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A. EXECUTIVE SUMMARY

The present consultancy was commissioned by ROCAP and RHUDO/CA
to review: (a) the current financial condition éand major
financial trends of the Central American Bank for Economic
Integration (CABEI's) Housing Fund; (b) whether the original
assumptions, conclusions and objectives of USAID Loan 596-W-025
(Project 596-0143) and Housing Guarantee 596-HG-006 agreements
remain valid; and (c) whether there is sufficient basig for
converting the Development Assistance Loan 596-W-025 to a grant.

This report was prepared by a Delcitte Haskins & Sells
consulting team, comprised of Claude J.J. Bovet and Raul A.
Lacayo, following visits to CABEI headquarters, USAID/ RHUDO in
Tequcigalpa and USAID/ROCAP in Guatemala during September 1989.

The following executive summary has been grouped in direct
reference to the tasks as described in the corresponding Scope
of Work contained in the contract. The tasks are as follows:

scope of Work

1. Undertake a thorough financial analysis of the Housing Fund
of CABEI over such historical period as may be necessary to
accurately determine the current financial condition and

trends of the Fund. This will require reaching a
comprehension of the majdr general ledger accounts, their
cperation and inter-relationships. Because of inter-fund

transfer and income/expense allocations among funds, it
will also require an understanding of the financial
condition of the Bank as a whole as it relates to
inter-fund accounting procedures.

2. Analyze the financial projections of the Fund including an
appraisal of the reasonableness of the assumptions and the
application of the interest rate policy.

3. Assess the overall quaity of the financial management of
the Fund, suggesting areas of oqganizational and policy
changes for improvement.

4. Identify and comment on accounting and financial management
practices and procedures which could be improved as well acs
those that need to be changed in order to present a more
clear and accurate presentation of the financial data.

5. Assess the proﬁably financial effacts on the Fund if the
current DA loan resources were to be converted to a grant.

6. Analyze the loan arrangements in place which are being
negotiated under the programs with central governmenrs,
Central Banks, or implementing financial institutions. The
Contractor will examine the appropriateness of the loan
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mechanisms with regard to the policy objectives and
projected physical outputs of the program/project and
assess the impact of using program funds to restructure and
reschedule borrowers' financial obligations to CABEI.

7. Evaluate the effect of the current schedule of HG and DA
funds disbursed on the capitalization of the Housing Fund.

8. Assess the current project implentation plan for
appropriateness as a means of achieving project objectives.

Task 1 - Covered in_ Detail 3in Chapter C . "Historical and
Current Financial Analysis - FY85 to FY89"

The Housing Fund has separate accounts although its capital 1is
part of CABEI's capital and its accounts are consolidated 1in
the Bank's overall accounts. An analysis of the Fund's balance
sheet and income statement for the last five years permits an
assessment of its performance and the identification of current

financial trends.

From FY85 to F¥Y89, the Fund's assets have increased as
resources, essentially in the form of proceeds from new
borrowings, have expanded. Assets grew significantly in FY88
due to a drawdown of US$25 million under the recent USAID
596-HG-006 loan. The proportioral distribution of these assets
has changed significantly, however, as housing 1loans, the
Fund's main objective, have declined in both proportional and
absolute terms. In FY85, for"™ instance, housing loans were 62
per cent of assets and in FY89 they had decreased tc 31 per
cent. Net loans by the Fund to other funds have also decreased
in proportional terms, although, at US$16 million, they still
are a significant amount. Investments, on the other hand, have
grown from 4 per cent of assets to 37 per cent during the same
period. Except for the deposit at Riggs Bank (part of the
receant HG 1loan), these investments are made up of term and
savings deposits in member-country financial institutions.
Deposits available to repay the Fund's financial obligations
represent 19.5 per cent of assets, and in absolute terms they
substantially exceed annual repayments.

The Fund's capital, at 12 per cent of assets, is satisfactory
and 1is significantly higher than the capitalization found in
housing finance institutions in several other countries. Also,
the Furd's past due loans are relatively low, representing 1.7
per cent of the outstanding loan portfolio.

The Fund has had a_relatively small and, at timas, negative
differential between its borrowed resources and its 1loan
portfolio. The low differential has been partially compensated
by interest received on investments and by the availability of
capital resources, which do not require an interest expense.
The Fund's net interest margin (defined as the ratio cof
interest income minus interest expense to average assets) has



been low. One main reason for this low margin is the slight
differential between the interest rate on borrowed resources
and loans made by CABEI. Also, interfund 1loans are paid no
interest differential and receive only the equivalent of the
Fund's cost of resourcss. Since FY89, the Fund's net interest
margin has been adversely impacted by the negative differential
between the cost of the early draw down of HG funds and the
return obtained while HG funds are held in escrow at Riggs Bank.

The Fund's return on assets has improved in the last two years,
from -1 per cent in FY86 to 4.2 and 0.2 per cent in FY88 and
FY89, respectively. That improvement has been largely due to a
better return on investments, and the result of changes 1in
accounting policies for recording interest income or
investments obtained in member-country currency. The 1lower
return in FY89 is, in part, due to the differential lost by the
Fund in the Riggs Bank deposit.

The Fund's operations are an important component of CABEI's
activities. There is no ‘formal insulation between the assets
and liabilities of the Fund and those of the Bank. Therefore,
apart from the Fund's own financial situation, CABEI's
financial condition can have a significant impact on the
former's operations and its ability to meet its obligations.

As illustrated in several studies, the Bank has been facing a
critical financial situation, largely due to the poor financial
condition of its memher countries. Faced with this critical
situation, the Bank ,has undertaken several measures to
strengthen its financial condition. The most important of
these measures has been to obtain a commitment from its member
countries to provide additional financial support in hard
currency and tc fulfill their repayment obligations. Other
measures include the opening of Bank membership to countries
from outside the region and a substantial expansion of
activities,. through a ftive-year plan, with multilateral and
bilateral institutions®' funding support.

If the five-year plan is fulfilled, it would have a significant
effect on the Bank. The impact on 1liquidity would be
immediate; the Bank would be able to provide a net amount of
US$81.4 million in fresh resources to members during the five
years of the plan. Projected net income, 1in turn, would
increase every year reaching US$76.9 million in FY94 from
US$6.9 million in FY90. The strengthening of the Bank, and of
its ability to meet its obligations, will improve the overall
framework within which the Fund operates.

Task 2 - Covered in Detail in Chapter D. *Financial
Projections: FY90 to FY94"

To complyy with the requirements established in the Agreement
with USAID for the new housing program, the Bank developed in
February 1988 a financial plan containing cash flows and other
projected accounts for a period of ten years, beginning in
FY88. The projections included a sensitivity analysis of
results for the Fund under three different scenarios.
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Under the first scenario, it is assumed that there is no new
activity on the part of the Fund, with o0ld 1loans under past
programs being recovered as scheduled and the proceeds being
reinvested, not re-lent. The second scenario assumes expanded
Fund activity in accordance with a disbursement plan that uses
HG resources and the recycling of those resources under the new
program. The cost of HG resources is assumed to be 8.4 par
cent for the 1life of the projection. The third scenario
includes a similar expansion in Fund activity but assumes that
the cost of HG resources increases gradually to 12.5 per cent,
the maximum level permissible under the loan.

Using the assumptions of each of the three scenarios, and with
other assumptions common to all three scenarios, the results
for the Fund are projected from FY88 to FY97. In the first
scenario, the Fund incurs losses and experiences a contraction
of its loans and assets. In the other two scenarios, the Fund
experiences growth, increasing its net income and capital
accumulation. The main difference between the 1last two
scenarios is the size of ‘the positive impact provided by the
Fund's additional activity.

Given that under both scenarios with incremental Fund activity
there is a positive return on equity, the Bank concluded that
it would be feasible to adopt fixed rates under the program.
The rates adopted 1initially would be those used in che
projections (10 per cent for loans to financial intérmediaries
and 9 per cent under compensating loan arrangements) although
they would be reviewed every six months for new 1loans to
determine if adjustments are necessary, based on changes in the
cost of resources.

It is arqued in this study that the increase in interest cost
assumeGa under the third scenario appears to be too gradual and
that, as a result, that scenario cannot be said to represent a
worst case scenario accounting for rapidly changing and tight
monetary conditions. It does not, ctherefore, provide
information needed to evaluate the Fund's performance under
circuinstances significantly different to those of the second
scenario. Thues different conclusions concerning the interest
rate policy currently adopted by the Bank for the new program
may be 1e2ached when more conservative assumptions <2re made
about 1interest rate movements. Under current policy, and
depending on the pattern of interest rate movements in relation
to disbursements,  the Fund could find itself in a position
wherein, to iecover increases in interest rate costs, it would
have to disproportionally increase the interest charged on new

loans.

Ta and 4 - Covered in Detail in Chapter E. "“Insti ional
Analysis"

The caliber of individual managers of the Housing Fund is found

to be high. However, a major deficiency is recognized in the

fact that the Fund: (a) does not enjoy the distinction of a
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separate statute; and (b) does not come under a single
management authority. On the contrary, its operations fall
variously within the purview of the Bank's several fuactional
departments. An attempt to correct this second shortcoming has
beerr made by giving the Bank's Operations Manager the
additional responsibility of coordinating the Housing Fund's
programs.

In this regard, it is recommended that the Housing Fund be:

a) Given a separate Statute to clearly define its role and
determine its individual integrity. Precedents for this
recommendation exist in the original agreements with
USAID; in the establishment c¢f the Fund's predecessor,
the Hcusing Finance Department, within CABEI; as well as
in the fact that two other CABEI funds already possess
separate statutes.

b) Guaranteed its financial independence--if this is
possibla while establishing its separate Statute--in
order to better insulate its operations from CABEI's
other more risky and independently leveraged investments.

c) Given unified management under the overall authority of
a senior bank officer.

Other recommendations are that:

a) All future uousing finance operations be concentrated in
the Housing Fund and that the type of subsidized lending
previously done by the Social Development Fund be

discontinued.

b) The Fund's existing liquidity (37% of assets) be applied
to the initial funding of its current engagements. Such
liquidity has, in the past, been allowed to grow beyond
the Fund's normal requirements, to the direct detriment
of its lending operations (31% of assets).

c) The Fund collect, as soon as possible, the net credit
balances (US$16 million) due it from the rest of the
Bank. If CABEI's new financial program develops as
expectad, this should take ©place within a year.
Furthermore, while these balances remain outstanding,
the Fund should che:ge an opportunity rate of interest
on them, instead of the current cost of funds rate.

d) CABEI study the possibility of redefining and expanding
the use of its Housing Investment Certificates as a step
towards the developinent of a secondary mortgage market
in the region.

e) CABEI return to a full cost accounting practice in order
tc allocate direct and indirect costs to 1its various

operating funds.



f) The Housing Fund consider the full amount of outstanding
principal on its non-performing loans and not just their
past-due payments (as 1is presently the case) when
determining the need for adequate provisions and
write-offs.

Concerning the Housing Fund's need to cover the exchange risk
in its foreign currency borrowings, a series of arguments are
reviewed ia the main part of the document to help bolster the
Fund's position vis-a-vis the region's central banks in its
current--but lately harder to secure--compensating leoan
arrangements.

Task 5 - Covered In Detail in Chapter H, "Implications of
Converting USAID's DA Loan t¢_a Grant"®

While recognizing that a decision to convert USAID/ROCAP's
US$15 million DA 1loan 4596-W-025) to an outright grant can be
made only by USAID, it is clear that such a conversion would
result in very important financial advantages to the Housing

Fund, as follows:

a) Capitalization

The greatest benefit for the Housing Fund would be the
corresponding USE1l5 million increase in its assigned
capital base, assuming the grant is properly allocated
to it. This would  greatly improve the Fund's
capital/debt ratio (from 12% to 17%), leading to a very
strong balance sheet a2nd expanded leverage opportunities.

Such an improvement will be particularly meaningful to
the Housing Fund when attempting to develop its
secondary mortgage market capeabilities.

b) Cash Flow ané Profitability Impact

Another major benefit to the Housing Fund would be an
immediate improvement in its cash flow and profitability
accounts. Retained cash would increase by US$300,000
annually during the first ten years and by US$754,000
thereafter to the end of - the 1loan period. Return on
equity would improve immediately by 0.3%,- a significant
impact.

This improvement could also allow the Fund, if it so
desired and thought advisable, to increase the measure
of its support to other primary financial intermediaries
by a corresponding reduction of the interest rate an its

loans to them.

On the other hand, were USAID to decide against converting its
loan to a grant, it is not believed that this would pose an
insurmountcble financial hardship for the Housing Fund.
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Task 6 - Covered in_ Detail Chapter F. “"CABEI's New_ Loan

Arrangements” and in Chapter G. "Appropriateness of Current
Implementation Plan"

The Housing Fund had not granted any loans since February 1984
until it recently approved two loans in Honduras and Costa Rica.

The 1loans, to the Central Bank of Honduras for US$20 million
(with a first tranche of US$2.5 million for immediate use by
the Central Bank's housing fund) and tc the National Housing
Mortgage Bank of Costa Rica for US$6 million, comply with all
major policy guidelines established under the USAID
agreements. In particular, they are both destined to bhelp
support the operations of each country's savings and loan
systems and private sector housing developments (with 1later
tranches to Honduras also being available for urban
improvements).

We believe that an US$8.5 million disbursement from the HG-006
escrow account at Riggs 'National Bank is in order at this
stage. It would:

Considerably improve CABEI's financial position, duly.
enhancing its ability to generate positive net and
retained earnings.

Substantially reinforce the ability of private housing
finance intermediaries in both countries to generate
mortgages on lower income housing. The US$6 million
loan to BANHVI will be used to purchase new mortgages
generated by the Costa Rican savings and 1loan system.
The loan to BCH, in its US$10 million housing component,
is also expected to be used through advances to, or
mortgage purchases from, the Honduran savings and loan
system and other private financial intermediaries.

Substantially encourage the development of private
sector promoters and builders. :

Nonetheless, it is recommended that, in approving this
disbursement, USAID advise CABEI that future disbursements will
depend on CABEI's renewed reaffirmation of, and compliance
with, the following basic policy objectives: .

Ensurance of a modification of lending rate policies of
private financial institutions to reflect cost recovery
principles.

Improvement of the capacity of shelter and
infrastructure institutions to finance, design and
develop environmentally sound and financially viable

projects.

Encouragzment of improved pricing policies by
municipalities and infrastructure institutions.
7 -



Encouragement of improved collections by public sector
institutions.

Tasks 7 an - vered in Detail in Chapter G. "Appropristeness
of Current Impliementation Plan"

The Housing Fund's June '89 Balance sheet shows borrowings--all
of which are USAID related-in the amount of US$122 million,
while the net receivable on loans granted by the Fund is of
only US$64 million. We understand that disbursement of USAID
loans and guaranteed funds to CABEI was originally made on the
basis of new housing 1loan originations. Thus, we can assume
that, of this difference--after allowing for the US$24 million
in escrow at Kiggs National Bauk--the balance of US$34 million
results from non-reinvested loan recoveries by the Fund.

The full US$58 million difference can reasonably be considered
as included in the Fund's US$77 million of "term deposits and
other investments". It can be further assumed that USAID funds
have not been used for restructuring or rescheduling CABEI's
portfolio, even though part of these deposits are held in
currencies other than US dollars.

On the assumption that the recently manifested commitments of
CABEI's members and borrowers--regarding capital infusions and
loan repayments--are duly <carried out, USAID's current
implementation plan 1is considered perfectly approptiate as a
means of achieving the Housing Fund's proiject objectives.

r

It is obvious that certain original assumptions and goals have
slipped, but not to the point of being irretrievable. We
believe that, with adequate and prompt support at this critical
juncture in its activities, the Housing Fund--and CABEI by
extension--can be put on a firm footing once again. This does
not imply a relaxation of either standards or ©policy
objectives; quite the contrary, these could be profitably
re-emphasized and reinforced as pre-conditions to each new
disbursement under the HG and DA agreements.

In regard to interest rate policy, the financial implications
of the Housing Fund's current policy have been described in "C.
Historical and Current Financial Analysis: FY85 to Fy89".
From a development lender's standpoint, however, this interest
rate policy must be questioned: (a) basically, to see if it
conforms with general market rates in the countries involved;
and (b) specifically, to see if it provides borrowing agencies,
financial intermedaries and ultimate beneficiaries with hidden,
indiscriminate and unrecoverable subsidies.

On the first point, the Fund's established policy is to make
its financing available at a single interest rate (e.g., 10%)
for similar borrowers regardless of their country location.
This obviously disregards market rates, inflationary



expectations, risk analysis, etc. and unduly distorts the very
financial markets it is attempting to develop. This practice
should bz immediately discarded and an appropriate policy of
market based rates adopted in its stead, as called for under
USAID agreed policies.

On the second point, although the Housing Fund is itself the
beneficiary of an important subsidy in the pricing of the DA
loan (and more so if the loan is converted to a grant), it is
our understanding that this is to enable the Fund to generate
strong profits and retained earnings, thus improving its
capitalization. Through its present policy of passing on this
cost advantage, the Fund, albeit with the best inteautions, is
denying itself a legitimate opportunity to properly consolidate
its finances.

The USAID agreements require that the Fund's pricing of its
loans should in all instances be based on a full recovery of
its financial and other costs, particularly since the Fund's
borrowers are themselves' usually financial intermediaries.
Although this requirement is complied with at the precise time
of drawing against the HG 1loans, the Fund's margins could
subsequently disappear under adverse interest rate conditions.

To counter this, two alternatives are suggested:

1) Floating Rates, based on the Fund making a ‘reasonable
margin over its own variable cost of funds as determined
from time to time on its' HG borrowings.

2) Full Market Rates, as existing for comparable
non-subsidized finar.cings in the countriecs involved. If
the fund needs to 1limit its margin due to an excessive
spread, it could undertake to rebatz the excess back to

its borrower.



B. INTRODUCTION AND BACKGROUND

The Central American Bank for Economic Integration (CABEI) was
created in 1950 by an initial agreement between the governments
of Guatemala, E1 Salvador, Honduras and Nicaraqua, with the
government of Costa Rica subsequently joining.

CABEI is governed by an Asscmbly of Governors inteqgrated with
the Ministers of Economy &nd the Central Bank Presidents of
each of the five participating countries. Its operations are
directed by a Board of Directors chaired by the Executive
President and composed of five members elected, one for each
participating country, by the Assembly of Governors. The
Bank's Executive President is appointed by the Assembly for a
five-year period.

The Assembly of Governors resolved in September 1989 to open
the CABEI's membership to countries outside the Central
American region (see Schedule 3). This led to an impending
modification of CABEI's charter which, among other things, will
raise capital and increase the membership of the Assembly of
Governors and of the Board of Directors.

CABEI's mission is to assist in the regional integration and
balanced economic development of its member countries. It
commenced operations in May 1961. During 27 years of
activities to June 30, 1988, it has granted loans aggregating

US$1.9 billion.

CABEI's financial assistance is channeled through four internal
funds. A description of these four funds, with indication of
their respective assets at June 30, 1989, follows:

Ordinary Fund - US$ 351.9 million - 26.3% of total

To finance pre-investment and investment requirements
of industry, agro-industry, services and other
projects, principally in the private sector.

Economic Integration Fund - US$ 682.8 million — 51.0% of total

To finance projects in the public sector (governments,
regional bodies, 1local and municipal gcvernments,
public and mixed entities) primarily for transport,
telecommunications, energy, technological education,
evaluation of  natural resources, grain storage,
irrigation, plague prevention and eradication,
agricultural development and promotion of tourism.

Social Development Fund - US$ 44.5 million - 3.3% of total

To finance education, professional formation, health
and hygiene, social interest housing, art crafts, and
other social and economic development works in rural
and urban environments.
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Housing Fund - US$ 260.4 million - 19.4% of total

To finance housing projects for the low 1incoue
population sectors, principally through locans to, and
mortgage purchases from, specialized housing finance
institutions.

In furtherance of its goals, CABEI has received substantial
financiai assistance from foreign governments and multilateral
agencies. USAID, in particular, has been and continues to be a
major donor.

A USAID package of Us$64 million for housing and wurban
development--comprising a technical assistance grant of US$ 4
million, a development assistance loan of US$15 million and a
housing investment guarantee of Us$45 million--is in the
implementation stage. In this connection, the present
consultancy was commissioned to review: (a) the current
financial condition and major financial trends of CABEI's
Housing Fund; (b) whether the original assumptions, conclusions
and objectives of USAID's assistance package remain valid; and
(c) whether there is sufficient basis for converting the USs$15
million development assistance loan to a grant.

This report was prepared Dby a Deloitte Haskins & Sells
consulting team, comprised of Claude J.J. Bovet and Raul A.
Lacayo, following visits to CABEI headquarters, USAID/RHUDO in
Tegucigalpa, and USAID/ROCAP in Guatemala during September 1989.



C. HISTORICAL AND CURRENT FINANCIAL ANALYSIS - FY85 TO FY89

The Housing Fund is one of four funds into which CABEI records
its Ordinary Capital transactions (see previous Chapter). It
makes loans to financial institutions for the purpose of
financing medium and low-cost housing construction projects.
This Fund, like the other three funds, has distinct accounts,
although its capital is part of CABEI's capital and its
accounts are consolidated in the Bank's overall accounts.

The Fund began its activities with a loan of US$10 million from
USAID, signed at the end of 1963. This loan had favorable
conditions and functioned, in effect, as seed capital for the
Fund. The Bank did not assign, at that time, any of its
ordinary capital resources to the Fund.

Subsequently, the Fund expanded its operations by obtaining
USAID's loan guarantees for porrowing in the U.S. capital
markets. From 1970 to 1980, Us$97.4 million were obtained
through five different USAID Housing Guarantee loans. Other
resources have come from the issuancs of Certificates of
Investment for placement within the Central American
countries. The Bank has authorized the issuance of such
Certificates for up to US$43.5 million, of which US$21.7

million have been placed. Oother securities, amounting to
Us$2.3 millicn, have also been issued and placed among U.S.
insurance companies. From FY82 to FY86, using resources

provided by its member countries in local currency, the Bank
capitalized the Fund for a total of US$20 million. The Fund's
capital resources have subsequently jncreased as it has
accumulated earned reserves.

1. ASSETS AND LiABILITIES

The Fund's balance sheets for FY85 to FY89 are presented in
Scrodule 4. Those balance sheets, prepared by the Bank, follow
essentially the same presentation as used in the audited
financial statements. The balance sheet for FY¥89 is the only
one which has not been audited.

According to the balance sheets, total assets of the Housing
Fund were US$267.4 million at the end of FY89, higher by 2.7
per cent than the previous year. The growth in the volume of
assets shown during the past five years was positive, as high
as 13.7 per cent in Fvs8g8, although assets decreased hy 2.4 per

cent in FY87.

For analytical purposes, a modified presentation of the Fund’s
palance sheet for the per.od FY85 to FY89 was prepared. That
mmaified oresentation contains the following changes:
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. Interfund Accounts are placed on the asset side, rather
than on the liability side as done by the Fund. 1In the
case of the Housing Fund, loans to other funds have
usually exceeded borrowings from such funds, resulting
in a net asset. The Fund's presentation tends to
undervalue its Tund's assets.

Compensating loans are netted and are not shown either
on the asset or on the 1liability side. Compensating
loz.5 are made for the same amounts in different
currencies, at the same interest rates and at the same
terms. They exactly off-set each other and function, in
fact, as contingency accounts. Including them on the
balance sheet would only tend to inflate the Fund's
assets and liabilities.

The Maintenance of Value Reserve is presented, for FY89,
on the asset side. This Reserve was created in FY88 to
compensate for the devaluation or appreciation of loans
and inve:tments in local currency (for previous years,
the Reserve contains different accounts and has a
different meaning, and is therefore left on the
liability side for those years). The procedure followed
here is consistent with the one recommended by the
auditors in FY88, when the Reserve was brought to the
asset side and distributed between loans and investments
according to their respective changes in value.
Reportedly, the same procedure will be recommended by
the auditors in upcoming years.

Incorporating the changes described above, a modified
presentation can be obtained as shown in Schedule 5. According
to this modified presentation, total assets were as follows:

FY1985 FYl986 FY1987 FYl988 FY1989
-Us$ Millions-

148.5 163.2 164.5 200.7 206.0

From FYB5 to FY88, assets increased as resources, essentially
in the form of debt, expanded. Assets grew significantly in
FY88 because of an early drawdown of UE$25 million under the

recent USAID HG 006 1loan.

The proportional distribution of assets according to the
modified presentation is shown below:



¥Y1385 FY1986 FY1987 FY198

8 FY1989
(Percentaqe)
Cash 0.6 5.2 2.1 6.6 0.1
Investments 3.8 27.4 28.3 39.0 37.4
Net Loans 62.0 51.5 45.9 33.9 31.0
Intf. Accts. 17.8 7.7 10.5 10.4 7.7
Accumulated Interest
on Loans 13.9 3.8 7.3 7.7 11.0
Accumulated Interest
on Investments 0.2 1.5 3.0 3.3 3.2
r;jaint. of Val. 0.0 0.0 0.0 0.0 0.8
Funds Rec. Mb. 0.9 2.4 2.5 (1.4) 0.9
Other Assets 0.6 0.5 0.4 0.5 0.7
Total 100.0 100.0 100.0 100.0  100.0

Some important observations can pe made using the distributior

of assets presented above:

. Housing loa™s, the Fund's main objective,

have declinec

in both progortional and absolute terms. whereas the:
represented 62.0 per cent of total assets in FY85, the:

decreased to only 3]..0 per cent in FY89.

Investments, on the other hand, have grown from 3.8 pe
cent of assets in FY85 to 37.4 per cent in FY89. Thes
ijnvestments are essentially term and savings deposits
of total ijnvestments, 51.4 per cent were deposited a
member country central banks, 17.1 per cent wer
financie
institutions, and 31.5 per cent represented the deposi
made at Riggs Bank as part of the recent Housir

deposited at other member country

Guarantee loan.

Liquidity. dafined as cash and investments, has remaine
at relatively high levels. Some of the

investments are conditioned deposits, and

Fund
fune

deposited at Riggs Bank are not readily available £
liquidity purposes. Hence, the Fund‘s liquidity
present is lower than the ratio shown above (37.5 p

cent), but still quite high at 19.5 per cent

(if t

deposit at Riggs Bank and conditioned deposits a

excluded) .

. Interfund accounts, although still significant

per cent in FY89, have decreased substantially from 17
per cent in F¥85 (they also decreased in absolute ter

during the same period).

Accrued interest on loans and jnvestments

substantially. The increase represents'
accumulated on compensating loans, and 18
equivalent to interest earned by the
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compenssting loans but not paid by the central banks.
Central banks have not repaid because of a lack of
foreign exchange, therefore, CABEI has not repaid the
corresponding amounts in local currency.

No provisions for 1loan losses have ever been made for
loans in this Fund. At the end of FY89, loans past due
180 days or more totaled US$820.4 thousands, or 1.3 per
cent of the loan portfolio outstanding. Total past due
loans were US$1,071 thousands, representing 1.7 per cent
of the loan portfolio. Both of these percentages are
modest when compared to the CABEI's past due loans.

Based@ on these observations, it can be concluded that the Fund,
as it recovers older loans, has reduced its housing finance
operations, its stated purpose. Its past due loan portfolio is
low compared to CABEI's as a whole, partly because loans by the
Fund to implementing agencies are made in 1local currencies,
which have tended to depreciate. Thus, implementing agencies
have experienced a contraction of their debt with CABEI in real
terms. CABEI, on the other hand, has received back those
deprzciated currencies. Although eventually convertible 1into
dollars at historical exchange rates, the depreciated
currencies represent a 1lower purchasing power and, thus, a
lower operating capability for the Housing Fund while it holds

them.

The structure of the Fund's liabilities and capital accounts is
presented in the table below:

FY85 FY86 FY87 FY88 FY89

(PERCENTAGE)

Loans Payable 66.5 61.1 61.4 61.7 59.1
Bonds 0.5 0.3 0.1 0 0
Certificate of Investment 18.0 11.7 11.3 7.5 6.8
Certificate of Deposit 0 8.3 7.9 6.2 5.3

Total Debt & Obligations 85.0 8l.4 80.7 75.4 71.2
Accr. Int. on Obligations 13.0 3.4 7.2 £.8 12.8
Accts. Payable and Other Liab 0 0 0 0 0.4
Maintenance of Value Res (8.9) 0.6 (2.5) 0 0
Capital : 6.7 11.8 12,2 10.0 9.7
General Reserve , 6.7 3.8 2.7 2.0 1.9
Retained Earnings (2.5) (1.0) (0.3) 3.8 4.0

Total Capital & Reserves 10,9 _14.6 _14.€ _15.8 _15.6

Total Liabilities & Capital 100.0 100.0 100.0 1C0.0 100.0

As can be seen from the table, loans payable are the mein source
of funding, representing 59.1 per cent of total liabilities and
capital in FY89. This proportion, however, has been declining
since FY85, as accrued interest on obligations, capital and
reserves have increased in relative importance.
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It is significant that, whereas net 1loans (provided by CABEI)
have stood at around 32 per cent of total assets during the last
two Yyears, loans payable have been around 60 per cent of total
assets in the same period. Thus, loans payable have been
financing activities other than housing finance. particularly
jnvestments.

Concerning capitalization, it 1is jmportant to note that the
Fund's ratio of capital and reserves to assets Wwas lower than
that for other funds and for the Bank as a whole. Using the
unaudited financial ~tatements for FY89, for instance, the ratio
for the fund can be calculated as 11.14 per cent, whereas the
ratio for the Bank as a whole was 26.5 per cent. A lower
capitalization usually jmplies 38 lower ability to absorb
potential losses. However, in the case of the Fund, with
smaller arrears than the Bank as @ whole, its relatively lower
capitalization does not necessarily mean a relatively weaker
position viz a viz the rest of the Bank.

2. INCOME AND EXPENDITURES

One problem the Fund has confronted is the relatively small, and
at times negative, yield differential betwszen its porrowed
resources and 1its loan portfolio. In the table pelow, the
weighted average of the Fund's cost of resources i compared
with the weighted average of the yield on jts loan portfolio:

FY1985 FY1986 FY1987 Fv1988 FY1989
: (Percentage)

Borrowed Ffunds 11.44 11.33 10.42 9.01 10.13
Loan portfolio 10.54 10.75 10.67 9.95 9.58

The yield on the loan portfolio declined in FyYs8 and FY89 as 3
result of 2 new policy whereby interest past due 180 days Of
more is not considered as earned. The cost of porrowed funds,
on the other hand, has declined in part pecause of the reductior
in certificates of jnvestment outstanding, which carry 2@ hig!

interest rate.

The low Or negative yield differential is partially compensate
by interest received on jnvestments and by the availability ©
cepital resources which 4o not require an interest expense

schedule 6 shows the income statement for the Fund for £t
period Fy8s to FY89.

The table below jndicates the movement in the net intere!
margin for the last four Yyears (intereét received and intere!
paid jnclude amounts derived from compensating loans, DO
exactly off-setting each other, as there is no jnterest ra
differential for these types of loans). The net jnterest marg
is the ratio of ijnterest income minus interest expense

average assets, and 1is calculated here using assets from t

modified palance sheet. ]
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Interest income here includes interest received on 1loans,
commissions charged on loans, net income derived from interfund
transactions, and interest on investments. Interest expense
includes interest paid as well as commissions and other expenses
related to borrowings. The margin is calculated as follows:

FY1986 FY1987 FY1988 FY1989
($CA thousands)

l. Int. on Loans 19,936 18,674 17,766 17,405
2. Int. on Investments 2,883 3,772 11,542 8,254
3. Interest Received 22,819 22,446 29.308 25,6359
4. Interest Paid 23,412 _ 21,495 20,855 _ 23,913
5. Net Interest (3-4) =339 951 8,453 1.746
6. Average Assets 155,848 163,820 182,565 203,334
(Percentage)
7. NET INTEREST MARGIN(S5/6) =0.3 0.6 4.6 0,9

As can be seen from this table, the net interest margin was
negative in FY86, and significantly below 1 per cent in FY87.
To a large extent, this poor performance was due to the fact
that until FY88 interest earned on deposits in local currency
was gquite low and, in addition, was converted at the current
exchange rate, rather than at the historical exchange rate.
However, because of a compensating loan arrangement, that income
was actually protected against the depreciation of 1local
currency. In agreement with the external auditors and beginning
in FY88, 1interest on investments will be tranrslated at the
historical exchange rate. Also, the nominal rate on deposits in
local currency has increased substantially (the weighted average
of the yield on deposits in 1local currency for FY89 was 15.52
per cent, compared to a loan portfolio yield of 9.58 per cent).

Despite the adjustment made to the method of calculating
interest on deposits in local currency, the net interest margin
in FY89 remains low. The 0.9 per cent margin, as seen below, is
barely enough to cover administrative expenses and certainly not
enough to provide a reasonable return on average assets or to
cover possible provisions for loan losses. There are two main
structural reasons for the low net interest margin:

As seen earlier, there is a slim or negative differential
between the interest rate on borrowed resources and on
loans made by CABEI (there now appears to be a large
differential between interest on borrowed funds and
interest on investments). CABEI housing loans are made
in local currency, so that interest rates are, in effect,
extremely low (perhaps even negative in real terms in
some countries), with substantial room for improvement.
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No differential is paid on interfund loans. It has bee!
CABEI's policy since 1985 to assign to the Fund 1it:
average cost of resources 3as payment for net credito
jnterfund positions. previously, 2an opportunity cost
equivalent to the potential revenue that could b
obtained on similar jnvestments abroad, was paid to th
Fund. Although the relative 1evel of interfund loans t
the Fund has declined from 18 per cent to 8 per cent O
assets duringd this five yearl period, the fact that T
differential is assigned has had a quantifiable impact ¢
the net interest margin.. BY ljending to other funds, tr
Housing Fund has an opportunity cost equivalent to tf
return it could obtain on investments or on loar
(adjusted by any potential risks). Therefore,

differential is justifiable.

In addition, during FY89, the funds deposited at Riggs Bank fr
the HG 006 drawdown resulted in 2 negative differential f
CABEI. Reportedly, this negative differential was UsS$6
thousand and, if the Bank had been able to lend these fun
rather than maintain the negative differential, net 1intere
income would have been jncreased by Us$744 thousand (US$E
thousand out of the elimination of the negative margin ¢
Us$1l44 thousand as 3 positive differential over borrov
funds). With this additional income, net interest margin wol

have been 1.2 per cent.

Cancerning the Fund's administrative expenses, these h
fluctuated petween 0.6 ané 0.7 per cent of average assets in
past four years. According to 2 Board of pDirectors' agreem

reached in May 1985, the distribution of administrative expen
petween funds ijs made in proportion to their outstanding 1
portfolio. In the case of the Fund, compensating loans are
jncluded. Administrative expenses for the different funds
previously calculated jn relation to each fund's COEf
According to the technical document packing the change made
1985, the new mechanism would improve the position of
Ordinary Fund viz a viz the other funds. 1f this situal
still holds, 3 more direct calculation of the Housing Fu
administrative expenses would improve ijts return on assets.

The . income statement has 23 line item called sprevious Y
Adjustment,” which includes rectifications made to the in
and expense accounts of previous years. I1f the ratic
administrative expenses to average assets and the ratic
previous adjustments to average assets are subtracted from
net jnterest margin, the return on average assets car
obtained. This calculation is made below:

Fy1986 FY1987 Fyl1988 FY1982

(percentage)
1. Net Interest Margin -0.3 0.6 4.6 0.9
2. Admin. Exp./A.A. 0.7 0.6 0.6 0.6
3, Prev. YIS. adj./A.A. 0.0 0.0 (0.2) 0.1
4. Return on A.A. (1—2—3) -1.0 0.0 4.2 0.2
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The table shows that, except in FY88, the Fund has had a poor
return on average assets. At present, the return has improved
in the sense that it is no longer negative, but it stands at 0.2
per cent, a low level. 1If some provision for loan losses were
made, it is possible that the small positive return would again
turn negative.

Two key means to improving the Fund's performance, as was
indicated earlier, are the obtaining of a better differential on
housing loans and the assignment of a differential, related to
the Fund's opportunity cost, to interfund loans.

The Fund's policy concerning the new HG loan (596-HG-006) for
US$45 million, obtained with USAID's gquarantee, will have a
significant impact on the Fund's profitability. This 1is so
because HG-006 has been contracted at variable interest rates.
CABEI has traditionally granted its loans at fixed rates, even
when resources have been obtained at variable rates, an
asset/liability mismatch that has created problems in the past.
In accordance with the loan agreement, the Bank was to establish
a Committee that would set and periodically review the interest
rate for new loans and for loans outstanding. The purpose of
such reviews would be to ensure that the Fund recovers
administrative and financial costs, and that it obtains a
positive margin, within the variable rate context, that will
increase the Fund's capital and reserves, thus enhancing its
ability to expand its operations. The Committee has met only
once, in December 1987, when the following decisions were made:

Rather than provide 1loans under the housing program at
variable rates to <cover against the possibility of
adverse rate fluctuations on the liability side, it was
decided to charge a fixed rate that, by being at an
adequate 1level, would result in a positive margin over
the life of that loan.

The fixed rate, to be calculated as the weighted average
of the program's cost of resources plus a margin, would
be reviewed every six months and would be adjusted if any
changes occurred in the program's cost of resources. The
new rates, however, would apply only to new loans.

The weighted cost of resources for the program was
calculated to be 7.7 per cent, using 8.4 per cent for the
US$45 million obtained with HG resources (including a 0.5
per cent guarantee fee to be paid to USAID), 2.0 per cent
for the US$15 million obtained through AID DA, and 9.9
per cent for the US$25 million CABEI counterpart

resources.

Using the above cost of resources, it was determined that
the initial rates to be charged on loans under the new
housing program would be as follows:
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.. For compensating 1oans granted in dollars to central
banks: 9 per cent (correspondingly, the Fund would
pay 9 per cent for the local currency obtained from

the central banks as part of the compensating loan

arrangement) .

.. For 1loans provided jn 1local currency to financial
vintermediaries: 10 per cent.

.. For loans related to urban infrastructure: 10 per
cent.

It was assumed that the 1 per cent Gifferential Dbetween
compensating joans and 1loans granted by CABEI in local
currency would be used to cover operating costs in local
currency and to generate 3 profit margin.

Several obhservations can be made concerning the mechanism the
Bank has established for calculating the loan rate under the new
housing program. These observations include:

The cost of HG resources could abruptly rise to 12.5 per
cent (12 per cent, the jnterest rate cCap, plus 0.5 per
cent for the guarantee fee) in a short period and remain
there for a long time. I1f this occurred, the weighted
cost of the program's resources would jump to g.88 per
cent, practically wiping out the profit margin assumed at
present. Presumably. CABEI counterpart resources are
also rate-sensitive, SO their cost could also rise,
further reducing the margin or even creating a negative
differential. while rates for new loans could be
adjusted upwards, old 1loans which were granted at fixec
rates cannot. The result would be either CABEI taking ¢
1oss on the cld loans Or new loans would have to be giver
at rates high enough to cover those 1losses (thus, ned
loans would subsidize old loans).

The 1 per cent differential to be obtained in loca
currency is not protected against devaluation
Therefore, if past experience is a guide, that portion’
contribution to the profit margin could be of n
significance as local currencies depreciate. Even fo
local currency expenses related to the program, the 1 pe
cent component could be problematic: as devaluation
occur, the purchasing power of that local currenc
decreases, reducing the Bank's ability to meet rec
costs. Thus, the effective margin in local currenc

would be below 1 per cent.

In establishing the lending rate under the program, tl
Bank has only taken into consideration jts own costs «
resources, and not the market interest rat:
predominating in the countries in which it will len
Because market interest rates in these countries a
significantly higher, the Bank is, in fact, subsidizi

the financial intermediaries obtaining its resources.
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Taking these observations into <consideration, it can be
concluded that current mechanisms for setting the program's
interest rate can potentially make it difficult for the Bank to
comply with the <conditions for receiving USAID resources
(particularly the one related to cost recovery). It would be
wise for the Bank to grant loans under the program at variable
rates, to which a cap could also be placed. This cap could be
calculated in relation to the one the Bank obtained for its HG
resources, also taking into consideration a possible increase in
the cost of the Bank's counterpart funds. It would also be
desirable that the new rates be fully covered under compensating
arrangements (or, alternatively, under maintenance of value
clauses if a particular central bank does not wich to enter into
compensating loan agreements).

3. CABEI'S CONDITION AND THE FUND

The Fund's operations are an important component of the Bank's
activities particularly as there is no formal insulation between
the assets and liabilities of the Fund and these of the Bank as
a whole. Therefore, apart from the Fund's own financial
situation, CABEI's financial condition can have a significant
impact on the former's operations and on its ability to meet

obligations.

The Fund's assets represented, in FY¥89, 18 per cent of CABEI 's
assets. On the other hand, the Fund assets which may be
considered liquid, such as cash and investments, represented a
significantly larger proportion of the Bank's corresponding
total. These assets stood at 27 per cent of the Bank's liquid
assets,.

Although the Fund's higher liquidity may help improve the Bank's
overall liquidity position, it also reduces the Fund's ability
to develop its own activities. A similar effect occurs through
the Fund's interfund operations by which the Fund provides 7.6
per cent of its assets (with compensating loans netted against
each other) to other funds (essentially to the Ordinary Fund).

It is a fact that its activities are reduced when the Fund
provides resources to the rest of the Bank, but there is also
the question of whether, if the Bank's financial position
deteriorates, the Fund will be able to meet its own
obligations. This question arises from the 1lack of formal
insulation between the Fund's assets and liabilities and those
of the Bank. The Fund's external liabilities represent 60 per
cent of its total assets, while loans outstanding represent only
34 per cent. It would therefore appear that the Fund would not .
be able to meet its own obligations if the Bank's financial
position deteriorated in such a way that the rest of the Fund's
assets (i.e. cash and investments) were not available. It is
therefore important to review the Bank's current and projected

financial position.
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Various studies have shown the Bank to be facing a critical
financial situation, largely due to the poor financial condition
of its member countries, in whom the Bank's loan portfolio is
concentrated. Since the mid-eighties, practically all the
member countries have stopped repaying their 1loans, impairing
the Bank's ability to continue its operations. Repayments by
the Bank to jts creditors, however, have never stopped, although
commercial pank debt has been restructured. Reacting to the
member countries’ lack of support for the Bank, traditional
providers of external resources have also delayed their flow of
fresh funds to the institution, further reducing 1its ability to

operate.

Schedule 7 shows the cash flow experienced by the Bank during
the past seven fiscal years. It can be s5een how repayments of
principal and interest to the Bank slow down significantly
during the period, thereby reducing the jnstitution's ability to
maintain previous disbursement levels to member countries. In
fact, throughout the period, CABEI had bheen absorbing more
resources from member countries than 1t was providing, and
questions were raised on whether the Bank still served 3 useful
function. Short term projections, shown 1in the table below,
indicated that if existing trends continued, the Bank's holdings
of hard currencies would be reduced to Us$4.6 million on

pecember 1989, and would turn negative beginning ijn January 1990:

Other
U.S. Dollars Hard currency Total

(Millions of US Dollars)

July/89 (0.47) 14.62 14.15
August 2.34 15.40 17.74
September (4.54) 13.97 9.43
October (0.59) 15.61 15.02
November (2.94) 16.41 13.47
December (10.77) 15.38 4.61
January/90 (22.06) 10.35 (11.71)
FebruaryY (21.90) 12.74 (9.16)
March (23.54) 15.29 (8.25)
April (29.57) 14 .54 (15.03)
May (33.10) 15.03 (18.07)
June (41.80) 13.89 (27.91)

Undoubtedly, 3 situation such as the one depicted in the table
above would not only have restricted the Fund's ability to meet
ijts own obligations, put would have also raised serious
questions about the Bank's ability +o continue operating.

Faced with this critical situation, the Bank undertoog, witl
the support of several donor and multilateral jnstitutions, ¢
far reaching evaluation of its changing role within the Centra:

American context. One jmportant conclusion reached Wwas thal
the Bank, if it is to adapt to new circumstances, shoul«
function in two Wways. 1t should promote integration, &
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originally envisioned, and it should also function as a
development bank, providing a positive flow c¢f resourres to
member countries, ensuring that resources are used efficiently,
and that they are recoverable.

A plan was developed in late 1988 to institutionally strengthen
CABEI. This strengthening has been based on the following
critical factors:

Countries
are to show their support by resuming the repayment of
their obligations and removing restrictions on CABEI's
use of its own funds held in member countries as
deposits. Another measure of support would be the
completion of an earlier-approved capital subscriptibn
in hard currency, rather than in 1local currency as
traditionally done in the past.

Management Reform. This reform continues with recent
changes that have given more control to the Bank's

executive levels. The size of the staff will be
streamlined and its quality will be enhanced. Also,
authorities and responsibilities will be reviewed and
modified.

Recruitin Extra-Regional Members. The participation

of countries from outside the region 1is a concrete
possibility and some preliminary steps have been taken
to facilitate such participation. Extra-regional
members can be an important source of funds as well as
providing a neutral voice at the Board level to support

a more efficient wuse o0f resources. At present,
borrowers have ultimate (and absolute) control on the
Bank's funds. Another benefit of extra-regional

membership would be that potential CABEI lenders would
feel reassured by their participation, improving their
willingness to provide fresh funds.

Substantially Expanded Activities. In order to
encourage support of the Bank and to implement its new
development focus, a substantial volume of net
resources would be provided by the institution to
member countries over several years. Obtaining the
funds for those activities would be facilitated by the
favorable resolution of the three critical factors

discussed above.

On September 2, 1989, the Board of Governors approved the
proposal for the financial restructuring of the Bank (see
Schedule 3). The key measures approved include:

Reform of the Bank's constitution to permit the
participation of extra-regional members for up to 49
per cent of the voting capacity.
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Streamlining of the Bank's statt.
Normalization of existing financial relationship of
members with the Bank and generation of new financial
support by agreeing to:

Repay upcoming debt as scheduled.

.. Repay past-due loans over a ten year term,
including two years of grace, starting inmediately

and in sixteen bi-annual egqual payments. Interest
will be equivalent to six months LIBOR plus 13/16
per cent.

Repay “conditioned” deposits over 4 fifteen year
term, including two Years of grace, starting
inmediately and in twenty six bi-annual equal
payments. Interest will be equivalent to six month
LIBOR plus 13/16 per cent.

.. Begin making monthly payments immediately for a
total capital suscription of Us$50 million, in
dollars, to be completed in five years.

Punctually pay the Bank for loss of value of assets
held in member country currency due to exchange
fluctuations.

.. Reconfirm the principle of convertibility of member
country currency held by the Bank so that the
institution can gradually strengthen its capital
position and reach required liquidity levels in
accordance to a plan to be presented to the Board
of Governors.

.. Give priority, in accordance with each member's
exchange requlations, to the allocation of foreign
exchange so that public and private entities can
repay the Bank.

Approval of a five year program, prepared at a country
level, detailing expected 1loan recoveries, lending
activity, use of external resources and cash flow

projections.

A detailed analysis of the Bank's five year plan is beyond the
scope of this work. However, a review of the assumptions and
the results contained in the program is important to determine
whether such assumptions are realistic, and, if so, whether in
fact the Bank's financial position is strengthened, assuring
its (and the Housing Fund's) survival. Similarly, this review
can help identify key assumptions in the program SO that their
consistency with the projections made for the Housing Fund,
discussed in the following chapter, can be evaluated.
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The plan's objective is to develop new operdtions for an amount
equivalent to US$1,080 million dollars during five years, as
shown on Schedule 8. On that Schedule, disbursements shown for
the projected five year period are less than US$1,080 million
‘because this higher number refers to loans approved in the
period, not necessarily loans disbursed, as there is a lag
between project approval and project execution.

The figure of US$1,08C million for loans to be approved through
the plan was determined by estimating credit demand from member
countries during the period. Total credit demand has been
estimated in the Bank's document "Medium Term Strategy" (latest
version was developed September 19, 1989) at US$1,519.7
million, broken down as follows:

Productive Sectors Us$498.1 Million
Infrastructure 749.9 Million
Social Dev. & Housing 256.7 Million

The ratio of total 1loans projected for approval to total
estimated demand is 71.1 per cent, while the corresponding
ratio for social development and housing is 96.2 per cent. The
credit demand identified exclusively for housing was US$84.0
million. No figures are available in the medium term strategy
document on the amount of 1loans projected to be approved
exclusively for housing. However, if the same ratio of
identified demand to approved loans was assumed to prevail in
housing as for the rest of the social development sector, at
least US$80.8 million would be projected for approval in

housing.

The critical elements necessary to obtain the funds for the
Bank's planned credit expansion are, in the first instance, the
punctual fulfillment by members of their pledged support.
Other important elements are the participation of
extra-regional members with a total capital contributicen of
US$200 million, and the contracting of external resources from
bilateral and multilateral agencies for approximately US$650
million. It is also contemplated that existing external debt
with private international banks will be renegotiated and

reduced.

To facilitate that fulfillment of member obligations, the plan
is designed in such a way that the Bank will provide an
important positive flow of resources to member countries.
Also, the plan's implementation will be based on individual
country plans that will take into consideration each country’s

situation.
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A second important element, as far as size of resources is
concerned, 1is the participation of bilateral and multilateral
institutions. Although the amount of US$650 million is
mentioned in the Board resolution, the plan itself indicates
the use of only US$441 million. The discrepancy is reportedly
due to the fact that, even though US$650 million will be
contracted, only the lesser amount will be used, in
correspondence with the lag between project approval and
prcject execution mention:d earlier. Of the targeted amount,
the Bank already has available US$111.6 from unused balances
contracted with USAID (from the housing program), Mexico,
Belgium, the European Economic Community and Venczuela. A
review of bilateral and multilaterel resources which are close
to being formalized indicates that another US$168 million will
most 1likely be available within the current calendar vyear.
Also, another US$195 million is in an advanced process of
negotiation.

Concerning the contribution to be made by extra-regional
members, in addition to a total of US$200 million contributed
as paid-in capital, a US$50 million securities issue would be
facilitated, backed by <capital subscribed but not paid.
Mexico, Argentina and Venezuela have reportedly already agreed
to become members. Their contribution can represent US$43.3
million in cash (out of which Mexico and Venezuela have already
disbursed US$28.9 million wunder interim arrangements) and

1JS$86.4 guarantee capital. There 1is apparently also firm
interest in membership on the part of Colombia, Taiwan, Spain
and Italy. Their participation can represent an additional

US$120 million of capital. The Bank's management expects that,
with active promotion and the reform of its constitution, it
will attract potential members from other countries in European
Economic Community (particularly France, West Germeny and the
United Kingdom) and countries Northern Europe.

Looking at the fundamental assumptions made by the Bank for its
five year ©rlan, it appears that they are reasonable
assumptions. The fulfillmert of country member obligations is
promoted by the £fact that they will benefit from fresh
resources. The participation of extra-regional members and of
bilateral and multilateral agencies can be attained as the Bank
demonstrates that it is operational and that it is supported by
its own memhers.

If the plan is fulfilled, the results of the Bank would change
significantly. The impact on the Bank's 1liquidity would be
immediate and, rather than ending FY%90 with a negative position
of US$27.91 million, as would have occurred under past trends,
it would accumulate a total of US$36.4 million in liquid assets
at that date. The total increment in liquidity during the five
year plan would be US$250.5 million, providing 7.5 months of
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coverage of the Bank's disbursements, “~debt service and
administrative expenses, up from 2.5 months at the beginning of
the plan. There would also be a net provision of resources to
country members equivalent to US$81.4 million during the five
year period, and the Bank's net income would increase from
US$6.9 million in FY90 to US$76.9 million in FY94.

This strengthening of the Bank, and of its ability to meet its
obligations, undoubtedly improves the overall framework within
which the Housing Fund has to operate. In the following
section, projections of the Fund's activities for the next five
years are reviewed.
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D. FINANCIAL PROJECTIONS: Fy90 TO FY94

In the previous chapter it was mentioned that, as part of the
total credit expansion being contemplated by the Bank under its
medium term, five-year, strategy, @a ranje of USs$80.8 to 84.0
million would be directed to housing. in this section, that
amount is compared with the activity estimated in projections
made specifically for the Housing Fund by the Bank's Financial
pDivision. Also, those projections are reviewed in 1light of
current trends of project jdentification and approval.
Evaluations are also made of Housing Fund results assuming that
the current housing prografm is not undertaken. In a later
section, the impact on the Fund of converting USAID's UsS$15
million DA loan into a grant will be analyzed.

1. CABEI'S PROJECTIONS OF HOUSING FUND ACTIVITIES: FY88 TO
FY97

In order to comply with the requirements established in the
Agreement with USAID for the new housing program, the Bank
developed in February 1988 a financial plan containing cash
flows and other projected accounts for a period of ten years
beginning FY88. -The plan Wwas designed to financially
strengthen the Fund through its implementation. specific
policies would be established to ensure the Fund's liquidity

and financial position. Some of these policies include:

Competitive Interest Rates. Interest rates would be
set at levels that allow for the recovery of financial
and administrative costs, while permitting a reasonable
profit margin.

Term. The term of the loans to be granted under the
program would be 15 years for housing loans and 15
years, including 5 yearIs of grace, for infrastructure
loans.

r Re ling. Loan recoveries and profits would
be used to grant new loans or as counterpart for future
new resources for the housing program.

. Return on Equity. To attain a 5 per cent return on the
Fund's equity, adjustments would be made to interest
rates for new approvals whenever the cost of resources
used to calculate interest rates varies. Also, Fund
jnvestments would be made, 3as far as possible, in
relation to the international cost of funds.

. Ligquidity. To allow for a strong financial position,
liquidity to pe held by the Fund was projected as

equivalent to one year of debt service payments.
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in n Value. Loans will be provided either
under compensating 1oan arrangements or under
maintenance of value clauses, in accordance with the
preference of the monetary authorities of member
countries.

The plan's projections anticipated the following program of
loan approvals:

FYl1988 rylsgs9 FY1990
(US$ Million)

Guatemala 13.0 8.6 -
El Salvador - 15.0 4.3
Honduras 11.5 5.8 6.5
Costa Rica 9.0 7.3 -
TOTAL 33.5 40,7 10.8

As can be seen above, total 1loans approved during the first
three years would have been US$85 million. Disbursements of
loans would also amoun’. to US$85 million, although spread over
four years:

FY1988 FY1989 FY1990 FY1991
(US$ Million)

Guatemala 7.0 6.0 5.0 3.6
El Salvador 4.8 4.6 5.6 4.3
Honduras 7.2 10.1 4.8 5.7
Costa Rica 4.2 4.6 3.3 4.2

TOTAL 23.2 25.3 18.7 17.8

The projections include a sensitivity analysis of results for
the Fund under three different scenarios:

mption nder enario 1. There is no new activity
on the part of the Fund. 014 loans under past programs
are recovered as scheduled and the proceeds are
invested, not re-lent.

nario 2. Expanded Fund activity
in accordance with the disbursement plan presented
above. Resources ire recycled and the cost of HG
resources is assumed to remain at 8.4 per cent durlng
all of the projecel period.

ions under nario . Also expanded Fund
activity, but the cost of HG resources is assumed to
increase gradually to 12.5 per cent, the maximum
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level. During the first three vyears, the cost is
assumed to be 8.4 per cent, rising to 10 per cent for
the next three years and to 12.5 per cent for the last
four years of the projections.

Other assumptions under these scenarios are that loans under
the program will be provided at 10 per cent, with an upfront
commission of 1 per cent on annual disbursements. Compensating
loans would be given at 9 per cent. Investments in local
currency were assumed to yield 11.5, 11.0, and 10.5 per cent
for FY88, FY89 and FY90, respectively, and 10 per cent for the
following Yyears. Temporary investments ~in foreign exchange
were assumed to yield 9.5 and 9.0 per cent during the first two
projected years and 8.0 per cent afterwards. Interfund loans
by the Fund are expected to be reduced to zero in a period of
four years, beginning the first year of the projections.

The cost of existing debt ijs assumed to behave as originally
contracted. USAID's direct assistance loan is assumed to be
2.0 per cent for the ten years included in the projection, and
a one-time commission of 1.0 per cent is calculated on the HG
loan (HG interest varies for the second and third scenarios as
indicated above). Administrative expenses are assumed to be
equivalent tc 1.0 per cent of the loan and investment portfolio.

The results for the three different scenarios can be summarized
as follows:

Results of Scenario 1. According to this scenario, the
Fund's net income gredually decreases from US$l.4
million in FY88 to Us$0 in FY93, then becoming a 1loss.
Total assets decrease from US$229.9 million in FY87 to
Us$139.6 million in FY97. Loans outstanding decrease
from US$75.5 million in FY87 to us$19.3 in FY97, while
investments increase from Us$37.3 million to Us$90.1
million. on the 1liability side, borrowings decrease
from US$123.5 million in F¥87 to Us$s4.5 million in
FY97. Capital accounts increase from US$24.0 million
in FY87 to US$25.3 million in FY97.

Results of Scenario 2. Under this scenario, the Fund's
net income increases every year in the projection,
reaching an accumulated total of Us$26.6 million at the
end of the period in FY97. Total assets increase from
US$229.1 in FY87 to Us$343.6 in FY97. During the same
period, <loans outstanding go from Us$75.5 million to
US$164.5. Investments under this scenario reach a peak
in FY91, rising from Us$37.3 million in FY87 to US$62.1
million and gradually decrease to US$30.6 million at
the end of the projection. The Fund's borrowings
increase from Us$123.5 million in FY87 to US$144.5

million in FY¥97. puring the same period, capital
accounts increase from US$24.0 million to US$50 .6
million.
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Results of Scenarjo 3. Net income under this scenario,
also increases every year, but at a lower pace than

scenario 2, reaching a lower accumulated total of
US$13.8 million. Total assets increase, but by a lower
amount, going to US$318.8 at the end of the period.
Loans outstanding increase to US$151.2 million, 8.1 per
cent less than in Scenario 2. Investments increase to
US$31.2 million, essentially the same level as in
Scenario 2. Borrowings decrease to the same level as
under Scenario 2, but capital accounts increase to only
US$37.8 million.

Based on the three different scenarios, the Bank concludes that:

At present, the Fund enjoys adequate financial
solvency. That solvency would be improved with the
incorporation of the new program's activities.

Given that under both scenarios with incremental Fund
activity (scenarios 2 and 3) there is a positive return
on equity, it would be feasible to adopt fixed interest
rates under the program. Offering loans at fixed rates
would make Fund resources more competitive in member
countries. In any case, interest rates for new loans
would be reviewed every six months to determine 1if
adjustments are necessary, given existing market
conditions.

The assumptions and conclusions of these projections for the
Housing Fund are evaluated in the following paragraphs.

2. (ONSISTENCY AND VALIDITY OF PROJECTION ASSUMPTIONS

Based on an evaluation of Fund projections, new developments,
and the overall analysis undertaken in this document, the
following observations can be made concerning the consistency
and validity of projection assumptions:

Identified Demand. There appears to be an
inconsistency between demand identified for housing
loans in the Bank's recent document *Medium Term
Strategy" and the amounts disbursed under Housing Fund

projections.

As was indicated in the earlier section related to

CABEI's condition, identified demand for housing 1loans
under the Bank's medium term strategy is US$84.0
million. gince identified demand functions in effect
as an upper lending limit (supply can not exceed
demand), then, presumably, the Bank's total 1lending
plan of US$1,080 million contains at most US$84 million
in loans for housing. Projections made for the Fund in
1988, on the other hand, assume that disbursements
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during the first five years of the program will amount
to US$103.0 million under Scenario 2, and Us$100.8
million under Scenario 3 (in both cases using original
and recycled program resources). Hence, there appears
to be a discrepancy between the Bank's projected
activity and activity projected for the Fund.

In the document *"Plan de Ejecucion Descriptivo Programa
Centroamericano de Vivienda de Bajo Costo y de
Mejoramiento Urbano AID/BCIE" prepared by the Bank on
June 1989, it is indicated that a total of US$122.0
million in 1loans have been discussed with member

countries. Of this amount, US$26.0 million have
already been approved and signed. This figure is below
the amount of US$33.5 million assumed to be rov in
the first year of the projections, which supposedly
will result in US$23.2 million disbursed during the
first year. Thus, it would appear that Fund

projections of US$100.8 to US$103.0 million in loan
disbursements during the program's first five years may
be high, since actual approvals are already lagging in
relation to estimated approvals.

One important consideration, however, 1is that ¢tor
present number of approvals has been attained without
active program promotion, as the program, for all
practical purposes, is on hold.

Results Without Activity from the New Program.
According to projections made under Scenario 1, where
no new lending activity is assumed to take place with
either fresh funds or recycled funds, the Fund shows a
loss during the last four years of the projection. To
a large extent, this 1loss is incurred Dbecause
administrative expenses keep rising steeply, despite
the fact that no lending activity whatsoever takes
place. For instance, operating expenses go from US$976
thousand in FY87 to US$2,014 million in FY97, while
loans decrease from US$75.5 to Us$19.3 million and

total assets decrease from US$229.9 to US$139.6
million.

If the purpose of Scenario 1 is to develop a standeard
of comparison for the Fund‘'s performance under
conditions where no new funds are injected, as opposed
to the Fund's performance with new funding, then the
assumptions made for this scenario appear to be
unrealistic. ©On the one hand, it is possible for the
Fund to recycle funds from previous programs, thus
maintaining a larger 1loan portfolio over the projected
period and earning greater interest income. On the
other hand, it is not reasonable to assume that
operating expenses will behave as currently presented,
steeply rising despite a drastic fall in 1lending
activity and in total asset volume.
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Overall,

ost of Resources. The decision made to lend funds
under the program at fixed rates was based on results
of Scenario 3, where net income always remains positive
(although lower than in Scenario 2) and return on
equity remains at an acceptable level (also lower than
in Scenario 2) despite a gradual increase in the cost
of HG resources. The assumption made is that interest
cost for HG funds will be 8.4 per cent for the first
three projected years, 10 per cent for the following
three and 12.5 per cent for the remaining four.

vet the increase assumed in interest cost is, in fact,
too gradual. Scenario 3 cannot be said to represent a
worst case scenario, or & scenario under rapidly
changing and tight monetary market conditions. In this
sense, it does not provide jnformation needed to
evaluate the Fund's performance under circumstances
significantly different to those of Scenario 2.

Although it can still be argued that interest rates
will be reviewed every six months, enabling the Fund to
adjust its interest income <to changes in market
conditions, the interest rates being reviewed are for

new loans only, not for 1loans granted prior to any
revision. Therefore, depending on the pattern of

interest rate changes in relation to disbursements, the
Fund can find itself in a position where, in order to
recover increases in interest rate cost, it will have
to disproportionately increase the interest charged to
new loans (thus compensating for the income lost in
older loans granted at lower interest rates).

A projection with more conservative assumptions about
interest rate movements may lead to different
conclusions concerning the interest rate policy
currently adopted by the Bank for the new program.

then, it would be desirable to update existing

projections for Housing Fund activities and to develop 2 worst
case scenario. The use of more conservative assumptions and

data would be helpful in developing an alternative

outlook for. the Fund should market conditions deteriorate.
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E. INSTITUTIONAL ANALYSIS
1. ORGANIZATIONAL ISSUES

a) CABE] as @ pevelopment Bank

Other agencies, most notably the Wworld Bank in jts November
1988 reconnaissance report, have suggested that CABEI should
redefine and refocus its role to that of a purely vdevelopment"
pank. This matter is outside the scope of our brief, but we do
wisg to reinforce this suggestion as it relates to the Housing
Fund.

By concentrating on wsecond story” financial functions, instead
of on primary lending, the Housing Fund ijs better able to
extend its influence over 3 greatly expanded range of 1issues
and needs. Also, though itself in the public sector, the Fund,
by acting as @ secondary-level lender, retains the ability to
apply its resources to the support and development of private
sector financial jntermediaries.

The Housing Fund already operates as a second-story lender and,
to our knowledge, does not plan ko jnvolve itself with primary

lending activities.

b) CABEI'S Housing Fund

CABEI . 1is administratively organized along functional lines,
with separate departments for . legal, planning, promotion,

operations, finance, and administration. The four operating
funds, although based on distinct sectoral lines and
maintaining jndividualized accounting records, are not
separately managed or overseen.

The Housing Fund 1s no exception. Thus, 1t does not have a
specified officer oOr authority directly responsible for its
overall operations and performance. True, its lending
operations have recently been assigned (as an additional duty)
to a special Coordinator: the Bank's current manager of the

Operations Department. But all ancillary functions: planning,
promotion, legal, financial, treasury. accounting, personnel,
etc remain diffused within--and subject to the separate
authority of--the bank's sundry functional departments.

This lack of an overall, unified leadership for the Housing
Fund results ijn a less than optimum deployment and utilization
of its resources and potential. The Fund needs to have, at the
very least, its own directly responsible financial management
and, ideally, complete authority and responsibility for the

full range of jts activities.

Though originally established as 3 separate Housing Finance

pepartment within CABEI and in constrast to the Bank's .two

other specialized funds, the Housing Fund also 1acks a distinct

statute of its own to better define its scope and jndividuality.
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In this regard, it is illuminating to recall the original
considerations and resolutions that gave rise to the creation
of the o0ld Housing Finance Department (see Schedule 2). These
are still valid and should be incorporated anew.

Thus, we believe that in order to improve its scope and enhance
its effectiveness, while simultaneously protecting its
operational integrity and facilitating its future growth, the
Housing Fund should be consolidated by:

a) Provision of its own separate statute, which

should 1include the original concepts of board
resolution DI-23/64 (Schedule 2) and the further
policy guidelines incorporated in subsequent USAID
agreements. Ideally, an attempt could also be made
to provide the Fund with full financial
independence in order to better insulate its
operations from CABEI's other, more risky and
independently leveraged investments. In any
case--CABEI'S creditors permitting--the possibility
of eventually spinning-off the Housing Fund as a
separate specialized subsidiary should probably be
given further thought, particularly if it is to
develop secondary mortgage market capabilities.

b) Giving responsibility for the Fund's overall
management to a senior officer within the bank.
This empowerment should, at the very least, include
full authority to identify, design, initiate,
promote, execute, complete and follow through on
all Housing Fund projects, as well as to oversee
the Fund's planning, accounting, treasury and other
administrative functions. To accomplish this
without disrupting existing functional 1lines, a
limited *"matrix" type of structure could be adopted.

c) CABEI'S Other Housing Finance Operations

CABEI has, in the past, funneled considerable amounts of
housing finance through its Social Development Fund. This
involved direct loans to governments or their instruments for
the financing of “social" housing at subsidized rates, as

follows (in millions of dollars):
_US$ Rate Term Date

Banco Nac.de la Vivienda Guatemala 30.0 9% 20 Jun'79

Government Nicaragua 3.1 5% 20 Sep'80

Government Nicaragua 4.0 5% 20 Jan's8l

Instituto de la Vivenda Honduras 1.0 5% 20 Nov'sl

Government (INVA) Honduras 6.1 5% 20 Jun'82

Government (restructured) Nicaragua l1.2* 8% 15 Nov'8s
Total 45 .4

* In Nov'88 Nicaragua made a local currency payment on
its debt and restructured past due foreign currency
amounts into this US$ 1loan. No new cash was

advanced.
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The Social Development Fund's type of lending detracts from the
Housing Fund's operations; it not only competes directly for
targeted borrowers, but does this under a heavily subsidized
and non-replicable basis.

We are not aware of any plans by CABEI to repeat this type of
lending through the Social Development Fund, but would suggest
that all future housing loans be written through the Housing
Fund under its normal requirement for self-sustaining,
unsubsidized and fully recoverable investments.

2. FINANCIAL MANAGEMENT ISSUES

A detailed assessment of CABEI'S management is not a purpose of
this consultancy. However, our contacts with the Bank's top
management have led to some observations.

Senior officers and most supporting staff appear as
individually knowledgeable and competent. The recent financial
difficulties stemming from adverse economic conditions suffered
by the bank's member (and bhorrowing) constituency are being
properly confronted by management and have been met by recent

assembly and board actions. Past planning and financial
information relevant to our analysis was readily and
comprehensively available. However, updated projections to

account for new circumstances were not available for the
Housing Fund, principally because the bank's planning staff was
occupied on CABEI's overall revised projections.

We believe that additional improvements could be obtained by
adopting a matrix type of organization (as previously mentioned
under "1l. Organizational Issues" hereinabove). This 1is
particularly evident given the bank's division into four
distinct and separately accountable operating funds.

other financial management and accounting issues specifically
applying to the Housing Fund, are:

* Liquidi

The Housing Fund's liquidity deposits of US$77.1 million,
plus another US$6.9 million in accrued interest, are held

as follows. (in US$ millions):

currency incipal Interest
Quetzales 20.1 1.5
Colones Salvadorenos 0.4 0.0
Lempiras 1.9 0.0
Colones Costaricenses 18.1 0.4
Sub-total 40.4 1.9
US dollars 36.7 4.9
Total 77.1 6.9



The only restrictions on this liquidity are:

a) Q9 million are 1in term deposits at Banco de
Guatemala maturing in four tranches between Nov'89
and May'9l

b) US$24 million at Riggs National Bank can only be
drawn with USAID concurrernce as program advances

c) US$12 million are frozen in a "conditioned" account
with the Central Bank of Honduras

The Fund's present liquidity is deemed adequate to £fund
the US$6 million loan to BANHVI in Costa Rica and the
US$2.5 million initial tranche of the 1loan to the
Central Bank of Honduras.

reign rren vailabi

The Housing Fund's compensatory loan agreements (described
in "3. Foreign Exchange Issues") with the various central
banks in its 1lending area are structured to provide the
necessary US dollars to properly meet the Fund's payment
obligations--both of principal and interest--under existing
borrowings, as follows (in US$ millions):

FY90 FY91 FY92 FY93 FY94

Investment Income 2.4 2.7 3.2 3.6 4.0
Interest receivable 6.3 7.1 7.0 6.1 5.2
Principal " 4,6 9.1 9.1 9,1 9.1
Sub-total 13.3 18.9 19.3 18.8 18.3
Interest payable 10.5 10.4 10.1 9.9 9.6
Principal " 2.3 2.4 3.1 3.9 4.1
Sub-totul 12.8 12.8 13.2 13.8 13.7

Net Balance 0.5 6.1 6.1 5.0 4.6

Thus, short of actual default by these central banks,
there is no reason for the Fund to fall behind in its

foreign payments.
Capitalization

The Housing Fund's assigned capital is currently US$20
million, representing approximately 14% of liabilities.
With the addition of currently retained earnings of US$12
million, the net worths/liabilities ratio increases to 22%.

Once the DA and HG loans are disbursed in their full amount
of US$60 million and assigned capital is increased to US$25
million, the capital/debt ratio will drop to 12%, other
liabilities remaining equal. On the other hand, if the
US$15 million DA were converted to a grant, the Fund's
capital/debt ratio would instead increase to just under
20%. All such ratios are considered strong, particularly
since retained earnings and expected future profits serve

to significantly enhance them.
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Despite these strong ratios, it should be noted that, as
they now stand, the Housing Fund's ratios of assigned
capital and net worth to total assets are the lowest of all
funds, as follows (in %)

Fund Ccapital Net Worth
Ordinary lé6 18
Economic Integration 19 31
Social Development 20 72
Housing 7 11

Inter-Fund Transfers

The Housing Fund shows a net credit due from other bank
funds in the amount of Us$le million. This must be viewed
from two perspectives. on the one hand, it can be
considered as effectively reducing assigned capital to only
Us$4 million, which would appear insufficient to support
the Fund's lending activities and to meet 1its eventual
commitments for counterpart funds under the HG loans. On
the other hand, if considered as an investment, it reduces
by a considerable sum the resources available for the

fund's normal lending.

The Housing Fund further loses in this transaction because
of its current practice of charging interest only at its
average cost of funds rate. We believe that this
inter-fund balance should be paid to +he Housing Fund as
soon as possible--which, under CABEI's latest financial
plan, could well be within a Yyear. While these interfund
transfers remain outstanding (in case their balance is not
repaisd immediately)., the Housing Fund should charge
interest at least at a realistic opportunity cost.

¢ Investment Certificates

The Housing Fund has Investment Certificates outstanding in
the amount of US$14 million, as follows (in Us$ millions):

rren Balance
US dollars 6.9
Lempiras 5.9
Colones 0.5
Quetzales 0.7

The dollar certificates, paying 10% interest, are all held
by present and former CABEI employees. These certificates,
after an initial 30 day term, are redeemable upon demand.
Oother currency certificates, paying between 9% and 11%
interest, are mostly held Dby past borrowers who were
required to subscribe to them in proportion to their loans;
their maturities coincide with corresponding loan terms.
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We do not encourage a renewal of this latter practice, but
do believe that CABEI c¢nuld study the possibility of
adapting new issues of these certificates or of similar
instruments to the free development of a secondary mortgage

market.

' Inter-Fund Expense Allocation
All bank zxpenses are currently allocated to the individual
funds on the basis of their respective assets. The
previous, correct, cost accounting practice was

discontinued in 1985, ostensibly to improve results shown
by the Ordinary Fund. We strongly recommend a return to
proper cost accounting.

n Provision nd Write-off

It is CABEI's contention that the Housing Fund has no need
to provide for doubtful loans because: (a) private sector
loans are collateralized by mortgages which fully cover any
amounts due; and (b) public sector 1loans are included
within the bank's recently established reserve for loans in
foreign currencies to this sector.

Notwithstanding, we brelirve that the Housing Fund should
monitor and provide 1ia:r its loan portfolio on a more
conservative basis. In particular, when a loan has been
placed on a non-accrual basis after the presently defined
180 day default basis, we believe that the full amount of
the 1loan should be considered of doubtful collection and
the need for adequate provisions or write-offs properly
ascertained. Similarly, when a loan has been restructured
because of non-compliance, we believe it should centinue to
be viewed as non-performing until the new payment schedules
have been adequately confirmed in practice.

3. FOREIGN EXCHANGE ISSUES

CABEI has very correctly determined that it «cannot itself
assume an exchange risk between its foreign currency borrowings
and their investment in local currencies. To preclude this, it
transfers this risk to its own borrowers in those cases where
the nature of the investment and its recovery justify it. But,
in the case of US dollar borrowings under the Housing Guarantee
Program, where it deems this transfer unacceptable, it has
instead obviated the risk by entering into "compensatory loan"
arrangements with corresponding central banks in beneficiary
countries. These arrangements involve a US$ loan from CABEI to
the respective Central Bank and a reciprocal loan in local
currency from the Central Bank to CABEI. The interest rate,
loan term and amortization periods are exactly equal in both
loans, and the amount of the local currency loan is made
equivalent to the dollar loan at the official exchange rate
extant at the time of drawdown.
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Lately. however, Some central panks have begun to express @
reluctance to continue engaging in such compensatory loan
arrangements. The following arguments (although not all of
equal force) are presented as a means of bolstering the Fund's
case for these arrangements.

*x Foreign exchange risk

The basic effect of these compensatory loans 1is comparable
to that cf a currency swap; there is no cross-sale of
currencies and no exchange risk is ijncurred by either
party. However, probably because of the short-hand
practice of referring to these transactions as being
“currency protected", their true risk avoidance nature 1is
not always clearly perceived and it 1is sometimes argued

that a central bank jtself is assuming an exchange risk.

But such js not the case. Whereas CABEI has no use for
gollars in 1its normal (housing finance) operations, a
central pank does; dollars, among their other useées.

constitute 3 rmmmal—-and probably preponderant——part of a
czntral bank's international reserves. Thus, unlike CABEI,
which would have to sell jts dollars to fund jts lending
operations, a central pbank can retain them as such or,
alternatively, convert them into other equally hard

currencies or assets.

1norganic emission

when a central bank extends 2 financial facility (advances.
loans, discounts, etc), it records this as an jncrease of
"currency in circulation“ on the 1iability side of its
palance sheet. and when this increase is not matched by 3
comparable jncrease of hard currency agsets, 1t is referred

to as an jnorganic emission.

In the present case, the central bank is receiving dollars
from CABEI and the local currency emission should qualify

as an organic one.

The position would bc even clearer if the transaction had
been carried out as @ currency swap 1in which, in this
jnstance, the central bank would be receiving the dollars
without booking them as 3 debt separate from its obligation
to eventually unwind the swap.

inflationary impact

Facing the occasionally voiced argument that an ad _hoc
issue of currencY to finance housing car have an
jpflationary jmpact, two other economic factors must be
considered. First 1is the relative amount Of the issue and
whether this is meaningful or not. Second, and most

importantly, is the con51derable stimulus prov1ded by such
£inancing in the various areas of: employment; construction



materials; building industry; appliances and furniture
manufacture; housing services; national savings (both for
down payments and subsequent amortizations); etc.

Additionally, one must also give weight to the further
beneficial impact that housing solutions have on the social
and political context.

* M+imate convertibility

Another argument is occasionally advanced that all foreign
currency taken in by a central bank is ultimately
translated into local currency terms (such as when used to
finance 1local businesses paying for imports or foreign
services).

But, surely, this is not applicable in the cases of housing
finance and wurban development 10ans with their large
domestic wage component and extensive local materials usage.

* Subsidized financing

A further argument sometimes made to discourage these
compensatory 1loan operations 1is that the 1local currency
provided by the central bank -eventually returns to it in
devalued measure, while the ultimate beneficiary of the
financing wusually sees his investment (i.e. his home)
appreciate in nominal, and possibly even in real, terms.
Thus, the argument goes, the homeowner has been effectively
subsidized at the central bank's expense.

First, it can be fairly counter-arqued that the same
conditions apply to all other 1loans, advances or discounts
by the central bank when prudently invested by their
beneficiaries and when no maintenance of value 1is required
by the central bank. Secondly, inflation and any ensuing
devaluations can be seen to be, to a 1large extent, the
direct responsibility of the central bank itself.
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F. CABEI'S NEW LOAN ARRANGEMENTS
1. PHYSICAL OUTPUTS

as described in *“C. Historical and Current Financial
Assessment,” the Housing Fund has made few loans in the
immediate past, the last one having been written in February
1984.

Activity picked up again in 1989 with two 1loans entered into,
but still undisbursed, with borrowers in Costa Rica and
Honduras. A pipeline of possible  other projects was also
jdentified in these and other countries in the region. Thus
(in millions of dollars):

Country Borrower Signed Potential
Costa Rica BANHVI (discount of mortages) 6.0
IFAM (municipal waterworks) 15.0
El1 Salvador BCR 20.0
Viceministerio de Vivienda 20.0
CREDISA 8.0
Guatemala BdeG (housing and urban)) 20.0
Bancos Privados (deposits) 13.0
Honduras BCH (FOVI/A&P) 10.0
BCH (urban improvements) 10.0
Totals 26.0 6.0

This program, totalling US$122 million, exceeds Dby Us$37
million the funds available from HG, DA and counterpart sources
and by US$38 million the loan projections contained in CABEIL's
latest medium term program. The extra margin is justified on
the assumption that certain potential projects may not
materialize.

2. POLICY OBJECTIVES

The two loan contracts entered into by CABEI--with the Banco
Nacional Hipotecario de 1a Vivienda (BANHVI) in Costa Rica for
us$s million and with the Central Bank of Honduras (BCH) for
US$20 million--appear to fall squarely within the scope of
USAID's policy objectives as stipulated in the corresponding
loan and implementation agreements. Specifically, in addition
to their corresponding physical outputs, they will, if properly
implemented and followed through:

Considerably improve CABEI's financial position, QUly
enhancing its ability to generate positive net and retained

earnings.
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Substantially reinforce the ability of private housing
finance intermediaries in both countries to generate
mortgages on lower income housing. The US$6 million loan
to BANHVI will be us2d to purchase new mortgages generated
by the Costa Rican savings and loan system. The 1loan to
BCH, in its US$10 million housing component, 1is also
expected to assist the Honduran savings and loan system and
other private financial intermediaries through advances or
mortgage purchases.

Substantially encourage the development of private sector
promoters and builders. As a point of reference, the
following chart shows the number of loans in the Housing
Fund's portfolio at June 30, 1989 and the number of these
which were granted to private sector borrowers, developed
by private promoters and built Dby private sector
enterprises.

TOTAL PRIVATE PRIVATE PRIVATE
COUNTRY LOANS BORROWER PROMOTER BUILDER
Costa Rica 8 4 4 8
El Salvador 3 1 3 3.
Guatemala 3 2 3 3
Honduras 24 20 22 24
Nicaragua 1 _ _ -5
Total 45 27 32 43

Both loans could also be refined in their implementation to
enhance their pctential contributions to:

a) Improving the capacity of shelter and infrastructure
institutions to finance, design and develop
environmentally sound and financially viable projects.

b) Encouraging improved pricing policies by municipalities
and infrastructure institutions.

c) Encouraging improved collections by public sector
institutions.

d) Encouraging a modification of lending rate policies of
private financial institutions to reflect cost recovery
principles.
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G. APPROPRIATENESS OF CURRENT IMPLEMENTATION PLAN
1. GENERAL

On the assumption that the recently commitments made by CABEI's
members and borrowers--regarding capital infusions and 1loan
repayments--are duly carried out, USAID's current
implementation plan is considered appropriate as a means of

achieving the Housing Fund's project objectives.

It is obvious that certain original assumptions and goals have
slipped, but not to the point of being irretrievable. We
believe that with adequate and prompt support at this critical
juncture in its activities, the Housing Fund--and CABEI by
extension--can be put on a firm footing once again. This does
not imply a relaxation of either standards or policy
objectives; quite the contrary, these could be profitably
re-emphasized and reinforced as pre-conditions to each new
disbursement under the HG and DA agreemeuts.

2. USE OF AID FUNDS

The Housing Fund's June 1989 balance sheet shows
borrowings--all of which are USAID related--in the amount of
US$122 million, while the net receivable on loans granted by
the Fund is of only US$64 million. Wwe understand that
disbursement of USAID loans and guaranteed funds to CABEI was
originally made on the basis of new housing loan originations.
Thus, we can assume that, of this difference--after allowing
. for the US$24 million in escrow at Riggs National Bank--the
balance of US$34 million results from non-reinvested loan
recoveries by the Fund.

The full US$58 million difference can reasonably be considered
as included in the Fund's US$77 million of "term deposits and
other investments." It can be further assumed that USAID tunds
have not been used for restructuring or rescheduling CABEI's
portfolio; even though part of these deposits are held in
currencies other than US dollars.

3. INTEREST RATE POLICY

The financial implications of the Housing Fund's current
interest rate policy have been described in "C. Historical and

Current Financial Analysis: FY85 to FY8%5".

From the viewpoint of a development lender, this interest rate
policy must also be questioned: (a) in general, to see if it
conforms with normal market rates in the countries involved;
and (b) in particular, to see if it provides borrowing
agencies, financial intermediaries and ultimate beneficiaries
with hidden, indiscriminate and unrecoverable subsidies.

44



In regard to the first point, the Fund's established policy is
to make its financing available at a single interest rate (e.g.
10%) for similar borrowers regardless of their country
location. This obviously disregards market rates, inflationary
expectations, risk analysis, etc and unduly distorts the very
financial markets it is attempting to develop. This practice
should be immediately discarded and an appropriate policy of
market based rates adopted in its stead, as called for under
USAID agreed policies.

on the second point, although the Housing Fund is itself the
beneficiary of an important subsidy in the pricing of the DA
loan (and more so if the loan is converted to a grant), it is
our understanding that this is to enable the Fund to generate
strong profits and retained earnings, thus improving its
capitalization. Through its present policy of passing on this
cost advantage, the Fund, albeit with the best intentions, is
denying itself a legitimate opportunity to properly consolidate
its finances.

The USAID agreements require that the Fund's pricing of its
loans should in all instances be based on a full recovery of
its financial and other costs, particularly since the Fund's
borrowers are themselves usually financial intermediaries.
Although this requirement is complied with at the precise time
of drawing against the HG loans, the Fund's margins could
subsequently disappear under adverse interest rate conditions.

To counter this, two alternatives suggest themselves:

1) Floating Rates, based on the Fund making a reasonable
margin over its own variable cost of funds as determined
from time to time on its HG borrowings.

2) Full Market Rates, as existing for comparable
non-subsidized financings in the countries involved. If
the Fund needs to limit its margin should the spread
become excessive, it could undertake to rebate the
excess back to its borrower.
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H. IMPLICATIONS OF CONVERTING USAID'S DA LOAN TO A GRANT

The possibility of converting USAID/ROCAP's US$15 million 1loan
(596-W-025) to a grant has been suggested. Obviously, this is
a decision that only USAID can make. But, in the affirmative,
the consequences for CABEI would be as follows:

ali ion

The greatest benefit for the Housing Fund would result from the
corresponding US$15 million increase in its assigned capital
base, assuming the grant is properly allocated to it. This
would greatly improve the Fund's capitalsdebt ratio, giving it
a very strong balance sheet and expanded leverage opportunities.

Such an improvement, also, will be particularly meaningful to
the Housing Fund when attempting to develop 1its secondary
mortgage market capabilities.

b) Cash Flow and Profitability Impact

Another major benefit would accrue to the Housing Fund be the
immediate improvement ia its cash flow and profit accounts.
Retained cash would increase by Us$300 thousand annually during
the first ten years, and by US$754 thousand from then on.
Return on equity would improve as interest expense decreases.
The improvement would be approximately 0.3 percent in the first

year.

c) Procurement Sources

A derivative consequence, not deemed important in the present
instance, is that grant funds are more limited than loan funds
on how beneficiaries can use tiem, particularly in procurement.

on the other hand, were USAID to decide against converting its

loan to a grant, it is not believed that this would pose an
insurmountable hardship to the Housing Fund.
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LIST OF ENTITIES AND PERSONS CONTACTED

UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT (USAID)

Fon Nicholson ROCAP, Deputy Director

Ann W. McDonald ROCAP, General Development Officer
Marc Scott ROCAP, General Development Officer
Paul Tuebner ROCAP, Project Development Officer
Pirie Gall ROCAP, Project Development Officer
Tom Miller ROCAP, Program Officer

Joe Hill ROCAP, Controller

Donald Richardson ROCAP, CABEI Liaison Officer

Mario Pita RAUDO, Director

William H. Yaeger RHUDO, Deputy Director

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION (CABEI)

Rolando Ramirez Paniagua Presidente Ejecutivo

Jose Miguel Gaitan A. Vice presidante Ejecutivo

Alfredo B. Noyola Asessor de la Presidencia

Antonio Jose Duarte Contralor

Felix Martinez Dacosta Asessor Juridico

Rigoberto Merino Gerente de Operaciones

Jorge A. Papadopolo Gerente Financiero

Victor M. Rheinboldt Jefe de Area, Analisis Financiero

Arnaldo Pasquier Jefe de Area, Consecucion Recursos

Mariano Buitrago Jefe de Area, Tesoreria

Carlos R. Araujo Jefe de Area, Contabilidad

Rodrigo MacGregor Coordinador de Oficinas Regionales

Sergio Nunez Jefe de Area, Desarrollo Social y
Vivienda.
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LIST OF PRINCIPAL DOCUMENTS AND REPORTS REVIEWED

Project Paper and Implementation Agreement
USAID 596-HG-006

Project Loan and Grant Agreement
USAID 596-W-025 Program 0143

Memorias Annuales 1985/86, 1986/87, 1987/88 (draft)
CABEI

Plan Financiero del Programa Habitacional
CABEI/FFV

Avance del Plan de Fortalecimiento Institucional
CABEI

Plan Operativo Anual 1989/90
CABEI

Fortalecimiento Financiero e Institucional
CABEI

Programa de Ejecucion: Vivienda y Mejoramiento Urbano
CABEI

Propuesta para la Reestructuracion Financiera del BCIE
CABEI

Estrategia de Mediano Plazo del BCIE -
CABEI

Evaluation of the CABEI/ROCAP Program
Development Associates, Inc.
by J. Vanderveen, S. Williams and J. Bustamante

EC Mission Report on CABEI (draft)
Commission of the European Communities
by Paul Goffin (consultant)

Report of Reconnaissance Mission to CABEI

World Bank
by Moritz and Walter (consultant)

Strengthen CABEI (draft)
United Nations Development Program
by Knox and Stohler (consultants)

CABEI, Report to RHUDO and ROCAP (draft)
Water and Sanitation for Health Project
by F.S. Mattson and A. Austin

CABEI, Current Situation and Future Prospects (draft)

Price Waterhouse

by J. Richard Breen
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SCHEDULE

E] susCrito Subps€cTelaric ael Banco Centroamericano de Integracion

g ccnémica, CERTIFICA:
e

Que el Directorio del Banco en su 3esién del dia viernes 10 de abril

mil ncvecientos sesenta y cuatro, tomé la siguiente Resolucién:
“ .

"RESOL o EL DIRECTORIO No. DI+ 23/54

CONSIDERANDO, que la '"Declaracién de Centroamérica' de fecha

marzo de 1963, establece:

13 de

"Los Presidentes también acordaron que se debe dar facilidades a
los habitantes de Centroamérica para la construccién y compra de
viviendas. Existen en Centroamérica instituciones nacionales de -
préstamos y ahcrros que han recibido ayuda de la Alianza para el
Progresc, y otras estin a punto de establecerse. Con el fin de ob-
tener apoyc adicional para estos esfuerzos nacionales, los Presi-
dentes de los paises de Centroamérica sugirieron que se establez-
ca un Departamento Hipotecario Regicnal, como una divisién del =
Bancc Centrcamericano de Integracién Econémica, como fuente --
secuncaria de fondos para hipotecas sobre viviendas; y el Presi--
dente de los Estados Unidos estd dispuesto a ofrecer ayuda técnica
y financicra del mismo. "

CONSIDERANDO, que de acuerdo con el incisc 3.1 (d) del Contrato
-« Préstamo suscrito el 29 de noviembre de 1963, entre el BCIE y AID, por
swntidad de $ 10, 000. 000, el BCIE para hacer uso de dicho préstarao debe
t::ulccer un Cepartamento Financiero de la Vivienda;
.CONSIDERANDO, que en el Contrato de Préstamc a que se refiere el
- nsi12cerando antez;i.c‘zr, se estipuld el plazo de cuatro meses para el estable-
#icntu del Departamento Financiero de la Vivienda, 'y que dicho plazo ha -
'-- prcrrogado hasia el 30 de abril del ado en curso;
CONSIDERANDO, que la Asamblea de Gobernadores del BCIE, en su

ffivra Reunién Crdinaria conocié de las negociaciones llevadas a cabo en-

2
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(e el BCIE y AID para la celebracién del Contrato de Préstamo antes refe-

rido, asf como del Plan Preliminar de Operacicnes del Programa Regional
CONSIDERANDO, que para la creacién del Departamento Financiero

jc la Vivienda se hace necesario modificar el Articulo 13 del Reglamento --
:¢1 BCIE, lo cual es facultad del Directorio de acuerdo con el Articulo 23
Jel citado Reglamento,
RESUELVE:: |
PRIMERO: Crear el Departamento Financiero de la Vivienda (DFV)
con las siguientes atribuciones:

1. Actuar como fuente de financiamiento de segunda instancia para
instituciones de crédito hipotecaric para la vivienda que operen
en los paiser miembros.

2, Obtener recursos para proveer el mantenimiento continuo e inde-
finido del sistemea de financiamiento, mediante la moyi].izacién de:

a. ahcorros del £rea centroamericana;
b. fondos piblicos internacionales y extranjeros; y
c. fondos o capitales privados del exterior, principalmente 2

través de bancos comerciales, compafifas de seguro y aso-
ciacicnes de ahorro y préstamo.

3. Procurar que se adopten politicas y normas, sobre una base re--
gicnal, para el desarrollo y financiamiento de la vivienda media
en los paises centroamericanos,

4. Fortalecer las instituciones. financieras existentes y estimular la
creacién de nuevas instituciones de esa clase, que movilicen aho
rros y gue proporcionen crédito hipotecario directopara la cons-
truccién de viviendas,

5. Incrementar la competencia entre las instituciones que otorguen
créditos para la vivienda, lo mismo gqne entre los constructores
y contratistas, a fin de reducir los costos de financiamiento y --

edificacién de viviendas,



cos No. DI- 23/54 3
g

Promover la creacién Je un mercado centroamericano de ma-
teriales de construccisn producidos sobre la base de médulos - )
comunes, y contribuir as{ a la expansién y mejoramiento de la
‘jndustria centroamericana de la censtruccidn,
SEGUNDO: Reformar el Articulo 13 del Reglamento del BCIE, que

se leerd asi: :

Habrdn cuatro Departamentos y tres Oficinas Generales en la orga-
nizacién del BCIE:

a) Departamento de Andlisis de Proyectos.

b) Departamento de Operaciones

c) Departamento de Fomento de Inversiones
\/d) Departamento Financiero de la Vivienda

¢) Oficin2 del Secretario

f) Oficina del Tesorero y Contador

g) Oficin2 del Consejero Legal.

TERCERO: Esta Resolucién entrard en vigor el 15 de abril de 1964, }
y de ella se informar4 a la préxima Reunién Ordinaria
je la Asamblea de Gobernadores del BCIE, de confor-
midad con el Articulo Z3 del Reglamentu de! mismo.".

Es conforme al original con el que fué debidamente cotejado

Tegucigalpa, Distrito Central, diez y siete de abril de mil ncvecien-

3 ¢ scscnta y cuatro.

BANCO CENTROAMERICANO DE
INTEGRACION ECONOMICA



SCHEDULE 3

Ref.: Pago de llamamiento de capital
(Res. AG-1/88)

El suscrito, Secretario de la Asamblea de Gobernadcres del Banco Cen-
troamericano de Integracidn Econdmica, CERTIFICA:

Que la Asamblea de Gobe:nadores del Banco, en su Trindsimcsegunda Reu-
nidn Extraordinaria, celebrada 1os dfds 1 y 2 & Septiembre Ue mil novecientos
ochenta y nueve, en la ciudad de Managua, Repdolica de Nicaragua, adopté la
siguiente:’

PRESOLUCION No. AG~13/89
LA ASAMBLEA DE GOBERNADORES DEL BANCO CENTROAMERICAMO OE
INTEGRACION ECONOMICA,
CONSIDERANDO:
Que la Asamblea de Gobernadures, dentro del Plan de Fortalecimiento

Institucional del Banco, ha decidido Que el llamamiento ce capital por
USS 50.0 millones a que se reficre la Resolucién AG-I/BB y pagaderos por los
_pafses mianbros, en partes iguales, en sus resJectivas monecias nacionales,
cebe ser modificado en el sentico de que sean pagaderos en US délares, ein un
plazo de 5 afics. '
POR TANTO:
En uso de las facultades de esta Asamblea y con lus votcs que establece el Ar-
ticulo 4 del Convenio Constitutivo del Baners.
RESUELVE:

PRIMEQO: Que los US$ 50 0 millones de capital que fueron 1lamados por
Resolucicn AG-1/88, sean pagacos en délares de 1cs Estades Unidos de América,

0 en su casu, convertidos a délares de los Estados Unidcs de América.




Res.N0.AG-13/89 Pg. 2

SEGUNDO: Que el pagn, o en su caso la conversibn, se efectie en un
n' 20 tle 5 afcs contade a partir Je la fecha Je esta Resolucidn, meciante cuo-

. mensuales <e acuer:!o con la sicuiente projramacifn anual.

Prcorama Anua'i' e Pafjcs e cé 1t.{1 en Divisas
. (En Miles de‘m%e?r—— “
vafs  1989/90 1990/91 - 1991/92 1992/33 1993/94  Total
sla 2,000 2,000 2,000 2,000 2,000 10,000
t.  vafor 3,500 1,250..' 1,250 - 2,000 2,000 10,000

Honruras 2,000 2,000 @ 2,000 .- 2,000 2,000 10,000 -

Nicaragua 3,200 1,400 1,400 2,000 2,000 10,000 -

Costa Rica 2,000 2,000 2,000 2,000 2,000 10,900 .
TOTAL 12,700 8,650 8,650 10,000 10,000 . 50,000

TERCERO: No cbLstante lc cispuesto en el numeral ahterior, el Directprio queda
autorizado para requerir el an':elénto e pages y el ccrrespcndienfé ajuste de
las Icuntés anuales cle éada pafs cuande sea necesario por razén Je la ejécucién
:Jelﬂplan financicro y el ctmportamiente de los flujcs de divisas anuales el
respective jieds", |

Esta Resclucifn fuc anreobaria por la Asamblea el dos de scpt.mmbre ce
mil nuvecientos ochienta y nueve. ‘

Es conforme con su crigihal, con 2l que 'er éebia}anente cotej'ado..l

Tezucigalpa, Distritc_ Central, cuatro re septiembre e mil nvvecientos

uchenta y nueve.

% ﬁéﬁ Sccrutario
ACIOR 0 CENTROAMERICANO OE
INTEGRACION ECONOMICA

HOF : ARL sbme



Ref,: Plan financiero para el fortalecimiento
del Banco
El suscrito, Secretario de la Asamblea de Gobernadcres del Banco Cen-
soamericano de Intesracidn Econfmica, CERTIFICA:

., Que la Asamblea de Gobernadores clel Banco, en su Trigésimosepunda Reu-
nidn Extracrdinaria, celebrada los cfas 1y 2 de septicmbre de mil novecientos
ochenta y nueve, en la ciudad de Mana ua, Repdbl%ca de Nicaragua, adcptd la
sicuiente: |

"RESOLUCION No. AG-14/89

LA ASMBLEN DE GOBE;RNADORES DEL BANCO CENTROMRICANO DE

INTEGRACION ECONOMICA,

Tamando en cuenta el dccumento de 1a Presicencia Ejecutiva sobre la si-
tuacidn de liquidez del Banco, elevado a su consiceracisn por el Directcric, y
las recumendaciones nresentadas por la Comisidn Especial de Presidentes de los
Bancos Centrales ccnstituica en Acuerdo AGex-31/1,

CONSIDERANDO:

1) Que ¢l Banco Centroamericano de Intecracidn Econdmica s una institu-
cidn fundamental en el financiamientc cel desarrollo e integracidn de
Centroamérica, por su importante contribucidn cn el otorgamiento de
créditos meciante la captacién de recursos externcs para pro ramas y
preyectos re:_;ionalés y Po0r constituir un organismo identificado con la
problemdtica ccondmica y e desarrcllo de sus paises miembros;

2) Que es necesario fortalecer al Banco rle manera intejral y permanente,
stbre la base te un esfuerzc compartidc por todns sus pafses micnbros,

/2
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3)

4)

5)

gue le permita ampliar significativamente sus cheraciones para benefi-
cio ce cada unc de ellos;

Que dicho fortalecimiento requiere que lcs cinco pafses miembros cum-
plan puntualmente con sus obliracicnes y cempramiscs con el Banco.
Nsimismo, que cancelen, dentro de un nlazd prudcnciél,'la mora de car-
tera y la ce los préstamcs compensatorics, asf cocmo que restituyan los
depdsitos condicicnados; y que efectlen los nagos de capital y los.ori-
iinacdos por 1os ajustes ce valor por variacisn del tipo de cambic (Que-
branto Financieru);

Que conforme al Plan de Fortalecimientn Institucional el Banco, se re-
quiere continuar, en lc interno, con la adopeidn ce las medicas para
rdotarlo de maycr eficiencia, aiilicla y una acecuado capacidad ce res-
puesta ante la problemdtice centreamericanag

Que las neccsidades cle financiamiento de la re;ién a ser atenriidas ncr
el Bance, mediante un importantc ndmero ce prcoramas y proyectos con-
cretns, asi cimo el menifiests apoyc internacinnzl patentizade 2 la
Instituciln curante lcs dltimos meses, plantcan expectativas financice
ras Ce ,ran alcance a cortc y mediano plazo j;ara el Banco y, por censi-

yulente, para sus pafses micmbros;

FESUELVE:

10

Declarar que las cbli acicnes financieras oo 1os rafses miembros para
ccn el Banco constituyen compromiscs pri-sritarics y su cumplimiento,

una conicitn sine Qua non para que el Banco pue:ia captar recurscs e

la comunictaz financicra internacicnal para cumplir aciccuacamente eon

sus cbjetiv.s en el lesarrcllo reicnal,

/3
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2.

Que lbé pafses miembros, tenienxic como referencia los pardmetros y su-
puestos contenicos en el documento anexo,® y los términos de esta Reso-
lucidn: '

a) Cumplan puntualmente, a partir ce la fecha de esta Resolucidn, con
el paco de 1os vencimientos de capital e intereses de la cartera
de préstamcs del Sector Pﬁblicu, incluyendo préstamos compensato-
rics y otrcs adeudics;

b) Efectden la cancelaciSn de la mora en divisas Je la cartera de
préstamos del Sector Pdblicc, inciuyendo préstamos compensatcrios
y otros adeudos, en un plazo de hasta Jiez afos, que incluye cos
de gracia, a partir de esta fecha, meciante el pago c2 16 amorii-
zaciones semestrales iguales y consecutivas., Esta cancelacidn
incluirs, acemds, el pago ¢e intercses semostrales, a la LIBOR a 6
meses, mis 13/16%; |

c) [Restituyan los depdsitos concicionados en divisas en_un_plazo de
hasta quince afics, gue incluye cos rJe yracia, a partir de esta fe-
cha, mediante el fago ce 26 amortizaciones semestr;les iguales y
consccutivas. La cancelacién de estos depdsites incluird, ademds,
el payo de interescs semcstrales a la LIBOR a seis mcses, mds

13/16%;

Documente titulado “Propuesta para la ReestructuraciZn Financicra del
BCIE, CcmisiZn Especial de Presidentes Ce Bancos Centrales de los Pai-
ses Centroamericancs, 1 de Septiembire e 1989"

/4

EVEEN



Res N0 NG-14/89 P5. 4

2)  Efectden el paco cel capital llama'c de US$ 50.0 millones
: (us$ 10.0 mil}ﬁhes por cacda pafs) a que sc reficre la Resolucidn

No. dé-l/ee, en les términos ce la Resolucidn No. AG-13/89 ce esta
Nsamblea e Gubernadores;

e) néienﬁan opCrtunamente los pascs por ajustes e valor pbr varia-
ciones <& tipc de cambio (Quebrantr: Financiero);

f) Afimmen el princinic e ccnvertibilia e modo Que progresivamen-
tc el BCIE fortalezea su nesicidn nétrimcnial ¢n !ivisas y alcance
1cs fncices o liquiclez requeridus, conforme 5 un sian que el Di-

roctoric y 1z Auministracién Supericr deberdn presentar - la

" préxima reuni’n de la Asamblea e Gobernaderes;

2)  Den priorica:, conforme a las disposiciones cambiarias e cacla
pafs, a la asijnacisn ce 'ivisas para que las enticares del sectcr
(Wiblicyu y privads realicen gpurtunamente sus pages al BCIE.

Sclicitar a lcs Gebicrnss de 1a Rewdblica e cada ung de los nafses

- miembr:os que, meZianto su intervencicn, las instituciones del scctor

ndblice deudoras ‘el BCIE den prioridal a la inélusién; ‘lentre ‘e sus
presupuestos, e las rartizas nocesarias rara carantizar el pago opore
tunz e sus cbliacicnes.

Instruir a la Adhinistrccién'SUpcrior «.cl Bance para que procetla a fore
malizar con lcs afses miumbros, en un nlaze ne maycr e 60 dfas a nor-
tir Jo la fecha o esta Resilucidn, los acucrids e Pavt requerisios e
cenfermizad con lus literales U) y ¢) el numeral 2 anterirr.

Instruir 21 Directcric y a la Auministracidn Suerior jera que trocel'an
a: o
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a)

b)

Establecer, @ la mayor brevcdad, un proce:limiento que permita a

los paisns miembros sjagar parte 4e sus obligacicnes con dewia cx-

terna cel Bancu, en prcporciun a los montos de lcs adewlos venci-

dos, centre del marco Jde la solucién global inclui- ja en esta Rcsc-
lucidng '
pesarrollar y ejecutar, 2 partir fe cste ejercicio, un plan quin-
quencl e cocraciones, por un monto estimade ce ys$ 1,080.0 mi-
1lonecs., |
picho plan serd desarrollac‘o ma. iante plancs operativos aruales,
que serdn cc‘nf';rma:,‘oé tomancic en cmside.racién 1a situacidn ac't'u‘.-
lizada cel BCIE y 4o 1cs pafses, ce meclo que Sse facilitc el cum-
plimiento € o 1as oblicaciones de los pafses y chl Bance estableci-
‘las en cste Resclucidn.  Su aronésito es .)crmtir que en cl mc.iia=-
nc plazo el Banco otonue un flujo netd positivo consiceratle ce
recursns, en divisas a 1os pafscs miembros Yy, csimisme, 1e permita
al Banco utilizar recurses oxternis en montos sujeriores 2]l scrvi-
cic do su reutia. Dichc plan quinquenal estard sustentado, entre
.,tros, on los si_uicntes supuestcs:
- Cumplimientc puntual, por D2 rte ve totos 16s rafscs miem-
bros, e Sus otligaciones Y tomds compromiscs con ¢l Dancc.
- Pace Jde cepital, por us$ 50.0 millones srovenientes e 1os
palses centroomericancs, d ser roalizado en un perfolc de
cinco efics, conforme al literal ¢) «'cl numercl 2 antcricr.
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- Obtencisdn de recursis por US$ 250.0 millones procedentes e
pﬁiées extrarregicnales.
- Contratacién de recurscs extefnés provenientes de fuentes
bilaterqies y muitilaterales por aproximadamente
US$ 650.0 millones.
- Distribucitn cequitativa de los recursos del Banco entre to-
Cus sus paises miembros, dé acuerdo a la generacién y ejecu~
cidn cportuna de proyectus, téenica y financieramente via-
bles por parte ce aquellos.
- Refinanciamientc 'y recuccidn del saldo de la clewla clel Bancc
cun la banca nrivada intcrnaéienal.
¢) Continuar aplicando las medicas :ie emérgencia adoptadas por la A=
ministracién Superinr respecto ce los preblemas e liquidez, mien-
tras se ejccutan las -lisposiciones cstdblecidas en csta Resclucidng
:})  Dar cumplimient:. estricts a 1a politica establecida.smbre cesem-
bolsos an cascs de prestatarics en m-.ra, confcrme al ACDI-9/86,
segdn la cual cl éancc tebe suspencer cesemtolscs al sector pdbli-
cr: cuanlld Sste tenga unma mora mayrr ‘e 60 cfas. Asimismo, el BCIE
sus;enicrd esembclsos 2l sector pdtlice cuanze se incuni;la con
1lus pasls Je las cbli;acioncé’referidas en los literales b), ¢) y
o) el numcrel 2 antericrs
©)  Infurmar bimes’ralmente a lus Gobernacores scbro la ejecucitn de
las cisnosicinnes cstablccidés cn esta Resoiucién.
Se Instruir al Dircctiri: y a 1a Aministraci®n Suﬁeriur Parn ques

77
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a) Continden cjecutands el Plan de Fortalecimiento Institucional cn
todus sus alcances, incluycndc una severa politica de austericad,
que imbliqué una sicnificativa disninucidn de costos auministrati-
vos, para cuyo efectc deberd analizarse la r;wr.:sibilidad de reducir
1as cficinas rejionales y el ndmero de plazas presup\Jeﬁtadas, con
miras a un mejuramiento cualitativo urcente de la Institucidn.
nsimism., deberd adecuarse el proceso Ze ccnstruccidn del edificio
scce a2 las convliciones de liquidez del Bancc. A este efectc, €l
Directoric y la acministracidn Superior ceberdn adoptar las cocl-
sicnes pertinentes en un términc mdximo ce 45 cfas, debiendo in-
fcrmar Je inmediate a 1os Sefiurcs Cobernacores sobre el particular;

b) Presenten a 12 proxima Asamblea Orcinaria de Gobernacores, a cele-
trarsc €l 24 de roviembre de 1989, 1las pcliticas y crocedimientcs
necesarios para que 1cs crélitos al sector priva:io sean canaliza-
4as a través e 10s intermeiarics financiercs e cace pais”.

Esta rResclucidn fue anrobaca por ia Asamblea. el cus de septiembre rie

mil novecientcs wchenta y nueve.
Es conforme cun SU criginal, con el que fue debidamente cctejalc.
Te ucigalpa, pistrito Centresl, cuatro e sestiembre <e mil novecizntcs

cchenta y rucve.

ugo Or”
Secreturic

1CO CENTROAMERICNNG DE

INTEGRACION ECONOMICA

LOF s ARL :bmc



BANCO CENTROAMERICANO DE INTEGRACION ECONOMICA
FONDO FINANCIERO DE LA VIVIENDA
Balances Generales Ejercicios AF85 - AF89

(En Miles de $CA)

SCHEDULE 4

AF85 AF86 AF87 AF83 AF89#
ACTIVOS
Efectivo 1,127 8,495 3,434 13,238 103
Degositos a plazo y otras
nversiones 5,661 44,666 46,465 78,272 77,099
Prestamos por Cobrar
Prestamos aprobados menos
recupercaciones 104,262 92,537 81,573 72,487 68,345
Saldos no desembolsados (12,127) ) ) . )
Prestamos Netos 92,135 83,592 75,547 67,991 63,849
Prestamos compensatorios 99,397 84,125 81,959 80,621 93,961
Intereses y otros cargos
acumulados:
Sobre prestamos 20,554 6,265 11,942 15,406 22,593
Sobre inversiones 349 2,432 4,876 6,619 6,677
Fondos por recibir de paises
miembros 1,385 3,930 4,179 (2,814) 1,762
Inmuebles y equipo de oficina
(neto) 7 4 1 -0~ -0~
Otros Activos 903 790 678 1.113 1,393
420,518 434,699 422,081 260,446 467,437
PASIVO, CAPITAL Y RESERVAS
PASIVO
Prestamos y otras obligaciones
or pagar:
restamos por pagar 98,828 99,749 100,890 123,902 121,764
Bonos 690 460 230 -0- -0-
Certificados de inversion 26,754 19,083 18,581 15,067 13,903
Certificados de deposito —=0- 13,547 12,959 _12.290 10,972
126,272 132,839 132,660 151,259 146,639
Intereses acumulados sobre
obligaciones 19,361 5,554 11,809 17,566 26,295
Cuentas por pagar y otros
pasivos -0- -0- 88 68 916
Cuentas interfondos (26,400) (12,600) (17,344) (20,839) (15,839)
Prestamos compensatorios 7 _84,125 _81,9%9
218,630 209,918 209,172 228,675 251,972
Reserva mantenimiento .
de valor (13,264) 1,018 (4,094) -0- (16,689)
CAPITAL Y RESERVAS
CAPITAL -0- -0- -0- -0- -0-
Autorizado -0- -0- -0- -0- ~0-
No suscrito -0~ (1,000) (1,000) (1,000) (1,000)
No llamado -0- -0- -0- -0- -0-
Capital interfondos 10,000 _20,000 20,000
Pagado , 10,000 19,000 19,000 19,000 19,000
Aportes especiales de capital -0~ 237 1,000 1,000 1,000
Donaciones -0- -0- -0- -0- -0-
Reserva gen?rald q 9,914 6,152 4,526 4,002 4,002
Utilidades (perdidas . 3
acumuladas) (3.762) (1.626) __(523) __7.762 8,152
16,152 23,763 24,003 _31,771 32,154
221,518 224,699  229.081 280.4496  267.437
% No auditado
Source: CABEI



HQHSIHQ_FUND: MODIFIEDR BALANCE SHEET

SCHEDULE

FY85 FY86 FY87 FY88 FY89

ASSETS
Cash 1,127 8,495 3,434 13,238 102
Time deposits and other Invest. 5,661 44,666 46,465 78,272 77,09¢
Net loans 92,135 83,992 75,547 67,991 63,84¢
Interfund accounts 26,400 12,600 17,344 20,839 1%,6%¢
Accrued Int. and other (charges):

On loans 20,554 6,265 11,942 15,406 22,59

On investments 349 2,432 4,876 6,619 6,67
Maintenance of value reserve - - - - 16,68
Funds rec. from mem. countries 1,385 3,930 4,179 (2,814) 1,76
Property. off. equip, (net) 7 4 1 0
Other assets 903 790 678 1,113 1,3¢

TOTAL 148,521 163,174 164,466 200,664 206, 0
manQ_cmm
Loans payable 98,828 99,749 100,890 123,902 121,17
Bornds 590 460 230 (0]
certificates of Investment 26,754 16,083 18,581 15,067 13,¢
Certificates of Deposit -0 13,547 12,959 12,290 10,¢

Total debt and obligations 126,272 132,839 132,660 151,259 146!
Accrued Int. onm obligations 19,361 5,554 11,809 17,566 26,
Accr. payable and other liab 0 0 88 68
Maintenance of walue reserve (13,264) 1,018 (4,094) 0
g;ziﬂl_ug_mumi
PAID-IN-CAPITAL 10,000 19,000 19,000 15,000 19,
special cont. of Capital 0 237 1,000 1,000 1l
General reserve 9,914 6,152 4,526 4,002 4
Retained earnings (3,762) (1,626) (523) 7,765 8

Total Cap & Res _16.182 23,763 24,003 1 32

Based on CABELl's Presentation

E



BANCO CENTROAMERICANO DE INTEGRACION ECONOMICA
FONDO FINANCIERO DE LA VIVIENDA

Estado de Resultados Ejercicios AF85 -~ AF89
(En Miles de $CA)

SCHEDULE 6

AF85 AF86 AF87 AF88 AF89*

INGRESOS
Preastamos

Intereses 19,116 18,045 16,552 15,124 15,090

Comisiones 275 153 74 84 43

Cargos por servicios =0- -0- =0- =0- =0-

19,391 18,198 16,626 15,208 15,133

Intereses sobre inversiones 926 2,883 3,772 5,399 8,254
Otros ingresos __=0- —=0- — ~5.143 —_—0-
Total Ingresos 20,317 21,081 20,318 26,750 23,387
GASTO
Intereses, comisiones y
otros gastos sobre la deuda 23,728 23,412 21,945 20,855 23,913
Gastos de administracion 1,022 1,056 976 1,011 1,268
Rectificacion anos anteriores 159 (23) 48 (327) 94
Transacciones interfondos
(neto) {2,462) {1,738) '_.(.2.._0_1&) (2,558) _(2.272)
Total Gastos 22.447 22,707 20,921 18,981 23,003
Utilidad neta (2,130) (1.6268) . {523) 7.769 __384
Utilidades acumuladas al
principio de ano (765) (3,762) (1,626) (523) 7,769
Transferido a reserva general __(867) 3,762 _1.626 523 _7.769
Utilidades acumuladas al
final del ano (3,762) £1.626) —(523) _1.769 384

* No Auditado

Source: CABEI



SCHEDULE 7
CABEL:
Main Financial Variables (Foreign Exchange)
(Millions of US Dollars)

variables 3 4:X] FY84 FY85 FY86 FY87 FYbY saus

Recuperaciones

Principal e

Intereses 82.8 47.6 52.8 72.1 58.7 71.3 34.2 419.5

Recursos

Externos 32.4 54.1 28.1 37.7 26.9 52.2 38.4 269.8

Producto de

Inversiones 4.4 3.4 3.2 2.5 3.5 7.4 20.9 45.3

Total 119.6 105.1 84.1 112.3 89.1 130.9 93.5 734.6
WS

Desembolsos 45.2 18.8 24.9 36.7 28.0 31.5 31.9 217.0

servicio de

l1a Deuda 105.1 100.1 71.6 58.6 55.3 65.5 69.6 525.8

Gastos Admi-

nistrativos 4,0 4.8 4.7 4.7 5.8 6.5 8.3 38.8

Total 154.3 123.7 101.2 100.0 89.1 103.5 109.8 781.6

No incluye-otros ingresos Y egresos.

Source: CABEI



BANCO CENTROAMERICANO DE INTEGRACION ECONOMICA
PROYECCIONES FINANCI:ZKAS POR MONEDAS

musax)CONSOLIDADO DIVISAS (ssse smes) CASO A/B-F (us==
we=mu) BANCO TOTAL = BANCO BASE + NUEVAS OPERACIONES (wmes

(En Miles de $CA)

SCHEDULE 8

Marc. Financ Total
CONCEPTO AF90 AF9 AF92 AF93 AF94 AF90-AF94
INGRESOS
Recuperaciones de prautamos - 43,033 41,803 54,836 58,569 70,7 269,012
Intereses y comisiones
sobre ptmos. 27,095 28,338 35,238 54,819 78,759 224,249
Intereses prestamos
compensatorios 4,826 4,606 2,890 2,732 2,575 17,629
Productos sobre inversiones 13,990 17,01 21,762 27,146 29,415 109,344
Productos F.C.M.C. 4,128 195 293 8,547 9,325 22,488
Utilizacion de recursos
externos 52,255 60,489 88,952 103,247 136,263 441,207
Donaciones 13.172 6,701 4,693 4,176 2,186 30,929
Aportes de Capital 12,700 58,650 78,650 90,000 10,000 250,000
Prestamos compensatorios 4,82€ 4,606 2,890 2,732 2,575 17,629
Ingresos varios 450 353 2,353 14,068 14,826 31,950
TOTAL 176,375 222,773 292,557 366,036 356,694 1,414,436
EGRESOS
Gastos de operacion 5,792 6,082 6,386 6,705 7,040 32,004
Gastos financieros 54,072 53,536 48,359 51,653 61,263 268,883
Interasses prestamos
compensatorio 0 0 0 0 0 0
wnortizaciones a las fuentes 31,585 33,627 35,005 34,513 35,IN 170,101
Frestamos compensatorios 0 0 0 0 0 0
De:embolsos de prestamos 61,541 80,557 133,148 189,361 245,323 709,930
Egri . sos varios 14,553 10,947 6,489 600 1,863 34,452
TOTAL 167,543 184,749 229,387 282,832 350,860 1,215,370
INGRESO NETO 8,832 38,024 63,170 83,204 5,834 199,065
SALDO FINAL BANCOS E INVERSIONES 170,925 208,950 272,120 355,324 361,158 261,158
Saldos Condicionados 134,524 134,524 131,887 124,307 110,638 110,638
Saldoc Liquidos 36,401 74,426 140,233 231,017 250,521 250,521
SALDO INICIAL: 162,093 CASO A/G-F  01/09/89





