure that this added water and sewer use can be
accomnmodated by the existing systems and that there is
adequate protection for Jdownstream water supplies.

For housing developments proposed for Kisumu or Mombasa,

particular attention will be paid to the need to
eliminate standing water and to improve drainage to
retard the incidence of malaria and, in Kisumu,
schistosomiasis. Housing developments proposed for
eastern Nairobi must include adequate investigation of
the existence of highly expandable black cotton soil.
This type of soil condition requires special building
techniques, such as floating slabs, fouandations raised
on pilings, or the removal of the so0il before
construction.
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IX. CONDITIONS AND COVENANTS

The HG loan shall be subject“td‘thé“fOILOVihg codditiaaﬁiu .
precedent and to such other terms and conditions as AIPE@gyFﬂ K

deen necessary:

(a) Prior to any disbursemeats under the Guaranty, the =
Government shall, except as AID may otherwise = ..
agree in writing, furnisk to AILD in form and
substance satisfactory to AID: -

- evidence that the Government of Kenya has
adopted appropriate reduced building and
infrastructure standards for the Project;

- evidence that the Government of Kenya has
ROFE approved such Sessional Paper(s) as may be
secegssary to effectuate the borrowing;

(b) Prior to disbursement of an individual

%" development, the Government shall furnish AID in
£form and substance satisfactory to AILD, except as
AID may otherwise agree in writing, an accaeptable
Master Project Delivery Plan for such development
which incorporates necessary information from each
of the participating {nstitutions, including
specific project data concerning cash flow,
construction schedules, implementation plans and
details coacerning eligible beneficisuries.
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7Tﬂ£ Prdject Grant Agreement shall be subject to the
‘following terms and convenants and major conditions,
“together with such other terms and conditions:

(a)

(b)

Except as provided herein or as AID may otherwise agree
in writing, commodities financed by AID under the
Project shall have their source and origin in Kenya or
in the United Staes. except for ocean shipping, the
suppliers of commodities or services shall have Kenya
or the United States as their place of nationality,
except as AID may otherwise agree in writing. Ocean
shipping financed by AID under the Project shall,
except as AID may otherwise agree in writing, be
financed only on flag vessels of the United States.

Prior to any disbursement, oOr the issuance of any
conmitment documents under the Project Agreement to
finance assistance to the National Housing Cooperative
Union (NACHU), the Cooperating Country shall furnish in
form and substance satisfactory to AID, except as AID .
may otherwise agree in vriting: '

(1) an acceptable NACHU staffing pattern, hiring
timetable and budget;

'(11) evidence that NACHU has retained the services o

a finance uanager tc serve as counterpart to th
AID-funded Cooperative Management Specialist;

(44i) evidence that NACHU has agreed to retain the
services of a project technical managsr to serv
as counterpart to the AID provided Cooperative
and Low~-Cost Housirng Specialist, within one yea
from the signing of the Project Agreement;

(iv) evidence that NACHU has agreed to provide
adequate office space, transportation,
secretarial support services and related
equipment and supplies to the two long=-term ALL
funded advisors.

pricr to any disbursement, or the issuance of any
compitment documents under the Project Agreement to
finance technical assistance of training related to
housing finance institutions or development of a

-gecondary mortgage market, the Cooperating Country

shall furnish to AID, in form and substance
satisfactory to AID, except as AID may otherwise agree
in writing, scopes of work and timetables for such
training or technical assistance.
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EVALUATION ARRANGEMENTS

The Ministry of Works, Housing and Physical Planning's
Monitoring and Evaluation Division will submit a Monitoring
and Evaluation Plamn acceptable to USAID. USAID will
provide the pivision with short term technical assistance
and direct USAID gtaff assistance. This will ensure that
the evaluation section of the Plan conforms to the Office
of Housing and Urban Program's Evaluatfor and Monitoring
Guidelines.

The evaluation process will include: developing baseline
data on potential beneficiaries of each sub-project and
analyzing the pre-pro ject capacity of each housing finance
{institution, private developer, NACHU, and participating
housing cooperative. '

The Monitoring and Evaluation Division will annually survey
each iastitution for which adequate baseline data are
available. These surveys will note any deviations from the
program purpose, goals and schedules and will preseant a
detailed factual basis for such revisioans of the program as
may be necessarye.

REUDO will perform annual evaluations and special
eveluations on the first tranche of the program to
determine if (1) projects are being successfully executed
and completed within the target costs and schedule by the
housing finance {nstitutions, the developers and NACHU; and
(2) if all necessary NACHU staff is in placee. The RHUDO
will also perform a survey of participating and
non-participating housing finance {nstitutions, developers,
and NACHU to ascertain their role in a second tranche. It
i on the basis of the evaluation and survey that the
subsequent program will be developed.

RHUDO will also perform intecsive evaluation and survey to
review progress of the NACHAU development and the TA 3§
provided.

The evaluation will, inter alia, concantrate on the succéus
of the prcgram to date in: .

4. attracting additional housing finance institutions,
developers, and housing cooperatives as participants;

41, developing a viable secondary mortgage market;

Lii. expanding the program to additiohal secondary apd

small towns; SR



Lghe

'16: feich1ng the stated objectiﬁes spelled out in the:
logical framevork; RS

v. establish the viability of NACHU; and

vi. changing policies and structures of both public and
private participating institutions. T T
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1, Records of housing £inanca
institutions,
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NARRATIVE SU2ARY

C2IRCIIVMELY VERIFL'BLE INDICATCRS

MEANS OF VERIFICATION

PAPORTANIT ASSUIPTICHNS

.i;wct Purrosa: (B-l)'

1. Develop the private sector's.
capacity to plan, develop and
finance lower income housing.

W

Conditicas that will ndicato purpose hos been
achigvod: End of profect stctus. (B-2)

1. ApproXimately 3,000 housing
upits for urban households of

below median income, built and sold
by private developers and .
cooperatives. ’ .

2. Approximately 3;000 wortgages
for below wedian income households
provided by the housiug finance
institutions. © L.

3. Systems developed to channel.
loans into lower income h.ousina.

4. Strengthened HACHU, ;leveloping .
houeing programs for unl\e: R

cooperativea. 1

(8-3)

1. Records of housing finsnce
luugitut,iona.

2. Data on housing codstqeti&n. .

3. AID avaluations.-

Assurplions for ochicving purzoses (B-4)

1. Willinghcss of local authorities
to reduce standards for lower cost
housing.

2. Availobility of cash in private
hands which f{s not belng curreatly
placed in the housing finance
system and willingness ‘of the

1 people to move their savings to
obtain a mortgage,

3., Sufficient profit margins for
all range of housing for the
moyigage backed securities.
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- project Outputs (C-1)

1. Long-term housing finance in the
range of KShs. 50,000-90,000 pcr
unit at -current prices. .

2. Construction of new housing
units affordable to families below

median income.

3. Stronger NACHU to deveiop and.
build housing for cooperative -
members.

4, Procedures-developed to channol
mortgage money into housing .
affordable by lower than median
incone families. .

I\

ognituds of Ouiputs:  (C-2)

2. Approximately 3, 000 heu houalng
unitn.

3. Stronger HAQHU-coope.ta.:i\.fq .
organization. “

4. Agreement o;n procedures to
channel Kenyan housirg finance to
lower coot housing. . . '

1. Approximately 3, 000 néw loans. |

(c-3)

1. Records of ‘housing finance.

2, Data on_new housing construction.
3. USAID evaluations. .

Assumptions for achioving oviguis: (c-4)
1. GOK draws dowr 1IG loan.
2. Cost ‘of construction and

interest rates do not 1ncrenae
substnntiany. oL .
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Tvo long term technical ",

* advisors ‘for NACIW..‘

3.

CEEY

Short term technica).
usutance for NACHU - 12

. months, * I

&,
3.
6.

1.
8.

Feasibility studies for
secondary mortgage urltet_.

Short term consultants to

.
(]
Al

housing finance inatitutionl.

Traiving for housing ﬂmnec

'inatltutioné.
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RAUDO ltaf! :I.nput.
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(0-2) .
1. $20 million loan. 1. !.endaz ard borrower reparto.
2. DA gront funds 3725.000 M 28

(long-term TA).

3.

&1- HO fee income $75,000. o

3.

6.

7
8.

DA grant funds 3160,000 o :
(nhort*tetn TA). . Ea :

. HC fee income $25,000. }' ' : i

DA grant funds of $235,000. .
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'A. General Criteria Under BG Statutory Authority

‘PYE HOUSING GUARANTY PROGRAM

Scacﬁ:orz Check-List
The Governm=2nt of Kenya

PROJECT NO. 615-HG-007

ANSWER "YES" OR

"wO": 2UL PP PAGE
ii?EREXCES AND/OR
EXPLANATIONS WHERE

APPROPRIATE.

Section 221(a)

fW1113the'pt6poécd pfojeci further ons or more
‘of the following golicy gogls?- :

R

(2)

"(3)

{;)‘

Is intended to increase the avail=
ability of domestic financing by .
deconstratiag Cto local entrepre= .
neurs and institutioms, that pro-
viding low-cost housing is finan-
cially viable; B

Is intended to assist 1o na:shdiA';_
ling resources for low-cost housing;

Supports a pilot project for low=-cost

shelter, or is jntended to tave a maxi-
aun deconstration izpact on local in--
stitutions and pational —— and/er;

1g intended .to have a long~-zuan 3oal

to develop domestic coanstruction
capabilities and stimulate local credit
ingtitutions Cto make availadle, do-
mestic capital and other =azagenent and
tachrnological resources raquired for
low-cost shelter progra=s azd policies?

Section 222(a)

Will che issuance of this guaranty cause

the total face amount oI gurantys issued

and outstanding at this time, to be in ax-

cess of § 1,743,100,0007 .

W11l the guaranty be 1gsued prior to.
September 30, 19837 " o




 STATUTORY CHECK-LIST ~ Comt'd,

Section 222(bH)

Will the proposad 3uatantj thiuifyiﬁwﬂégiéigiagV)m.

which enmphasize:

D=2,

(1) Projects providing imptoved home sites S

to poor families on which to build
shelter and related services; oZ

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

'(3)' Slum upgrading projects designed to

conserve and improve cxisting shelter; orT.

lfﬁ) Shelter projects for low-income peﬁpié

iés_é; fbviﬁﬁ

YES B. 41

designed for demonstration or 1nsﬁitdti§nﬁigj‘ SR

building; ot

. (5) Comnunity facilities and servicés in
S support of projects authorized under

this section to improve the shelcer'oqfxfff

cupied by the poor?
‘Section 222(c)

1€ the project requires the use or conser§n£ian'
of energy, vas consideration given to the use

of solar energy technologies, where economically ‘;,'}"»1

or technically fe;sible?\f
.Section 223(a)

will the AID guarnn:jifec be in an amount
authorized by AID in accordance with its
.delega:ed powers? : .

 Section'223L§)

Is the maximum rate of jnterest allowahble
to the eligible U.S. investox(s) as pre-
scrited by the Administrator, not more than
one Per cent (1%Z) above the curreat rate of
jnterest applicable.to housing mortgages
insured by the Department of Housing and
Urban Development (HUD)?

Section 223(h)

Will thesGuaranty Agreement provide that no .
payment may be made under any guaranty issued
for any loss arising out of fraud or nis~
representation for which the party seeking
payment is respousible?

)
o)
@

u| i
e

‘d |
o]
m LT

97



STATUTORY CHECK-LIST =~ Cont'd.

Section 223(3)

(1) Will the proposced Housing Guaranty be
coordinated with, and complementary to
other development assistance in the host~ e
country? . " XES -

(2) W41ll the proposed Housing Guaranty de~-

monstrate the feasibility of particular
kinds of housing and other insticutional
arrangements? TES P. 19-24

Is the project designed and planned by

AID so that at least ninety per cent

(90%) of the face-value of the proposed
guaranty will be for.housing suitable for
families below the median income, O below
the median urban income for housing in urban

<
W
m :Il -

areas, in the host-country? »

(4) Will the issuance of this guaranty cause

‘ the face~value of guarantys issuecd with
respect to the host-country, to excead N
$ 25 million in any fisecal year? No:

.Section 238(c)

Will the guaranty agreement provide that it
will cover only lenders who are Yeligible
investor(s)" within the meaning of this
secction of the statute at the time the
guaranty is issued? :

B. Criﬁe:ia Under Ceneral Foreign Assistance Act Au:horitz:  

Section 620/620A

(1) Does the host~country meet the general
eriteria for country eligibility undear
the Foreign Assistance Act, as set ‘
forth in the country eligibility checke~
1ist prepared at the beginaning of each
yeaz? . . ‘ . *Eg

(2) 1s there any reason. to believe that cire
cumstances have changed in the host-countzy .
so that it would now be ineligible under o
" the country statutory check-11st? . “NO




A,

STATUTORY CHECKLIST

GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY: The responses

contained in the Structural
Adjustment Program Grant
(615-0213) Program Assistance
Approval Document approved on
June 24, 1983, remain valid.

GENERAL CRITERIA FOR PROJECT

l. FY 1982 Appronriation Act
Sec. 523; FAA Sec. 034A:
Sec. 653(b): Second CR FY 83,
Sec. 10L(b)(Ll}. ,

(a) Describe how authorizing
and appropriations committees
of Senate and House have been
or will be notified concerning
the project:

(b) 4is assistance within
(Operational Year Budget)
country or international
organization allocation
reported to Congress (or

not more than $1 million

over that amount)?

(¢) If the proposed

assistance is a new countzry
program or will exgeed or cause
the total assistance level for
the country to exceed
assistance amounts provided

to such country in FY 84, has
a notification been provided
to Congress?

“(a) Advice of progranm

change will be forwared
Congress in early FY 84
and before obligation of
any f£unds.

(b) Not in FY 84
Congressional Present-
ation. Notification
will be necessary.

(c) The total assistance
level proposed for FY
1984 will not be exceede

QY |



- COUNTRY ELIGIBILITY

FUNDING SOURCE CRITERIA FOR

1. Development Assistance
County Griteria

a. FAA Sec. 116. Has the
Depantment of State determined
that [this government has engaged
in alconsistent pattern of gross
~—vieYations of internationally
recognized human rights? If so,
can it be demons.rated that
contemplated assistance will
directly benefit the needy?

¥o.
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3.

4.

FV(d) If the proposed assistance
{8 from the $85 million in ESP

funds transferred to AID under
the Sacond CR for FY 83 for
*aconomic development
assistance projects", has the
notification required by

Sac. 101(b)(1) of the Second
CR for FY 83 been made?

PAA Sec. 611(a)(l). Prior

to obligation in excess of
$100,000, will there be

(a) engineering, financial
or other plans necessary to
carry out the assistance and
(b) a reasonably firm
estimate of the cost to the
U.5. of the assistance?

FAA Sec. 61).(a)(2). If further

legislative action is required
within recipient country, what
is basis for reasonable
expectation that such action
will be completed in time to
permit orderly accomplishment
of purpose of the assistance?

FAA Sec. 61l(b); FY 1982
Appropriation Act Sec. 501.
If for water or water-related
land resource construction,
has project met the

standards and criteria as set
forth in the Principles and -
Standards for Planning Water
and Related Land Resourcesg,
dated October 25, 19732

FAA Sec. 6l)l(e). If project is
capital assistance {(e.g.,
construction), and =11 U.S.
agsistance for it will exceed

$1 million, has Mission Director
certified and Regional Assistant

.Administrator taken into

consideration the country's

D=6

(a): Yes.

No £u:the: legislation
is required.

Rl
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6.

7.

8.

capability effectively to
maintain and utilize the
project?

FAA Sec. 209. 1Is project
susceptible to execution

as part of regional or
multilateral project?

If so, why is project

not so executed? Information
and conclusion whether
agssistance will encourage
regional development
progranms. '

FAA Sec. 601(a). Information
and conclusions whether project
will encourage efforts of the
country to: (a) increzse the

flow of international trade;

(b) foster private initiative
and competition; and

(¢) encourage development and
use of cooperatives, and credit
unions, and savings and loan
associations; (d) discourage
monopolistic practices: (e) improve
technical efficiency of industry,
agriculture and commerce; and

(£) strengthen free labor unions.

FAA Sec. 601(b). Information and
Sonclusions on how project will
encourage U.S. private trade and
aencourage private U.S. participation
in foreign assistance programs
(including use of private trade
channels and the services of

U.S. private enterprise).

No. 1t is a country-
‘specific activity.

The proiect is specifi-
cally designed to
faster private
initiative and competi-
tion and encourage
development of coop-=
eratives, saving and
loan associations,
strengthen then free
labor unions through
provision of labor

- unions co-op housing

and it will discourage
monopolistic practices

Grant~funded technical
assistance will dzraw

on U.S. private sector
firms and consultants.



9.

10.

1l.

12.

13.

PAA Sec. 612(b), 636(h):

FY 1982 ApPPLO riation :
Act sec. 507. Describe steps

”-

taken to assuve that, to the
maximum extent possible, the
country is contributing local
currencies to meet the cost of
contractual and othe services,

‘and foreign currencies owned

by the U.S. are utilized in
1ieu of dollars.

FAM Sec. 612(d). Does the U.S.
own excess foreign currency of
the country and, i£ so, vhat
arrangements have peen made for
jts releasa?

FBA Sec. 60L(e). Will the
project Gtilize competitive
selection procedures for the
awarding of contracts, except
where applicable ‘
procutement rules

allow otherwise?

FY 1982 Appropriation

Act sec. 521. 1f
assistance is for the
production of any
commodity for axport,

ig the commodity .
1ikely to be in surplus

on world markets at the
time the resulting
productive capacity
becomes operative, and

is such assistance likely
to cause substantial injury
to U.S. producers of the
same, similar or competing
commodity? .

FAA 118(c) and (d). Does
the project comply with

the environmental procedures

set forth in AID Regulation 167.
Does the project or program take

into consideration the
problem of the destruction
of tropical forests?

D=8

'iocal contributions

from cooperatives will
total approximately
one-half of the grant
amount in addition

local organizations will
contribute the costs of
staff and assistance.

No.

i?;;;}

 This agsistance is not
_f#or the production of

any specific commodity

for export.

Yas. A negative
determination was
approved by the Africa
Bureau environmental -
officer. o

e
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1s.

FAA 121(d).

If a Sahel 4
project, has a determination .
been made that the host
government has an adequate
system for accounting for

and controlling receipt and.
expenditure of project

funds (dollars or local
currency generated therefrom)?

FAA Sec. 1?28; Seccnd CR FY 83
Sec. lOleSZZS. Has an

attempt been made to finance

productive facilities, goods,

and services which will
expeditiously and directly
benefit those living in
absolute poverty under

the standards adopted by
+ha World Bank?

FUNDING CRITERIA FOR PROJECT
1. Develooment As3istance
Project Criteria

a. FAA Sec. 102(b), 1lll,
113, 28J(a). Extent to

which activity will (a)
effectively involve the

poor in development, by
extending access to

economy at local level, .
increasing labor-intensive
production and the use of
appropriate technologqys
spreading investment out
from cities to small towns
and rural areas, and
insuring wide participation
of the poor in the benefits
of development on a sustained
basis, using the appropriate
U.S. institutions; (b) help
develop cooperatives,
especially by technical

_assistance, to-assist rural

-9,

/i

Yes, through provision
of technical
assistance and HG
credit funds for’
cooperatives which
assist the poor.

Ail funds will be

‘utilize to support

cooperatives to
provide housing for
the poor in the large
small urban areas, the
pre housing prorjects
are labor intensive,
encourage gelf-help
expansion. The project
is only to benefit
families with incomes
below the median level
and woman will have
aqual access to parti-
cipate training visits
to other countries on
coops will be under-
taken.

/%—
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- and urban poor to help
‘themselves toward better life,
and otherwise encourage
democratic private and
local governmental
institutions; (c) support
the self-help efforts of
developing countries; (d) promote
the participation of women in the
national economies of developing
countries and thie improvement
of women's status; and (e) utilize
and encourage regional cooperation
by developing countries?

b. PAA Sec. 103, 103A, 104, 105, Co
106.. Does the project f£it the Yes.
criteria for the type of funds Ce
(functional account) being used?

c. PFAA Sec. 107. Is emphasis on Yes,
use of appropriate technology S
(relatively smaller, cost-saving,
labor-using technologies that
are generally most appropriate
for the small farms, small
businesses, and small incomes
of the poor)?

d. FAA Sec. 110(a). Will the Yes,
recipient country provide at e
least 25% of the costg of the

program, project, or activity

with respect to which the

assistance is to be furnighed

(or is the latter coust~sharing

requirement being waived for a

“relatively least daveloped"

country)?




e. FAA Sec. 110(b). Will grant
capital assistance be disbursed
for project cver more than

3 years? If so, hac
justification satisfactory to
Congress been made, and efforts
for other financing, Or is the
-recipient country “relatively
least developed”?

£. FAA Sec. 122(b). Does
the activity give reasonable
promise of contributing to
the development of economic
resources, or to the increase
of productive capacities and
gself-sustaining economic
growth?

g. FAA Seq. 281(Db). '
Describe extent to which
program recognizes the
particular needs, desires,
and capacities of the project
people of the country;
utilizes the country's
intellectual resources to
encourage institutional
development; and

supports civil

education and training

in skills required

for effective
participation in
government processes
essential to self-
government.

5c(c) ~ STANDARD ITEM CHECKLIST

Listed below are the statutory
items which normally will be
covered routinely in those
provisions of an assistance
agreement dealing with its
implementation, or covered

in the agreement by imposing
1imits on certain uses of funds.

No.

TYes.

The cooperative apex
organizations, and
all member
cooperativers are
Kenyan. Local
training and assis-
tance will be
utilized to maximum
extent practicable.

10!



These items are arranged under
the genaral headings of (A)
Procurement, (B) Construction,
and (C) Other Restrictions.

A. Procurement

1.

2.

FAA Sec. 602. Are there

arrangements to permit
U.5. small business to
participate equitably in
the furnishing of
coomodities and services
£inanced?

PAA Séc. 604(a). wWill all
commodity procurement
financed be from the United
States except as otherwise
determined by the President
or under delegation from him?

FAA Sec. 604(d). 1If the
cooperating country

Kenya does not discriminate
discriminates against

marine insurance companies
authorized to do business

in the U.S., will commodities
be insured in the United States
against marine risk with such
a company?

FAA Sec. 604(e): ISDCA of
1980 Sec. 705(a). If Co

offshore procurement of
agricultural commodity oxr
product is to be
financed, is there
provision against such
procurement when the
domestic price of such

DPIZF

against U.S. marine’
~companies. ' +he

A



6.

' commodity is less than

parity? (Exception where
commodity financed could
not reasonably be
procured in U.S.)

FAA Sec. 604(g). Will
construction or
engineering services be
procured from firms of
countries otherwise

-aligible under Code 941,

but which have attained a
competitive capability in
international markets in
ona or these areas?

FAA-Sec. 603, Is the
shipping excluded from
compliance with
requirement in section
901(b) of the Merchant
Marine Act of 1936, as
amended, that at least 50
per centum of the gross
tonnage of commodities
(computed separately for

' dry bulk carriers, dry

cargo liners, and
tankers) financed shall
be transported on
privately owned U.S. flag
commercial vessels to the
extent that such vessels
are available at fair and
reasonable rates?

L}
FAA Sec. 621. IEf
technical assistance is
financed, will such |
assistance be furnished
by private enterprise on
a contract basis to the

N/A

“Yes.



9.

thllest'extent_

practicable? If the
facilities of other
Federal agencies will be
utilized, are they
particularly suitable

.not competitive with
. private enterprise, and

made available without
undue interference wich
domestic programs?

International Air
Trangport. Fair
Competitive Practices

Act, 1974. If air
transportation of persons
or property is financed
on grant basis, will U. S.
carriers be used to the
extent such service is
availablae?

FY 1982 Apnropriation Act
Sec. 504, If the U.S.
Government is a party to

a contract for
procurement, does the
contract contain a
provision authorizing
termination of such
contract for the .
convenience of the United
States?

B. Congtruction

1.

2.

PAA Sec. 601(d). If

capital (e.g., construction)
project, will U.S. engineering
and professional servicas

to be used?

PAA Sec. 6ll{c). 1If
contracts for
construction are to te
financed, will they be
let on a competitive
basis to maximum extent
practicabla?

D-14




c.

3.

FAA Sec. 620(x). If for
construction of
productive enterprise,
will aggregate value of
assistance to be

furnished by the U.S. not
exceed $100. million
(except for productive
enterprises in Egypt that
were described in the CP)?

Other Restrictions

L.

4.

FAA Sec. 122(b). If
development loan, is
interest rate at least 2%
per annum during grace
period and at least 3%
per annum thereafter?

FAA Sec. 301(d). If fund
1s establisned solely by
U.S. contributions and
administered by an
intarnational
organization, does: :
Comptroller General have
audit rights?

FAA Sec. 620(b). Do
arcangements exist to
ingure that United States
foreign aid is not used
in a manner which,
contrary to the best
interests of the United
States, promotes or
assists the foreign aid
projects or activities of
the communist-bloc :
countries?

Will arrangements praclude

use of financing:

N/A

.g/b;

Yes,

2-15



a. PAA Sec. 104(f):; FY
1987 Appropriation Act
Sec. 525: Eli To pay. for
performance of abortions
as a method of family
planning or to motivate
or coerce persons to
practive abortions: (2)
to pay for performance of
involuntary sterilization
as method of family
planning, or to coerce or

provids financial incentive

to any person

to undergo sterilizationy
(3) to pay for any
biomedical research which
relates, in whole or
part, to methods or the
performance of abortions
or involuntary
gsterilizations as a means
of family planning:; (4)
to lobby for abortion?

b. FAA Sec. 620(g). To
compensate owners for
expropriated nationalized
property?

c. FAA Sec. 660. To
provide training or
advice or provide any
financial support for

police, prisons, or other

law enforcement forces,
except for narcotics
programs?

4. FAA Sec. 662, PFor
CIA activities?

e. FAA Sec. 636(i). For

purchase, sale, long-term
lease, exchange or
guaranty of the sale of
motor vehiclas
manufactured outside
U.S., unless a waiver is
obtained?

(1)

Yes..

@

(3

xftéiﬁf

Yes.

, Yes.

Yes.

Yes.

e
N PRI
~Yas,
“,' ,y,a‘ PR

Yes.
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g, FY 1982 Appropriation
Act, Gec. 503. To pay
pensions, annuities,
retirement pay, OF
adjusted service
compensation for military
personnel?

g. FY 1982 Appropriation
Act, Sec. 505. To pay
U.N. assedsments,
arrearagas for dues?

h. FY 1282 A prooriation
Act, Sec. 506. 'To carry
out provisions of FAM
section 209(d) (Transfer
of FAA funds to
multilateral
organizations for
lending)?

{. FY 1982 Appropriation

Act, Sec. 510, To

finance the export of

nuclear equipment, fuel,

or technology or to train

foreign nationals in
nuclear fields?

j. FY 1982 Appropriation ,
Act, Sec. o5ll. For the purpose

of aiding the efforts of the
govarnment of such country
to vepresss the

legitimate rights of the
population of such

country contrary to the
Universal Declaration of
Human Rights?

k. FY 1982 Appropriation
Act, Sec. oL5. To be
used for publicity or
propaganda purposes
within U.S. not
apthorized by Congress?

Yes.

Yes..

Yes.

Yes. .

=17 .
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" Mrs Allison B Herrick
.14 September 1983

The purpose of this letter is to request your consideration of

a US $50 million loan for this purpose. In addition we would
appreciate your consideration of a grant funded technical .
assistance to assist in the institutioral procedural and training -
related aspects of the project. 7 '

c.¢c. The Permanent Secretary :
Ministry of Works & Housing
P O Box 30260 SR
NATROBI (Att. Mr J BK Mwaura) -
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projects had been highly subsidized. Private owners have
aggressively expanded their units, investing about $5 million
in private resources. At the same time, more more than three
quarters of all the core houses have been completed.

The Umoja I project revealed another aspect of the
Kenya shelter sector == the almost universal practice of
partial or total unit subletting. Umoja I was conceived as an
owner-occupied development, but has become 2 predominantly
rental scheme. Although Umoja I remains a stable neighborhood,

its socio-economic characteristics have changed. House rentals

income substantially exceeds mortgage payments.

3. Secondary Towns (615-HG-004)

Another companion HG project, Secondary Towns, was
developed through the parastatal National Housing Corporation
(NHC). This project financed approximately one~thousand
(1,000) core housing units in the eleven largest
municipalities, excluding Nairobi. Most of these units have
also been expanded by their owners using private resources.
This project represented the first attempt by the Government of
Kenya to construct housing nationwide, which was affordable and
recovered substantially all of its costs for the lower income
groups. In most project towns the NHC took charge of all
aspect of project development. Then it turned over project
maintenance and management to the towns themselves. This
system was fairly successful in terms of project development .
but towns were somewhat unprepared for their long-term role.

In the last few years, USAID and the Government have assisted
local officials to manage these projects more effectively.

B, Current Projects

1. Umoja Phase II (615-HG-005):

, The §25 million Umoja Phase II Project, developed
through Nairobi City Council (hcC), was approved in 1979. The
- Implementation Agreement was signed in February 1982, The
project will consist of three subprojects providing housing,
conmunity facilities and employment generating activities.
This project will complete the development of this area and -
.comprise a virtual new town for Nairobi's eastern- section.
Umoja II has suffered significant project delays
which may be typical of some public sector projects. Severe
political in-fighting within the NCC and between the NCC and
the national Government has impeded progress towards. project
implementation and the HG borrowing. An investigation of

i\



' MCC Housing Department. In early 1983, the Govexnment
dissolved the NCC and replaced it for the next 2 years with an
appointed Comaission. Nairobi's Housing Development Department
has finally been able to resume active project preparatio
without further fear of political interference. .

During the last few months, USAID has negotiated
new planning principles and building standards with the .
Comrission. Representing a significant departure from past
policies, these innovative principles carry out the original
intention of the PP. USAID was to £inance a project involving
housing that would be more appropriate £for the target group,
less attractive to rent out fully and priced closer .0 the
prevailing market compared to housing in previously financed
projects. One of the new policies for Umoja II Iis
substantially reduced site, infrastructure and unit design
standards, providing for a physically and socially acceptable
eavironment but at greatly reduced cost. Others include
audited plot allocation procedures and a "condominium” approach
in which households share sanitary facilities and open spaces.
The shelter units to be provided will have a sales price of
between $3,000 - 4,000. (KShs 40,000 -~ 5$5,000).

The Commission has awarded the Umoja II design and
engineering contract vhich will be completed in January 1984
and result in the preparation of final plans and
‘specifications. Construction contracts will be let at that
time and the EG loan financing will take place early in 1984.

2. Kenva Small Towns Shelter and Community Facilities
1315-56-006) : :

This $§16 million HG project is designed to upgrade
significant portions of 15 small towns (populations ranging
#rom 5,000 to 20,000) which serve as administrative and trading
centers in rural areas. The project's objective is to
strengthen the capabilities of these small towns to plan and
manage their development requirements The project will provide
necessary technical assistance and training.

This project was authorized in 1980. The
Implenentation Agreement was negotiated in 1981 and signed in
1982. The project is now ready for HG financing. .

This complex HG project will have five major
elements: shelter units, capital improvements, community
facilities, eaplovment generating activities and training of
local authority staff. It has taken significant time to
develop the necessary coordination between the several

ministries, donor organizations and small towns involved.
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Purthermore, USAID, the World Bank and Overseas Development
Administration (ODA) have coordinated their activities and
divided up their responsibilities for all the towns involved.
Early in 1983 each town was visited by a technical assistance
tean composed of representatives from the Ministry of Works and
Housing, the Ministry of Local Government, the National Housing
Corporation and USAID funded technical advisors. Specific
eligible sub-projects have now been identified and their
#inancial and technical feasibility determined. Construction
of the sub-projects was to have begun in late 1983 following a
borrowing under the HG program. However, the President
recently dissolved the Parliament earlier than expected. It
had not yet approved the Government guaranty necessary to the
projes.. Following the convening of the new Parliament in
September, the guaranty will be approved, and the HG loan will
be contracted at the end of this year.



ANNEX: G

 PROGRAM IMPLEMENTATION SCHEDULE

FOURTH QUARTER FY 1983

1.

2.

Approval of the $20 million project paper, and
authorization of $20 million HG. ST

Authorization of $1.12 aillion 1;'3f3&€%?§ﬁ§§££§i
technical assistance. , B o

" PIRST QUARTER FY 1984

1.
2.

" 3.

6.

E7‘

10.

Letter of Advice to the Governmentfﬁffﬁ?f}ﬁgi;;ﬂi&?f;
the Office of Housing and Urban ?rogrngb(PnB/H).{’Jﬁ

Draft Implementation Agreement prepared7b§ USAID for
review by the Government.

USAID, the Ministry of Works and Housing (MoWH) and
participating towns discuss specific reconmendations
of By-Law Standards study to modify Urban 11 Standards
and approval process.

USAZXD, representatives of housing finance institutions
and MoWH concur on eligibility criteria for disburse-
ment of HG loan funds and on monitoring and evaluation
procedures. ’

Eligibility requirements for participation in the
program widely publicized.

Developers, National Caoperative Housing Union (NACﬁU)ﬂ
and nousing finance institutions initiate discussions
on projects and on funds required. S

NACHU staff counterparts (except project ensin(ér)\tdi@
work with USAID funded technicians on board. ’

Issue notice in Commerce Business Daily to solieit: . . .-
expression of interest toO provide Techaical Assistance
to NACHU. SR

Publish and issue the RFP for 006p9:5:17q5g3§q§q9ng;§

'Receive-and r§vig§;£hé>Ef?i;

‘Y



SECOND QUARTER FY 1984

1.

2.
3.
4.

5.
6.

7.

9.

Cooperative Agreement signed with the selected
organization for Technical Assistance to NACHU.

NACHU and each Housing finance institution prepares a
preliminary master project delivery plen and submit to
USAID and MoWH. ,

USAID, MoWH, KACHU and housing finance institutions
establish allocation of $20 million of BG funds.

USAID and Central Bank of Kenya develop, and USAID
approves language of agreements for Central Bank loans
of funds to housipg finance institutions. o

MoWH, USAID and Central Bank establish loan fund-
accounting and administration procedures.

Central Bank and financing institutions conclude
implementation agreerents with USAID concurrence. -

Advisers begin work with NACHU.

USAID works with and provides consultants for a tothl‘
of two person moenths' assistance to housing f£inance.
institutions on fees, lending procedures, savings )
promotion, etc., for lov income families.

Carry out basic housing needs study.

THEIRD QUARTER FY 1984

1.

2.

3.

4.

5.
6.

Housing finance institutions submit £inal Master =
Project Delivery Plans to USAID and MoWH

USAID, MoWH, and local governing bodies as hecessaty37
concur on standards for projects. L

Sessional Paper proposing Kenyan Government quiranty:‘
eubmitted to and approved by Parliament. Co :

Following formal Govermment request to select an
Investor, USAID approves final Master Project Delivery
Plan and authorizes Government to select an lnvestor.

Bids from U.S. investors requested.

The Ministry of Finance and U.S. Investor negotiate

, Loan Agreement.
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10.

POURTH QU

Developers complete design of projécﬁi,;hdggbfgidlti
necessary permits. i :

NACHU assists member cooperatives to plan for and
undertaken housing developments. b

Congultants study mortgage instruments, etc. as basis
for developuent of secondary mortgage market and ueans
of mobilizing finance to low-cost housging.

Carry out study of informal housing finamce and
construction sector and its role in low cost housing.

ARTER FY 1984

1.

2.
3.
.

o
.

Government of Kenya borrows $20 millionm.

Loan agreements signed between Central Bank andeaf
housing finance institutions; loan funds committed.

Housing finance institutions provide letcert‘bf
commitment to developers and NACHU. o

Developers complete acquisition of land ‘néﬁiﬁiﬁ£§;i
construction. RN R

Consultants to housing finance institutidniiiihiitfinf
establishing implementation systems. LT

Developers initiate gsales programe.

‘Cﬁttj,dut a study of the formal housing finance systez -
.--and 1its role in providing lower cost housing.

Fises

2.
3.

14.

Training in the United States on secondary mortgage

markets for representatives of Government and housing
finance institutions (7-10 persons for 2-3 months
each).

Construction of projects continues.

Developers and cooperatives submit list of completed.
and sold to housing finance institutions, ‘who, in
turn, submit the list to USAID. ’

USAID reviews the list, counfirms eligibilicy‘of houses

~and purchasers and approves dicbursement from the

Central Bank to housing finance institutions.

1



PY 1986

1.

2.
3.

USAID and MoWH perform evaluation of all sub=-projects
in progress, to determine the progress,‘n:tainneugg_mf

goals, final disbursement date etc.

Evauation of KACHU performance.

Decision on next HG project and amcuded project papcr?

prepared and submitted to AID.



"ANNEX:H

ZNVIRONMENTAL THRESHOLD RECOMMENDATIONS:

PROJECT COUNTRY : KENYA
PROJECT TITLE ¢ FPROJECT 615-HG-007:

FUNDING : HC Loan §20,000,000 - FY 1983
| S0 P T810120,000 - PY 1984

‘{EE PREPARED BY : PRE/H

ENVIRONEMENTAL ACTION RECOMMENED:

In the absence of site specific projects to be included in this
program and based upon the Project Identification Document
(P1D), this Initial Environmental Examination has been
conducted on the basis of experience with similar,
previously-implemen:ed, low—-cost housing projects in Ranya.

In that context the following environmental actions are
recommended:

1. Specifit guidalines assuring environmental soundness of
the projects must be incorporated in the policy framawork
and project eligibilicy criteria to be developed by the
G.0.K. Hinistry of Works and Housing.

2. Clearly defined criteria for new site selection must be

e pmade available to projects sponsors, developers and
builders in order to eliminate effectively any negative
impacts on land-use and epvironmental systems in the area.

3. On new construction sites, tow cost, effective

" alternatives for the provision of potable water and the
disposal of waste water must be explored. The effective
operation and maintenance of water and sewage systems
will also be very important in order to assure continued
environment soundness within the project.
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5.

‘Preparation of a site for construction mustk include the"
means to retain vegectation cover, to -assure adequate = -
drainage, and to prevent soil erosion. s

Each proposed projecct must undergo an individual
environmental evaluation as part of the technical
review. 1Identified problems will be addressed through
site selection and site design.

With the provision that the Project Paper will appropriately
emphasize the recommended environmental actions and include
guidelines to assure the environmental soundness of the
project, it is recommentat that

CONCURRENCE: APPROVED:
Bureau Environmental Officer  DISAPPROVED: _
DATE: _

(CGLEARANCE: . ‘GC/AFR:__

NEGATIVE DETERMINATION BE GRANTED.




 JHSTITUTIONAL PINANCING OF HOUSING UNITS TH KENYA

Awwex IE

1979-1982
Jtutio petitution -~ _Inatit "
EAST AFRICAN *  PIONEER
NATIOEAL_EQUSIHG CORP, NAIROBRI CITY COUNCIL BUILBING SOCIETY BUILDING SOCIETY

. Ho. of Av, Price Ho. of Av. Price No. of “Av. Mtge. No. of Av. Mtge.
Year Units Per Unit Units Per Unit Upnite Per Unit Units Per Unit
Kohs Kshs Kahs ) Kahs
1979 4,085 32,000 -0= -0~ 257 217,620 -0~ 0=
1980 3,527 17,820 3,388 '§3,275 1,388 214,720 -a- -0~
298t 2,735 21,710 3,089 38,660 221 - 318,300 L -0~
1962 2,928 48,920 2,097 30,230 180 | 384,338 157 286,623
! Ainggitut{on citu
HOME - .... —__ KENYA i “TIOUSTNG FINANCE _ SAVINGS & LOAN
SAVINGS & MORTGAGE REINSURANCE CORPORATION €c0. OF KENYA ;. KENYA, LTD
— - “No. of Av. Price No. of Av, Prica No. éﬁ. Av. Mtge. Ro. of __Av. Hrea,
Year Units Per_Unit Units Per Unit Units Per Unit Units Per Unit .
Ksha Ksha Kahs. Ksha
1979 ' -0- - ‘| -o- -o- . 525 179.660 346 167,890
1980 -o- -o- -o- -g- 1,100 202,650 238 290,000
1981 | -0=- -o- 67 230,630 928 231,290 195 317,270
1982 21 475,000 ) 635 230,639 1,031 267,120 308 223,655
.t‘.__ ; .
. AL REPORTS ° TOTAL UNITS PRODUCED PRER YEAR 7
SOURCR ANKY 1979 - 5,213 1980 - 9,641 --7,235  -1982 ~ 1,317
OF INSTITUTIONS “public  (4,085) (6,915) 5,828) ——  (5.025)
Private (1,128)° (2,726) 1,411

2,292)



DEVELOPMENT OF A SECONDARY MORTGAGE MARKET

Bousing £inance institutions have the ability to attract new
savings. However, their resources and the level of their
‘mortgage orginations are quite limited relative to the needs of
Kenyans for housing finance In order to generate further
resources, the creation of a secondary marketing mechanism is
under consideration. The basis for a secondary mortgage market
is a sound primary market. ‘ ‘

1. Primary Mortgage Market

Most mortgage markets in daveloping countries have
started with a government agency that administers FHA type
‘mortgage insurance and insurance of savings accounts. The
agency also regulates 1) mortgage terms (particularly maxinum
loan-to-value ratios), 2) minimunm liquidity ratio, 3) minimum
ratio of net worth to assets or 1iability, etc. Additionally,
it makes liquidity loans and frequently flows foreign loan and
grant funds to its supervised institutions.

. However, in Kenya the growth of the mortgage maxket
and of savings has been accomplished without this governmental
activity. Kenyans save in financial institutions without
jnsurance of accounts and despite the failure of cne building
society in 1961 (which led the Government and the Commonwealth
Development Corporation to recapitalize it as Housing Finance
Company of Kenya). But the lack of such insurance both retards
the growth of savings and makes the institutions feel the need
to carry more liquidity, thus allocating a smaller percentage
‘of assets and savings to housing finance. Ligquidity runs about
203 of assets versus approximately 7% in the U.S.

The lack of mortgage insurance does not appear to
impede current mortgage lending for current types of
construction as it does in other countries. No institution
mentions it as a requirement for lending. However, its lack is
a major reason vwhy the institutions appeaxr nervous about lower
cost housing and lower income borrowers. Partial reinsurance
with Kenya Reinsurance (a governmental entity) helps the
creditability of the insurance industry., but does not appear on
the surface to have caused the insurers to become speculative.
Mortgage insurance can lower down payments, help create new
alternative mortgage instruments and improve the secondary
markets. That the savings and mortgage markets are as gstrong
as they are in Kenya with the absence of both savings  insurance
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and mortgage insurance is testimony to the desire of people to
save and of the determined home purchaser to avoid default and
foreclosure. A 1968 law,, unimplemented, permits mortgage
insurance. ‘

Kenya is atypical for developing countries in that
there is a stronyg and growing insurance sector. The sector
orginates and services mortgages and does some developzent.
T+s investment portfolio is mot regulatorily proscribed.
Purthermore, it wants to increase its participation in housing
f£inance through deposits with specialized lenders, direct
lending and investment, and secondary narket activities. In
most developing countries the Central 3ank jealously guards the-
Governnent's predoninant, frequently exclusive, access to the
capital markets. In Kenya the Central Bank supports growth in,
housing finance.

2. Secondary Mortgage Market

In Kenya there is a small, but ‘growing volume of
long—term and short-term transactions among the parastatal
organizations and between then and the private specialized
mortgage lenders. These activities mark the beginning of a
secondary mortgage market operation.

- It is tempting sipply to encourage this
1cng-ter:1/ short-term, unsecured market to grow and to continue
o0 ignore the issues of collateral and maturity matching.
Hovever, the relationship that is missing is the sufficient
provision of locg-terr funds from both the parastatals and the
diversified investors to the private specialized mortgage
lenders. Long maturity transactions will permit the truly
efficient mopilization of funds for housing in Kenya. The
jostitucions involved seem receptive and feel housing has
national and institutionmal priority. These attitudes of
suppoxt showed up strongly in a seminar on the potential of a
secondary nortgage market operation, conducted July 6, 1983 in
Hairobi and atteaded by 70 of the country's. financial leaders.

There are three basic ways to ensure thaw lenders will
hzve a sufficient cash flow from mortgage lending to service
long~term barrowing (in addition to their savirngs interest
requirements). They are: 1) net worth of the borrower, 2)
mortgage default insurance f£rom a financially dependable thizd
party, and 3) the amount of collateralization. The absence of
epllaterization (or sufficient alternative protection) may
cause failure of an overaggressive institution. if-
gufficiently large and embarrasing the failure could cause
dagage to the mertgage finance system. Collaterzlization
permits the private sector lenders to compete with parastatals
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for funds from diversified jnvestors. The secondary mortgage
market in Kenya should begin by wovercollaterization". This
would mean pledging (preferably with a third porty fiduciary) a
pool of mortgages in excess of the borrowings. Thus, after
allowing for defaults and prepayments, theze would continue be
gufficient cash £f£low to this mortgage 300l to service the debt,
including principal repayment.

In the U.S. there is much concern about maturity
matching to protect against interest rate risk. It derives
principally from the cdanger that short-tera liabilities will
rise in cost nore than long-term fixed rate mortgage assets
rise in yield, causing a2 negative yield spread between
financial assets and liabilities. The solution o this problem
4n Kenya, as in England, is the periodic raising of both rates
on all outstanéing morigages and rates on outstanding savings -
accounts. This maintains the mortgage lendex's spread, and
indicates that the Government, which sets rates through the
Central Bank, remains willing to zesist political pressure from
honeowners to delay mortgage rate increzses. The increases
cause some rise in defaults, thus arguing furthez for over
collateralization of nor tgage-backed securities. Actually,
diversified investors such as insurance ccapanies, pension
funds, savings and credit societies ard otaers have a
conparatively dependable and rising source of revenue, L.
contributions or deposits. They are, thus, better anle to
accept interest rate risk than are the specialized mortgage
lenders who .tely upon voluntary short tern savings and
Government rate changes. fhis is the crux of the need for the
_secondary mortgage narket.

The specialized mortgage orginators could sell whole
mortgage loans with servicing released to the buver Or retained
by the seller. Transactions could be in mortgage loan
‘participations, where the seller retains 10-20% ownership in
each mortgage and responsibility for cortcage servicing. This
protects the buyer further, since the seller continues to be a
co-owner and not just the buyer's servicirg agent.
Transactions could be in rortgage-backed ronds’ where, instead’
of a buyer-seller relationship, there is 2 lender-borrower
ocne. The mortgage originator is obligated to pay interest and
principal on the the ponds, including full priacipal by bond
mpaturity, whether or not sufficient funds are collected froa
the mortgace collateral. Tr.e specialized origirrator retains
the mortgages, retains the default and interest rate risks and
and acquires the bcnd payment obligation.

A Guarantied Mortgage Certificate (GMC) is between 2
straight participation and 2 mortgage-backed bond. The buyer
requires a contractual fractional interest in a pool of
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specific mortgages with the honeowners’ contractual interest
rates, monthly payments, maturities and prepaysent options.

The maturity of the GNC depends on the prepavment pattern o<
the pool of mortgages. However, the sellez/servicer/co-owner
guarantees that the GMC buyer will get his share of the minimum
contractual monthly mortgage payments, on tine even if the
honeowner /borrowers are delinguent, in default or in _
foreclosure. In this way, the seller/servicer/co-owner retains
the full credit and collection responsibility with his
fioneowner/borrower anid thus bears the default risk. The GNHC
buyer assunes his proportionate share of the interest rate
risk. This is the risk that in a falling interest rate market
honeowners may finance to prepay. Thus the investor will not
be able to reinves:t the proceeds at as high a yield as the
average of mortgages in the GMC pool. This risk seems
conparatively small for Kenyan secondary market diversified
jnvestors to bear at this time. There is an expressed priority.
for housing, and falling rates are noraally associated with
favorable exchance and balance of payments, increased
employcent and economic activity and reduced fiscal deficits.
The benefits to investors in this environment should far
outweigh the limited exposure to interest rate risks from GMCs.

Tn sumnary, relatively uncomplicated mortgage packaging
and pooling and pool/GHC servicing can stizulate the
development ané growth of mortgage-backed securities and a
gtrong secondary mortjage narket. Increasing the breadth and
depth of the existing cortgage market can help bring increased
mortgage credit to below—pedian income households in Kenya.

There are several other important issues relating to
the successful initiation of 2 secondary mortgage market:

a) TLaw: A Kenyan law reguiring the morigagee's
consent prior to the transfer or partial assignment of the
lender's lien needs to be changed. A

_ b) Yield: To attract buyers, 2 secondaxy market
purchase must oflexr a rate of interest competitiive with
alternative investments such as Government Treasury Bills and
term deposits at finaacial institutions. At present, finance
jnstitutions offer rates as high as 16:5%. Mortgage assets
based on portfolios yielding the current®16% would have
difficulty competing with such rates while enabling the seller
to maintain some kind of servicing spread. :

¢) Liguidity: Not all purchasers of mortgage backed
securities are likely to be willing to hold such an investment
for its full term. Unless there is a great demand tO purchase
these instruments, which is unlikely in the early stages of a

T
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ffmafket, the buyer will look to the seller for a guaranty of
repurchage. Such a guaranty would pose potential liquidity
problens for the seller. ,

) d) Investor Confidence: Investor confidence in the
selling institution is a critical factecr in the secondary
market. All five of the Kenyan housing finance institutions
are profitable and appear to enjoy both a good public image and
the respect of financial community. The three older
jnstitutions, Housing Finance Company of Kenya, East African
Building Society, and Savings and Loan Kenya Limited, by virtue
of their greater net worths and larger loan portfolios, offer
more security to potential buyers.

The government is pressuring both the insurance
companies, and pension funds (particularly the National Social
Security Fund) to use their resources for socially more
important areas such as housing. To date, both of these have
heavily invested their resources into commercial office
buildings. This office space market is now becoming over
supplied.

Furthermcre, there are pressures from the insurance
holders and pension fund employees for their respective funds
to provide mortgage financing. This has led a few of ingurance
companies and pension funds to develop and finance their own
projects. .

Since both insurance companies and pension funds
will be seeking new investment opportunities, it is reasonable
"to assure they would be interested in participating in a
secondary mortgage market. Certainly they very actively
participated in the seminar on the subject. While the ;
secondary mortgage market does not provide the rate of return
.enjoyed on office building developments it does offer a secure .
and reasonable rate of return. FurtHermore, if offers a
gsarvice for their members since the invested funds could Dbe
directed to be reinvested for housing for the members (e.g.
pension fund employees) and even require the purchasers to
obtain 1ife and fire insurance -from the investing insurance
company .
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'3, Development Strategy

o The strategy of the proposad HG,project for the
_development of a secondary mortgage market is as follows:

ji. Establish a mortgage instrument that is common to
all housing finance insitutions.

2. Require the Housing Finance Company of Kenya and/or
Kenya Savings and Loan to package a pool of
mortgages generated by the HG loan.

3. Develop a security instrument such as a bond, to be
over-collateralized by the pool.

4. Develop sales, maturity, processing, administration
and servicing, etc., procedures and regulations for
the security instrument.

5. Convince National Social Security Fund and/or Kenya
Reinsurance to purchase the instrunent.

6. Instruct the seller to use the funds to generate
gimilar low—-cost mortgages. This would establish
the principle of an over~-collateralized
mortgage-backed security instrument. However, the
guaranty for the investment is the Housing Finance
Company of Kenya or Kenya Savings and Loan. This
should be of interest to the funds because of the
Government directive to them to support low~cost
housing.

7. Either cstablish a pool insurance (as opposed to an
jndividual mortgage policy) as a guaranty for the
gecurity instrument backed by a pool of mortgages,
or obtain legal approval to offer newly-designed
mortgages as a guaranty for the security instrument.

8. Convince other housing finance institutions to
package a pool of mortgages with one of the
guaranties already developed (see 6).

9. Obtain the housing finance institutions’
concurrence on a form of security instrument to be
backed by the pool (could be the same as developed
4n (3)) and offer it for sale.

,'10. Convince the other insurance companies and the

pension funds, along with other potential
investors, to invest in the security instrument.

(?é



HOUSING FINANCE IN KENYA

A. THE KENYA FINANCIAL SECTOR

1. Introduction

Kenya's finanzial sector is fairly well developed
relative to the country's overall stage of development. In
recent years it has been characterized by rapid growth in both
resources and number of institutions. Nineteen commercial
banks operate presently in Kenya, four are locally controlled
and the others have majority foreign ownership. The giants in
the commercial banking sector are Kenya2 Commercial Bank (KCB),
Barclays Bank, and Standard Bank. A number of American and
Arab banks established regional offices in the 1970's and
1980°'s, some joining the more established European and Asian
institutions in providing full commercial banking services.
The growth of non-bank financial institutions has been notahle,
increasing from 23 in 1981 to 32 at year end 1982. Over the
last four years tnese institutions' assets have grown at an
average compound rate of 28.4% annually, much faster than the
commercial banks. '

Potal liabilities and assets of the Kenyan banking
systems were KShs 23 billion at the end of 1982, a 17% increase
over 1981 and 60% greater than four years earlier. Kenya has
no system of depository insurance yet, the last failure of a
financial institution took place in 1961. In that particular
instance was resolved the Commonwealth Development Corporation
took over the bankrupt institution. Depositor confidence in
the banking system can he rated as high. Kenya has a
traditionally high savings rate, and the public is generally
well informed on the subject of depository yields and
alternatives. Savings deposits grew by 11.2% in both 1979 and
1980, by 18.8% in 1981 and 12.3% in 1982. Expansion of tine
ieposits declined from a 27.9% growth rate in 1979 to only 7.5%

n 1982.

The regulatory framework for the financial .sector is
somewhat ambiguous. The Central Bank is the basic regulatory
body for £financial institutions licensed under the Banking
Act. Issuance of the actual banking licenses comes from the
Ministry of. Finance. The Central Bank sets minimum rates to be
paid on deposits, currently 12.53%. as well as the maximum
interest rate on lending, which is presently 163%. Financial
jnstitutions submit periodic internal financial statements to
the Central Bank, as well as an annual report produced by aa
independent certified auditor. The Central Bank regulates the
liquidity position of Kenyan financial institutions (except for
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the Building Societies and housing finance institutions); the -
requirement is currently 24% of net deposits. Half of all
reserves must be invested in Government Treasury Bills,
presently paying 13.5%, with a 90 day maturity. Any deposits
in excess of statutory mimimum requirements yield 15% interest
with 90 day maturity. Current actions on the part of the
Central Bank reflect attempts on its part to consolidate its
position and better exercise existing regulatory powers.

Recent pronouncements by the Central Bank Governor indicated
concern over some of the lending practices and effective
interest rate charges of the non-bank financial institutions.
However, the impact of more effective central regulation on the
continued growth of the non-bank financial institutions remains
to be seen.

2. Housing Finance Institutions

a. Institutions Licensed Under the Banking Act

: Three institutitons are licensed under the
.Banking Act: Housing Finance Company of Kenya (HFCK), Savings
and Loan Kenya Limited (SLK) and Home Savings and Mortgages
(BSM) The “License to Conduct the Business of a Financial
Institution" awarded these three institutions authorizes them
to carry on business in the manner of any other banking entity
with a few basic differences.

 Pirst, these institutions do not offer current
(checking) accounts, as do the commercial banks. Secondly, the
Céntral Bank allows institutions investing exclusively in home
mortgages an “essential services" exemption from the reserve
requirement to which similarly licensed institutions are
subject.

These institutions' methods of attracting deposits
are similar to other institucuons, and both their lending and
deposit rates are competitive.

1) Housing Finance Company of Kenya (HFCK)

HFCK is the largest Kenyan housing finance
institution, with assets of KShs 1,186 billion at December 31,
1982. It started operations in 1965 as successor to the First
Permanent East Africa Building Society, a malti-national
gociety. Ownership is equally divided between the Government
and Commonwealth Development Corporation (CDC) with each
holding 300,000 shares (KShs 12 million).



: HFCK has been consictently profitable while
enjoying very strong deposit growth over the last four years.
The company has 185 employees, with 8 in each of its 3
branches, and 161 in its Nairobi headquarters. The last figure
suggests that some astreamlining is possible, especially when
compared to the number of employees relative to asset levels.
The company'’'s loan portfolio contained 7,195 accounts at June
30, 1983.

As housing finance jnstitution providing an
wessential service" ({.e. housing finance), HFCK is exempted
£rom the Central Bank's reserve requireaent. Nevertheless, the
company's December 31, 1982 financial statement reflected that
21.33 of assets were held in reserve.

2) Savings and Loan Kenya Limited (SLK)

Formerly deing business as the Savings and
Loan Society, Ltd., SLK was acquired in 1970 by Kenya
Coumercial Bank (KkcB), which is 1003 government owned. Total
assets at December 31, 1982 were KShs 459 million.

Profits have grown steadily over the past five
years, as have deposits, the profit and deposits in 1982 were
KShs 20 million and KShs 452 million respectivelYy.

Like HFCK, SLK is exenpted from reserve
regquirements provided it invests exclusively in home mortgages,
ard, accordingly. it maintains very little money in reserves.

SLK has a total of 40 employees, with one
pranch in Mombasa. It had a portfolio of 2,112 loans as of
December 31, 1982. The jnstitution’s activities are closely
monitored by the KCB.

'3) Home Savings and Mortgages Limited (HSY)

HSM began operations in July, 1982. Total
 deposits are KShs 59 million, plus share capital of KSiis 5
million contributed by the managerl and three other '
jndividuals. It is a2 privately held corporatione.

HSM appears to be well established after a
year of operations, having attracted some 1,250 small savings
-accounts. Twenty-one mortgages have been originated, at an
average loan amocunt of KShs 475,000. An additional 22 loans
arxe in process.
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Despite having been granted the "essential
service" exemption frono liquidity requirements, HSM-has chosen
to maintain over 50% of its assets in liquid reserves. This
policy is prompted by the short term nature of its deposits and
the extremely competitive environment among financial
institutions for such £funds, which could result in deposit
outflows. HSM has a 12 person staff in its Nairobi office.
Despite a strong expression of interesc in the AID program,
HSM's current lending practices do not easily accommodate lower
income households. The institution charges 2 Kshs 5,000
application fee, which is collected after several discussions
with the applicant and an 80% probability of making the loan
has been established. A charge of 5% of the loan amount is
assesed up front for “administration".

b. Building Societies

The two operational building societies in Kenya,
Past African Building Society (EABS) and Pioneer Building
Society (PBS), are governed by the 1956 Builéing Societies
Act. They are licensed by the Registrar of Building Societies
and supervised by the attorney General's Office. Managers of
these institutions indicated that application has been made for
licensing of four additional societies.

These institutions operate similarly to the
British mutual building societies. They have no reserve
requirements. All investments cutside of voluntarily
maintained reserves are in long term home mortgages, or interim
loans for the construction of residences. Like the other
housing finance institutions, they offer competitive rates on a
range of depository accounts, but do not provide a checking
account service. '

. Both of the societies have'their own development
affiliates through which they have built various housing
projects. '

1) East Africa Building Society (ERBS)

~ EABS opened for business in 4959 and at
December 31, 1982 had built up total assets of KShs.598.5
million. EABS is a mutually owned society with shareholders .
(depositors) receiving dividends in the form of interest on
their deposits.

|



EABS has consistently registered profits and
enjoyed strong asset growth in recent years. The society has
81 employees and operates five branches in addition to its
administrative office.

EABS' mortgage portfolio consists of
approximately 1,500 loans, and with much of their deposit
growth having taken place in the last four y=ars, their average
joan balance of Kshs 269,000 is considerably higher than that

of HFCK.

As an institution registered under the
Building Societies Act, EABS is not required to maintain ‘
reserves, but as a practice, keeps at least 20% of its assets
liquid. ;

2) Pioneer Building Society (PBS)

PBS began operations in 1980 and by year end
1981 (December 31, 1982 statement unavailable) had assets of
. KShs 65.3 million. Like EABS, it is mutually owned, licensed
- through the Registrar of Building societies, and supervised by
the Attorney General. PBS has 4 branches and a total of 54
employees. Two additional branches are planned.

Precise current data was not available as to
the number.of loans originated by the society to date. The
" average loan amount of recent disbursements has been
approximately KShs 400,000. '

The institution reacted quite postively to AID
policy goals of reaching below median income borrowers, as well
as to the idea of adjusting underwriting guidelines to better
accommodate such applicants.

c. Insurance Companies

Insurance companies offer considaerable potential
for participation in the housing finance system, particularly
through the operation of a viable secondary mortgage market.
As of May, 1982, thirty insurance companies were doing business
in Kenya. The companies are licensed through the Registrar of
Insurance Companies and supervised by the Attorney General's
office. A proposal for a new Insurance Companies Act awaits
the reconvening of Parliament after the September, 1983
elections. If enacted, the new law would establish.a

Controller of Insurance Companies within the Treasury.
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Currently, the conmpanies have very little
restrictions on investments portfolios. Developnent of
. commercial real estate and the purchase of equity positions in
private enterprises have been typical investments for insurance
companies in the past. However, a lack of sound opportunity in
the investment market combined wi4h increasingly attractive
yields on short term bank acccounts in the past few years has
led to maintenance of high cash balances with the depository
institutions.
A number of the companies originate mortgage
loans., but generally restrict this service to life insurance
policy holders. Kenya Reinsurance, a government owned entity,
has acted as a housing developer on a 204 unit project,
providing 90% financing of homes priced between KShs 314,000
and 413,000. Figures as to the assets of the insurance
industry and the percentage of those invested in housing are
hot available. owever, the industry as a whole is described
as strong and growing by members of the financial comnunity.

d. Pension Funds

fension funds are an attractive source of
resources Zor Kenyan financial institutions. Because of their
tax frce nature, the yield requirements of the depositors are
somewhat less than savings accounts.

There is no primary lending £rom the pension funds
 for housing since in order to maintain income tax exempticn,
contributors to the funds may not receive benefits prior to
retirement. towever, one mortgage lender has negotiated
placement of pension funds in his institution, with an .
agreement on nis part to reinvest a certain percentage of that

money in home mortgages for the fund's contributors.

The largest fund in Kenya is the National Social
Security Fund (NSSF). The NSSF has, by government direction,
made long term loans to HFCK and SLK. At present however, the
fund is investing most of its resources in Government Treasury
Bills. At year end 1981, the NSSF was the Government's' largest
domestic creditor nolding KsShs 4.5 billion worth of debt.

e. Commercial Banks and Construction Lending

The principal source of bridge or construction
£inancing on' a project scale in Kenya is the commercial banks.
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Since few of the banks have large mortgage lending departments,
builder/develcpers of residential real estate projects

negotiate a commitment for long-term financing with one of the
housing finance institutions.

In considering a request for a construction loan,
the lender evaluates the terms and conditions of the end loan
commitment, feasibility of the project, as well as the '
professional and financial capacity of the builder/developer to
complete it. :

Principally because of strong pressure on the
capital market from Government borrowings and a resezve ratio
increase from 18 to 24%, the banking community has been
experiencing a liquidity squeeze.

3. Institutional Capacity to Handle HG Funds

The three institutions licenced under the banking
act and the two building societies have the capacity to process
and close mortgage loans at a far greater rat= than their
lending capital has allowed for in recent yeavs. Housing
Finance Company of Kenya (HFCK), which funded an average of
about 85 mortgages per month in 1982, indicated that their
current staff could easily handle three ox four times that
workload given the resources. Based on the level of loan
originations for the first seven months of 1983, HFCK's output
in this year should be approximately equal to 1982's. With the
addition of oniy one hundred loan cases per month to HFCK's
existing workload, based on a hypothetical average loan amount
of KShs 75,000, HFCK alone could comfortably handle KShs 920
million (US$ 6.6 million) per.year.

The East African Building Society (EABS) originated an
average of twelve loans a moath in 1982 and is currently
running at about that pace for 1983. However, like the other
housing finance institutions, its level of originations is much
more a reflection of limited money available than personnel
constraints. EABS management said it could process "twelve
loans a day", emphasizing that making loans in large project
schemes allows for very tfast output since such aspects .such as
property appraisal, inspection and preparation of documents
become far less time consuming.

Home Savings and Mortgages (usM), with a total staff
of twelve, indicated that it could handle "£ifty to one hundred
cases per montkh with no difficulty". Likewise, Savings and
Loan Kenya and Pioneer Building Society have the ability to
accelerate loan production significantly with no increase in
staff.
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The housing finance ‘institutions have purposely
restricted lending levels in the last year in order 'to maintain
high liquid reserves as protection from heavy withdrawals. The
combination of parastatal agencies withdrawing funds under
Government pressure to invest in treasury bills and intense
competition for deposits among the financial institutions
themselves, has prompted the housing finance institutions to
Xeep reserves at a high level voluntarily. '

The prospect of receiving HG funds, which would be
free from this withdrawal pressure, is very attractive to all .
of the housing finance institutions. o

B. THE FINANCE OF HOUSING

1. Lending Criteria and the Market Served

The general lending policies of Kenyan housing
finance institutions are similar,
Tneir requirements for mortgage appiicants are, on the whole,
reasonable. However, the relatively high cost of houses
available for purchase, combined with high interest rates, has
effectively limited lending to persons with incomes
considerably above the median family income level of KShs 2,500
per month.

a. Loan Amounts

Loan to value ratios (LTVRs) are generally
1imited to 80% or less of the lesser of the purchase price or
appraised value of a house. A few of the housing finance
{institutions finance up to 903 of value but the sizes of the
loans usually have limits gscaled according to the corresponding
LTVR limits. For example, Savings and Loan Kenya currently
1imits its LTVRs as follows:

70% financing for loans up to KShs 500,000
75% f£inancing for loans up to KShs 487,000
80% financing for loans up to IShs 400,000
85% financing for loans up to KShs 340,000
90% financing for loans up to-KShs 270,000

None of the institutions funds mortgages in excess OZ Kshs
600,000. '
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b, Terms of Loans

. Amortization pericds of loans have
traditionally been 15 or 20 years. However, institutions will
occasionally allow a 25 year loan term. None of the Kenyan
housing finance institutions ruled out the possibility of a 30
year amortization, but the overall reaction was one of '
reluctance, due to their skepticism over the construction
quality of low cost units. The lender's concern is that the
unit it is to mortgage must have an effective life sufficient.
to adequately secure a 25 to 30 year loan. o

c. Llife and Hazard Insurance

A life insurance policy in the lender's name '
is required of all mortgagees in an amount equal to the
outstanding principal on the loan. All applicants must pass a.
physical examination to obtain this coverage, and loans to
older borrowers often require subsequeat physical examinations
at specified ages to maintain the policy.

HBazard insurance coverage (fire, storm damage,
etc.) is required by all lenders as well, in an amount equal to
or greater than the loan. As in the case of mortgage life
insurance, lenders arrange block policies with independent
insurance companies, under which the lenders, acting as agents,
collect the annual premiums in monthly installments along with
principal and interest payments from the borrowers. The
premium due, less the agent's commission, is remitted by the
lender to the company, assuring maintenance of coverage, and
generating some income for the lender as well.

d. Mortgage Insurance

‘ Kenya has no well established system £for
insuring mortgage loans against losses due to default. Only
‘one institution, the Housing Finance Company of Kenya (HFCK),
has 'a provision for insuring its loans. The me¢hanism is
really more of a reserve fund maintained for possible losses
than an insurance plan per se.

Formerly the BFCK had a 75% LTVR limit. In
order to allow a wider income range to qualify for financing,
it has permitted 903 loans. The risks of making 90% loans are
quite real. Housing finance institutions often allow over six
months of arrearages to accumulate before referring the case to
an attorney for legal action. In such a case, at a public
sale, a property might easily sell for less than the lender's
total investment.

V%
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‘ For example, on a purchase price or appraised
value of KShs 100,000, HFCK could nake a KShs 90,000 loan. A
75% LTVR loan would have becn KShs 75,000, so the additional”
principal of Kshs 15,000 is assessed a 12.5% premium, or Kshs
1,875. ,

ILLUSTRATION:

Sales Price: KShs 100,000
lg0s LTVR: so b % #90
Loan Amount: ‘KShs. 90,000
Less 75% Loan: S R 7
Principal Subjz2ct to Premiums: o 15,000
Premium Assessnent: 12.5%
Premium Collected: "KShs 1,875

. The KShs 1,875 .can be paid in cash at time of
loan closing or added to the loan amount. The loan amount
would then become KShs 91,875, f£rom which the lender disburses
net proceeds of only KShs 90,000. The KShs 1,875 is taken as
income spread over a 5 year period. The premium income is
accounted for separately. so that the institution knows
precisely how much it has collected as protection against
losses due to default.

The HFCK sayé that it has not yet needed to tap
this reserve fund to cover such a loss. Thus all the premiums
collected to date have been available to increase the reserve.

This method appears to be a very practical
gsolution to over-coming lenders' resistance to making 90%
loans, especially to lower income borrowers. Furthermore, it,
is another potential source of income to the housing £finance
jnstitutions, as the experience of the HFCK has shown. This
system may not offer the direct protection on a loan by loan
basis that an institution would enjoy under a mortgage '
insurance policy. However, assuming that relatively few
. properties will wind up at ‘public sale, as is true in Kenya,
the premium fund will accunmulate relatively quickly and
constitute adequate protection to the lender. USAID will
explore the adoption of this practice by all lenders
participating in this program, as a means of reaching
households below the median income level.

e. Income Considerations
Kenyan lenders generally will not make a loan whose

principal sum is more than three times the borrower's angual
income. At the same time, the moathly mortgage payument itself

| %



tend to be more conservative in deciding what percentage of
gross monthly income self-employed persons may commit to
servicing a mortgage loan. In cases of married applicants,
most lenders will consider 100% of a spouse's income in their
evaluation, if the property is owned jointly.

The issue of considering rental income as a
reliable source in evaluating the credit worthiness 0f lower
" ${ncome households is critical to qualifying greater numbers of
these applicants. (See Part VIII. D.3.).

Underwriting procedures also include
verification of the applicant's credit history and savings
performance at any financial institutions where he has done
business.

The three older, more established housing
£inance institutions firmly acknowledged that their lowaer
income borrowers had been their best payers, and that their
problem loans had proven to be those to upper income households
who often did not regard their residence as the investment
priority it is for poorer families.

: Overall, the housing finance institutions were

favorably inclined towards consideration of rental revenues as

. part of an applicant's mortgage pavment, providing that the
room or part of the house to be rented had a separate entrance.

£. Beneficiaries
T The average principal amounts of mortgages
originated by Kenyan lenders in 1982 reflects that only middle
and upper income households were served.

‘Institution Avg. loan size 42 loans 1982 Total Disbursed 1982

(Kshs) KShs
HSM 475,000 21 10.5 million
EABS 578,000 140 8l million
HFCK 267,000 1,031 275.4 million
SLK 203,650 308 62.7 million
PBS (est.) 400,000 unavailable unavailable

However, the housing finance lenders are generally
favorably disposed towards considering applications from lower
income households. They have indicated that they would
consider relaxing some of their lending practices on such

|37
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”points as loan to value ratios, amortization periods and the
percentage of monthly incocme to be allotted for mortgage

payments.

2. Mortgage Instruments and Their Characteristics

a. Adjustable Rate Provision

The standard “Charges" or mortgages written by
Kenyan lenders are most notable for the rate adjustment
provision they contain. Subject to four months® notice (some
institutions are changing this to one month) a lender can
jncrease or decrease the borrower's paynment "based on the rate
of interest commonly chargeable in Kenya having regard to such
circumstances as it considers to be relevant ..."

While sounding a bit arbitrary, in practice this
power has only been invoked when the cost of funds (savings
accounts) nas increased to the point where the mortgage rates
had to be increased to allow the lender a positive spread.
Furthermore, the Central Bank limits the rate which housing
finance institutions can charge, which has prevented abuse of
the adjustment provicion.

b. PFront Loading of Interest

Rather than straight amortization of principal in
monthly installments, most lenders reset monthly pcyment levels
each year based on the outstaading principal balance of the
loan at the start of the the twelve month pericd. By
calculating payments in this manner (called front loadinrg) the
amount of interest contained in each monthly installment is
maximized and the lender enjoys a slightly higher effective
yield.

Pioneer Building Society (PBS) requires a full
year's payments in advance. This method, by having use of the
cash for the entire twelve month period, further enhances PBS's
yield.

c. Negative Amortization

Some lenders have a policy of zapitalizing any
arrearages which have not been paid up at years end, by adding
the amount overdue to the loan balance and resetting the
payment accordingly at a higher level. This is tantamount to
negative amortization which is characteristic of Graduated
Paynment Mortgages.

13%
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'd; graduated bayment'Mo;tgages (GPMs)

a ~ GPMs were discussed with the Xenyan lenders as a
possible means of making housing affordable to more families.
The concept appears to have some potential for application in
the Kenyan market. The lenders feel it would be accepted by a
good many Kenyans, but the present recessionary state of the

econony tends to undermine two basic premises of the GPM:

i. That the borrower's income will increase
steadily in coming years, effectively reducing the mortgage
payment as a percentage of gross monthly income;

This may be true of a relatively small number
of young professionals in certain careers, overall, the Kenyan
job market is weak and those with jobs, for the moment, cannot
anticipate progressive wage raises. .

ii. That the value of the property will steadily
rise;

, While this certainly has veen true in the past

decade, appreciation of property prices has generally levelled
off somewnat in the past year. In the upper income range,
prices have dropped considerably. Thus, an 80 or 90 percent
GPM becomes a bit more risky for the lender.

3. Mobilization of Resources

a. Savings and Term Deposits

The Kenyan housing finance institutions offer
from three to six categories of depository accounts. Each
institution offers two or more accounts that fall into the
category of savings plans. These accounts have no fixed texm.
Their yields range frou 12.5% to 14%. While some carry minimum
and or maximum balance regquirements, their main characteristics
are volume of transaction restrictions whereby the depositor is
limited in the amount of money and frequency of withdrawals
allowed. The lowest yielding savings plan might permit one Or
two withdrawals weekly, with little or no notice to the
jnstitution. Withdrawals are limited to relatively small
sums. Higher yielding savings accounts may require a month's
notice prior to withdrawal.

Fixed term accounts carry yields from

approximately 13.5% to as high as 16.53%. Terms vary from three
months up to two years. With interest rates having been

|



- and still showing some upward pressure for the past several

years, depositors tend to favor the shorter term on fixed
deposits in anticipation of rolling the account over at a
higher hield.

The two non-private housing finance
institutions, Savings and Lcan Kenya, Ltd. and Housing Finance
Company of Kenya, are authorized under the 1981 Finance Act to
sell Housing Development Bonds. Maturities vary from 6 to 36
months, and yields range from 12.5 to 14%. The interest
received is tax free. Balances are restricted to Kshs 500,000
per depositor.

Some Kenyan financial institutions also
receive deposits into "provident fund accounts” made up of
monthly pension contributions from employers. Such deposits
earn around 12%.

Housing finance institution managers have
observed that small denomination savers represented the most
stable tvpe of deposit, and that the larger account holders
shop around, frequently moving their money to the institution
offering the best rate.

Non-bank financial institutions generally
offer a similar range of accounts and rate scales, with the
_major exception being that commercial banks are authorized to
offer current (checking) accounts on which no interest is
paid. The commercial banks thus enjoy a lower cost of funds
than other financial institutions since approxirately 40% of
their deposits come from these interest free acounts.

With mortgage yields at.l1l63%, some of the
deposit rates paid by the housing finance institutions are
uneconomical. However, the assessment of various loan fees and
application charges enables these institutions to earn an
effective annual yield somewhat greater than 16%, and usually
several percentage points over their cost of funds. Thus, the
housing finance institutions have continued to pay competitive
rates for deposits, and all enjoyed net growth of savings in
1982. ,

a. Direct Loans

Excluding the ownership capital of the five
housing finance institutions, only Housing Finance Company of
Kenya (HFCK) and Savings and Loan Kenya Ltd. (SLK) have
non-dzpository sources of funds. The HFCK has received long
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term loans from the Government of Kenya, the Commonwealth
Developaent Corvoration, Kenya Reinsurance Company and the
National Social Security Ffund (NSSF). These loans constitute
about 27% of HFCK's liabilities and are especially important to
that institution since they carry rates belcw today's cost of
attracting savings. SLK nas borrowed long term money from
Kenya Reinsurance and the NSSF.

)M



INSTITUTION
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Co. of Kenya

Savinge & lLoan
Kenya, Led.
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Fast African
Building Soc.

j'iot.\eor Bldg.
Society
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 TADLE K.1

HOUSING FINANCE PROCEDURES IN XENVA

* PERCENTACE
LOAN TO LONGEST ° OF INCOME ALLOWED
ASSETS VALUE RATIO AMORTIZATION FOR HOUSING REFAYMERT
| &1
1,1868 | 90 of lesser :
(u) apprulocd 23 yr. 35%
value, or (b) : . :
purchasc price
as9H | 90Z of LTVR
60H | 80Z of wox. NI
LTVR T
70% of lcsoeri 25! e
6004 (a) appraised T
value, or (b)
purchnse prica
e, oy

. 80Z of LIVR

INCLUDES

RENTAL INCOME

. Yoo

llnib_o
Yes

Magbe

Yes:

APPLICATION
FEE

KShs 150-400 for loan
originntion .

2.021can commitment fee';
KShs 390-500 for loan
processing

XShe 5,000 appraisal fco; »
S% of loan for administration

N/A

“1% of loan for front-end feca



‘A SITE AND UNIT DESIGN TYPICAL
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ANEX U

 STATEMENT BY HON. C. W. RUBIA, ‘EGH., M.P.,
MINISTER FOR WORKS AND HOUSING DURING THE
OPENING OF THE SEMINAR ON THE OPZRATIONS
OF A SECONDARY MORTGAGE MARKET IM KENYA
. ON 7/8/83 AT SERENA HOTEL

' Mr. Chairman. pistinguished participants, Ladies and
Gentlemen,

First of all I would like to thank the USAID for agreeing
to co-sponsor this seminar in conjuction with my Ministry.
Those of you who are in the housing industry will recall that
towards- the end of 1980, soon after the creation of the then
Ministzy of Urban Development and Housing, I convened a semninar
which for the first time in the history of the housing industry
ir Kenya brought together both the public and the private
sector to exchange views on the problens ané opgortunities in
the industry. At that time, my major concern Was the extremely
high cost of housing to all income brackets and the
availability of both short and long term £inance. I made an
appeal to the two sectors to deliberate on the problems that
were contributing to the high cost of housing, the problems of
financing, and make recommendations to my Minis:try on the best
_ways of alleviating difficulties in the industry.

I am glad to inform you that my appeal to the industry
was taken seriously poth at the domestic level and at the
international level. In this respect, it is worthy to note
that the United Nations Centre for Human Settledent (HABITAT),
whose headquarters are here in Nairobi, took the first step in
promoting the spirit of the seminar, by supporting a detailed
study of the seminar recommendations and proposing a prograrne
of action for the Government. The study was conpleted in May
.1983 and it is in response to its recommendation that we are
gathered here todays

The Regional Housing and Urban Developaent Office
(RHUDO) of USAID has seriously taken up the study .
recommendations and we are currently reviewing proposals for
partial implementation of the report in two critical ways.
Firstly. RHUDO as 2 short-term measure, has initiated a
mortgages project whore primary objective is to boost the
existing mortgage market by way of stimulating private
develcpers' interest in small mortgage portfolios and lower

%3
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- cost housing than they have hitherto undertaken. It is
expected that this project will support the implementation of
the pilot projects that are proposed in the study and initiate
the first phase of a much larger prograane which my Ministry
hopes to launch on 2 countrywide basis as goon as resources
permit. Secondary, RHUDO through this seminar Wishes to start
the process of involvenent in the search for loag—term
solutions to the current shortgage of mortgage finance in our
economy. Strategies for achieving greater mobilization of

. domestic capital for short and long-term housing finance should
Ye considered in full appreciation of the fact that, external
funds can only play a catalytic role. The domestic resource
base should ideally mazintain any acquired nmonentum and sustain
the supply of mortgage funds for the econory.

1t is in this context, Mr. Chairman, that I see this
seminar as extremely useful. The Secondary Mcrtgage Harket, is
put one of the instrurments that enhance the mobilizaticn ot
domestic capital by making investment in real estate cornparable
in both risk and turnover to the other competing demands on
household savings. It is an instrument which, I am informed,
has not been tested in Kenya. The initiative your agency has
_ghown in trying to test it in our economy is conmendable. I
pelieve that strergthening of existing institutions, by way of
increasing their capacity to become more innovative is in line
with our general ocbjective of keeping up to date with the
increasing corcpiexity of our economy. I would therefore, like
to extend ny Ministry's support to your jnitiative and remind
the participants that there are several tools which should be
considereé ané examined for possible use by our mnortgage
market, longer-term mortgage. repaynent periods, adequate
insurance and morigage underwriting facilities are some of the
axamples which one could mention. A.revision of the
eligibility criteria to widen the spectrum of nortgage
borrovers and revision of current security, collateral or title
documents could, in ract be other factors that have gone into
complicating the rcortgage market operation in our. economy
today. Clearly, Mr. Chairman, the efficiency with which the
primary mortgage instruments operate in an economy will
determine the effectiveness of a Secondary Mortgage Market.
Not only does our economy require a greater volume of long-term
money, but it also reguires that even the little that is
available be affordable to the majority of would be borrowers.
The majority of houserolds that have deposits with ocur mortgage
i{nstitutions are by and large.those with an income
approximating the median.

Although their individual savings are small, the total
volume of savings by these households is enormous. As we
develop mechanisms of ensuring minimal risk to investors in
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housing, I am convinced that we shall increasingly attract a
larger volume of gmall individual savings. Your deliberations
today will bear even better fruit if they will concentrate on
the small scale depositor or investor as the .backbone of the
Secondary Mortgage Market system itself.

Meanwhile, Ladies and Gentlemen, I would like. to take this
opportunity to mention that I 'will soon be announcing the
taunchking of the Kenya Urban Housing Survey to be undertaken
next month. The objectives of the survey are:

(a) To provide data for describing the characteristics
of the present housing stock - quantity, quality,
value, location, etc.

(b) To provide data for estimating housing demand and
willingness to pay for housing and services and:
the capacity to pay froms wvarious income groups.

 (¢) To prdviie data for analysing the supply side of
housing development in our urban areas.

, Pinally Mr. Chairman, I would like to wish the
participants an enjoyable day and fruitful deliberations. I
would like to thank RHUDO for the honour they have accorded me
 in asking me to address you., and to thank you all for having
been able to attend this very important seminar.

Thank You

Ministry of Works. & Housing,
. P,O. Box 30260 o
" NAIROBI.
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ANNEX N

THE NATIONAL COOPERATIVE HOUSING UNTON {NACHU)

€1b  Background

NACHU enjoys strong support from the Government of Kenya
which views NACHU as an important means of helping housing
cooperatives, Dby helping low-income families undertake
successful projects in the construction of new, and upgrading
of old, housing. Through the Ministry of Cooperative
Development, the Government is furnishing staff support to
NACHU. The trade unions through the Central Organization of
Trade Unions (COTU) are also supporting NACHU actively. The
Kenya National Federation of Cooperatives {KNFC) is providing
office space for NACHU during its start-up period. Growing
pumbers of housing cooperatives are turning to NACHU for
assistance and guidance in the development cf their projects.

NACHU; which was established in 1979, did not really
gtart functioning until 1983. It is timely now to provide
support to NACHU to ensure that it will become an efcicient
packager of successful housing programs for Kenya's housing
cooperatives. Housing cooperatives are an attractive
alternative to costly, top-down government programs.
Cooperatives will permit reaching lower income households in
the smaller cities that cannot interest profit motivated
private developers. They will also provide an excellent

opportunity for true beneficiary participation in the planning,

design and execution of shelter programs. NACHU will require
considerable assistance and support if jt is to discharge its.
duties effectively and serve as an efficient vehicle for -
helping housing cooperatives realize their potential as an

s

important element in low cost shelter production.

NACHU's principal functions during the next few years
can be grouped in three general categories, for purposes of
jllustration. There are internal functions, which are those
related primarily to NACHU's own establishment and
consolidation as an institucion. There are general functions,
which are essentially those activities which NACHU will be
expected to undertake on behalf of the whole cooperative
bousing community. Finally, there are the project specific
tasks which NACHU will carry out on behalf 0% individual
housing cooperatives at their request. The Housing Guaranty
project will provide assistance to each of the functions as
they relate to NACHU's role in developing and managing housing
projects for member cocveratives. C :
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A. . Internal Functions

‘Ba

1.

2

3.

4.

Se

Recruitment znd training of. additional staff as
they are required.

Development of a medium and long-range workplan for
housing development projects.

Development of a fee structure and.schedule of
charges for NACHU services (for eventual
self-sufficiency) in the context cf a detailed
budget and cash-flow projection.

Design of an appropriate evaluation system to track.
NACHU's progress toward goals of self-sufficiency
and effectiveness in project management.

Development of an ongoing and comprehensive
training program for NACHU staff at all levels,

including participation in workshops and seminars
outside Kenya.

General Functions

1.

2.

3.

4.

6.

Studies of existing cooperatives to determine their
status, need, and NACHU's options for constructive
interve.tion. :

Tdentification of specific prejects and delineation
of technical assistance needs for each.

Identification of sources of finance for housing
projscts to be carried out with assistance from
NACHU and arrangement for financing.

Development of suitable legal options for
cooperative housing programs (single—-mortgage,
cooperative housing development corporations, etc.)
and sccompanying documentation required.

Work with legal advisors and the financial
comrunity to devise suitable debt instruments for
financing cooperative housing projects.

Preparation of a comprehensive training and
management education program for officials and
pembers of housing cooperatives, to include:
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fi;‘ Development of promoticnal and audio-visual

material for use by community organizers.

b. Preparation of pre- and post~occupancy manuals -
on project management.

¢. Development of materials, handbooks and
workshors on self- and mutual-help for =
expanding of minimum-shelter and core-housing
units bty beneficiaries. '

d. Developmeni of forms, and procedures for the
execution of home improvement loan programs.

e. Development of training materials for estate
managers, boards of directors and specialized
committees.

e. Design of collection programs and procedures
with suitable instruments and documents.

Qi?fﬂroject Specific Functions:

1.

2.

3.

4.

Socio-economic studies of members of housing
cooperatives to identify their preferences with
respect to housing types and options for community
equipment and facilities, and their potential for
gelf- or mutual-help programs, bearing in mind
affordability issues and financial viability of
projects.

Appropriate site plans and unit types to ninimize
costs and maintain the highest degree of
flexibility and potential for future development of
projects.

Assistance to housing cooperatives 'to secure
suitable contractors to undertake project
development either through NACHU or directly:

helping in supervision of construction.

Pdfmation of new housing cooperatives, adoption of
by-laws and registration by the Ministry of
Cooperative Development.

-
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5. Assistance in locating and acquiring land, securing
jnterim and long-term financing for projects,
engaging suitable contractors, and liaising with
local authorities and natioral housing agencies.

2. NACHU Structure and Functions

To provide for this broad range of responsibliities and
gservices, NACHU's Board of Directors (see Section 5, below) has
developed and approved the following basic structure, with the
primary functious as summarized:
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ADFJISORS

COOPERATIVE ORGANIZATION AND

PROJECT DEVELOPMENT
DEPARIMENT

N5

" INTERNAL AUDITOR

FINANCIAL AND
ADMINISTRATION DEPARTMENT

Responsible for crganizing,
_ spansoring and erdorsing
Housing Co-op Societies:
Educating cembers; and
providing social inputs.

Assumes the consideration
of the human element
throughout the development
process.

Responsible for making
arrangements site planning;
crganizing house design

and supervising self-help .
and mutual help construction

effort (in cooperation with .

Organization and Commmity
Development Department);

Controls terdering and con-
struction where required
along with other technical
services.

Responsible Financial for
planning for co-ops:
economic Analysis for
housing proju.cts;

budget,

fiscal and personnel
matters of NACHU itself:
loan servicing for housing
co~ops on behalf of lender;
liaison with housing financ
institutions; and

estate management sexvices
(in cooperation with the
Cooperative Organization
Community Development Dept.
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o Basic core staff are in place now at NACHU, with the

General Manager appointed in carly 1983, an acting director of
the Cooperative Organization and Community Development
Department seconded shortly afterward, and essential support
gtaff hired. NACHU has received technical support from HABITAT
in carrying out a base-line study of housing cooperatives in
Kenya..

Financial support for NACHU is currently being provided
from several sources, including the Ministry of Cooperative
Developnent, the Kenya National Federation of Cooperatives, the
Central Organization of Trade Unions, the African American
Labor Center, and several private organizations. Membership
dues from member housing cooperatives are an increasing source
of incone.

NACHU should be self-supporting after a period of thrae
to five years, primarily from fees which it will charge housing
cooperatives for the services it will perform. Menbership dues
will be a secondary source of income. More detailed
forecasting of income and expenditures are presented in Table
N-)l, preliminary Budget preparation and final development of
fee structure will be an early activity to be undertaken by
NACHU.

Financing for projects prepared by NACHU for its member
housing cooperatives will come from several sources. Member
households will make downpayments Or initial investments in the
form of owned land. Savings and credit societies (Credit
Unions) have indicated a willingness to divert some of their
assets to housing finance. Societies are already lending to
individuals for housing purposes and now have begun to finance
housing on an institutional basis. HABITAT is carrying out a
‘major study on how the societies can provide long-term finance
to housing cooperatives. Major Kenyan financial institutions,
including the Cooperative Bank, insurance companies and the
National Social Security Fund, have jindicated their intertest
in participating in the long-term financing of ‘projects. Their
participation will be facilitated by project initiatives to
develop a viable secondary mortgage market in Kenya.
Substantial HG f£inancing under the project will be available to
housing cooperatives as an important source of long-term
financing. Additional savings are expected to be mobilized
when low-income Kenyans are convinced that housing is an
attainable goal through NACHU and its housing cooperatives.
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‘3. Technical Assistance

The project will support NACHU during its start-up
pericd to ensure that the organization achieves its potential
to direct nousing finance to low cost cooperative programs. To
this end, a Conperative Agreement will be executed with a
provider of technical assistance suitable for the needs of
NACHU. The Cooperative Agreement is deemed the most
appropriate vehicle for the provision of technical assistance,
in Light cf USAID's intent toO maintain substantial oversight of
the assistance to be furnished.

The Cooperative Agreement will provide for two long-term
resident advisors to work on a full time basis with NACHU
during the critical period in which it is becoming established
as a significant housing delivery organization. NACHU
counterpart contributions will include staff salaries:; office
space, services and activities; eatry fees and share capital
for member cooperatives, Ministry of Cooperative Development
annual budget allocations; and support from COTU.
Additionally. spmcialized short-term technical assistance and
backstooping from the main office will be provided by the
cooperating agency. ’ .

One Resident Advisor will be a specialist in
cooperative and Low—-cost housing with experience in the
development and management of cooperatively organized low-cost
housing programs in develcping countries. This advisor will
also have skills. in institutional and adninistrative management
‘and planning in addition to extensive cooperative-specific
experience. The advisor will have considerable responsibliity
for working closely with NACHU staff on project technical and
feagibility studies with local housing cooperatives and will,
therefore, nead substantial project=-specific experience. The
advisor will nave a strong background in housing cooperatives
in Africa with skills in cooperative housing finance,
cooperative crganization and management, cooperative
legislation and cooperative training and education. The
advisor will prepare administration manuals and regulatory
procedures for meober cooperatives. He or she willl also train

NACHU staff.

The second advisor will be primarily responsible the
the planning, design, construction management and contracting
for specific housing projects to be developed by NACHU for
member cooperatives. This advisor is to have experience on the
costing of material and labor for design and constzuction and
have experience with the control and scheduling of
sub—contzactors. He will set up procedures for the contracting



of design and construction as well as for inspection and
-certification for paycents of work in place. He will train a
counterpart and provice assistance to member cooperatives on
cost effective land purchase, site design, house design and
site maintenance. He will also provide assistance on home
improvements and establish a set of house design with expansion
capabilities.

Shcrt-tera technical assistance will be provided at a
level of twelve person months during the three-year term of the
Cooperative Agreeaent. The planning of specific short-term
inputs. will be carrieé out within the first quarter of the
technical assistance progranme. Consultants will be provided
from the co-op agreement recipient staff or recruited by them
from individuals with expertize in low income housing
development in Africa.

some of the specific short-term inputs which may be
required are:

a) Advice on the development of the fee structure and
schedule of charges for NACHU and the most
appropriate financial relationship between NACHU
and the cooperative projects it supports.

p) Investigation of opportunities for creating
employment in the development of cooperative
housing programs, especially in single-parent
households, to facilitate their participation in
programse.

N-8

c¢) Assistance in the preparation of training materials.

~d) The use of micro-ccmputers for low cost project
' feasibility studies, financial planning and
physical desigr.

@) The use of electronic data processing in both NACEU

' and client record keeping, i.e., corporate
management. &as well as estate management for housing
cooperatives.

~ £) Consultation on the development of innpvative
' #inancial approaches/mechanisms to make cooperative
housing more affordable by low-income families,

g) Legal advice on contracting procedures and rules,
regulations and responsibilities of NACHU and its
cooperatives.
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v A financial management expart funded by HG fee funds
‘will provide support on the development of accounting
procedures, portfolio administration, financial planning,
budgeting and auditing procedures.

While housing cooperatives in Kenya are primarily an
urban phenomenon, they are by no means limited to Nairobi; the
recently-completed Base Line Survey carried out by NACHU in
nid-1983 identified housing cooperatives (and cooperatives in
formation) in Nairobi, Nyeri, Meru, Nakuru, Eldoret, Kisumu and
" Mombasa. Thus, NACHU will have considerable need to mobilize
field staff to work with cocperatives located at some distance
from the main NACHU office in Nairobi. The Cooperative
Agreement contemplates furnishing NACHU with two project
vehicles for outreach and field work.

Dramatic reductions in cost and increases in the power
and flexibility of small computers have recently mwade the
acquisition of such equipment a very cost-effective investment
for housing agencies. Access to an in-house microcomputer will
not only assist NACHU in handling its own hudgets and accounts,
but will also be invaluable for project design, feasibility
analysis, modelling, affordability calculations, socio~economic
studies and projections and project accounting. Furthermore,
the Office of Housing and Urban Programs of A.I.D. has embarked
upon the development of a series of housing software packages
which are expected to greatly increase the capabilities of the
national housing organizations with which it is working
throughout the developing world. The Cooperative Agreement
therefore includes the purchase of an Apple 1I Microcomputer
and necessary accessories to ensuré that NACHU will be able to
share and contribute to the growing network of low cost housing

and financial management software which is being developed.
Audio-visual equipment has been included in the

Cooperative Agreement for NACHU to increase the effectiveness

of training and of the promotion of cooperative activities.

4. Tllustrative NACHU Projects

The creation of NACHU is a response to the rapid growth of
housing cooperatives in Kenya with the perception that while
cooperatives are able to do a great deal for themselves on a
self-help basis, they need the assistance of a professional
organization to ensure that self-help efforts are used as
efficiently as possible. There are now 80 registered housing
cocperatives societies compared to about 25 two years ago.
Most of the members have a common bond, be it the workplace Or
residence in a tightly knit community. The majority of
cooperatives are based upon trade unions or on savings and
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credit societies (credit unions). The latter are an important
gource of credlit for low-income groups. As noted above,
savings and credit societies are also able to invest in housing
cooperatives. NACHU has recently carried out a base-line
survey as a first step in identifying the first cycle of
projects to be supported. The following are profiles of some
of the dynamic and active cooperatives which would be assisted
by the HG funds and by technical assistance under the
Cooperative Agreement. Several of their projects can be
implemented iomediately.

A. Thika Municipal Council Employees Cooperative Heusing
Society TMC

: The majority of the members have low incomes. They
belong to a savings and credit society which has financed (a)
the acquisition of land costing KShs 268,560, (b) the transfer
fees costing KShs 7,200, (c) annual l8nd rent of KShs 96,000
paid to the Commissioner of Lands, (d) surveyors for KShs
257,400 and, (e) detailed engineering design costing KShs
300,000 . The members of the saving and credit society formed
a cooperative housing society to be the legal body which would
undertake development. It is clear that a great deal of
finance was raised solely from the contributions of low income
members and this provided a sound base from which to seek
long-term funds to develop the site. NACHU has already
assisted in this process and will be providing advice on the
development of the 312 plots which will house about 600 low
income families. The development will probably consist of
minimum services and core housing. The cooperative will decide
how to opportion the balance of its investment between
infrastructure and superstructure.

B. Kariobangi Housing Cooperative Society = Nairobi

The society was formed by low income carners and has
526 members. Through savings it has purchased 207 plots for
its members. Members are assisted in turn to develop their
houses as sufficient finance is accumulated from savings. The
society will sub-let rooms in a member's house until the loan
has been repaid. The main difficulty is the lack of long-term
finance to emable the site to be developed rapidly. A HG loan
could assist in achieving this along with the savings of the
members. Although composed of low income and uneducated
people, many of whom are self-employed, the cooperative has
good leadership and is an extremely responsible organization.
¥t also runs a nursery school for the members' children.

I,
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C. Marura Cooperative Housing Society = Nairobi

The 127 members of this cooperative were landless
squatters who were provided with land by the Government. They
use the cooperative &s a financial instrucent to help one
pember at a time build a house, often using self-help labor.
They have a sound coraunity spirit and are well managed.
Together with Kariobaagi they could form an excellent
opportunity for NACHU to intervene to speed the pace of their
development through rapid construction.

D. Bamburi Portland Cement Credit Union -~ Mombasa

The 783 member credit union is formed by enployees of
the cement factory in Mombasa. Members are also members of a
trade union. The credit union has purchasedé a site of 74 acres
and intends to develcp this for low income workers who are
presently living in substandard conditions. The purchase was
achieved by suspending all loans from the savings and credit
society for 9 months, a significant financial sacrifice which
demonstrated their organization and conmitment. The society
now wants NACHU to assist in forming a cooperative housing
society and to develep the site. NACHU will accoxd this
project high priority as it can be implemented guickly.

E. Kisauni Housing Cooperative - Mombasa

This cooperative was formed by a group of squatters in
order to purchase ancé develop the 7.5 acres of land they were
occupying. It has 56 members. Land purchase is now complete
and was done entirely through the savings of the members at a
cost of KShs 5,800 per member, i.c., a total cost of KShs
324,800. Thev now wish to upgrade the site and the temporary
dwellings which they innabit. This will involve proper
subdivision, installation of affordable services and
improvement of dwellings. Community facilities are also
required. While most members are self-employed they have
demonstrated a recoré of sound financial management. NACHU
feels that this would be most suitable for an early
intervention, which could also demonstrate how cooperatives can
contribute to squatter upgrading in Kenya.

F. Nakuru Teachers' Housing Cooperative = Nakuru

' This cooperative has been promoted by Nakuru Teachers'
Savings and Credit Ccoperative and has 1,000 members. It is an
example of many other housing cooperatives formed by teachers
throughout Kenya. There jg finance available through the
Savings and Credit Cooperative, which has a turnover of 1
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million per month. 10% of this goes to a reserve account for
housing, mainly to enable members to meet downpayments. NACHU
will assist the cooperative to acquire land and to develop
housing projects based on its strong financial position and its
demonstrated management and leadership gualities. This project
will come in the second cycle of NACHU projects.

5. NACHU Board of Directors

MEMBERS

NACHU MANAGEMENT COMMITTEE

(1) Mz, Phillp Mwangi
: CoTu (K)
P. 0. Box 13000
NAIROBI
P. O. Box 1161
NAKURU

-~ (2) Mr. A. M. Mugo  Treasurer
‘ NSSF

P. O. Box 40326

NAIROBI

(3) Mr. A. H. Ogada , Member
+ MININSTY OF COOPERATIVE DEVELOPMENT[

P. O. Box 40811 '

 NAIROBI

(4) Mr. G. A. Owuor Member -
MINISTRY OF WORKS AND HOUSING :
P. O. Box 45958

NAIROBI
(5) Mr. A. A. Adongo 'Member
KENYA NATIONAL UNION OF TEACHERS E
P. O. Box 30407
NAIROBI
(6) Mr. H. N, Omwanda . Member

KENYA NATIONAL FEDERATION OP CO-OPSL
P. O. Box 49768

MAIRORY
(7) Mr, A. F. Osman L 'ﬁémber

MINISTRY OF LANDS, SETTLEMENT
& PHYSICAL PLANNING R
P. 0. Box 30089

NAIROBI



6.

;(8) Mr. Francis Nyagari , fﬁéﬁ5§r 

KENYA UNION OF SAVINMGS' :
& CREDIT CO-OPERATIVES
P. O. Box 28403 '

NAIROBI
(9) Mr. Simon Gitobu ?Mehber

HOUSING FIMANCE COMPANY OP KENZA
P. O. Box 30088

NAIROBI (he represents the intarest)
10. Mr. Radzo Kogo | RRCE s Member v

MATIONAL CHRISTIAN COUNCIL. OF KBN!A
P. 0. Box 45009

NATROBI
1l1. Mr. Karanja Wanyeki Member

THIKA MUNICIPAL COUNCIL EMPLOYEES
HOUSING COOPERATIVE SOCIETY :
P. O. Box 240

THIKA
(12)Mr. Muma Odongo Member

KIDIRUBAN HOUSING COOPERAIIVE SO”IETY
P. 0. Box 580

KISUMY
MINISTRY OF FINANCE o :
P. O. Box 30007
NAIROBI |

(14} (Late J. Boy of COTU). Member

4(15)Mr. Justus Mulei. Member

: COTU (K)
NAIROBI

'NACHU's Certificate of Recognition *
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TABLE N-1

m————

' NACHU: STAFF BUDGET PROJECTION

FY 87

[

FY 84 FY 85 FY 86 FY 88
Genera). Manager $ 9,000 $ 9,800 $10,800 $11,800 $13,000
Financial Manager 8,500 9,290 10,200 1,200 12,400
Cooperative Manager 6,200 6,800 7,500 8,300 9,100
Project Manager - 8,900 9,700 10,600 11,900
Management Advisor AID AID AID - o
Construction Advisor AID AID AID AID -
Coop Assistant - - - 4,400 4,800
Book-\keeper - 2,600 2,900 3,200 3,500°
Book~-Xkeeper - - 2,900 3,200 3,500
Draftsmen - - 4,000 4,800 5,400
Secretary 3,500 3,900 4,300 4,700 5,200
Secretary - .3,500 3,900 4,200 4,700
Messeger 1,150 1,270 1,400 1,500 1,€90
Office Rent 13,200 13,200 14,520 14,520 16,000
Miscelaneous 5,000 6, 000 7,000 7,000 7,000
Consulting Services 20,000 40,000 60,000 50,000 40,000
TOTAL EAPLUSES 566,600  $105,300  $139 57000 51.39,320 $136,2 200
INCOME
GOK and HFKC 26,000 30,000 30,000 20,000 -
A¥L~CIO 18,000 32,000 30,000 - -
Donors 24,000 ? ? ? ?
Proj. Dev. Fees - 85,000 243,000 171,400 143,000
Portfolio M'gt Fee - - 8,400 22,500 . 39,400
TOTAL INCOME 68,000 147,000 211,400 213,500 182,400

Note: Project Development Fea:
portfolio M'gt Fee:

Domozss -

¢

5% of salés price (FY 85, 300 units,
FY 86, 500 units, FY ‘87, 600 units,
FY 88, 500 units).

0.75% on total mortgages in the
portfolio, assumption is NACHU will
manage 70% of mortgages (90% of
sales price).

Ford Foundation, possibly with Canadian
Development Foundation in-1983 and.
beyond.



