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National Housing Subsidy System Reform

INTRODUCTION

The purpose of this report is to assist to the Government of El Salvador with a plan to
develop, design and implement a national housing subsidy program for help low-income
families afford a minimum housing solution.

The study was carried out in three distinct phases. The first phase consisted of a
Diagnostic Study of the housing sector, with a focus on the housing problems of low-
income families. Based on the findings and conclusions of this study, the consultants
made a proposal to the Government of El Salvador for the development of a national
housing subsidy system.

Work on the first phase began in October 1991, with a trip to El Salvador by a team of
PADCO consultants, consisting of Danie! S. Coleman, Jorge Vargas, Miguel Gutiérrez,
Juan Acarregui, Ramén Undurraga and Vicente Dominguez. This work phase was
completed at the end of November with the presentation of a report on the proposed
system to a group of El Salvadoran government officials during a working meeting in San
José, Costa Rica. In addition to most of the original consulting team, two other PADCO
consultants, Pedro Lasa and Migue! Murillo, participated in the San José meeting. During
this same session, the consultants provided the government officials with an assessment
of the proposed housing legislation for the implementation of the housing subsidy
program.

Once the Government of El Salvador approved the proposal, the consultants began the
second phase of the assignment, which consisted of preparing an operations manual and
those documents necessary to create the subsidy program. This work phase began in
January 1992 and was completed in six weeks with the presentation of the manual to
Government officials. The reports and documents on these two phases of the of the
assignment are contained in Volume |.

The beginning of the third and last phase was contingent on the approval of the new
housing law, whose purpose was to create a new institution, the National Housing
Contributions Fund, as well as naming and employing the professional staff to manage
this new institution. Therefore there was a delay of approximately three months between
the completion of phase two and the initiation of phase three, which finally began in July
1992. As indicated in the terms of reference, this phase included providing assistance in
selection personnel, preparing of a staff training program and organizing the management
information system. The results of this phase are contained in Volume Il of the report.
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To conclude, the PADCO consulting team would like to thank the El Salvadoran officials
who worked diligently with them to carry out the assignments. Among these officials were
Architect Roberto Parades Martel, the Vice-Minister for Housing and Urban Development,
Dr. Francisco Bertrand Galindo, General Manager of the National Popular Housing
Institute, and Mr. Gino Bettaglio, President of the National Housing Finance Co.. Their
support allowed the consultants to fulfill the terms of reference of the assignment, in spite
of the urgency of the assignment.’

'Because of this kind of cooperation from the government officials, the consultants were able to work
on a number of matters which were not specifically in the scope of work, but nevertheless, were crucial to
the development of the subsidy program.
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SECTION 1
DIAGNOSTIC STUDY

I. PURPOSE OF THE STUDY

The purpose of this diagnostic study is to establish the framework and provide the
rationale for formulating and designing the subsidy system proposal. It contains relevant
informat’on about the housing sector and particularly it covers specific areas of the sector
regarding the proposed target group of needy families, the financial resources available
for the housing subsidies, the institutional frame of reference for housing in the country,
the legal and administrative aspecte of the housing sector and the present status of the
development of housing subsidy programs. The proposal for the national system for
housing subsidies is based on the analysis and conclusicns reached in the diagnostic
study.

IIl. MACROECONOMIC CONTEXT AND NATIONAL DEVELOPMENT PLAN

The creation of a national system for housing subsidies, the object of the present
work, is coming into being at a time of profound transformations in the national financial
system and also of very important changes in the housing sector. In addition, it is coming
about at a time of drastic reductions in the fiscal deficit and of structural reforms in the
institutional sectors in charge of social programs.

A. Fiscal deficit and public expenditures

The evolution of public expenditures in El Salvador has been slow and, during some
periods in the eighties, even negative in real terms. With the sole exception of Guatemala,
El Salvador has the lowest coefficient of public expenditures in the region in relation to the
GDP.

I Chart #1
, El Salvador: Public Expenditure Indicators :

Coefficient 1984 1986 1988 1989
Public Expenditure 19.1 17.4 13.5 13.0
Coefficient (% of
GDP)
Expenditure Growth 8.8 2.0 -11.8 -4.9
Rate
fFiscal deficit/GDP 0.8 -- 0.1 3.1
Source: Central America in figures. |ICA-Flacso. 1990 o




More recently, since 1989, public expenditure containment policies, improved tax collec-
tion, and total deficit reduction, have shown positive results. Thus, the total deficit went
from 5.8% of the GDP in 1989 to 2.5% of the GDP in 1890, apart from donations.

The increase in the collection of tax revenues was very important during the 1989-1990
period, with tax revenues increasing from 2,823.9 million C to 3,779.0 million C, while the
current expenditures went from 3,967.1 to 4,702.5 million C. The expectations for 1991
are for an increase in the collection of tax revenues. However, a reduction in collections
is expected for the year 1992 due to the fact that it is a year of transition in the tax
structure. The present stamp taxes will be replaced by the value added tax (VAT), which
should go into operation toward the middle of this year. Generally, a noticeable increment
in the ccllection of tax revenues is expected after the transition, due to the greater
efficiency of the VAT.

The tax burden, not including the social security tax, went from 7.6% in 1989 to 8.1% of
GDP in 1990, due to improved collections.

Chart #2 o e
Tax Collection 777
1989 1990
(millions of | (millions of Structure
| Tax Colones) Colones) % Change % 1980
‘mme tax 581.4 725.4 24.8 22.5
Capital tax 118.9 124.8 5.0 3.9
Transfer tax 57.8 72.4 25.3 2.2
Export tax 132.7 255.4 92.3 7.9
Import tax 312.8 464.8 48.6 14.4
Excise tax 424.4 497.2 15.8 15.4
Utilities use tax 40.5 51.3 26.7 1.6
Stamp tax 764.0 1006.8 31.8 33.2
Stamped Paper and 19.9 22.3 12.1 7
others
Total 2,457.4 3,220.4 31.0 100.0
_§ource: MIPLAN, Social and economic development, 1990.
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This chart summarizes the tax structure and the variations recorded between 1989 and
1990. As can be observed, the growth rate of the collections is very significant (31%).

The replacement of the stamp by the value added tax will allow, in addition to the elimina-
tion of distortions, more controlled, efficient and increased collections. Due to the
character of the stamp tax (it is an escalating tax), it is possible that tax evagion may have
been encouraged by the vertical integration of enterprises. In other countries the incor-
poration of this tax into the value added tax produced very substantial increments in col-
lections.

The taxation system'’s reduced economic costs, the decrease in relative price distortions,
the heightened tax efficiency of collection and the reduction in tax evasion iricentives are
the reasons given for improved tax revenues.?

The public sector’s greater financial discipline reduced the pressures exerted on price
increases and the rate of exchange. Inflation decreased several points, being 19.3% in
1980 and possibly less during 1991. Evidently, inflation did nct decrease as much as
expected due to a contraction in public expenditures.

The reason for this may be the monetization of individual remittances to the nation. As is
well known, the total annual amount of remittances has been conservatively estimated as
slightly higher than the annual amount of the nation’s total exports. The exchange rate,
extremely stable during the last year, could also be influenced by these remittances.

The State’s increased tax collections and greater financial discipline have permitted the
fiscal deficit to be reduced in recent years, as may be observed in Chart #1. That is the
reason why a recent publication of the Central Reserves Bank (Banco Central de la
Reserva (BCR)), evaluating whether the obligations of the BCR-IMF economic program
had been fulfilled, indicated that the macroeconomic evolution of the country showed a
positive balance, giver: that the country has been able to reactivate the economy, reduce
inflation, stabilize and unify the exctiange market and strengthen the financial system. This
publication points out how desirable it is to continue to reduce the nublic sector deficit.

B. National Financial System Reform
The Government of El Salvador is implementing a program to strengthen the
financial system. This program has three objectives:

e To put the financial system in charge of promoting development by increasing the
availability of resources through increased savings to be used in productive activities
or in housing.

m  To strengthen and improve financial institutions and make them stable, profitable,
liquid and a real guarantee for depositors.

2 MIPLAN. Economic and social development in 1990. San Salvador: 1991.



= To privatize banks and savings and loans associations with a view to the
democratization of property in order to improve the quality and efficiency of their
services and endeavor to ensure that loans are granted on technical, instead of
political criteria.

To achieve this, the organizational framework of the financial system has been redefined
with the object of giving it greater independence and efficiency vis-a-vis the government.

Decree No. 627, published in the Official Daily on December 6, 1990 enacted the law for
the improvement of commercial banks and the savings and loan associations (Asocia-
ciones de Ahorro y Préstamo (AAP)). This law acknowledged that the banks and AAPs
were insolvent, and considered that, as a consequence:

= they will be unable to fulfill their obligations to their depositors;

= they should become solvent immediately, by having their capital and necessary
capital reserves restored to them.

At the same time the State acknowledged its responsibility for bringing about this
improvement, given its status as majority, or sole shareholder, as well as its management
performance, both of which were the exclusive responsibility of the State.

For the above-mentioned reasons, the State established the Bank and AAP Improvement
Fund as a public corporation with private capital. This Fund reports to the BCR, and is
regulated by the Superintendency of Banks and Financing Institutions.

After receiving the Superintendent’s technical opinion, the BCR selected the banks and
associations to be assisted, and at the same time determined the nature of those institu-
tions’ assets that were acquired by the Fund.

The Fund’s specific authority to implement improvement in operations is as follows:

" To acquire the assets of banks and AAPs in existence on June 30, 1990, at the
interest values posted on the date of transfer;

s To participate in the capital increases of banks and AAPs, in accordance with BCR
guidelines;

s Totrade bonds and securities under BCR's terms and conditions and in accordance
with the annual Budget.

A few days later, the legal framework was completed. Decree No. 640 was promulgated
and published in the Official Daily on December 12, 1990 and namec: the Law for the
Privatization of Banks and AAPs. Its purpose will be to create a financial system without
public sector participation consisting of private institutions, which by means of their
organization and solvency are capable of providing the necessary resources and
responding to the demands of depositors and investors.
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An additional objective of the legislation under review, an aspect that is becoming increas-
ingly apparent, is that special middlemen will disappear and be replaced by a multi-bank
system or multipurpose financial entities. In this way, except for their professional exper-
tise and know-how, the AAPs will play a reduced role with respect to housing finarice. On
the other hand, it is expected that the banks will incorporate this business area within the
scope of their activities, although there are no firm expectations in that regard.

In addition to the changes in the law, there have been important policy modifications,
such as:

= Loans to the private sector granted only through banks and financing institutions.

. Reduced public intervention in the financial and exchange markets, especially in
relation to interest and exchange rates.

s Loans to the public sector limited to 10% of the value of prior budgets.

n New rules on the solvency of financial institutions, which allow intervention in the
face of serious problems in order to protect the public’s deposits.

n Limitation of the abuses of directors and shareholders to make the operation more
transparent.

m  Transition towards a policy of positive interest rates in real terms, so that depositors
may retain the value of their deposits, and also to make interest rates competitive
with external rates.

n Gradual liberalization of the interest rates.

= Strengthening the reserve mechanism and replacement of political criteria by
technical criteria in the granting of loans.

= Access by the savings and !oans associations (transformed into financial entities)
to the Central Bank’s assets, and to credit and loan liquidity, in exchange for which
they must abide by the reserve requirements that have been established.

~ In the future, enactment of insurance and stock exchange laws to create a capital
market.

C. Social development plan and structural reform of social programs

During the eighties, the chronic social problems that traditionally afflicted the majority
of the Salvadoran population (illiteracy, lack of basic health, water, and electricity services,
lack of housing, poor nutrition) worsened, caused in part by the developing military
conflict.

A study (CEPAL: 1983) undertaken by CEPAL (Comisién Econdmica para América Latina
- Economic Commission for Latin America) showed that El Salvador in the seventies
presented the highest GINI (General Inequality in National Income) coefficient (0.60), used
to measure inequality in income, among a group of Latin American countries, followed
only by Mexico and Panama. In 1980, the poorest 20% of the Salvadoran population had
a average income of 46.5 dollars (compared to 80.7 dollars in Honduras and 61.9 dollars
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in Nicaragua) and received only 2% of the national income. The 30% below the mecian
had an average income of 155.1 dollars and received 10% of the national income.

In this context, social public expenditure diminished significantly during the eighties while
defense and security expenditures increased, as is shown in Chart #3.

Chart #3 y _
Per capita public expenditure by sector, 1989 -
_-in constant colones- Hiii
Sector 1980 1989 % of Budget

Defense and Public Security 13.5 32.68 26.7
Public Health 14.71 9.84 8.0
Education 30.62 18.74 15.3
Public Works 17.91 10.66 8.7
Agriculture and Animal 11.04 6.27 5.2
Husbandry
Servicing of the Public Debt 5.74 21.85 17.9
General transfers 2.97 10 2.6
Others 33.09 19.13 15.6
Total 135.60 122.28 100.00
Source: Center for Technical and Scientific Research on the base of MIPLAN and BCRB.

Combined per capita public expenditure for health and education diminished from 43.5 C
in 1980 to 28.7 C in 1989. In contrast, defense and security public expenditures increased
from 19.5 C to 32.7 C and expenditures for servicing the public debt rose from 5.7 C to
21.8 C.

To this we may add that, in the case of social programs, budgetary availability does not
necessarily indicate actual expenditures, which were affected by problems such as insti-
tutional effectiveness. It is worth pointing out, for example, that in the 1990 budget, the
budget for public investments for education, health, housing, labor and social security was
49.4 million colones, of which only 6% was used.

Thus, the policy for economic stabilization and restructuring of the national financial
system mentioned in the previous paragraph is being put into execution at a fairly critical
time from the social point of view.
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To deal with this situation, the Government of the Republic has defined economic growth
as necessary, although there are insufficient means to eradicate extreme poverty. For that
reason it established a social development strategy to complement economic growth and
to deal with poverty. (MIPLAN: 1989)

The purpose of that strategy is the eradication of extreme poverty, based on the following
principles and general guidelines regarding the participation and role of the private and
public sectors in delivering social services:

s Social development is not an exclusive task for the government, it involves every
person.

" The State must effectively and efficiently assume the tasks that the private se~tor
cannot manage: basic education, primary preventive heaith care, drinking water and
sewers in the rural areas, minimum housing.

m  The privaie sector must play a fundamental role in the eradication of extreme
poverty. It must also be supportive of the poorest sectors.

The instruments for the solution of the most urgent basic needs are:

o Focusing cocial expenditures on the poorest population sectors, that is, on those
sectors that do not have the economic capability to provide basic social services for
themselves.

a Direct subsidies to satisfy the demand, by means of clear and transparent
mechanisms, so that people may choose their providers freely.

. Decentralization of social services so that the institutions closest to the poorest
sectors are entrusted with their care, whereas the central government can play a
stipervisory and regulatory role and assign the funds.

n Periodic monitoring and evaluation of social programs to prevent abuses and
improve the performance of the programs.

ty Coordination with local governments.

The strategy defined by the Government of the Republic has two simultaneous compon-
ents: a short-term compensatory program and a medium-ierm structural change program.

Based on the above, compensatory social policies and integrated sector plans were
formulated. The former must be put into operation immediately, and their object is to
ameliorate the negative social effects of structural adjustment measures.

The integrated sector plans are long-term in nature and their object is to coordinate
activities between the different sectors in the social area (education, health, basic sanita-
tion and housing). Thus, an effort is made to involve and broaden the participation of the
private sector. focus on social expenditures and increase the effectiveness and efficiency
of public expenditures.
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l. THE HOUSING SECTOR AND DEVELOPMENT STRATEGIES

The housing policy of the present government administration is based on the
National Economic and Social Development Plan 1989-1994. (MIPLAN: 1989)

A. The housing sector with regard te the National Deveiopment Plan

The housing sector has been assigned to the social development area and is not
mentioned in the economic development area. It is important to underscore this place-
ment because it seems to imply that housing has not been fully considered as a key sec-
tor in the process of economic reactivation. Even so, the strategy for this sector is not
inciuded in the category of compensatory social policies.

The housing sector is included in the integrated sector plans. The following guidelines
have been set for this sector:

= Focusing on the use of public resources
"To allocate public expenditures on a priority basis to direct subsidies for the
construction and improvement of housing for the most vulnerable groups in the
country" (Ibid.: G1)°

B Liberalization and deregulation of the savings and loan System
"To eliminate gradually the distortions in the real estace financing market." (Ibid.: G2)

s Privatization of the performance of public projects and programs

= Modernization of the country’s legal and institutional framework
"To facilitate and rationalize the housing construction and acquisition processes."
(Ibia.: G2)

B. The housing sector plan

Based cn a National Development Plan outline, the VMVDU (Vice-Ministerio de
Vivienda y Desarrollo rbano - Vice Ministry for Housing and Urban Development) formu-
lated the National Housing Plan 1990-1994. This plan is not yet finalized: the last version
is dated 10/24/91 and is in the form of a "version for discussion with the consultant"
(FONAVIPO: 1891). Hereafter we refer to this ducument and not to any earlier versions.

The goals of the housing plan are as follows:

s To generate adequate conditions for the development of a flexible, transparent and
efficient housing market.

s To create an administrative and financial system that will eliminate marginalization
in the availability of housing for the population.

*The National Plan establishes a premise concerning stibsidies stating that all State subsidies must be
explicit, focused and direct.
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To establish a housing finance system where the state participates only as a
regulator and facilitator.

The goals thus defined imply three basic areas of action:

restructuring sector institutions
restructuring the existing housing finance system
promoting private property in low income communities.

The sector plan defines the roles of the different agents of the housing sector in the
following manner:

The VMVDU must effectively become the governing entity in the housing sector.

The FNV (Financiera Nacional de la Vivienda - National Housing Finance Associa-
tion) must be reformed and its resources fused with those of the IVU (Instituic de
Vivienda Urbana - Urban Housing Institute) and PRONAVIPO (Programa Nacional
de Vivienda Popular - National Popular Housing Program). It must become a second
tier bank and an administrator of the subsidy fund.

The FSV (Fondo Social de la Vivienda - Social Housing Fund) must channel
resources, in some cases as mortgage certificates (cash infusions) and in some
cases as direct subsidies.

Tne social security institutions, INPEP (Instituto de Pensiones para Empleados
Publicos - National Pension Institute for Public Employees) and IPFSA (Instituto de
Prevision Social de las Fuerzas Armadas - Armed Forces Sociai Security Institute)
should end the practice of making loans at subsidized interest rates.

The financing entities should develop long-term, resource-collecting financing
instruments.

Private socia! development organizations (foundations, cooperatives, formal develop-
ers) should be included as "auxiliary financing institutions". Ir addition, Foundations
and other entities should become the "greater executive agent of the housing policy,
absorbing riany of the traditional functions of the State". For that same reason, the
plan contemplates the participation of organizations that have not been traditionally
involved in the housing sector such as community banks, rural development banks
and labor unions.

VU should be abolished.

Other programs (CONARA (Comision Nacional de Restauracién de Areas - National
Area Restoration Commission}, FIS (Fondo de Inversion Social - Social Investment
Fund, etc.)) and water service institutions (ANDA), electricity (CEL) and telephones
(ANTEL) should coordinate their functions better.

The municipalities should establish urban and rural planning offices.

The builders, through CASALCO (Camara Salvadorena de la Construccion -
Salvadoran Builders Association), will play an active role in providing housing. In
addition they should organize follow-up and data systems on the housing market.
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Although there is no specific subsection dealing with the informail housing sector, the
sector plan shows a clear intent to generate conditions to promote it. This may be
achieved through various programs:

s Areal property records office for the social sector, to legalize the lanc ownership of
families who live in shanties and illegal settlements. This program, considered key
by political authorities, will be entrusted to the Freedom and Progress institute (Insti-
tuto Libertad y Progreso).

s Rehabilitation of squatter areas in cities and rural settlements.
s Coordination with unregistered developers.

IV. HOUSING DEFICIT AND HOUSING ACCESSIBILITY

The formulation of a national housing subsidy system requires that a detailed
description be developed of the "housing problem" (experienced basically by the low
income population) that it intends to address. Under ideal conditions, the available
information should be as complete and current as possible, in order to have an accurate
estimate of three key variables: the housing deficit, the: housing needs and access to
housing.

This kind of information is difficult to obtain in El Salvador. In particular, base information
(homes, demographic data and family income) is generally outdated or incomplete,
making it especially difficult to quantify the necessary indicators.

Even so, the data obtained illustrates the magnitude of the severe housing problem faced
by the Salvadoran popuiation, especially the low income population, a fact that is widely
acknowledged by the atithorities, independent of statistics.

A. Demographic evolution

At present, we are a long way from knowing what the present population of El
Salvador is, that is, how many people actually live in the country.

Due to the fact that the last national census was in 1971, there are only estimates on
population growth available, and those vary widely from source 10 source. The official
estimates indicate that the Salvadoran population residing in the country is up to six
million, although that amount could be much higher. Likewise, and mainly as a result of
the military conflict, the internal migrations (rural-rural, rural-urban, urbari-urban, El
Salvador-USA) have been great, but there are no studies about the quantity and direction
of these migratory flows. The government estimates that 600,000 Salvadorans reside in
the USA, but it is rumored that this figure could be closer to one million. If all this is true,
then the estimates about housing deficits and needs could also be significantly different
from official calcuiaticns.

What changes might there be in the demographic composition of El Salvador in coming
years and how might they affect a subsidy program? Probably there will be few changes
if the political situation remains as it now is. However, if there were a peace agreement,
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there could possibly be significant population movements and changes. First, some
immigrants would probably return to El Salvador, particularly single persons with family
in the country. Moreover, under peaceful conditions in the country, it is also probable that
there will continue to be some urban and rural movement.

If both migratory movements take place, there will be an increased demand for housing
throughout the country, particularly in the rural areas where incomes are lowest. This will
produce greater pressure on the Government to develop not only rnore housing solutions
than those under consideration in the present plans, but a even greater number of rural
housing solutions. Besides, it will produce greater financial and organizational demands
n the housing subsidy system.

B. Housing deficit

The Vice-Minister for Housing and Urban Development has attempted to determine
the housing deficit, publishing some figures in the National Housing Plan. Assuming that
there e approximately 5.25 million people* living in El Salvador, (1.03 millon families),
then approximately 46% or 473,000 families live in inadequate housing. This is considered
the official housing deficit in El Salvador. This deficit comprises inadequate or non-existent
housing in urban and rural areas. These estimates were provided prior to 1980.

: Chart #4
Housing deficit by zone and type
1950
Improved
Area New Housing nousing Total Percentage
Rural 171,500 133,200 304,700 64.0
Urban 97,200 71,100 168,300 . 36.0
Total 268,700 204,300 t_tZS,OOO | 100.0
(| Source: National Housing Plan. Vice-Ministry for Housing and Urban Development, June of 1990.

In addition to tt.2 deficit accumulated by 1990, new housing needs arise on an annual
basis due to population growth and the need to repiace housing units that are beyond
repair. Based on the estimate that the number of families is slightly above one million and
the population growth rate is around 2% per year, (apart from the flow of emigrants from
the country), then thei ¢ was a need for an additional 20,000 units in the country in 1880
for families in all income categories, with slight annual increments in subsequant years.
Furthermore, assuming that an additional 1% of the housing inventory is beyond repair
each year, then some 10,000 units will be required each year to replace those units. We

“Take note that the population estimate is lc.ver than that accepted by other official sources.
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can conclude that the country should build at least 30,000 units each year just to avoid
an increase in the deficit.

C. Evolution of housing affordability

The housing deficit affects primarily low income families. In recent years, the
purchasing power of those families has been steadily decreasing, which means that if no
action is taken, the housing deficit will increase more rapidly since population growth is
highest among this income group.®

The above-mentioned factors have been measured indirectly through a housing afforda-
bility analysis based on long-term financing that considered mortgage conditions, such
as interest rates and terms, offered by the Housing Savings and Loans System for the
period of 1972-1990.

The indicators that determine the variation in housing affordability through mortgage
financing were calculated by comparing variations in available average family income
(monetary) and variations in the requisite average family income, which are determined
by the price of housing and the mortgage terms (according to SAP (Sistema de Ahorro
y Préstamo - Savings and Loan System) interest rates and the terms in force each year).
The distortions in the period analyzed are noticeable compared to the affordability
indicators for the different years.

These indicalors, expressed as variations in housing affordability conditions through
savings and loan mortgage financing for the period 1972-1990, are shown on the follow-
ing chart:

Chart #5 , o
Variation of average affcrdability-of - -
housing through S.A.P. i
(Base 1972-100)
Indicators of median
I Year affordability
[ 1972 100.0
1977 94.0
1978 729
1982 40.0
1986 54.0
1990 67.6
Source: Prepared by authors

*Information source: Central Reserves Bank National Accounts; Ministry for Planning; Office of Census
and Statistics; Central American Monetary Council; PRONAVIPO and AID Seminar-UNIAPRAVI of 1983.
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The figures presented in the chart reveal a situation of chronically diminished access to
housing, which became more acute after 1978 as a consequence of a deterioration in
family income and an increase in the price of housing and monthly mortgage payment,
which in turn were aligned to the interest rates anc the terms of long-term loans.

The relative improvement in affordability for the 1986-1990 period responded to dscreases
in the real price of housing, due to a decrease in building costs and to negative interest
rates in the financing of housing construction projects.

The figures shown previously indicate that affordability conditions calculated for the year
1990 must be increased by 50% in order to be comparable to conditions in force in the
year 1972. In other words, one would need to subsidize the price of housing by 32% in
1990 to be as affordable as housing in the year 1972.

D. Family income and ability to purchase a housing solution

Several family surveys were carried out in recent years to measure family income.
While these studies have provided a great deal of important information about income,
they have only measured the family income in cash obtained from locally generated
sources. As such, the income from foreign remittances was not considered in any of the
studies, even though such remittances are conservatively estimated at about $15 million
dollars per week. A recent study by CEPAL on remittances and family economics for El
Salvador, Guatemala and Nicaragua indicates the following:

..remittances are an element of the survival strategy of the poor. in this process, although still
to a small degree, both migration and remittances are changing the organization and structure
of the recipient families. These imply changes in their leadership, their organization and their
social integration in the country. Therefore, in some measure, remittances are having an impact
on the formation of new micro-social structures. (CEPAL: 1991, p.22)

These studies did not estimate the amount of income in kind and they may not be used
to construct appropriate breakdowns. Therefore, the total family income reflectzd under-
estimates actual income and cannot be used to analyze trends. Nevertheless, these
studies provide the only real measure of family income in both rural and urban areas.

Three sample studies provided most of the information about family income. The studies
reveal a country where income is extremely low, and where a great number of families live
in poverty conditions. The most recent study of urban areas showed that 31% of the
families had a monthly income of 705 colones (actually a minimum wage), which is an
extreme poverty level. This same study revealed that an additional 33% of urban families
received an income of between 705 colones and nearly 1,500 colones per month, which
is still considered a relative poverty range.

The Ministry for Planning and the Vice-Ministry for Housing attempted to combine these
studies to try to arrive at figures for family income on a national basis.
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The results, as shown in the chart below, indicate that 88% of families in the urban and
rural zones have reported incomes of less than 2,000 Colones a month.

| N Chart #6 By
Family income distribution in El Salvador o i
, : 1990 ‘ BRI SN
| Income level Families Percentage
Over 2.000 C. 126,047 12.0
1.000-1.999 C. 218,142 20.8
600-999 C. 257,089 24.5
200-599 C. 320,532 30.6
Under 199 C. 125,837 12.1
__Sp_yrce: Vice-Ministry for Housir 9 and Urban Development and MIPLAN.

In spite of these results, there is reason to believe that the capacity of needy families to
pay for housing is really greater than that indicated by the studies. In fact, a sample of
families that bought lots, compiled by Argoz Katamaran, the big informal settlement
developer, showed that needy families may have a greater ability to pay for shelter than
was previously thought. This sample showed that 51% of families with incomes under 400
Colones a month were able to make periodic payments for a lot without utilities. Addition-
ally, it was found that 50% of families made monthly payments of up to 50 Colones while
another 41% paid between 50 and 100 Colones per month. This includes 38% of the fami-
lies dependent on agriculture, which is a notoriously erratic income source.

This surprising capacity to pay evinced by the neediest families is due in part to the
availability of additional in-kind income. If remittances really play an important role in
supplying financial resources for needy people to use in the acquisition of housing, then
it would be more important to identify the use of remittances in a housing subsidy
program.

What can poor families purchase, given their income ievels? The answer depends on the
cost of housing as much as on financing conditions.

To illustrate this point we have begun from the premise that each Salvadoran should have
access to at least a minimuin basic shelter, which can be defined as a 28 m? housing
unit, built of standard materials, with basic water, electricity and sanitary systems. The
provision of a basic unit for all the inhabitants of El Salvador is not possible at present,
given the low income family levels and the nation’s available resources. However, it is
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possible to improve living conditions for large numbers of families by means of housing
improvements.

The cost of basic solutions or improvements are as follows:

s  Home improvement cost: a sub-standard unit may be brought up to basic standards
with an investment of approximately 2,000 to 8,000 Colones.

. Lot with utilities: 8,000 up tc 12,000 Colones, depending on an urban location. Rural
costs would be lower, assuming that the cost of the land is lower.

] Minimum home: 28,000 to 35,000 Colones in San Salvador, 10% to 20% lower in
secondary cities and even lower in rural areas, depending on the cost of land.

Based on the abo.e-mentioned costs, housing finance conditions in relation to the family
income determine the purchasing capacity of the demand.

With regard to the poor population, the rule of thumb that 25% of family income should
be allocated to pay for housing would not apply because those families have little or no
disposable income left over after paying for food. However, it has been demonstrated that
even in El Salvador needy families are able to contribute funds to pay for housing, as long
as the purchase of a dwelling becomes an event of great importance. The issue then be-
comes how much available income families have to pay for housing.

In El Salvador (National Housing Plan: 1990-1994), 77.60% of homes have incomes that
fluctuate between 200.00 y 399.00 colones per month and they make payments of be-
tween 27.00 y 50.009 colones. Incomes of between 400.00 and 700.CO colones (minimum
wage) represent families with a monthly payment ability of between 47.00 y 80.00 colones,
while those who earn between 701.00 y 1.200.00 colones have the ability to pay between
100.00 and 25.00 colones per household.

The monthly expense to acquire a basic unit is 300 Colones per month, and if financed
by a savings and loan association would come to 420 Colones (for a term of 15 years,
an interest rate of 20% and a downpayment of 20%). If that same unit were financed by
a subsidized loan, at an interest rate of 7.5% from the FSV (Fondo Social de la Vivienda -
Social Housing Fund)—the other terms remaining the same —then the payment would
be reduced to almost half, to 220 colones per month. A family of five with a monthly
income of 2,000 colones, could probably afford to pay for the FSV-subsidized unit
because the monthly payment would be within the range of 200 Colones that a family can

pay.

However, with a monthly income of 1,400 Coiones (the equivalent of two legal minimum
wages), it is much less likely that the family could pay for that same FSV-financed unit,
because 220 Colones is more than twice what the family could zfford. In the income
range of under 1,400 Colones, it is clear that the expenses involved would be too exor-
bitant for the family to pay, particularly taking the cost of living intc account.
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On the other hand, it would be virtually impossible for a family with an income of 2,000
Colones per month and a payment capacity of only 200 Colones, to afford a mortgage
loan with a monthly payment of 420 Colones, which is the cost of the savings and loan
association loan. And families with monthly incomes below 2,000 Colones would be totally
unable to pay such a mortgage.

V. COMPOSITION OF THE HOUSING SECTOR

At present, the housing sector in the Republic of El Salvador is divided into two sub-
sectors: the formal and the informal subsectors. The former is actually undergoing a
process of institutional restructuring, while the latter is developing vigorously.

A. Formal subsector

The formal housing subsector addresses the housing demands of the population
within a framework of regulations and technical specifications determined by Salvadoran
legislation.

The public sector is characterized by the proliferation of institutions of a more or less
autonomous character, coordinated principally due to the political identification of their top
leadership and their good will.

In theory, the leading role should be played by the Vice-Ministry for Housing and Urban
Development, which is subordinate to the Ministry for Public Works. In practice, the status
of the housing sector has riot been a high priority consideration of the State and it main-
tains its relevance because of an important number of specific entities, like the AAPs
(Asociaciones de Ahorro y Préstamo - Savings and Loans Associations), the FSV, the IVU
and others that are dedicated to housing as part of their social security role. In addition,
a number of private or soon to be privatized institutions also participate, such as the
commercial banks. Also among the cited entities are non-governmental institutions (NGi)
as well as building companies and affiliated industries.

The great complexity created by this series of institutions that have been responding to
policies that were popular at the time they were established is evident simply by stating
their frequently overlapping objectives.

Through 1990, the formal subsector consisted of very different entities (See Chart #7):
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: Chart #7 .
General description of the principai programs and Institutions that participate In the housing sector

ACRONYM ivu FsSv INPEP IPSFA AAPs FNV FUNDASAL

ENTITY Urban Housing Social Housing Fund - | Public Employee Armed Forces Soc. Savings and Loan National Housing Salv. Dev. & Min.
Institute - Fondo Social de la Pension Institute Sec. Institute Associations Financs Ins. Housing Foundation
Instituto de la Vivienda Instituto de Pensiones | Instituto de Pre- Asociaciones de Financiera Fundacién Salv.
Vivienda Urbana para Emploados visién Social Ahorro y Préatamo Nacional da la de desarrolio y

Publicos de las Fuerzes Vivienda vivisnda
Armadas minima

NATURE 1/ Autonomous public Autonomous public Autonomous public Autonomous public Chartered compsany Public Law Non-profit

institution institution institution institution Corporation sssociation
" DATE ESTABLISHED | 1950 1973 1970 1970 1960-1970 1963 1970

TRADITIONA L housing, finance and long-term financing long-term housing long-term housing fong and short term governing entity of project development;
FUNCTION project development finance finance housing finance tha savings and loans | long-term he:'sing
system finance; urban
managsment support
TRADITIONAL minimum housing; low-cost housing low-cost housing construction, repaire | medium-cost housing, | financial oparations minimum housing
PROGRAM lots with utilities {purchase, {purchase, and purchase {construction, repair with the AAPs through mutual
construction and construction and and purchase) assistanca
ropairs} repasirs)
PRESENT in liquidation; transfer serious financial margar of SLAs; olimination of
SITUATION of portfolio and difficulties juridical governing functions
assets transformation into over the system;
financisal antities futu is pending
Sources:
) Atty. Parada, legal counsel PRONAVIPO
2/ FSV, FUNDASAL, HABITAT, CHF, PRONAVIPO, PDIPCRU (MIPLAN, 1931)

IVU (PADCO: 1985}

INPEP, IPSFA, AAPs, FNV (Nogales: 1991)

CONARA, FISS, FINATA, ARGOZ: Interviews.
3/ Same as 2 oxcept that the information on FUNDASAL, HABITAT and CHF is also derived from interviaws.
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o o S0 77 Chart #7 cont. SR e |
General description of the principal Institutions and programs participating In the housing sector = . © ¢
II ACRONYM HABITAT FVC PRONAVIPO PDIPCRU ARGOZ CONARA FIsS FINATA
ENTITY Habitat Foundation | Cooperative National Popular Integral Argoz Katamaran National Salvadoran Social | National Agrarian
Fundacidén Housing Housing Program development Commission for Investment Fund Transformation
Haébitat Foundation Programa program for emall Area Restoration Fondo de Finance Company
Fundacién para Nacionel de rural and urben Comisidn fnversidn Financiera
{a vivienda Vivienda housing Necional de Social Nacionel de
cooperativa Populer Programa de Restauracién de Salvadorefio Transformacién
Desarrollo Aroas Agraria
Integral de
Pequeiias
Comunidades
Rurales y
Urbanas
NATURE 1/ Non-profit Non-profit Public program Public program Corporation Public progrom Public program Autonomous
corporatic~ corporation with special with special with epecial with special public institution
administrative adriinistrative administrative administrative
authorization authorization authorization authorization
DATE 1986 1952 1986 1983 1270's 1983 1990 N.A.
ESTABLISHED
TRADITIONAL project develop- projoect projoct project project Financing of Financing of land
FUNCTION ment; selection of | development; long- | development and development and decyvelopment and community community expropriations
beneficiaries for term housing long-term housing | long-term housing | long-term housing | projects projects redistribution and
New Dawn finance finence finence finance long-term
program financing
TRADITIONAL minimum housing minimum housing minimum housing | minimum housing lote without community community lot adjudication
PROGRAM utilities infrastructure infrastructure and legalization
PRESENT SI- restructuring of futura to be petitioned to pstitioned to
TUATION functions as a defined chengs to private manage a rural
technical advisory bank housing program
entity for VMVDU
Sources:
a/ Atty. Parada, lagal counsel PRONAVIPO
2/ FSV, FUNDASAL, HABITAT, FVC. PRONAVIPO, PDIPCRU (MIPLAN, 1991)
IVU (PADCO: 1985)
INPEP, IPSFA, AAPs, FNV (Nogales: 1991)
CONARA, FISS, FINATA, ARGOZ: Interviews.
3/ Same as 2 except that the information on FUNDASAL, HABITAT and FVC also derived from interviews.
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1. Governing entity

The Vice Ministry of Housing and Urban Development is attached to the Ministry
of Public Works. The VMVDU is the entity in charge of promulgating policies for the hous-
ing sector and has urban planning authority.

2. Financial entities

a. Savings and Loan System

This was the specialized housing finance system, created by Decree No. 282
of March 15, 1963. It was established by FNV (Financiera Nacional de Vivienda - National
Housing Finance Institute), as a second tier governing entity, responsible for financial
oversight, and seven savings and loan associations. Its principal operations were granting
short-term financing to private developers and long-term financing to middle income
groups.® The Government intervened directly in the Savings and Loan System, nationaliz-
ing it on March 7, 1980, through Decree No. 158 of the Revolutionary Government Junta.

The FNV was established as a central savings and loan bank in support of savings and
loan associations. After the financial reforms of December of 1990 (see: paragraph V), it
ceased playing a support role and dedicated itself solely to resolving their shortage of
capital or virtual bankruptcy.

b. Commercial banks

Traditionally, commercial banks have paid little attention to housing activities,
limiting themselves to financing high income commercial activities.

3. Sncial security entities

a. Social Housing Fund

The FSV (Fondo Social de Vivienda - Social Housing Fund) is a social
security entity specializing in housing. Its activity is concentrated in long-term financing
operationg for its contributing population, consisting almost exclusively of workers from
the formal private sector.’

Its start-up capital was established by a public contribution of 25 million Colones, while
its source of income consists of private sector employer contributions, equivalent to 5%
of employee salaries up to a basic salary cap and 0.5% of the salaries paid to all private

®By 1988, 100% of the operations of the Savings and Loan System financed housing priced at over
30,000 colones. Housing in this price range is accessible to families with incomes above three minimum
wages. Holms, Charles. Housing Sector. FUSADES: Doc. #8, 1988.

"Contributing ponulation: 230,000. Loan beneficiary population: 60,000. In: Nogales, Javier. Strengthening
the housing financing system. Consultant for the Inter-American Development Bank, 1991. p.28.
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sector employees. The workers, or their beneficiaries, receive the total sums thus zccu-
mulated when they: (1) retire, (2) become disabled or (3) die.

The funds held by the FSV accrue interest at a rate of 0.5% per annum.

b. Other social security entities

There are two social security entities that do not specialize in housing, but
do provide long-term housing finance for their contributors: the Public Ernployees Pension
Institute, established by Statute #373 of 1975, and the Armed Forces Social Security Insti-
tute, established by Statute #500 of 1970.°

4. Non-financing public entities

a. Urban Housing Institute

The IVU (Instituto de Vivienda Urbana - Urban Housing Institute) is an
autonomous public institution, which specializes in low-income urban housing. It was
established in 1950 by Statute #111.

The central objective of the IVU was defined as follows:

s To promote the provision of sanitary, comfortable and economic urban housing for
low and medium income families.

s To carry out special programs that improve the social, environmental and housing
conditions of social groups residing in human settlements developed in an irregular
or deficient way or under inadequate conditions.

The units built are to be awarded to salaried employees who do not own a home. Statute
#836 of October 21, 1981 designated the IVU to implement the improvement programs
for squatter or invader settlements (Access tc Community Well-being Program).

To date, the IVU has acquired a significant stock of land, at an estimated value of
US$ 48,000,000.

b. Public housing programs

These programs originated from agreements with international organizations
to satisfy the low-income population’s housing needs. To develop those programs, speci-
fic entities were established to act as executing units. Such is the case with PRONAVIPO
(Programa Nacional de Vivienda Popular - National Popular Housing Program), created
by Executive Decree #43 of 1986, and PDIPCRIJ (Programa de Desarrolio Integral de
Pequenas Comunidades Rura'es y Urbanas - Integral Development Program for Small

®Contributing population: 130,000. Population of housing loan beneficiaries: (guaranteed mortgages):
16,000. In: Nogales, /bid. p.30.
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Rural and Urban Communities), established by the general central government budget
law of 1983. (MIPLAM: 1991).

PRONAVIPO was established to develop low-income housing programs and related pur-
poses. In general, it acts as a division of the Vice-Ministry for Housing and Urban Devel-
opment, and based on the provisions of a special agreement, it manages funds from the
United States Agency for International Development (USAID).

c. Inter-institutional housing programs

These programs were established with funds from international cooperation
programs, and several existing entities have participated in them. Such is the case of the
"Nuevo Amanecer" (New Dawn) program, which is directed towards low-income families
who were victims of the 1986 earthquake. The program was designed by the Vice-
Ministry, while a non-governmental organization is in charge of selecting and ciassifying
the beneficiaries, the developers build the projects, and the savings and loan system
grants financing to the families and manages the mortgage portfolio.

d. Fublic programs to develop basic community infrastructure

These types of programs do not properly belong in the housing sector, but
their effect is very important in satisfying housing needs since they have established
executive entities that enter into agreements with international cooperation organizations,
a principal source of funding. Among the most important are CONARA (Comisién
Nacional de Restauracién de Areas - National Commission for Area Restoration), estab-
lished in 1983 with Agency for International Development (AID) resources, and FIS (Fondo
de Inversion Social - Social Investment Fund), established in 1990 as the executing
agencies in charge of implementing an sgreement with the Interamerican Development
Bank (IDB).

5. Private social development executive entities (NGl)

These are private, non-profit institutions that specialize in providing short- and
long-term housing finance for low income sociai groups.

a. FUNDASAL

FUNDASAL (Fundacién Salvadorefa de Desarrollo y Vivienda Minima -
Salvadoran Development and Low-cost Housing Foundation) is the most important private
organization. Established in 1970, it has broad expertise in the developmerit of human
settlements and urban community management programs, which are based on an original
methodology.

This foundation has important international links with the World Bank, the Interamerican
Development Bank, the Kreditanstalt fir Wiederaufbau (KFW) of the German Federal
Republic, the Italian Catholic institution Lay Movement for Latin America (LMLA), the Inter-
national Solidarity Institute of Spain (ISI) and other organizations with similar purposes.
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b. Other entities
Other important entities are the FVC (Fundacion para la Vivienda
Cooperativa - Cooperative Housing Foundation), which is part of an international organi-
zation, and the Habi: at Foundation, created in 1986.

6. Private offerors

These are private housing developers and builders, collectively represented by
the Salvadoran Building Association. Among them, it is worthwhile to distinguish & group
that specializes in building housing for FSV's clientele, who are known as "the Fondistas".

At some market levels private companies compete strongly, particularly where the clien-
tele already has financing. in the city of San Salvador, this occurs in the real estate devel-
opments with prices that vary between 40,000 and 100,000 colores.

In brief, the formal housing sector consists of institutions, most of them public in nature,
that deal with housing supply and demand. With the exception of certain public programs
(CONARA, FISS, PRONAVIPO) and the private social develcpment executive agencies,
the focus of the main institutions has been to serve urban saocial groups that are not
precisely among the neediest.

The participation of various entities in a number of housing solutions and in financing up
to the end of 1991 is shown in Chart #8. Despite its limitations®, the chart illustrates the
preponderan role played by the savings and loan associations, FSV and FUNDASAL, as
well as the relatively marginal role played by the other entities.

®The Chart does not include figures for FUNDASAL. Besides, it includes only portfolio statements, and
it should not be interpreted as a statement of the work historically performed by these entities. Finally, it
does not include PRONAVIPO OR PDIPCRU data.
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* (through 12/31/90)

Entity # solutions % solutions

FSV 60,000 32.0 1,177.6 28.5 |
INPEP 16,600 8.8 537.5 13.0 "
IPSFA 5,000 2.7 180.0 4.0
FONAVIPO 1/ -- 153.8 3.7

IvU 2/ N.A. 161.5 3.9
AAPs 90,000 47.9 1,918.0 46.5
FUNDASAL 16,110 8.6 N.A. N.A.
TOTAL 187,71 O_ 100.0 4,128.4 100.0 L

1/ including direct loans and administration.
2/ includes housing under construction, sales, rentals and lots. I

Source:
(a) Starts: MIPLAN. Social and economic development of El Salvador. 1991

Nogales, Javier. El Salvador: strengthening the housing finance system. Consultants for the IDB,
April 11, 1961, p. 31.

{b) Financing: r\iogales. Ibid; Loc. cit.

3. Informal subsector

The informal housing subsector addresses the housing demand with solutions that
do not meet the rules and technical requirements established by Salvadoran legislation.

It consists of:

i. Developers of illegal settlements

Private enterprises provide very low-income families with lots without services
and located mainly in rural areas. During the payment period, the families have a lease
agreement for an instaliment sale and when the debt is canceled they receive their owner-
ship title to the lot. The most important company of this type is Argoz Katamaran.

2. Squatter settiements on urban lots

These are spontaneous seizures of public or private land by mostly low-income
urban dwellers, for the purpose of building squatter housing, almost always substandard.



3. Boardinghouses

These are leaseholds of older, deteriorated urban homes which are rented to
low-income families, each one of which occupies a section of the home an:i shares utili-
ties.

4. Individual self-help construction

This consists of houses built by individual families on lots owned by the family
or third parties.

In brief, the informal housing subsector consists of private entities dealing with housing
supply and demand, directed mostly to the low-income population in both rural and urban
areas. Although they do not have the institutional diversity of the formal subsector, they
engage in a large volume of activity. (See section V.)

C. Potential participating entities

In El Salvador there are also institutions that, if they could collect savings, might
become a part of the housing finance circle. These are Rural Cooperatives or Lending
Banks, grouped under a second tier institution called FEDECREDITO (Federacién de
Cajas de Credito - Federation of Lending Bariks), which manages and supports them
financially. Since they have offices in many places where there are no other financial insti-
tutions, they have the potential to act as a savings vehicle for housing. However, their low
capital and the high rate of delinquency in their present portfolios make their conversion
into housing finance entities difficult. A study of the 8 largest cooperatives with a net
capital of over one million colones revealed that 3,798 of 10,329 loans were delinquent;
that is, 36.8%, which in terms of their value represented 22.2% of the loans. Moreover,
their capital, share value and placements decreased in real terms between 1989 and
1990.

VI. HOUSING SUBSIDY PROGRAMS IN EFFECT

Currently in the housing sector, a great variety of housing subsidy policies are
implemented through a number of entities, with regressive repercussions (the exceptions
are noted later) and a lack of coordination. In fact, there has been no housing finance
system that functions as such and coordinates policies so as to eliminate distortions.
Besides, as a general rule, the operationil capacity of the housing finance entities has
been weak.

A. Subsidy mechanisms

1. General subsidy to all the users of the financing system

In recent years there has been in El Salvador an indirect subsidy to the borrow-
ers of all financing entities due to the negative interest rates on loans. (MIPLAN: 1989).
The establishment by the Central Reserves Bank of fixed interest rates for financial
institutions, which were lower than the inflation rate, was a characteristic of the eighties.
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Apart from the consequences that the subsidized interest rate policies exerted on the
financial health of the entities, the principal bereficiaries of this subsidy have been the
business groups and the medium and high-income population sectors, that is, the tradi-
tional clients of the formal financing system. This has caused the subsidy to be a regres-
sive instrument, since it has not benefitted the lower-income people. In fact, quite the
oppcsite is true.

2. Indirect intentional subsidy to borrowers of housing finance

Generally, housing finance entities have made additional indirect subsidies to the
present Salvadoran financing system. This has been done in two principal ways:'
(1) the establishment of interest rates on loans that were lower than the interest rates on
productive and commercial activities; (2) exemptions from fees, stamps and administrative
costs in favor of the beneficiary.

Chart #9 presents a summary of the prevailing housing finance situation.

"°Public infrastructure bullding programs like CONARA or FISS have used the direct subsidy mechanism.
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N g Chart#9 ,
Long-term houging finance conditiona for 1981
ACRONYM ivu FSV INPEP IPSFA AAPse FNV FUNDASAL
Target population | a) families with Private sector Public employees armed forces a) Current: a) Current: families with

incoms of between

wage earners with personnel population with population with income equsl to or
1 and 2 minimum income of between income above 3 income equel to or | less than 1
weages 1 and 3 rrinimum minimum wages. ebove 3 minimum minimum wage,
b) AID progrems: wages b) New Dawn: wages.
income under 2 populstion with b) New Dawn:
minimum wages income of bestwean | population with
1 and 3 minimum income bstwoen 1
wages and 3 minimum
wages.
riority sector urban urban urban urban urban urban urban
Link entity cornmunity
organizations
Instrument foan loen foan loen loen loen loens and grants J
Interest rate 7.5% everage 7.5% everage 7.5% average o) Currunt: 4-8% I
b) New Dawn:
11%
Term 40 years 20 years 20 yeoeors o) Current: 16-26 yeoars
b) New Dawn:
17 yesrs

HSOURCE: PRONAVIPO; Interviews with FISS, CONARA, FINATA, FUNDASAL, Operations manuals of the New Dawn Program.
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Leng-range housing finance conditions 1991

Chart #9, cont.

[ Aacronym

HABITAT CHF ARGOZ CONARA FISS PRONAVIPO PDIPCRU FINATA
Target population { a} Current: families with families with poor communities | poor communities | families with families with
families with incomes below 1.5 | incomes below 1.6 income befow 1 incomes below 1
income equal to or | minimum wages minimum wages minimum wage minimum wage
less than 2
minimum wages
b) New Dawn:
families with
incomec between |
1 and 2 minimum
wages.
Priority sector urban urban rural rural rural urban rural rural
Link entity community municipa'ities non-governmental
organizations institutions
Instrument loans and grants loans grants grants loans loans loans II
Interest rate a) Current: 11% multiplies by 10 9% average a) 8% (phase il
5% the commercial agrerian reform)
b) New Dawn: value of the {and b} 7-11%
qualify only
Teorm 20 years 10 years 20 years 30 years

h SOURCE: PRONAVIPO: interviews with FISS, CONARA, FINATA, FUNDASAL, Operations manuals of the New Dawn Program.
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Several important facts may be derived from the preceding chart:

s each institution or program has defined its own subsidy conditions for interest rates
on loans, a practice that makes the housing finance system a complex and tangled
web of overlapping policies.

s The target population of the principal housing finance institutions has not been the
low-income population. Such is the case of the Social Housing Fund. Its principal
housing loan beneficiaries have been the higher-income contributors (NOGALES:
1991), which is why the net savers (170,000 persons that receive 0.5% on their
contributions) subsidize the net debtors (60,000 persons that pay an average of
7.5% annual interest on loans). Since ine net debiors are the higher-income contri-
butors, the result is that the lower-income workers are subsidizing the higher-income
persons. Nogales estimates the subsidy at 52% of the financing, assuming a 20%
inflation rate and an interest rate of 7.5% (/bid., p.28).

The private social development organizations operate with subsidized interest rates, but,
unlike the Social Housing Fund, the former savings and loans associations and other
social security entities provide assistance to the lower-income sectors in the following
terms:

=  The programs that provide basic infrastructure operate on a direct subsidy policy.
FISS and CONARA work through grants to municipalities or community groups.

. in the case of private social develcpment organizations, (FUNDASAL, HABITAT,
FVC) and basic infrastructure programs (FISS, CONARA), there is a significant
related subsidy that consists in not charging the organization’s operating expenses
as a cost.

s In certain programs there has been an implicit additional subsidy which consists of
not collecting on the loans.

It should be pointed out, on the other hand, that the most extensive "housing program"
for low-income families in the country, implemented by the illegal developers, does not
operate with subsidized interest rates. The poorest people buy lots without utilities under
less favorable legal and financial conditions than the clients of the formal housing finance
programs. The following mechanism generally operates in the informal sector:

s  The landowner and the developer determine a commercial price for the property
based on a square meter cost, which is then multiplied by the size of the lot to
determine the lot price.

s The price is multiplied by ten to obtain the total amount that each family will pay for
each lot.

= Since the term of the debt is ten years (as in the ARGOZ company), the total
amount is divided by one hundred and twenty (120) to obtain the monthly amount
that the families will pay. This is a fixed amount and generally varies between 25 and
60 colones per month.
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=  The families receive a lease-purchase contract. When the last payment is made, the
family receives title to the property; however, in some cases, the title is not trans-
ferred.

In practice, the families receive financing with an effective annual interest rate of 26.5%.
This rate results from multiplying the commercial value of the real estate times ten and an
amortization term of ten years. Note, however, that the monthly payment is atfordable to
very low-income families. In general, it represents less than 10% of the fainily monthly
income (ARGOZ: interview).

B. The "Nuevo Amanecer' Program: a special note

The "Nuevo Amanecer” (New Dawn) program deserves special mention because it
is, in terms of housing subsidies, the single most important policy conceived by the
Salvadoran government. It is the direct immediate antecedent of the new subsidy policy
to be introduced with the help of the PADCO consultancy.

This program will be described with reference to seven variables: origin, sources of funds,
scope of operations, target population, financing conditions, operating pian and results.

1. Origin
The "Nuevo Amanecer" Program was established to respond to San Salvadoran
families affected by the 1986 earthquake, so that initially this action was limited to one
region of the country. Its antecedent is Statute #776 of October 8, 1987, re-enacted in
March of 1990 by the present government under the provisions of Legislative Decree #35
of October 11, 1989 (Law for the Special Housing Construction Program).

2. Source of Funds

The "Nuevo Amanecer" Program'’s two main financial resources are the Agency
for International Development, through project #AID-519-HG-006B, and the International
Bank for Reconstruction and Deveiopment, through agreement IBRD 2873-GOES. Also
there is a grant agreement with Japan and counterpart funds from the government of El
Salvador. In addition, the program has a fund of 12,000,000 C to subsidize some loans.

3. Scope of operations

The “Nuevo Amanecer" Program is authorized to finance the construction of new
housing and community improvements.

4. Target population

The original target population consisted of homeless families with a monthly
family income of between one and three minimum wages.

The program was designed to provide 8,123 housing units; 3,038 with AID funds and
5,085 with IBRD funds (FNV: 1991, p.1).
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5. Financing conditions
The program contemplated both long-term and short-term financing. Short-term

financing provided capital to builders under the following terms:

Financing of up to 75% of the total amount of the project cost with IBRD funds
(FNV) anZ 90% with AID funds (PRONAVIPO).

Maximum term: 12 months

interest rate: 22% (IBRD), or 14% (AID).

Mortgage guarantee; completion bond for the first disbursement.
Maximum value of housing: C 35,000.

Long-term financing provided to families under the following conditions:

Financing of up to 100% of the value of the housing solution;

Two components: (1) a basic loan with an interest rate equal to the prevailing
savings and loan rate; (2) a subsidized loan, ranging from C 600 (higher income
families) to C 10,776 (lower income families), geared tn close the gap for a period
of up to 10 years and covering payments that the family cannot make due to their
limited payment ability.

Interest: (1) base loan: 11%,; (2) subsidized loan: 0%.

Graduated mortgage payments, annually adjusted. These graduated payments allow
both the principal and interest of the basic loan and the principal of the subsidized
loan to be recovered.

Term: 17 years.

6. Operating plan
The operating plan of the "Nuevo Amanecer" Program involves a number of

entities, each of which performs a specific function.

The financing entities are AID and IBRD.

The regulatory entity is SETEFE (Secretaria Técnica de Financiamiento Externo -
Technical Department for External Assistance). SETEFE approves disbursements
for the use of funds a3suming the Vice Ministry for Housing and Urban Develop-
ment's proposal is consistent with the conditions required by the financing
companies.

Planning entities:

- The Vice Minister for Housing and Urban Development defines the policy and
procedures and establishes a fiduciary agreement with a commercial bank to
provide short-term financing.

- PRONAVIPO evaluates and approves the projects, and their iinancial arrange-
ments, as well as regulates the financial and administrative activities between the
fiduciary and the borrowers. (PRONAVIPO: Operations Manual 1989, p.2).
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Financing entities:

- Short-term: commercial banks as fiduciaries. The National Housing Finance
Company manages the banks and channels the resources through the savings
and loan associations, which grant the loans.

- Long-term: the FNV manages the banks and channels funds through the sav-
ings and loan associations, who grant the loans.

Beneficiary qualifying entities:

The HABITAT Foundation selects, prequalifies anu qualifies the families, through the

issuance of a cettificate as required by the financing entities before considering

financing for the applicants.

7. Program results

Positive results: 4,421 houses have been built, that is 54.4% of the original goal, 18
months after the Program was redesigned and four years after it was originally
designed. (FNV: 1991).

Beneficiary qualification: HABITAT received 16,166 applications, of which 12,700
(78,6%) were prequalified; 8,342 (51.6%) qualified; and 7,041 (43.6%) certified. The
savings and loans associations granted financing to 4,000 beneficiaries up to the
month of August (24.7%) (FNV: 1991. HABITAT: Interview).

Most of the qualified families with incomes less than 1.5 minimum wages had been
rejected by the savings and loans associations because even under the special financing
conditions of the program they cannot afford the houses built (FNV: 1991; HABITAT:
Interview). In the face of this situation the FNV recommends:

As an immediate measure, it is recommended that, with regard 1o the parameters for selecting
program users and to prevent future delinquency, HABITAT should consider families with
incomes close to the ceiling called for in the agreements, since these families could meet their
payments..." (FNV: 1991).

Delinguency portiolio. 12% of loans more than 90 days are in arrears. (/bid.:
Annex 3)

Coordination. In the opinion of HABITAT, there are serious coordination problems
in the selection, qualification and financing phase due to the application of different
criteria by the different entities involved. (HABITAT: Interview). PRONAVIPO’s tech-
nical personnel shared this opinion in the following terms:

The procedure bei~g followed (Note: by HABITAT in the selection of beneficiaries) is incorrect...
HABITAT...does not know exactly how many families have used the certificate...as for the
remaining certificates, they do not know whether they have been presented to construction
companies or whether the families are definitely uninterested...lt seems that PRONAVIPO and
the Vice Ministry do not really know about this situation either...besides it is necescary to know
exactly the number cf units being built under the Program, since the FNV states. that the num-
ber is 7,074 houses, but it is necessary to subtract from that figure the houses included in
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A.

PRONAVIPO's other projects that will not be built. (Memorandum of Erick Castillo to Rigoberto
Hemdandez, Manager for Program Formulation and Identification of PRONAVIPO, 6/11/91)

RECENT ACTIVITY OF THE HOUSING SECTOR

Dominant trends in the eighties
The following contradictory trends predominated in the housing sector during the

eighties:

Low produciion of housing units by the formal subsector in the city and almost nil
in the countryside. During the second half of the last decade, there was a significant
reduction in housing by the formal sector according to the figures provided by
FUSADES {Fundacién para el Desarrollo Econémico y Social - Social and Economic
Development Foundation).

o ~ Chart#10 |
’ -Formal Housing Activity e
Year Urban Rural Countrywide
1985 20,996 6,625 27,621
1986 11,282 417 11,699
1987 8,756 848 9,604
| 1988 10,464 1,040 11,504
—S;urce: FUSADES. Housing sector diagnosis. 1990 ]

Large scale development of housing by the informal sector, as a means of respond-
ing to the housing demand by financially strapped families. The fragmentary sources
of information about this sector preclude us from obtaining a clear picture of how
it has developed in recent years. Nevertheless, the available figures show the great
importance of this subsector in the El Salvador’s housing activity.

- Regarding the illegal settlements, the Housing Sector Plan acknowledges the
existence of 459 settlements, where a total of more than 300,000 families live
(PRONAVIPO): 1991). The developer of the most important illegal settlements
reports a total of more than 200,000 client families during 14 years of operations
and a monthly rate of 1,000 to 1,500 new sales (Interview with the legal
representative of Argoz Katamaran Company: 10/28/91).

- The Housing Sector Plan records 303 squatter settiements (PRONAVIPO: 1991,

p.5).
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If these figures are correct, the informal subsector would have produced close to 36.7%
of the housing stock in El Salvador, without taking into account the activities employing
other informal methods. Just one land development company operating in the informal
subsector would have undertaken in 1980 more operations (between 12,000 and 15,000)
than the entire formal housirig finance system. This is explained by:

=  Diverse institutional subsidy policies, generally regarding interest rates, offered to
small segments of the population.

=  Financial difficulties incurred by institutions due to financial mistakes and delinquen-
cy problems.

= Low priority placed on social housing by the government.

= Direct participation by the State in housing development which has led to financial
problems.

s Real estate title and recording problems.
. Reduced purchasing power of workers.

Official figures for 1990 show negative results for the building sector with a decrease of
12.8% in sector investmerit and an inflation rate almost ten points above the national rate
(28.2% vs 19.3%) (MIPLAN: 1991). This was attributed to "low public works perform-
ance...elimination of subsidized interest rates for the sector...uncertainties in the sector
that are normal in a period of structural changes" (/bid.).

Nevertheless, the VMVDU figures show a significant change in the housing sector in 1990.
In that year, there were 27,000 housing starts (PRONAVIPO: 1990b, p.3), of which 11,000
were produced by the formal sector. A recent publication of the Social and Economic
Development Foundation confirms this trend, based on cement sales (FUSADES: 1991a).

Finally, CASAL.CO has stated that the secior’s activity was reduced in 1990 due to the
combined effect of the government’s macroeconomic policies and the institutional restruc-
turing processes in the housing sector (CASALCO0:1990). That assessment was confirmed
for 1991 by the Executive Director of CASALCO as follows:

The companies said we cannot undertake projects because there is no demand. The govern-
ment said it is out of money because it is trying to control the fiscal deficit. At present the only
programs in existence are the remnants of the earthquake reconstructioi programs. The incre-
ment in the volume of cement sales observed by FUSADES might be caused by activity in the
informal sector, the proliferation of small domestic cement factories and the export of the
national cement production to cther countries. (Interview with CASALCO's Executive Director:
10/21/1991)

B. Restructuring of the housing sector

Several important changes have taken place with respect to the situation described
in the 1984 PADCO report on the formal housing sector (PADCO: 1985):
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s The abolition of IVU, the ensuing personnel reductions, and the attempts to sell its
mortgage portfolio (126 million) and its real estate holdings (approximately C 300
million) (PRONAVIPO: 1991b, p.2).

s The substantial decline of FNV. According to FNV, it is bankrupt. The Nogales study
shows that FNV has a negative net worth.

s The transformation of the savings and loans associations into quasi-banks (/bid.:
p.3) and the merger of several associations. It has been known unofficially that only
three or four associations will survive as financial institutions, among which
AHORROMET and CASA.

= The promulgation of the legal framework for the privatization of the savings and
loans associations.

+  The expansion of basic infrastructure programs.
s The eliriination of direct stat= participation in the implementation of projects.

s Theinvolvement of non-governmental organizations in implementing public housing
policies, as in the case of the "Nuevo Amanecer® Program.

Housing authorities are simultaneously tackling several aspects of the sector’s institu-
tional, financial and legal reform, including those rules and technical specifications on land
tittes, which has led to the development of a large number of programs and projects.
Among the most important projects are:

= The negotiation of an agreement with the IDB for approximately US$ 50 millicn to
finance technical assistance, to discount mortgages and to fund housing subsidies.

m  The establishment of the Freedom and Progress Institute to manage a massive land
title program based on an automated management system and the simplification of
land title requirements.

=  Reform of housing finance by the social security entities. The reform of social
security is still in the embryo stage and its scope is uncertain, for which reason the
Sccial Security Funds (FSV, INPEP and IPSFA) still maintain their current structure.
Nevertheless, the FSV is committed to an urgent and rapid modernization that will
allow it to overcome the uncertainties and rigiaity of the current payment system;
appraise savings through a fairer treatment of the retirement accounts of their
contributions; improve service by making direct contributions; and establish market
conditions for loans to eliminate the distortions created by indirect subsidies.

The proposed law for the creation of the National Popular Housing Fund (Fondo Nacional
de la Vivienda Popular) (FONAVIPO), which will probably be revised before it is sent to
the Parliament in December of this year, deserves special mention. FONAVIPO is defined
as an autonomous institution, with its own capital. Its principal objective is to facilitate
access tn housing by the greatest possible number of low-income Salvadoran families.
To that end it will borrow or issue guaranteed securities utilizing the funds obtained from
the abolition of FNVC. The key point is the creation of a housing subsidy system, called
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the Housing Contributions Program, through which subsidies will be granted mainly from
funds inherited from IVU and PRONAVIPO.™

As a ccnsequence, FNV and IVU will be abolished and all their assets, rights and any
shares derived from PRONAVIPO trusts and management contracts will be transferred to
the new institution, except for the funds in the USAID agreement.

Vill. OTHER FACTORS THAT AFFECT THE HOUSING SECTOR

A. Urban planning regulations

In the Republic of El Salvador virtually the samie legal requirements for housing con-
struction exist as in other countries. However the capacity to apply them is reduced since
neither VMVDU nor the municipalities apply the rules rigorously because the housing
pioblem has overwhelmed the legal system. Thus, the civil authorities carry out projects
to solve the principal infrastructure problems of the marginal settiements without having
yet proceeded to legalize the properties. As a result, it is possible that a formal housing
program developed for families of modest means could compete with informal developers,
if the building regulations are changed.

B. Recording of deeds

There are serious problems with the recording of deeds. For instance, the FSV has
experienced delays in recording certified copies of mortgages with the recorder of cleeds.
One of the problems the SLAs face in improving their portfolio is that some of it consists
of unrecorded mortgages and for that reason it cannot be assigned to the Bank Improve-
ment Fund (Fondo de Saneamiento de Bancos) and the SLAs.

As a consequence, informal developers have resorted to using lease purchase agree-
ments, thus creating a legal relationship not subject to penalties.

C. Sector taxes and exemptions

Housing activities are affected by the stamp tax (and its exemptions) and the excise
tax. Individuals and corporations are subject to the income tax and the capital tax, as
applicable. Stamp and excise taxes may be replaced by a new value added tax plan, as
is discussed below.

1. Stamp tax and fees

Real estate rent receipts are taxed, while rental and subleasing receipts for
housing used to let rooms are exempt. Bid bonds on housing projects are also exempt.

""These consultants supported the Vice Minister for Housing and Urban Development in the discussion
and revision of the proposed legislation, along the lines of the proposed subsidy system presented in
document Il of this study.
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At nresent, banks are exempt from stamp taxes, and this exemption should be extended
to the AAPs when these are privatized, thus eliminating the tax exemptions they now
enjoy as state-owned institutions.

2. Excise tax

There is a tax on the sale of cement paid by the producer, at the present rate
of 0.10 for each 94.5 Kg. bag of cement.

3. Personal income tax

The imputed rental value of a private house can be deducted from personal in-
come tax. Also deductible are the expenditures undertaken by the owner for Cuilding,
maintenance and operating costs and improvements on such housing, if undertaken in
El Salvador and deemed to benefit the country.

Corporations have to pay income tax, with the exception of legally established state-
owned or public utility corporations.

Included in the concept of income are the capital gains earned by a person or a corpora-
tion not habitually in engaged in commercial transactions or real estate activities.

4. Capital gains tax

Housing provided free of cost to employees as well as savings deposits in
savings and loans associations are a deductible expense.

The tax system is in general not applicable to investments in owner occupied homes or
in the construction industry. The tax on cement sales seems counterproductive, while the
tax on rental housing has an effect on the development of that type of housing.

D. Subsidy legislation

Except for pubic infrastructure programs, present legislation does not permit public
entities to establish subsidies or explicit, non-refundable contributions. Nevertheless, this
has not prevented the operation of several forms of subsidies and implied contributions,
either in the form of below-market real interest rates or by the non-collection of mortgage
loans.

IX. CONCLUSIONS AND RECOMMENDATIONS

A. Conclusions

This diagnostic study makes it possible to draw a number of relevant conclusions
regarding the formulation of a natior.al system of housing subsidies. These conclusions
have been classified under four headings, as follows:
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1. The macroeconomic and financial context

The Salvadoran economy is undergoing a stabilization period, based on a greater
financial discipline in the public sector and on a containment of public expenditures,
which limits the allocation of abundant fiscal resources to a subsidy program.

The Salvadoran financial system is undergoing a profound process of institutional
restructuring (deregulation and privatization), the end result of which is unknown.
Thus, the design of a housing finance system is difficult.

2. The social context

The population’s access to housing has deteriorated consistently in the last twenty
years, to the point where today a 32% subsidy would be required to restore the
average purchasing capacity of the population to the level of 1972.

A large proportion of the population lacks the purchasing power to acquire a mini-
mum housing unit built by the formal sector. Under these conditions, the informal
market has developed a series of housing solutions for low-income people and a
much higher level of activity.

The national development plan includes the housing sector in its integrated
development plans, which implies an acknowledgement of its importance within the
country’s economic, social and institutional restructuring process.

3. The institutional context

Despite the great number of existing institutions in the country with social housing
financial functions, very few have been successful in addressing the needs of the
low-income population.

There is a great variety of housing subsidy policies whose common denominators
are a lack of coordination and the regressive character of the subsidies.

The "Nuevo Amanecer" Program is the first experience of a subsidy program that
involves institutional coordination. Nevertheless, it has had limited results because
of the complexity of its operational system and its financing model.

4. Housing sector activity

In recent years, the housing sector (formal subsector) has experienced a downward
trend and there is no consensus as to whether that situation has been overcome
in 1990 and 1991.

The informal subsector maintzins a vigorous activity addrzssing basically the low-
income rural population. Living conditions in informal settlements are very pre-
carious.

Recommendations
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1. General considerations

The State must correct distortions in access to housing by subsidizing
institutional demand, facilitating the housing process, creating legal and administrative
mechanisms to guarantee subsidies to the purchaser in an impersonal and objective
manner and, finally, generating the necessary conditions for families to have equal access
to housing opportunities according to their means.

Equality of opportunity does not mean access to the same kind of housing, but rather
making an effort to achieve freedom of choice based on the aspirations of each family,
their efforts and how objectively the rules are made and applied.

2. Administration

Subsidies require delicate handling. Their management has been generally
influenced by political factors alien to sound financial management, for which reason they
should be established through long-term consensus. Subsidies are a social cost that
economies have to pay for their past inefficiencies, which have resulted in a large
marginal population. What must be clear is that the cost of subsidies is to be paid by the
population at large and that irresponsible management causes more problems than it sets
out to solve. A subsidy system must be managed in a centralized, highly efficient and
transparent manner.

3. Target population

a. Location

The subsidy program must be made available to urban and rural families
without distinction as to its terms and conditions.

b. Status of housing

Because of the magnitude of the deficit, those families who do not yet own
a house would be eligible to buy one. Families that own a lot, with or without utilities,
would be eligible for assistance to build a house, while the owners of dilapidated houses
could also participate through home improvement programs.

c. Income

Families with incomes below 2000 colones per month do not have the
capacity to buy a minimum house using private financing. However, these same families
are capable: of zllotting a portion of their income for housing even though in many cases
the amount is insufficient.

Considering the above, a housing subsidy system could be directed to those families
whose incomes do not allow them to finance the purchase of a minimum housing unit,
that is, families with incomes below 2000 colenes per month, which is equivalent to three
minimum wages. Based only on family income, approximately 88% of the families in El
Salvador would then be eligible to participate in a subsidy program.
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4. Income sources

The proceeds from the PRONAVIPO and IVU portfolios, basically from repayments
on their loan portfolios. According to the authorities, the repayments of the
PRONAVIPO and IVU portfolios will jointly generate 24 million C each year.

IVU properties. The value of IVU properties is estimated at some C 300 million. A
great number of properties have been located and reassessed.

Resources originating from foreign loans, like the one being negotiated with the IDB
for US$50 million. In this regard, the deputy representative of the IDB indicated that
soft resources would amount to US$12 million. The financing conditions of these
funds (40 years, 10 year grace, 1% or 2% interest, depending on the term) would
make it possible to utilize the financial returns from a subsidy fund. In the best
possible case, the resources would be available early next year.

Other sources of state funds, created or assigned for that purpose in coming years.
These sources would be directly related to improved tax collections or the creation
of new taxes, something that is not possible in 1992 because of the change in the
tax structure. A significant reduction in defense and security expenditures is not
expected in 1992. The situation could change in 1993 (full effect of the new tax
structure and the possibility of reductions in military expenditures if a peace treaty
is signed). It would be appropriate to insist on the idea of using a percentage of the
national budget (3 to 5%) for housing subsidies.

5. Transfer of assets from other institutions to FONAVIPG
This is an extremely sensitive issue because if the institution to be created by

law to manage a subsidy fund comes into being with the liabilities of FNV and VL, it will
have very serious problems that would inhibit its operations.

The following points should be negotiated:

That the Central Government assume FNV’s debt, represented by the difference
between the exchange rate on the date the foreign loans of United Trust Co. and
AID were signed and the exchange rate today, amounting to C 122.2 million.

That the Central Government assume the debt owed by FNV and IVU, amcunting
to C 31.8 million.

That hard-to-recover IVU assets be liquidated by adding them to the principal and
interest debt maintained by FNV with the Trust Co. of N.Y. in the amount of C 2.3
million.
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PART 2
THE ESTABLISHMENT OF A HOUSING SUBSIDY SYSTEM IN THE
REPUBLIC OF EL SALVADOR

. GENERAL CONSIDERATIONS

This document addresses the general formulation of a Housing Subsidy System for
the Republic of El Salvador, as drafted by the PADCO consultants. Its purpose is to
establish the general guidelines for the promulgation of a National Popular Housing Fund
and for the definition of a housing subsidy policy. It should be mentioned that this
document is the product of discussions with the authorities and the technical personnel
of the housing sector on the first visit by the consultants to El Salvador.

The Housing Subsidy System formulated herein is based on three principles, which, in the
judgement of the consultant team, are essential for a successful housing subsidy system.
They are:

»  The State must play a supporting role in the financing of housing. Above all, it must
facilitate and promote adequate conditions so that private institutions, non-govern-
mental institutions, beneficiaries’ organizations and the builders will generate a
dynamic housing market for the lower-income social groups.

m A subsidy program must coexist with a savings program for housing. This is funda-
mental not just in order to mobilize resources for housing finance, but also to make
the subsidy a recognition of the efforts of the families that are most interested in
taking advantage of the opportunity offered to them.

s Long-range housing finance must be based on a long-range internal mobili~ation of
resources. External resources (loans or grants) may play a supplementary role, but
they should not constitute the principal source of financing in the long term.

These principles have been enunciated before in official documents of the Government
of the Republic of El Salvador, such as the Social and Economic Development Plan 1989-
1984, the Housing Sector Plan 1990-1994, and in PRONAVIPO proposals on housing sub-
sidy policies. We wish to make them explicit again because they constitute a conceptual
starting point for the formulation cf our preliminary proposal.

Il. DESIGN CONSTRAINTS

Design constraints refer to the parameters defined by the Vice Minister for Housing
and Urban Development as essential characteristics for any subsidy system designed with
the support of the consulting team.



The restrictions are the following:

s the subsidy must address the housing demand;

s the supply of housing will not be subsidized;

m the subsidy will be progressive: the lower the income, the greater the subsidy;
= the subsidy will be directed to the lower income population;

= there will be clear, unquestionable and pure rules for awarding subsidies;

= subsidies will be awarded on the basis of savings programs;

m  mortgage operations generated under the housing subsidy system must be a part
of the mortgage market;

m  housing loan interest rates will not be subsidized;

= the Vice Ministry for Housing and Urban Development will be the governing authority
in charge of the housing sector.

lll. DESIGN CONSIDERATIONS

A. Definitions

Design considerations refer to those aspects of the social, political and institutional
life of Salvadoran society that are necessary for the design of a system of subsidies that
must also be adapted to the objectives and capability of the Government of El Salvador.

Pertinent considerations may be divided into four groups: political, institutional, social and
financial. These are enumerated, together with a brief description when necessary, in the
next section.

B. Considerations
1. Political

a. Consideration 1.1

The dialogue now in process could lead to the end of the armed conflict in
a short time. A postwar period characterized by social demands, due to strong expecta-
tions of an immediate improvement in the standard of living, is predictable. If this were to
happen, it would be a delicate period for the Government of the Republic.

In this setting, the political will of the present administration, with the support of the
legislature, to create adequate financial and administrative mechanisms, geared to focus
heightened attention on the nation’s severe housing problem, is crucial.

b. Consideration 1.2

The present administration ends in 1994, but electoral campaigning will
begin in 1993. The social work of the government could be a sensitive issue.



2. Institutiona!

a. Consideration 2.1

The institutional aspects of the housing finance system is undergoing a pro-
found restructuring process. Such restructuring contemplates deregulation and privatiza-
tion of the system as a means of creating substantive institutional changes (liquidation of
IVU and proposals for the liquidation and transformation of FNV). The main factor is the
improvement in the efficiency and effectiveness of housing finance entities.

b. Consideration 2.2

Both the institutions and public policies involved in social housing are weak
and have had very little impact on improving the housing conditions of poor people.

In recent years, these institutions have financed a low percentage of the low income
groups’ housing. The most important (FSV, AAP) do not serve the needs of the popula-
tion with low purchasing power. In addition, the financing entities have had problems
caused by the effects of the nationalization of the financial system in El Salvador.

c. Consideration 2.3

A variety of regressive and uncoordinated housing subsidy policies have
been implemented in the housing sector (with exceptions mentioned later on). There is
no housing finance system functioning as such, and the principal entities generally show
a weak operational capacity. The common characteristics of housing subsidy policies
have been their indirect character (a subsidy on interest rates) and their regressive char-
acter (they favor less disadvantaged groups). The indirect subsidies may be classified into
three groups:

(1) Subsidies to lenders in general, by fixing low interest rates on deposits, below the
rate of inflation.

(@) Subsidizing interest rates on housing loans of institutions or social housing pro-
grams by financing institutions (as in the case of FSV, INPEP, FUNDASAL, "Nuevo
Amanecer").

(8) Subsidies connected with housing lenders, such as waivers of closing costs and
exemptions from stamp duties and administrative expenses.

Except for the beneficiaries of nen-governmental organizations’ programs, such as the
programs of FUNDASAL, FVC or HABITAT, the principal beneficiaries of housing subsidy
policies have not been the nation’s lower income groups. Nevertheless, each institution
or program defines its own subsidy conditions (interest rates), turning the housing finance
sector into a complicated and ineffective web of overlapping policies.
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The differences respond to different reasons:

s different interest rates.

n  different selection criteria.

s differences in the origin and nature of funding.

On the other hand, and in spite of the efforts made, most of the entities and programs
in the sector have shown a weak operational capacity as expressed both in the number
of loans granted and in the efficiency in management of the mortgage loan portfolio. Such
is the case with PDIPCRU, PRONAVIPO (in its former function as an executive entity),
“Nuevo Amanecer," IVU and the savings and loan associations. Again, we must make an
exception for FUNDASAL, an organization that in recent years has contributed noticeably
to housing production through its own program, although its costs are not fully known.

d. Consideration 2.4

There are very few non-governmental entities or associations with expertise
in housing matters. Those that have it, except for FUNDASAL, have experience in small-
scale operations, which are hard to expand.

Even in FUNDASAL's case, it is quite probable that they would hardly be able to expand
their present operation quickly and substantially.

3. Social

a. Consideration 3.1

The low income population has little or no purchasing power for the
minimum housing offered in the formal housing market. In addition, there is no important
institutional structure through which the demand for housing could be channelled, particu-
larly in rural zones.

The gap between the price of a minimum housing solution and the low-income popul-
ation’s purchasing capacity is so great that it requires a high amount of subsidy per
family.

b. Consideration 3.2

The proliferation of informal housing solutions, to which the majority of the
low income population, urban and rural, resort for housing given their lack of access to
the formal housing market.

Remarkable among the informal hcusing solutions are the pirate or illegal settlements,
where more that 300,000 families live without basic services. One of the business
concerns that operate in the informal sector has been able to identify the unsatisfied
demand and develop an impressive real estate and finaricing market for the low income
population.



c¢. Consideration 3.3

The important and permanent inflow of remittances from Salvadorans
residing in ithe United States which are received in great measure by the low-income
population to be used for various consumer needs.

4, Macroeconomic

a. Consideration 4.1

The policies of control of public experiditures, fiscal deficit reduction and the
maintenance of good relations with the international financial organizations are a priority
for the government.

b. Consideration 4.2

If peace is achieved, it is possible to begin the process of reducing military
expenditures and proposing a reorientation of the resources thus freed for use in other
areas of public activity.

¢. Consideration 4.3

If peace is achieved, and the process of demobilizing military units begins,
the levels of unemployment and underemployment could be significantly affected, if there
is no deliberate policy of generation of employment through the productive reactivation
of labor intensive sectors.

IV. ATTRIBUTES OF THE SUBSIDY SYSTEM

A. Definition

The parameters and conditions stated in sections Il and Il of this document define
a series of attributes that the subsidy system formulated for the Government of El
Salvador must consider. These ettributes constitute, in practice, the premises on which
the design and operation of the subsidy system must be based.

B. List of Attributes

1. Political attributes
The subsidies system must:

(1) be prepared for its operation to coincide, if the case should arise, with the beginning
of the post-war period, as a priority social program for a government facing social
demands;

() have a positive and tangible effect on low income families;

(8) have maximum political credibility, as an impartial, transparent, necessary and fair
effort, for the benefit of the poor;
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demonstrate good results, in one year’s time;

serve as an instrument for the central government to provide stable and substantial
resources for the Housing Contributions Program (subsidy fund);

be framed within a policy of housing and human settlements, defined at the highest
level of the Government of the Republic. That policy must be responsible for the
definition of the general priorities of the country’s housing problem in the country but
not for the administrative and technical direction of the housing finance and subsidy
system.

2. Institutional attributes
The subsidy system must:

be an essential and harmonious part of the process of restructuring the institutional
housing finance sector;

make it possible to harmonize the country s social housing policies;

be a wide-ranging operation, which cannot rely solely on the traditional housing
finance institutions;

permit the involvement of new entities (cooperatives, rural banks, non-governmental
institutions) as active agents;

promote a process of involving these entities in a gradual and selective way, due to
their scant expertise in housing finance and the difficulty of expanding the scale of
operations in an ordetly fashion.

3. Social attributes
The subsidy system must:

give the low-income population the purchasing power to afford a progressive
solution, with a minirnum goal of providing the resources to acquire a lot with basic
services;

to guarantee, through very small savings amounts and the granting of small mort-
gage loans, that the cycle of a progressive housing solution based on a subsidy
policy will abolish, instead of institutionalize, substandard housing;

induce channeling the resources mobilized through the existing informal mech-
anisms of savings and housing as complementary sources for the subsidy system;

capture an important part «f the inflow of remittances as savings for the housing
finance system.
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(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

(25)

V.

4. Administrative attributes
The subsidy system must:

be managed by a team of the highest technical and professional quality;
minimize the administrative costs of managing the system;

develop strategies to manipulate the principal variables of the subsidy system in total
coordination with the policies of saving and of granting mortgage loans under
market conditions to the low income population;

have final quality control systems that will permit a continuous evaluation of the
operation and impact of the subsidy system;

be operated on the basis of criteria to optimizz benefits among the largest possible
segment of the population.

5. Financial attributes
The subsidy system must:

begin in the short-term with resources (physical and cash) already in existence in
the housing sector;

support negotiations on the redistribution of public resources in favor of the housing
sector, as a complementary means of achieving the medium-term consolidation of
a subsidy system within a housing finance system;

obtain foreign resources;

utilize housing savings as a permanent and stable source of income for the housing
finance system directed to the low income population, and as a source of comple-
mentary social security for the resources assigned in favor of the Housing Contribu-
tions Fund (subsidy fund);

grant financing to help meet the housing demands of the low income population and
incentivize supply.

DESIGN OF THE HOUSING SUBSIDY POLICY
In conformity with the attributes mentioned above, this section develops the principal

characteristics of the housing subsidy policy and system for the Republic of El Salvador
on two levels: the definition of the housing subsidy in favor of low income families and the
macrodesign of one housing finance and subsidy system that must be established to
make possible the operation of the sub:sidy.
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The definition of the housing subsidy refers to the type of instrument to be recommended
and its principal requirements and parameters.

The macrodesign of the subsidies system refers to the basic institutional and finarcial
composition of the housing sector’s finance system.

A. The instrument of the housing subsidy

To make a housing solution accessible, there is no other possibility than the
progressive housing solution plan, as indicated in the social attributes of #12 & 13.

Three modes of access to housing solutions of social interest are proposed, depending
on the income level of the family. All of them have adjunct savings plans. The three
modes F.ave different application procedures, although requests for applications, notifica-
tion of subsidies granted and appeals will take place simultaneously.

MODE I: MINIMUM ACCESS: INITIAL EFFORT, SAVINGS AND SUBSEQUENT
LOAN

The basic concept of this mode is to grant immediately, though conditionally, a basic
housing solution as a subsidy, which will guarantee the establishment of a subsequent
savings plan. This savings plan would later allow a loan to improve the initial housing
solution.

As a precondition for eligibility, the families that apply must open a savings account and
reach a minimum amount of savings, still to be determined.

. Beneficiaries
Families with an incom2 below the minim'.m wage who also do not have a house
that meets minimum living standards. Families that apply on a collective basis will
have priority.

" Subsidy
The beneficiaries will receive at most the monetary equivalent of a lot with minimum
services, or else a lot with minimum services in the case of properties belonging to
public institutions. For that purpose, it will be necessary to develop a model of costs
for latrines or other form of service if it is an urban lot, as well as a supply of
drinking water and the storm and sewer drainage. The total amount of the subsidy
would be established as a multiple of the mininum wage.

The establishment of a single cap will favor the acquisition by the rural population
of properties of greater area. The formation of new and large population settlements
of low income familics in conditions of overcrowding and a lack of basic services
should be avoided whenever possible.
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Saving

The beneficiary family will promise to fulfill a savirigs plan that will begin no less than
six months before applicatior for the subsidy and last for a term of twelve to twenty-
four months. Such a plan should offer the possibility that the family’s contributions
can be made at different periods (monthly, quarterly etc.) depending on the charac-
teristics of the family income. The amount of savings shall be no less than 10% of
the declared family income.

Extra contributions will be allowed. They will be computed as part of the fulfilment
of the monthly plan without reducing the total period of the savings plan. However,
they will permit the family to apply for a larger credit.

When the agreed savings period is complete, the beneficiary families will have their
capitalized savings available (at the very least the value of their saving will be
maintained) for home improvements.

They could also apply for a long-term loan for home improvements. The amount of
the loan the family would be entitled to would be a portion of the savings,
increasingly greater in proportion to the length of time the family .vas enrolled in the
savings plan. In any case, loan amortization shall not require monthly payments
greater than a percentage (10% to 25%j of farnily income.

Savings plan performance guarantee
The title to the lot will only be recorded in the name of the beneficiary when the
agreed savings plan has been completed.

In the event the beneficiary ultimately defaults on the savings plan:
- the surrender value of the principal and interest will be returned;
- he will not receive ownership title;

- the beneficiary must return the lot he received.

MODE !l: BASIC ACCESS: PREVICUS EFFORT AND CREDIT

The basic concept of this mode is the encouragement of previous effort by families as a
prerequisite of qualifying for a housing subsidy. The concept of previous effort includes
enroliment in a housing savings plan, as well as the contribution of family assets; gener-
ally meaning land owned by the family. The previous efforts of the families will have two
big benefits: (1) the right to be eligible for a housing subsidy and (2) the right to have a
loan that will enable the beneficiaries to acquire a minimum housing solution.

Beneficiaries

Families with monthly incomes of up to three minimum wages, whether they have
a lot or not, as long as they do not own a house that meets minimum living stan-
dards. Families that have received a housing subsidy sufficient to acquire a mini-
mum housing unit are not eligible.
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Subsidy

The beneficiaries will receive at most the monetary equivalent of a lot with minimum
services as a subsidy, calculated in the same way as in MODE I. To be eligible for
the subsidy, the applicant should comply fully with a housing savings plan for a
period of at least six months prior to the application. This will be an essential pre-
condition, with no exceptions aliowed.

In the case of families that became homeowners through public programs and
whose properties do noi have basic services, the subsidy shall be the monetary
equivalent of the cost of providing those services (the lot shall bz considered as part
of the housing subsidy).

Savings and loans
The housing savings plans will have a minimum term of 18 months. The amount to
be saved will not be less than a percentage of the declared family income.

After at least six months of compliance with thie savings plan, the saver will be elig-
ible to apply for a subsidy. If selected, he will receive the amount of the subsidy plus
the loan at the end of the savings plan. If not selected, the application will be with-
held for consideration in the next application period. Progress in meeting the savings
plan will be considered a preferential criterion in awarding the subsidy.

Ownership of a iot, free of debt, that has not been received as a subsidy from a
public institution, will be considered as a merit in the rating to qualify the previous
effort of families in applying for the subsidy.

Once the s=vings plan is fulfilled, in addition to the subsidy and their savings, the
family will have the right to apply for a housing loan, the maximum value of which
will be in proportion to the total saved; that is, it will be greater in proportion to the
length of the savings period. In any case the loan will not require a monthly payment
greater than a percentage (20% to 25%) of the family income.

Within this moade of access to housing (including previous savings and credit), credit
lines may be established for repairs and improvements to the housing unit.

Guarantees

Loans will be secured by mortgages. In adaition, in case of delinquency in the
payment of a loan or in case a financed home is sold, the subsidy may be subject
to repayment in proportion to tha balance owed on the debt.
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MODE lll: SUPERIOR ACCESS: PREVIOUS ErrORT, SUBSIDY AND LOANS TO
CONTRIBUTORS TO SOCIAL SECURITY FUNDS

The purpose of this mode is to allow the social security institutions, like the FSV, INPEP
and others, i0 operate within the proposed subsidy system so that their contributors can
be beneficiaries.

The operation of this modality is similar to the prior mode with regard to the upper limit
of the subsidy, the mandatory requirement of previous savings and the limitation of three
minimum wages as the maximum income that will qualify for the subsidy. The difference
is the way in which the concept of previous effort will be organized in this modality,
particularly regarding the role of worker contributions to the housing savings plans as a
prerequisite of eligibility for a subsidy.

The initiation of this modzlity has two prerequisites:

(1) that the social security institutions grant the loans under market conditions. This will
allow the elimination of the subsidy provided by social security fund savers (appar-
ently people with lower income) to the borrowers, improved the return to contribu-
tors at the end of their work life and eliminate distortions in the housing iinance
system.

(@ the individual allocation of the workers’ contributions into personal accouits. In
practice, this would result in a situation in which all contributors would show pre-
vious savings.

The savings accounts kept in the social security fund would be applied in part or in full,
if the contributor so elects, to the housing savings accounts kept by the same institutions.
These accounts could receive voluntary contributions. The longer the contribution period,
the greater the proportion applied to housing savings and the greater the possioility that
families would obtain a subsidly.

Resources applied to housing savings will maintain their value and their capitalization will
be the basis for obtaining the loan. The larger the savings and the longer the term of the
housing savings plan, the bigger the loan.

In this mode there will be a minimum requirement of two years of contributicas and a
minimum of twelve months from the date the housing savings account is established.

B. Macrodesign of the Housing Subsidy System

1. General Concept

The Subsidy System should be part of a Social Financial System for Housing
that integratas the various financial and social functions and sources of income. A special
system of housing subsidies, functioning with rules of exception, should not be created.
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This Social Financing System would manage three programs:

A housing subsidy program called the Housing Contributions Program. This name
is for reasons of form and substance. In substance, it responds to the fact that the
government makes a contribution so that the family, based on its own efforts, can
solve its own housing problem. In form, because of the need to apply a different tool
with a new image, eliminating the term subsidy that has a connotation of gift in the
popular mind. Its function is to finance the benefits of the subsidy, which is granted
through the Housing Contribution Certificate (a non-negotiable instrument). One
exception, to be considered later, could be when the contributor endorses it as
payable to the builder/developer against a formal promise for purchase of a house.
In this case the subsidy could be advanced by the governing entity (FONAVIPO -
the National Popular Housing Fund) against a bank certificate of guaranty presented
by the builder. The administration of the program is the responsibility of FONAVIPO.

Mortgage Discount Program. Its function is to inject funds into the authorized entities
of the Social Housing Finance Program, acting in a supplementary capacity to the
collection of housing savings. By the same token it helps in the formation of a
secondary morigage market. It acts as a stabilizer system, providing incentives
especially to the first-tier, top-performing financing entities. These funds are
guaranteed through the use of mortgage participation contracts.

The administration of the progfam is the responsibility of FONAVIPO.

Savings for Housing Lending Program. Its function is the mobilization of family
savings by the authorized entities of the System, collected through the housing
savings plans that families must join to be eligible for the benefits of the housing
subsidy. Families open an account and save on the terms they prefer according to
the options offered by the Social Housing Finance System. The program is managed
by a primary financial institution that uses it as a backup to its participation in
housing finance, as it relates to liquidity to make loans. as financial intermedizries.
The Central Reserves Bank and the Comptroller of Banks must exercise a super-
visory role of the housing savings program of each of the financial institutions. This
program, as opposed to the previous ones, does not operate as such within a spe-
cific institution (the Popular Housinr. i-und), but it is found in each of the primary
financial institutions. However, from a general point of view, the status of the total
savings collected by all the entities must be subject to continuous evaluation.

The combination of the three programs described above is proposed as a strategy for the
initial phase and the first phase of the development of the Social Housing Finance
System. It is not a long term strategy since, in the end, the consolidation of the system
and that of the National Popular Housing Fund as its governing entity will depend on the
formation of an open secondary mortgage market in the country.



2. Income Sources for the Programs

a. Housing Contributions Program

The Housing Contributions Program must have permanent and stable
sources of income. This is indispensable for the operation of the program, since the
existence of housing savings plans requires the maintenance of a predetermined volume
of operations in the future. In effect, the behavior of previous savings makes the pressure
of the population for subsidies in the future very predictable. The recommended sources
in the medium and long-term are the following:

s An allocation in the national budget.

s A one-time contribution by the State distributed yearly in equal shares during a
predetermined time period (five or ten years). This contribution and the way it is
spent would establish the minimum level of the Housing Contributions Program.

s Foreign resources (under negotia*an with the IDB, which may agree to grant
resources for a subsidy fund).

The collected resources will be distributed among MODE | (MINIMUM ACCESS), MODE
Il (BASIC ACCESS) and MODE il (SUPERIOR ACCESS) in accordance with the priorities
defined by the government.

It is possible that operations in modes | and Il will have to begin with very limited re-
sources, namely:

» VU and FNV properties transferred to the Program.

s part of the government resources assigned to community programs, after
negotiations with the Exacutive Branch.

This limitation in initial resources implies that the Social Financing System will begin in a
low-profile manner. Finally, it is important to establish sources of income to meet the
expenses of the Housing Contributions Program.

b. Mortgage Discount Program

The governing entity shall have the right to issue bonds or other financial
instruments to purchase mortgage loans generated by the primary financial institutions
of the System.

In the long term, the placement of these mortgage-backed securities must be a stable
and permanent form of financing the Mortgage Discount Program. Meanwhile, a secon-
dary mortgage market must be formed, a process that may take years. The Mortgage
Discount Program will require an initial capital injection from one of three sources:
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(1) Foreign resources.

(2) Placement of a percentage of the total financing investments of the social security
programs of less than 720 days’ maturity in the Mortgage Discount Program. The
National Popular Housing Fund would manage these investments and pay the
finance institutions the prevailing market interest rates for term securities.

(3) The resources recovered as a result of these improvements in the loan portfolios of
IVU, PRONAVIPO and FNV.

It would be worth studying the idea of forming, at a time not too far in the future, a
secondary mortgage market (in dollars), using the savings of Salvadorans who live in the
United States. In exchange for the purchase of securities issued by the financial entities,
the purchaser could receive preferential treatment for a housing subsidy benefitting family
members at home.

c. Credit Savings Program

The financial institutions will reach agreements with the beneficiary families
on a savings plan and on the collection of funds. They will make monthly reports to the
National Popular Housing Fund on the performance of the savings contracts. It would be
advisat e that priority be given to using these funds for housing finance purposes. The
institutic.ns could reinvest a part of the collected savings in securities of the same insti-
tution.

3. Institutional Framework of the Social Housing Finance System

a. Governing Entity: the National Popular Housing Fund

A governing institution to manage the social housing financing system must
be established, with the maximum level of financial and administrative autonomy allowe.ble
by the laws of the country. That autonomy is, in the judgement of the team of consultants,
an indispensable element for a financial system to be a stable and efficient instrument for
the social and economic benefit of the country.

The principal functions of that entity should be:

»  To formulate the policies of and manage the Housing Contributions Program; spe-
cifically, to establish, manage and evaluate applications, qualifications and beneficiar-
ies of the fund and to keep a central register of applicants and beneficiaries.

= To establish, manage and evaluate the Mortgage Discount Program (discount
margins and percentages of mortgage participation) and the conditions under which
previous efforts for the housing subsidy will be measured.

= To promote competition among the financing entities.
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b. Regulatory Institutions

These are the secondary institutions that regulate the country’s primary
financial institutions pursuant to the financial and monetary legislation of El Salvador. The
regulatory function refers to such aspects as the observance of the rules normally
required of financial intermediaries. In addition, they have to determine which of the
institutions covered by the regulatioris are qualified to participate in the system defined
here. They shall have the power to fix the policy of lending and savings rates of the
System, except for the mortgage discount rates. The most prominent regulatory institu-
tions include the Department of Banks, the Central Reserves Bank and the Republic's
Accounts Court. Other sectorial second level institutions like FEDECREDITO or
FEDECACES will participate as financial institutions within the system.

c. Financial Institutions

These are those institutions that can legally accept savings and make loans,
that wish to participate in the program and whose participation in the program is
approved by the regulatory institutions. The financing institutions that may participate are:
banks and finance companies; workers’ banks and credit banks through FEDECREDITO;
the savings and loan cooperatives through FEDECACES, and others. The role of these
institutions is:
= to accept the beneficiaries’ applications in compliance with the parameters defined

by the governing entity.

s to accept savings and manage the savings plan.
= to grant mortgage loans.

" to issue securities.

d. Auxiliary entities

These are those institutions or corporations that wish to »articipate in the
program as organizers and to channel housing demand through a financial institution.
Preferably they could be non-governmental organizations, such as foundations, associa-
tions, unions, the Church, municipal councils. They could, however, participate in certain
functions to channel resources to housing finance.

4, System of Applications to the Housing Contributions Program

Applications to the Housing Contributions Program must be governed by a set
of specific rules, stated as follows:

w MODES |, Il and lil, despite having different requirements, will have only one
application system: the same dates for calls (for example, three time a year), the
same application form, potentially the same institutions, the same qualification date,
the same dates and means of publication of the beneficiaries selected and the same
channels for interested parties to appeal their qualification.

»  The three MODES will have a specific model for the qualification of applications to
the Housing Contributions Program. The model will assign a score to the applicants
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for the Certificate. The award of the Certificate will be judged in strict arithmetical
order, with the benefits going to those families with the highest scores.

Nevertheless, the specific qualification models will vary:

- MODE II (BASIC ACCESS) and MODE Ill (SUPERIOR ACCESS) will take into
account the family income, family size, the agreed savings term, the age of the
savings plan, the amount of savings in relation to the family income, geographic
region and the proportion of previous effort in relation to the amount of the
credit requested.

- MODE | (MINIMUM ACCESS) will take into account basically the family income,
the family size and ownership of property, geographic region and the amount
of the original contribution. In addition, a set of additional indirect indicators to
measure net worth and family income could be considered.

The number of Housing Contribution Certificates would be fixed beforehand in
conformity with the availability of the program’s resources and their financial
management capability.

The assignment of resources among the MODES and among geographic regions
would be determined by the government.

The primary financial institutions will submit to quality monitoring by the National
Popular Housing Fund (on its own or through intermediaries), with random samp-
ling, both with respect to socioeconomic information on the beneficiary families and
to accounting and administrative aspects. The accumulation of demerits, disorderly
accounting, delinquency in the savings plans, etc. could be causes for closing the
institution or they could be grounds for other sanctions.

As a means of guaranteeing the credibility and non-politization of the application
system, external auditors should be hired at least once a year. The results of the
audit should be widely publicized in the major media.

5. Special considerations
The configuration of the National Popular Housing Fund, as governing entity of

the System, must be a carefully developed process. Aspects such as the following must
be considered:

To have the maximum amount of administrative and financial autonomy possible
given the country’s institutional framework.

Tc have a Board of Directors with full representation of tne principal sectors involved
in housing issues.
To define from the start the funds for housing financing programs.

To have seed capital (a one-time government grant) to cover operating costs, as a
means of giving the Fund budgetary independence.

To clearly define the sphere of action of the Fund as the primary governing entity
for housing subsidy and finance. The political function must be performed at the
highest level of authority in the housing sector.



s To attract a team of professionals and technicians from the public and private
sectors to initiate and manage the entity.
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ANNEX A
PADCO Consultants’ Observations on the Legislative Proposal for
the Creation of the National Popular Housing Fund

. INTRODUCTION

This document is divided into two sections. The first presents suggestions for
revisions to the law that, in the judgement of the consulting team, are indispensable to
guarantee greater cohesiveness in the financial and institutional framework proposed.

The second section describes those aspects that the consulting team deerns important
to discuss with the housing authorities and that, once clarified, could (although not neces-
sarily) lead to revisions of the proposed legislation.

It is important to point out that the proposed observations stem from the definitions con-
tained in the 11-07-91 version of the proposed legislation, which contained several initial
recommendations proposed by the consultants through Mr. Vicente Dominguez. In addi-
tion, this document was discussed with the authorities of El Salvador’s housing sector at
the meeting in San José on 11-22-91.

. PROPOSED REFORMULATIONS TO THE LAW

A. Add Whereas Clause V

V. It is the responsibility of the State to serve as a facilitator so that financial
institutions, social organizations, local governments and private industry may solve the
housing problem of low income families, encouraging the mobilization of internal savings
as the basis of the housing financing strategy.

B. Add a New First Paragraph to Article 31

For the purposes of this law, authcrized institutions shall mean those public or
private corporations that, with the authorization of the Fund as appropriate, will perform
one or more of the following functions:

a  organize the demand for housing.

= collect savings for housing.

m  grant housing loans.

w  issue instruments or securities for housing finance.

= accept applications to the Contributions for Housing.
= others functions of a similar nature.
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C. Add as Paragraph lIl of Art. 39

The Fund will determine periodically the forms and conditions under which interested
persons may apply for housing assistance, indicating the points to be assigned for each
of the factors considered for that case. The Fund shall utilize objective and impersonal
parameters.

D. Add to Title lll a New Chapter il Leaving the present one as Chapter lii

ART...

The beneficiaries of the housing program must save in crder to apply for the program.
In consequence, this requirement shall be an indispensable condition for access to the
program established in the previous chapter.

ART..

The savings sh. " be made in authorized entities, defined in Article 31 of the law, and
authorized expressly for that purpose by the fund in accordance with article 32 of the law
in the appropriate cases.

ART...

The instrument for the collection of savings shall be a savings account for housing (SAH),
where all the deposits, interest payments and withdrawals made by the account holder
shall be recorded. The opening of the account shall be preceded by the signing a period-
ic savings contract that will establish, in addition to the rights and duties of the parties,
the time or duration and the amount that the account holder promises to save each
period.

ART...

For purposes of making an application to the Housing Contributions Program, the
authorized institutions, on their own responsibility, shall certify whether or not the periodic
savings contract has been complied with, indicating the account holder’s precise identifi-
cation, the amount saved aid the period over which the savings were made.

ART...
The savings accumulated in the SAH shall be insured by the State up to an amount to be
determined by the Central Reserve Bank.

ART...
The Central Reserve Bank and the Comptroller of Banks, as the case may be, shall dic-
tate regulations for the operation of the SAH.
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lil. ISSUES FOR CLARIFICATION

ART 1
Issue: Fund’s Autonomy
Comment: Is there a special system to guarantee a public institution maximum

autonomy? This is important for proprietary purposes, handling of the current expenses
in the budget and establishment of the Board of Directors.

ART 3
Issue: Short-term financing
Comment: Para¢ aph A deals with financing for the execution of social interest

projects, a subject that is not mentioned in Chapter Il of Title lil. In fact the opposite
inference is made.

If the participation of the Fund in short-term financing is desired, our recommendation is
that this be done through investments in the secondary market for securities of the
authorized institutions and that this not be linked to the specific projects.

ART 3

Issue: The injection of liquidity into authorized institutions.

Comment: Not specifically considered.

ART 6

Issue: Make-up of the Roard of Directors.

Comment: (a) Greater balance between public and private representation. (b)

Public representation at the ministry level ieads us to assume there will ;e continuous
absences. We recommend that the designation of representatives be made at the
pleasure of the President of the Republic.

ART 7
Issue: Term of the directors
Comment: (a) We recommend the inclusion of a staggered renewal mechanism

that will insure alternation of terms. (b) Clarify second paragraph.

ART 14
Issue: Ceiling at 5% of budgeted expenditures
Comment; (a) Support for that ceiling (b) Define the source of income of the

budget outlays. For greater autonomy, we suggest a one-time contribution of seed capi-
tal, the yield of which, together with the profits from other operations, will enable the Fund
to be financially self-sufficient.

ART 22
Issue: Accounts Court
Comment: Clarify whether the supervision is before or after the fact.
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ART 23 and ss

Issue: Delegated auditor

Comment: We suggest that this auditor be required to present his reports to the
Executive Director first.

ART 39
Issue: Housing Contributions
Comment: (a) Clarify the text of the first paragraph in the sense that the

expression "without restitution charge" must apply only to the Housing Contribution. (b)
It is necessary to define the instrument by which the Contritution for Housing is granted.
We suggest that it be a registered certificate, issued by the Fund, payable to the bene-
ficiary in the exact amount and negotiable only through authorized institutions.

ART 40
Issue: Progressivity
Comment: We suggest that progressivity be added to the characteristics c: the

Contribution, that is, that its total be inversely proportional to tir value of the housing
solution applied for by the family.

ART 40

Issue: Land ownership

Comment: What are the conditions and mechanisms to prove land ownership?
ART 44

Issue: Obiligation of other public institutions.

Comment: As drafted it appears to be a declaration of good will without any prac-

tical effect. If it is desirable that it have practical effects, it should: (a) create an authority
that is mandated to enforce it, (b) define the sanctions for non-compliance, and (c) define
the entity in charge of applying the sanction.

ART 53
Issue: Liquidity reserve
Comment: Limit precisely the function of the buyer of last recourse. so as to avoid

hidden subsidies. We recommend that it be made clear that this function is limited to
cushioning the extreme effects of imbalances in the normal operation of markets.

ART 68
Issue: Term for the liquidation of entities
Comment: The term defined (30 days) to accomplish the transfer and delivery of

the assets, rights and liabilities of the institutions to be liquidated seems onerous.
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PHASE II
OPERATIONS HANDBOOK FOR THE
HOUSING CONTRIBUTIONS PROGRAM

.  PURPOSE OF THE HANDBOOK

The purpose of this part is to design the basic rules and procedures to initiate the
subsidy system. In this sense the document has three goals: (1) establish the rules,
procedures, parameters and requirements for the operation of a national system of sub-
sidies; (2) Outline the organizational and functional structure of FONAVIPO, including esti-
mates of the minimum technical and budgetary requirements needed; and (3) Highlight
the principal actions and conditions necessary fc - the establishment of a network of
authorized institutions capable of giving impulse to a strong and technically sophisticated
national system of subsidies under the direction of FONAVIPO.

It is important to note that this report has as a frame of reference the following
documents: The National Social and Economic Development Plan 1989-1994, especially
the chapter on social policy;'? The National Reconstruction Plan (NRP);'® and the first
report of the PADCO consultants, which contains the diagnosis and the general
formulation of the national system of subsidies.’

We should emphasize that the purposz of the report is to implernent an operating system
for the general concept of a national hot:sing system, contairiad in the consultants’ first
report and in the proposed legislation on FONAVIPO.®

The repnrt conforms, as the terms of reference require, to the social and economic
poiicies uf the Government of the Republic of El Salvador, particularly to the reforms in
the jinancial sector and to the obligations assumed with respect to international financia!
organizations. For that reason, we have taken special care to find operating solutions that
are imaginative and consistent within the frame of reference of the consultants.

In the period since the date of the last visit of the consultant team (October 1991) there
have been momentous developments in the social and political life of the country in the

"?The version forwarded to the President’s House for final review, dated December 18, 1991.
*MIPLAN. National Re construction Plan. Revised draft, Volume |, November of 1991.

“PADCO. El Salvador: National Housing Subsidy System. Volume i, December, 1991.

"*This concept was minutely reviewed, corrected and approved by the housing sector authorities. On

the other hand, the consultants had the opportunity to play a support role in the formulation of the proposed
FONAVIPO legislation.
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foreseen direction. The need to adapt the systems, structure, strategy and volume of
operations of FONAVIPO to the new post-war era has also been a starting point for our
work.

The report is divided into six parts. The first, of a general nature, introduces the general
framework and the definitions that guide the operation of a national housing subsidy
system, or Housing Contributions Program, as it shall be called hereaifter. The second
section sets forth the general strategy and the principal instruments that the Contributions
Program must have for its initiation and consolidation. A point of special consideration in
this part is the application of the selection models and the assignment of contributions to
different situations, to demonstrate the behavior of key variables of the Program under
hypothetical situations. The third section is the overall operations handbook of the
Program. The fourth section is dedicated to the organizational and functional structure of
FONAVIPO, its organizational flow-chart, professional requirements of the personnel, an
estimate of the initial operations costs and the principal operating systems. In the fifth
part, there is a series of general comments on the integration into the system of a
network of authorized institutions. Finally, the last part is a recommendation to give
attention to three operational aspects that, in the opinion cf the consultants, are important
to take into account the moment FONAVIPO is organized.

Finally, the PADCO team of consultants wishes to express its thanks once more for the
valuable collaboration received during this period from its Salvadoran technical
counterparts and the authorities of the sector. Truly, their support has permitted our work
to progress within the deadline, despite the short time available.®

. GENERAL FRAMEWORK OF THE HOUSING CONTRIBUTIONS PROGRAM

A. Introduction

In this section, in addition to synthesizing a series of general premises set forth in
other documents'’, we present a set of basic definitions of the strategy of the Housing
Contributions Program, which guide the operational procedures set forth in the third
section.

Laying out these premises and definitions provides a framework of general policies for the
regulations, procedures and parameters that will be defined later in the report.

'*This atmasphere of cooperation has allowed the consultants to support other activities which, although
not propery part of the terms of reference, are very important for the establishment of the Housing
Contributions Program. Such is the case with the selection process of the basic technical team of what will
be FONAVIPO.

"Those indicated in the introduction of the report.
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B. General premises and concepts

1. Role of the State

In underdeveloped countries, the State has primary duties in the social area
toward the poorest of the poor and their basic needs: food, nutrition, health, education
and housing. This is not only for humanitarian considerations, which are important in and
of themselves, but because of the enormous repercussions on the quality of life of the
population (lowering of child mortality rates and better life expectancy; improved
intellectual development) and on the impetus to economic development.

Housing has the characteristic not only of protecting families from inclement weather, but
it also plays a very important role in the educational level, in health and in the general
quality of life of the population. Overcrowding brings about promiscuity, vice, an increase
in iliness and a host of other problems, such as difficulties in the normal development of
the family, the: possibilities for education, etc. That is why the State cannot afford to avoid
the issue.

Nevertheless, just as important as becoming aware of this fact, and taking, into account
the limited resources available, the State has the obligation of sptimizing the design and
the execution of an efficient social policy, capable of granting maximum benefits with the
minimum amount of resources and with the highest possible stimulation to markets. Many
times, with the best intentions, abundant resources have been poured into policies of
housing accessibility with disappointing results. In these cases, the policy designs have
ordinarily been vertical, paternalistic and bureaucratized; that is, the state has not put faith
in the active participation of the i.eedy or the private intermediary organizations, using as
an excuse that the former do not know about the problem and the latter are more
“expensive" and "inefficient".

All the analyses of medium-term effects, as confirmed by the latest report from the World
Bank, has demonstrated the contrary. In the housing sector, the State must be the acti-
vator of housirg for the low and medium income sectors of the population, complement-
ing the activities of the housing construction and financing markets. The State’s stimulat-
ing action must be reflecied in the capacity to place, within reach of the people in need
of a housing solution, adequate means and instruments so that, if they meet the require-
ments, they will reach their goal.

A'so the mission ol the State includes its regulatory function in order to insure that all
those groups involved carry out their tasks and in order to provide security and good ser-
vices to the potential beneficiaries. This regulatory function should faciiitate the action of
the various private and institutional agents that participate in the construction and financ-
ing markets, but not be a substitute for their participation.



2. The importance of mobilizing savings

Savings for housing has an importance that transcends the de sire of each indi-
vidual to save. In fact, it constitutes an effort, valid and necessary not just on its own
merits, which not only contributes to economic growth, but also produces a chain
reaction effect that mobilizes public and private investment usually in geometric propor-
tions. Thus, it turns out to be very valuable in an economic sense, indirectly stimulating
employment and industrial and service activities.

From the point of view of the saver, it produces at least three effects worth noting:

m It constitutes a personal economic contribution, which is part of the price or cost of
the housing soiution, and which represems the initial risk that the saver will assume.
It also represents a value received not as a loan or a gift that helps assume that the
debtor will repay the ri.ortgage.

s Itreprese.ts a famly sacrifice which brings dignity. In other words, it represents the
fact that a home is acquired through effort and not through gifts. The family is a par-
ticipant in the econamy and legitimately feels it is master of its own destiny.

m It unleashes the need to create a series of financia! services to cater to the needs
of the savers. The savers have access to the financial system, which for low income
paople and for society at large is an important achievement.

3. Need to create a financing system for social housing

Unless there are definite policies, countries tend to have many housing finance
systems, formal or informal, which frequently contribute little to improve the availability of
housing for low income people.

Improving this availability in any sustained manner requires certain coherent regulations,
institutions more open to the needs of the people, and specific instruments and mech-
anisms. That is why a significant part of the process of change to an efficient social
housing policy consists of creating a finance system for social housing alone which per-
mits a regrouping of state apparatus, with all the cost advantages, unity of criteria and
advantages of the specialization and installed capacity, while at the same time inducing
private agents to enter into dynamic competition for goods and less expensive services.

The financial rules of the game will thus have a non-discriminatory framework in which
institutions will participate and people will have access.

4, Fair and dependable management of the Subsystem of Housing Contribu-
tions as a means %G optimize benefits

The creation of a single finance system must be accompanied by the establish-
ment of objective and impersonal rules of access to hnusing for homogeneous social
groups. In this way political manipulation and imbalances in the means to facilitate access
will be eliminated. These means must be characterized by paving equal attention to all the
people who, because of their income, need help to acquire a home.
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Likewise, fair and dependable management insures an adequate use of public funds,
which in the final analysis belong to all the people of the country.

5. Need for the political will and a long-range strategy for the development
of the system

Unitirig the criteria of the state apparatus so as to make the beneficiaries of the
housing finance system imerge with social and economic policies, at the same time
bringing in the private sector and caring for those in need of housing, is justified only if
it is done with a sense of medium and long range projection.

This effort is meaningful from every point of view, since what may appear advantageous
in the short run may be very erosive in the long run. A good assignment of resources
requires that consiceration be given to development over time so as to make possible a
self-sustaining system that will have credibility for the population. We should not under-
estimate the common sense of the people, particularly the low income people, who now
know when a system for their housing needs is fair and coherent and will last.

All this requires a firm and continued political will on the part of governments in order to
assign a high priority 10 social housing. This high priority must be reflected consistently
in the fiscal resources transferred to the system and in the establishment of a set of
incentives to stimulate the markets. The best social housing policy will face failure if it
lacks political support.

It appears indispensable to open a frank negotiation with the economic authorities
regarding the provisiori of an adequate flow of resources needed for the success of the
System. There may be a weak oerception of the role that an intense housing activity with
mixed public and private contributions can play on economic development and employ-
ment. A good demonstration of the reactivating effect of housing on the economy as a
whole could help to obtain a more permanent allocation of resources, as far as the State
is concerned.

C. Definition of terms

We now present the definition of a set of terms that will be used frequently through-
out the present report.
s Minimum living conditions:
Refers to the housing unit owned by those who live in it (or who propose to acquire
it), with basic services of drinking water and hygienic disposal of sewage and storm
overflow waters.

#  Housing contribution:
The direct housing subsidy granted by the Salvacioran State to poor families who
do not own a housing unit with minimum conditions of habitability, in conformity with
the policies, rules and procedures established by the National Popular Housing
Fund (FONAVIPO).
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Mortgage discount:
A financial operation involving the granting of one or a group of morigages by a
mortgage debtor to an investor.

FONAVIPO:

National Popular Housing Fund.

Formalization of operations:

The legat process through which the beneficiary of the housing finance system
receives his housing contribution or loan, granting the property as a guaranty with
the authorized institution, as appropriate.

Authorized institutions:

These are the institutions authorized to operate within the housing finance system
created by the proposed FONAVIPO legislation, in compliance with Title Two, Chap-
ter 1 of the propcsed legislation.

Modes of the Contributions Program:
The housing financing plans through which, without exception, applicants to the
Housing Contributions Program may obtain assistance.

Individual application:

The application by the holder of a savings account to obtain housing assistance,
within the terms of and in conformity with the requirements established by FONA-
VIPO.

Colleciive application:

The application for housing assistance, within the terms of and in conformity with the
requirements established by FONAVIPO, made by a group of holders of savings
accounts who expressly indicate their desire to obtain a common housing solution.
System:

The whole group of the network of authorized institutions and FONAVIPO, whose
interrelated functions permit the operation of the Housing Contributions Program
and the mobilization of savings and investment for the financing of social housing.

Housing solution:

The housing unit that meets the minimal living conditions and is completed over time
through the family’s efforts and the possible contribution of financing from the
System.

Description of modes
The Modes described herein are the three initially proposed, given the conditions

at the start of the program. They are not the only ones that can be groposed nor do they
necessarily have a lasting character.

Even though the three are described without major comments, it bears mentioning that
the typical or strategic mode of the Program is MODE Il, "Basic Access". MODE | "Minimal
Access" and MODE |li "Superior Access" are variants formulated to address specific
needs. Note that the description of the three modes here cover some of the same
aspects as covered in Phase | of this report.



69

1. Mode I: Minimal Access

a. Concept

The basic concept of this mode is to grant immediately but conditionally a
minimum housing solution as a subsidy, which will guarantee the fulfillment of the future
savings plan. Such a plan will subsequently make it possible to obtain a loan for the im-
provement of the initial housing solution once the property is legalized; however, legaliza-
tion of the property is not a part of the original design of the Mode.

To be eligible for this mode, the applying families will have opened a savings account and
reached a minimum savings level still to be determined.

b. Target population

Those families with a family income below one minimum wage that do not
own any kind of property.

c. Housing contribution

In kind. The beneficiaries will receive a lot with or without minimal services,
originally owned by the Urban Housing Institute (IVU).

d. Activities for financing
Only the purchase of the lot and the self-help construction activities.

e. Savings requirement

The beneficiary family shall promise to fulfill a savings plan, which will begin
no less that six months prior to the application for the subsidy and last for a term of at
least twelve to twenty-four months. This plan should offer the possibility that the family’s
contributions will be made at different periods (monthly, quarterly etc.) according to the
characteristics of the family’s incorne. The savings effort should be at least 10% of the
declared family income.

Extra contributions are allowed. They will be computed as part of the monthly instaliments
of the plan, which could reduce the total period of the savings plan once the contribution
is received.

Once the agreed term of the savings plan is fulfilled, the beneficiary families will be able
to use their compounded savings (the face value should be maintained at a minimum) to
improve their housing.

f. Application

Th: application requires that the savings program be complied with for at
least the first six months, as proved by a certificate from the institution where the account
is maintained.
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The application will be made to any of the entities authorized by FONAVIPO. It could be
the same one where the beneficiary has his savings account.

The application may be individual or collective (group applicaticn), although the latter will
receive preference.

Once satisfactory compliance with the savings plan has been certified, the savings
accumulated will be frozen until FONAVIPO publishes the results of the selection process.
Because of the characteristic of this Mode, interested parties will continue to comply with
the plan as usual.

g. Components of housing financing.

The housing finance components are family savings and the contribution,
made in kind, by the State.

Once the savings plan is fulfilled (and the ownership of the land is legalized), the benefici-
ary will also be able to apply for, on his own, a long-term loan to improve his housing
solution. Although this loan is not part of this Mode, the fact is that such an application
would facilitate the participation of families &s applicants for financial services.

h. Guaranty of compliance with the savings plan

The legai registration of the lot in the namie of the beneficiary will be made
as soon as the savings plari is completed.

Once the beneficiary ceases to participate in the savings plan:

= the principal saved and interest shall be returned to him. He will receive no credit
for the interest for the last quarter.

= he will not receive title to the prcperty.
s he will not have access, consequently, to any additional financing.

Beneficiaries of Mode | will not be able to apply for other Modes.

i. Aspects for consideration

s This Mode was designed to allow a rapid start of the Program using the real estate
assets of the IVU.

= The subsidy should not be used to promote the formation of new and large low-
income settlements where conditions of overcrowding and lack of minimal services
might prevail.
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2. Mode II: Basic Access

a. Concept

The coricept of this mode is to promote previous housing efforts by families
as a requirement for receiving a housing subsidy. The concept of previous effort includes
subscription to housing savings plans as well as contribution of family assets (land), this
latter when the families already own land. Previous efforts by families will have two big
benefits: the right to a housing subsidy and the right to a loan. These two rights will allow
the beneficiaries to obtain minimal housing.

This constitutes the strategic mode of the Housing Contributions Program.

b. Target population
Those families with monthly incomes of up to 3 minimum wages, whether
or not they own or otherwise control a lot, so long as they do not own a house that
meets the minimum habitability conditions. Those families that had previously obtained
a housing subsidy from a public institution that allowed them to acquire or buy a minimal
housing solution wiii not be eligible.

¢. Housing contribution

Beneficiaries will receive as a maximum subsidy the monetary equivalent of
a lot with minimal services. The maximum amount of assistance the applicants will be able
to obtain will be calculated in inverse proportion to their family incomes.

d. Activities for financing
The following activities may be financed under the Program:
" Purchase of a lot and home.
s Construction of a home on a serviced lot.
. Purchase of a new home.
" Repairs or substantial improvements to the house that will improve its livability.

e. Savings requirement

To be eligible for housing assistance, the applicant must have contracted
for and strictly complied with a housing savings plan in any of the institutions authorized
to make these transactions under Salvadoran law. The term of this plan must be at least
eighteen months prior to the application. The fulfilment of the savings plan shall be a
condition precedent and no exceptions shall be allowed.

This minimum savings perioa applies to the final consolidation phase of the system. In the
first phase of the Housing Contributions Program it will be necessary to work with smaller
minimum terms and progressively lengthen them, depending on the strategy proposed
in Section IV of the document.
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In the case where families became owners through public prOgrams, the lot shall be
considered as part of the previous effort.

The housing savings plans shall have a minimum term of 18 months. The total amount
families commit to save will not be less than ten percent of the declared family income.

f. Application

Once the savings plan is fulfiied and the appropriate authorized institution
has certified that fact, the savings account holder will complete a specific application form
attached to the certificate of compliance with the savings plan.

The application may be made to any of the authorized institutions of the system. It may
be in the same one where the account holder keeps the account. The application may
be individual or collective (group applications).

At the same time, the applicant will be able to apply for a housing loan under market con-
ditions from an authorized institution. This institution may be the same where he keeps
his account or anotner one, in which case he can transfer the savings account. Once the
savings are certified, they shall be frozen until FONAVIPC publishes the results of the
selection process.

The ownership of a lot, free of debt, that has not been received as a subsidy from a
public institution, will be considered in the rating to qualify the previous efforts of the
families for purposes of applying for the subsidy.

g. Components of the financing

If selected, the applicant will receive the housing subsidy, together with the
savings he has accumulated. In addition, the authorized institution may approved a mort-
gage loan. The maximum value of the loan will be a proportion of the total amount saved.
In any case, the monthly payment will "ot exceed twenty percent (20%) of the family
income.

If FONAVIPO issues an agreement for mortgage discount together with the certificate of
housing contribution, the institution will be able to rediscount the mortgage loan to the
Fund, subject to the conditions the Fund may have established. If not selected, the appli-
cant will be able to apply again at the next call. If he wishes, he may add new savings,
but that is not required. As will be shown later, seniority is an important factor in the
process of selecting the applicants.

If he does not wish to apply again, he will be able to withdraw his savings freely.
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h. Aspucts to be considered

w  The system is self-regulating through several mechanisms. The lcwer the income,
the greater the subsidy and the smaller the mortgage credit rediscounted by FONA-
VIPO; therefore the capacity to purchase a r.ousing solution is less.

In addition, in case of loan delinquency or the sale of the financed home, the sub-
sidy will be callnile in a proportion equal to the balance due on the debt.

= |tis necessary to negotiate with the Central Reserves Bank the savings policies for
financing conditions, procedures and controls.

3. Mode llI: Superior Access

a. Concept

The purpose of this mode is to allow social secuirity institutions like the FSV,
INPEP and others to operate within the proposed contributions system, so that their parti-
cipants can be beneficiaries. At the same tirne it would allow the contributors to make
positive changes in their financial policies.

The operation of this mode is very similar to the previous one regarding the maximum
amount of the subsidy and the compulsory previous savings, as well as with regard to the
three minimum wages as the maximum family income. The difference is in the manner in
which the concept of previous effort in this mode is organized, particularly the role of the
worker’s contributions to housing savings plans in which they now participate.

As opposed to the previous modes, this mode operates exclusively with resources from
the social security eitities. In this case, FONAVIPO has the role of governing the
contributions policy (establishing maximum amounts, compulsory savings etc.) so as to
prevent distortions, but it does not supervise the operation.

b. Target population

Families contributing to the social security institutions whose monthly
incomes are no more than 3 minimum wages, whether or not they own or otherwise pos-
sess a lot, so long as they do not own a house that meets the minimum living conditions.
Families who previously received from the institution sufficient housing financing to have
bought or built a minimum housing unit would not be eligible.

¢. Housing contribution

Beneficiaries will receive at most the monetary equivalent of a lot with the
minimum services as a subsidy. The maximum amount of the housing contribution that
the applicants may receive are calculated in inverse proportion to the family income.
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d. Activities for financing
The following operations are subject to financing:
s Purchase of a lot and home.
s  Construction on owner’s lot.
. Purchase of a new home.
s Repairs or substantial improvements in the habitability of the housing unit.

e. General requirements of savings

A prior requirement for initiating this mode is the conversion of institutional
accounts of workers’ contributions for housing into personal accounts. This would mean
that all the contributors in principle would have prior Savings that could be used for
housing purposes.

The savings accounts with the social security fund would be applied totally or partially,
if the contributor so elects, to housing savings account books managed by the same
institutions. These savings books could receive voluntary savings.

The longer the paying period, then the greater the proportion that can be applied to hous-
ing savings, the greater the proportion of monthly savings in relation to salary and the
greater the possibility of the family to apply quickly for the housing subsidy.

Savings will earn the market yields for instruments and securities with similar terms. In this
mode there will be a requirement of at least two years of payments to the fund and at
least one year after opening the housing savings account book. When, due to the
seniority of the contributor, the accumulated savings are enough to meet the ratio
between savings and the housing subsidy, this requirement shall not apply.

f. Applicat'on

Once the savings plan is completed and certified, the account huider may
apply for the housing contribution through a specific application attached to the certificate
of compliance with the savings requirement. The application should be made at the same
institution where he has the savings account. The applications may be individual or collec-
tive (group application).

In the same action, the applicant will be able to apply for a Fousing loan at market rates.
The institution will be free to grant this application or deny it.

Once the savings are certified, they are frozen until the institution publishes the results of
the selection process, which will take place on the dates and under the conditions and
parameters that FONAVIPO determines, in the manner indicated by the institution. The
ownership of a lot, free of debt, that has not been received from a public institution, will
be considered in the rating that will qualify previous efforts by the families for purposes
of applying for the subsidy.
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g. Components of the financing

If selected, the applicant will receive the housing subsidy and the savings
he has accumulated. In addition, if the institution so decides, he will receive a mortgage
loan. The maximum value of this loan will be a portion of the total amount saved. In any
case, the credit will not require mr,nthly payments above a maximum percentage of the
family income, in the judgment of the institution. In this mode there is no mortgage
rediscount by FONAVIPO.

if not selected, the applicant will be able to apply again at the next call. If he wishes, he
will be able to add new savings, but that is not a requirement. If he does not wish to apply
again, he will be able to withdraw freely those voluntary savings he has accumulated,
along with the corresponding interest.

h. Modification of the financial structure of the social security entities

The operation of this mode implies a modification in the financial structure
of the entities, in the following ways:

=  The conversion of the groups accounts into individual accounts, as already men-
tioned.

s  The granting of mortgage loans at market rates by the social security institutions.
This allows the elimination of the subsidy of borrowers by savers (apparently the
ones with the lower incomes) of the social security funds, improves the benefits to
the contributors at the end of their work life and eliminates distortions in the housing
finance system.

. Modification of the forced contributions. Instead of a regressive system of contribu-
tions, which burdens the lower income person proportionally moie, a single rate is
proposed on all worker-employer contributions, applicable to allincomes without any
limit. This system would permit more equity and it would maintain the flow of contri-
butions.

. Modification of the current allocation of the contributions applied. it is proposed that
a part of all worker-employer contributions to the institution be credited to the
individual accounts of the workers and another part to a common fund for the over-
all housing contributions program. The exact proportion will be decided by the social
security institutions, as permitted by appropriate changes in the law.

i. Aspects to be considered
s The authority of FONAVIPO in matters of the contributions policy rnust be clearly
established, in conformity with the corresponding law.

= The design and operation of Mode Ill must be negotiated with the social security
institutions. Their involvement is very important for the system.
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Chart #11

Synopsis of the Basic Modes of the Housing Contributions Program

item

Mode |

Mode Il

Mode il

Kind of contribution

in kind contribution: land.

cash contribution

cash contribution

Target population

= monthly family income
1 minimum wage.

a do not own any kind
of title to land.

a family income of less
than 3 minimum wages.

» not a contributor to
social security
institution.

= may own a single lot so
long as it does not have
a house with minimum
conditions of habitability

» monthly family income
of less than 3 minimum
wages

s contributor to social
security institution.

= may own a single lot so
long as it does not hav
a house with minimum
conditions of
habitability.

Savings requirement for
application

m opening of savings
account.

s compliance with 18-
month minimum savings

s compliance with 18-
month minimum

= housing contribution

= housing contribution

» loan (optional depending
on the authorized
institution)

= compliance with the plan. savings plan.
savings plan for the first
six months
Components of financing = savings a savings « savings

= housing contribution
» loan

FONAVIPO financial
participation

» housing contribution

u housing contribution
= mortgage rediscount

Operations susceptible to
financing

s purchase of a lot and
construction

s purchase of a new
finished home

= purchase of a lot and
constructio.*

s construction on own lot
» repairs and substantial

» purchase of a new
finished home

» purchase of a lot and
construction

s construction on own lo
= repairs and substantive

= title verification

e resources for rediscount

s negotiation with CRB
housing savings policy

= integration of network of
authorized institutions

improvements improvements
Comments = identification of IVU = resources for = account
properties contributions individualization

= market credits
s single system of pricing

= create two allocations:;
accounts and fund
contributions.

» FONAVIPO negotiation.
» legal modifications.
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lil. DEVELOPMENT STRATEGY OF THE HOUSING CONTRIBUTIONS PROGRAM

A. Introduction

In this section the general strategy recommended for the development of the Housing
Contributions Program is set forth in accordance with the premises and the general
framework described in the previous section.

The stratagy —by this we understand a given selection and combination of certain means
to achieve the expressed ends of the Program —is a key subject for the design of the
housing subsidy system. The selection of some means and not others, in terms of the
general concept of the Program, provides the real basis for the establishment of rules,
procedures and requirements (Overall Operations Har.dbook) presented in the following
sections. It insures, therefore, the consistency of the operating routines with the larger
goals sought.

This section is divided into two parts. In the first, the principal operating strategies that,
in the opinion of the Consultants, should govern the various aspects invcived in the
development of the Housing Contributions Program are explained. Each operating
strategy comprises a specific policy guideline and the interrelationship among all of them
constitutes the general strategy of the Program.

The second part defines the principal instruments that, at least in the first development
stage, should be selected to make the opcrating strategies viabiz.

It is important to remember that the operating strategies and instruments suggested in
this section try to respond to the specific conditions that surround the development of the
Housing Contributions Program, particularly of the difficulties of initially integrating a
network of authorized institutions with a good oart of the banks and financing companies
in Ei Salvador.’ In this sense, these suggestions cannot, nor should they be,
considered apart from the concrete reference conditions.

B. Suggested operating strategies

1. 7The establishment and development of a network of authorized institutions
for the FONAVIPO System

The strength of the housing finance system for people of low income that will be
created by the FONAVIPO law depends directly on the soundness, efficiency and breadth
of the network of authorized institutions available to address the demands of the popula-
tion: the system will be as strong as its network of institutions.

"®*This aspect in general, and others specific to the housing sector, the human settlements and the social
and macroeconomic conditions of El Salvador, were analyzed in the consultants’ first report.
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The accuracy of the general concept of the Program, the degree of technical
implemantation of the operations, the technical and administrative capacity of FONAVIPO
and the resources that it is able to capture are necessary conditions for the adequate
functioning of the system. However, only the existence of a broad group of authorized
institutions will allow high volumes of housing solutions to be provided.

A strong institutional netwerk will prevent FONAVIPO from becoming a large and bireau-
cratic institution with the excuse of assuming a large number of voerating functions.
Besides, and this is crucial, a consolidated network is the only means to insure the
existence of harmonious policies of sector-wide scope.

The task of establishing a network of authorized institutions in the System, a task of the
highest priority for FONAVIPO, is not easy. The formal institutions in the housing sector
are weak and they function in an uncoordinated manner. = xc:2pt for certain non-govern-
mental institutions, the entities with expertise in housin:; fi;iance matters are oriented to
serving the middle and upper sectors of the population. To this we have to add the trans-
formation of the oid savings and loans associations into multipurpose financial entities that
will be transferred to the private sector.

If specific measures are not taken, FONAVIPO could find itself mired in long and difficult
negotiations with the formal financial institutions, in addition to having to face the fears
and distrust that every new system usually generates.

The most important actions that FONAVIPO should adopt are the following:

s The inclusion of Cooperative Savings and l.cans Federations as authorized institu-
tions. It is recommendea that, in order to facilitate operations, FONAVIPO grant
authority only to the second-level organizations, with the exception being non-
governmental organizations.'®

s Theinclusion of non-governmental institutions (NGI’s) as authorized institutions. Here
it is possible to define two uifferent kinds of participaticn in the system:

- Fullinclusion. This happens when the NGl develops all the functions foreseen in
the proposed legislation for an ¢ ithorized entity, including the collection of
savings and housing finance. In this case, the NGI should create a subsidiary
corporation qualified to collect savings and mike loans, as for example a savings
and loan cooperative. The authorized institution would be that new entity. Grant-
ing this kind of participation should be a very selective policy, applicable only to
long-established NGI's with expertise in the sector and economic strength.?

'®Each federation is responsible to FONAVIPO for all the operations handled by its cooperatives. The
number and regional distribution of the cooperatives should be agreed jointly betv:aen FONAVIPO and each
Federation.

“Obviously, this would imply that the non-governmental institution should negotiate in turn with the
sources of financing in order to obtain authorization to work with them within the System. In Costa Rica, this
experience has worked with very good results for beth the System and the NGI.
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- Restricted inclusion. This kappens when the NGI does not develop savings col-
lection and housing finance functions. Its action is directed at organizing and
channeling the housing demand to another authorized institution, collaborating
in processing applications, supervising the use of the subsidy, providing technical
advice and supporting the institution in mortgage loan collections.

The inclusion of the principal land development companies as autharized institutions.

Their expertise in providing housing finance to poor people and in meeting this kind

of deriand should be taken advantage of. Before these companies are included in

the System it is indispensable that two prior requirements be satisfied:

- that they agree to initiate legalization of informal settlements within the scheme
of the Social Register of Owners of the Freedom and Progress Institute (FPI).

- that they becorie corporations qualified under Salvadoran law to collect savings
and make loans, in compliance with the rules, procedures and requirements con-
tained in the corresnonding Salvadoran laws.

The promotion of an agreement with the Social Housing Fund as soon as possible

to have it participate in the System as an authorized institution operating under Mode

ll. The results of the agreement should be three actions in which FONAVIPO has an

important role:

- Send to the Congress of the Republic the essential legal maodifications. This could
include the funds that the other social security entities (and others) receive for
housing purposes.

- Support for the Social Housing Fund in makisg the necessary administrative
au).stments.

~ Training personr.el in the rules and procedures of the System.

Discussion with at least one ex-lending association and one bank initially, as author-

izer institutions of the System, to promote the advantages of ogarating within the

financial sector. This would aprly in case it is not possible to includs quickly the
majority of the financial institutions of the country and in order o prevent the erosion
caused by a long negctiation process.

2. Making the operation of the authorized institutions of the FONAVIPO
housing financing system profitable

No institution will participate in the System for philanthropic reasons. Unless a set

of incentives is designed, FONAVIPO will be unable to involve a broad and strong network
of authorized institutions.

Since it is possible that the law will forbid charging administrative costs to the Housing

Contributicns Fund, as proposed in Article 38 of the legislation and about which we have

reservations, FONAVIPO will have to design other types of incentives, to be derived from

collecting savings and granting mortgage loans.

The establishment of prior savings as a requirement for obtaining a housing solution
will undoubtedly mean an important injection of cash for the institutions. in addition,
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the use of the resources collected should not be regulated by the Central Reserves
Bank (recommended by FONAVIPO), so that the institutions can use them freely so
long as they abide by the terms of the savings contract. This is subject, naturally, to
what the Bank decides concerning the legal reserve ratio.

= In granting mortgage loans, FONAVIPO has an impor.ant incentive: mortgage dis-
counts. This will permit a cash injection into the authorized institutions at an interest
rate lower than the market rate.

3. Facilitating a balanced and proportional development of the various housing
finance funds managed by FONAVIPO

This is a basic issue for the stability of the housing finance system, given the
nature of the Housing Contributions Program and the possibility of creating a Mortgage
Discount Fund. In this instance, the program assumes that savings (prior savings) are
mobilized and mortgage credits are gran*ed.

In accordance with: this, FONAVIPO would manage at least two funds initially:
m the Housing Contributions Fund; and
s the Mortgage Discounts Fund.

There should be proportionality between both funds. A lack of liquidity in one, even in
the presence of a surplus in the other, could lead to a strangulation of the System. Con-
sider, for example, of the case of a Housing Contributions Fund with the capacity to grant
20,000 subsidies per year and a Mortgages Discount Fund with the capacity to discount
only 2,000 mortgages in the same period. The probable result would be that a good pro-
portion of the population (with family incomes of between two and thiee wages) receiving
housing subsidies would not obtain the complementary mortgage ioan required to acquire
a housing unit. This would in turn depress the supply of houses and cause losses to the
builders.

Together with the proportionality of funds, consistency in the financial management of
both, based on an integrated approach, is indispensable. The decision about the number
of housirtg subsidies to be granted in a year, for instance, affects not just the Housing
Contributions Fund, because it assumes a level of expenses, but the Mortgage Discounts
Fund, because it indirectly generates 2 given level of operations. A sudden and drastic
policy of disincentiv: to mortgage discounting, in the absence of other rnarket mech-
anisms, could itself affect ihe demand for housing contributions, despite the growing need
for housing, if the people sense that they would nct be able to receive complementary
mortgage loans from the authorized institutions. Or, on the contrary, a high rate of partici-
pation in the mortgage discount program could quickly deplete the Mortgage Discount
Furid.
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4. A realistic and stable policy in the definition of the amounts of housing
contributions

Setting limits on the amount of housing subsidies that the population could
receive is an extremely sensitive issue. Mistakes such as rigid management or manage-
ment that lacks a sense of reality?’ quickly cause great administrative disorder and
grave distortions in the housing market, if not open corruption and politicization. The
establisk.ment oi the subsidy system must be accompanied by continual research into the
effect of the system on the population’s access to housing solutions.

This suggests that setting the limits on subsidies must be based on very simple rules of
a general nature, such as the following:

= The establishment of a continuous process (not discrete, so as to avoid critical
points) that deterrnines the maximum amount of housing subsidy based on family
income level.

s The development of the process in such a way that the progressive nature of the
system is guaranteed (more subsidy for the poorest and less for higher income
pecple). Defining the slope of the curve and what its maximum point would be is a
political matter related to national priorities.

= The est.blishment of a cost model based on a typical minimum housing solution to
which a poor person could aspire given a combination of savings and the housing
subsidy. This cost model is a reference for the whole Program, in which the setting
of the housing subsidy is established with reference to that model.

The methodology establishing the amounts of the housing subsidies must also resolve
one of the most serious problems facing the subsidies system: the adjustment of variables
depending on changes in the environment, such as the price of the housing solutions,
interest rates on housing finance or family incomes. In some countries this problem has
been solved by indexing and the creation of units of payment that readjust more or less
automatically, as in the case of Chile and Colombia.

A coherent and explicit metnod for the adjustment of the variables of the subsidies system
must be adopted. This method must confront crucial issues like these: How should the
system of subsidies react in the face of inflation in the construction sector, which affects
the purchasing power of families? How should the subsidies system react to changes in
the interes! rates of housing finance, which also affects purchasing power? And how
should it react to variations in salary lsvels, when there is a national policy fixing the price
of labor?

#'The foilowing are typical examples of this problem: (a) The setting of housing subsidies that are too
high. (b) The expectation that a subsidy fund wiil fully compensate for the loss of the population’s capacity
to purchase a home in an era of a reduction in real wages in excess of the potential of a subsidy fund. (c)
The setting of limits for housing subsidies that are above or below the average expectations of the popula-
tion.
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Whatever the strategy is for adjusting the principal variables of the system, the following
mistakes should e avoided:

m Turning the subsidy system into an guaranteed program for the builders. This hap-
pens when the system proposes to compensate fully for the effects of inflation on the
purchasing power of families, independent of the evolution of family incomes. This
causes a reduction in efficiency and a transfer of the subsidies to the builders.

» Turning the system of subsidies into a stimtilator of prices for construction activities.
This happens, for example, when through administrative decisions the level of the
subsidies rises in increments greater than inflation. A frequent effect is a speculative
rise in prices.

s Turning the adjustment of the variables of the subsidy into a government decisicn,
particularly in setting the maximum amounts of the subsidy, which turns the program
into an erratic matter of expediency. The decision on these variables should be
adopted by the highest hierarchical level of the entity in charge of the administration
of the System, in accordance with housing priorities.

5. Creating a Housing Contributions Program that is flexible and adaptable in
time while preserving the essential definitions of the system

The adaptation and the flexibility of the Program should b= the result of a process
of gradual maturation, based on experience accumulated, so as to correct the problems
and improve efficiency and effectiveness. The system must avoid sudden changes pro-
duced by arbitrary inputs.

The Program must be conceived from the beginning with a long term perspective. If the
aim is the incorporation of the poor population into the formal housing finance market on
a permanent basis, aid not a fleeting experience, then it requires a series of conditions
that are not created overnight, such as the establishment of the institutional network and
the participation of private enterprise. The creation of these conditions is a gradual and
highly sensitive process. A radial decision, or the perception by the market that the Pro-
gram is an erratic and changeable system, can have disastrous consequences for all the
housing finance activity oriented to the poor population.

The Housing Contributions Program must start with few products, each with very clear
advantages for the population. The consultants have recommended starting with a basic
product, Mode |i, which has the virtue of making a housing solution available to the
population by mobilizing savings and involving mortgage loans. It also recommends two
variants, Modes | and lll, that are oriented to solving specific problems. Mode | makes
use of the transferred properties of IVU and other property belonging to other institutions,
in order to initiate quickly the operation of the Program, while Mode Ill incorporates the
social security entities imc the Program, thus contributing aiso to their financial and
administrative reforms.
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In the future, new products will have to be designed, depending on the priorities at that
time. In that case, care should be taken to insure that those products respect the general
concept of the Program and do not create distortions and imbalances.

6. Creating systems for the authorized institutions which are capable of pro-
viding timely and needed information for the design of new policies, rules
or procedures, or the correction of the existing ones

FONAVIPO must make a special effort to establish the aforementioned systems.
These systems are different depending on the nature of the authorized institutions. For
a more detailed discussion of tiiis point see Section VI of this report.

a. Authorized institutions as a matter of law

These are the institutions supervised by the Comptroller of Banks and
Finance Companies and subordinate to the policies of the Central Reserve Bank.

Here FONAVIPO must reach an agreement with these entities on access to their financial
information reiated to housing finance activities. If the information contained in these
institutions is not suitable to the needs of FONAVIPOQ, it will be necessary for them to
include selected indicators in the information that the authorized institutions regularly
transmit.

b. Institutions authorized by FONAVIPO

FONAVIPO has more direct monitoring and audit responsibilities over the
housing finance operations that these institutions perform within the system. For that
reason, FONAVIPO must design the specific systems for control and supervision of their
operations.

C. Principal instruments

1. Flexible and decentralized method for makino appiications for housing
contributions

Applications for a subsidy may be made at any authorized institution of the
System. it may be in the same one where the applicant has completed his savings plan
or any other of his choice. This allows two important advantages:

= [t protects FONAVIPO from direct pressures from the beneficiaries; and

= The whole institutional infrastructure specialized in housing finance in the country is
used to carry out this process. In this way, there is no need to incur additional
administrative expenses to any considerable degree.

On the other hand, the applications to the Housing Contributions Program may be pre-
sented individually or collectively for the purpose of establisning a systern as open as pos-
sible to ihe needs of the population. For a description of the application process, see
Section IV of this phase of the report.
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a. Individual applications

In the case of individual applications, the standard procedure should be fol-
lowed in which a person can apply only when the savings plan is 1ulfiled and the corres-
ponding authorized institution has certified to that fact.

b. Coilective applications

A diifferent procedure for the selection and assignmerit of subsidies is followed
for collective applications. At the time of the selection of the applications, the procedure
below is followed:

= The individual rating of all the members of the group are totaled.
= The total rating is dividzd into the nurnber of participants.
w The average rating produced will be the rating assigned to everyone.

Based on the minimum qualifying score (below which no applications are selected), the
funds available are enough to benefit only a predetermined percentage of the group, all
will be rejected if the cutoff affects more than 57 %. If the contrary is true, all will be
favorably selected and FONAVIPO will provide the funds.

To qualify for collective application, the following basic criteria must be observed:
= No groups with under 75 or over 300 applicants shali be accepted.??

s All the members of the applyving group must have satisfactorily fulfilled their savings
plans.

2. Definition of the type of housing solutions under the Housing Contributions
Prograra

It is suggested that the housing contributions granted by FONAVIPO and the
social security institutions be applied to the following operations:

s Acquisition of a housing lot, for improvement of the property or construction of a
house on it.

s Acquisition of an improved lot and construction of a house on it.
» Legalization and improvernent of the applicant’s own property.

= Legalization and improvement of the applicant’'s owr: property and construction of a
house on it.

= Improvement of the applicant’s own property.

ZThe calculation is hased in the following estimate:
- Atheoretical block of 10,000 v2 (100 vs *100 vs) ic assumed.
- The minitnum average of the block assumed is 130 v2.
- This is divided and the resuit (76.9) is rounded to the nearest multiple of five.
The idea is to induce a group size that will alloy common urban solutions. On the other hand, very large
groups, whose management is complicated, are not desirable either. In case of extensive settlements. it is
recommended to divide them in zones of manageable sizes.
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= Improvement of the appiicant’s own property and construction of a house on it.
» Acquisition of a new house, meaning housing that has not been lived in before.

3. Selection model and aszignment of housing contributions

a. Selection model

The model for selecting applications to the Housing Contributions Program
is based on a set of objective and verifiable variables, all of them based on the previous
efforts of the families.

The model is a complex index, constructed after weighting, or the assignment of differen-
tiated relative w¢ |hts to each variable, and considering the different scales appropriate
to each one. H.wever, although it was possible to establish ratios of a certain level of
difficulty, a simple system was chosen based on assigning a rating to each variable, so
that the applicants may easily make their own calculations.

Chart #12 presents the recommended score for each of the variables. This recommenda-
tion, simple as it may seem, is the product of a calibration process of trial and error
proofs, for which the simulated model was built. Section lll presents a simulation of the
selection Model under different scenarios.

The selection model is based on the following lngic:

The fulfilment of the savings contract is the most important variable and therefore
gives the highest possible score.

= One of the variables is defined as "continuous savings" for those cases in which the
applicant, notwithstanding not being selected at a call for applications, maintains his
savings in the institution. The idea is that by "seniority" the applicant acquires more
recognition for each month of additional saving and always has an advantage over
all the first-time applicants in the selection.

= Recognition of other previous efforts of the applicant, in cash or in kind, to obtain a
housiny solution.

- Two variables point in that direction: a rating for contributing a lot with services,
and a rating for the proportion of savings in relation to the solution. To avoid all
the difficulties derived from real estate appraisal (location, shape, topegraphy,
services) a simple method was adopted that assigns a single value to the owner-
ship of a lot and to the existence of services. However, the rating assigned to this
variable does not cancel the importance of fulfilling the savirigs contract: on an
average, it gives each colén contributed in this manner a iower value than each
colén contributed through savings.

- The proportion of savings in relation to the value of the housing solution aspired
to. The idea is to recognize the effort of the families ir: %:e sense that the higher
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the proportion of savings in relation to the value of the housing solution, the
higher the rating and vice versa.?

m The over-fulfilment of continued savings with a waiver of the subsidy receive a high
rating because the applicant realizes a double effect: he saves more than the others
and he receives a lower subsidy. On the average, each colén waived receives a
higher rating than each colén saved.

In conclusion, the applicants that reach the higher score will be selected to receive a
housing subsidy. The minimum selection ratings will be established by FONAVIPO on
each call for applications, based on the availability of resources and the performance of
the applicants.

The consultants recommend that tiers be established in the selection of applicants in such
a way that in each tier families with similar income or with aspirations to a similar housing
solution can compete.

b. Assignment Model

In compliance with the operating strategy formulated in the previous
paragraph, the model of assigning subsidies to the successful applicants is based on the
following definitions: :

s The minimum amount of savings for housing is defined as an arnount equivalent to
a proportion of the family income and the cost of a housing solution. This percentage
insures that families have to save for a certain amount of time before applying for the
Housing Contributions Program.

» A minimal housing solution granted under the program is determined. This solution
should respond, in the opinion of the consultants, to the cost of a Iot with services
in the Metropoiitan Area of San Salvador plus the water hookup. This cost was ob-
tained by applying the SHELTER model, used in PRONAVIPO, because it is based
on a theoretical unit cost.

= The maximum housing solution, applicable exciusively to families with incomes equal
to or lower than one minimum wage, is defined as 75% of the cost of a minimum
solution. The remaining 25% should be the co. tribution o the families through labor
in self-help construction and savings.

» The housing subsidy for the successful applicants who have family incomes higher
than one mirimum wage but lower than three wages are defined as a decreasing
linear function. This function cepends or two parameters:

- The maximum partial contribution is that available to applicants with family in-
comes immediately above one minimum wage. This contribution is defined as a

“The modei we developed also allows for the valuation in monetary terms of the previous effort in kind
of the families, through a coiversion table. In this manner, the person can fulfill the savings plan by adding
the lot and making a cash contribution.
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percentage of the maximum contribution, the fixed amount of which is a matter
of policy.

- The minimum partial contribution is that available to applicants with family in-
comes equal to three minimum wages. This contribution is defined as a percen-
tage of the maximum contribution, the fixed amount of which is a matter of policy,
but in any case will always be substantially less than the maximum partial contri-
bution.

Based on these variables, the assignment model can compute the amount of the contri-
bution that corresponds to each applicant selected. However, to know the price of the
housing solution to which he may aspire it is necessary to add new variables:

» The borrowing capacity of the selected applicants is determined. This is understood
as the applicant’s credit capacity, as a function of the proportion of income that he
wishes to dedicate to the payment of a mortgage loan under market conditions. For
purposes of the model, it is recommended that a margin of borrowing be allowed in
such a way that at the upper limit no family will dedicate an excessive amount of their
family income to pay for a mortgage obligation and, at the lower limit, such payment
represents an important effort. This variable does not apply to families with incomes
below one minimum wage.

= The maximum subsidizable housing solution is defined. This is understood as the cost
of a house which is equal to the total of the average savings, plus other cash contri-
butions and the borrowing capacity of an applicant with an incoms equivaler.: to three
minimum wages. The definition of average savings is a policy definition that FONA-
VIPO must adopt based on accumulated experience. The Housing Contributions Pro-
gram will not finance any house above this price.

The model for assigning housing solutions must be expressed in terms of minimum
wages. In the Phase Il section, a simulation of the assignments rnodel for various family
income levels is presented.

c. Implications of the assignment model

The determiration of the parameters of the assignment model is important
to the applicant’s access to the Housing Contributions Program and it has profound
implications for the mobilization of the necessary resources for the Program to operate
at the desired levels.

To give several examples: very high amounts of subsidies, based cither on a high maxi-
mum subsidy amount or on a very slight curve of the reduction function, constitute add:-
tionial pressures on the resources needed to serve a determined number of families. The
determination of the tote| number of beneficiaries to be served in a year, as well as their
distribution by income level or cost of the housing solution, can also generate demands
on resources for the Program that can differ widely depending on the option adopted.
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In any event, the consultants recommend adopting the general policy of granting the
largest possible amount of contributions to lower-income applicants within a given level
of resources, but without abandoning the other income levels so as to avoid distortions
in the selection system.

For the above purpose, the consultants developed a sensitivity model, which has been
made available to the Salvadoran housing authorities, which makes it pc ssible to simulate
ali the desired options while calculating the variables of the assignment of sontributions.
It also makes it possible to examine the overall financial consequences of such decisions.

4. Financial incentives

The financial incentives mentioned in the previous paragraph, which could be
used by FONAVIPO as instruments to achieve the participation of the financial institutions
in the System, are mentionea below. Obviously, the incentives related to the mortgage
discount depend on the creation of a Fund within FONAVIPO specifically for those opera-
tions.

2. Mortgage discount

FONAVIPO must acquire mortgages generated by the authorized institutions
in the system. The instruments at its disposal in this case are:

s Participation in the discount

Participation in the discount relates to the amount of the mortgages that will be
discounted by FONAVIPO through its purchase of a part of the mortgage portfolio of
the institutions.

In this case it is suggested that FONAVIPO have a higher participation in mortgages
made to the lowest income families, and a lower participatizn of the higher incom=
families. This coula strongly influence institutions to deal with the lowest income
families.

Discounting the totality or a high percentage of the mortgages is not recommended
since it could inhibit the institutions from mobilizing resources if they think that
FONAVIPO will provide all the funding. This in turn would inhibit the development of
the financial sector.

The consultants recommend using the mortgage discount as an indirect control
mechanism over the declarations of income of the families applying for the contri-
butions. When FONAVIPO issues the housing subsidy certiticates., it can issue a moit-
gage discount obligation as indicated in Section IV of the report. FONAVIPO promises
to discount a fixed amount of the morigage credit, so that if the family undervalued
their income, even if they later are able to show more income to qualify for a larger
mortgage credit from an authorized institution, FONAVIPO will have promised to dis-
count a fixed amount based on the income staternent made at tne time of application.
In the opposite case, when a family overvalues their income to obtain a larger credit,
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the policy of a single fixed discount (or of a decreasing amount or percentage com-
puted in an inverse ratio to the family income), it would induce the authorized institu-
tions to discourage large credits without ade Juate supporting documentation of the
income of the interested party.

Discount margin

The discount margin relates to the differential between the interest rate of the mort-
gage portfolio of the institutions and the rate that FONAVIPO will charge the entities
when discounting their mortgages.

As in the previous case, it is suggested that FONAVIPO have a greater participation
in the disceunt of mortgage operations for lower income families and a lesser partici-
pation in the case of families with higher incomes.

b. Savings mobilization
The mobilization of savings for housing by the authorized institutions could

be an attractive activity, because it gives them liquidity and profitability. The following
instruments could be applied in this case:

Financial margin

The financial margin is the differential between the interest rates on savings and the
interest rate received on loans to others.

A balance must be reached between the interest rate earned by the savings ac-
counts, which should be as high as possible s as not to penalize the account
holder, and the rates the institutions can receive when they invest those resources
in other activities.

No restrictions on the use of housing savings
The only two restrictions should be:
- The legal reserves ratio established by the Central Reserves Bank and;

- The obligation to return the savings in the form provided for in the savings
contracts.

c. Other commissions
The authorized institutions will be permitted to charge their clients the cus-

tomary commissions on the granting of mortgage loans. They will be obligated to pay
interest on savings accounts for fixed periods (semesters).

5. Financial planning
Financial planning of the Housing Contributions Regime is a key instrument for

the satisfactory development of the Program. Due to the integrated nature of the pro-
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posed system, this planning should cover the Housing Contributions Fund as well as to
the Mortgage Discount Fund.

a. Housing Contributions Fund
Financial programming of this fund is based on defining at least five points:

s The degree of desired effect on the housing deficit, inasmuch as it is desired to
reduce it, contain it, or simply arrest its growth.

s The desired correction of the population’s access to the housing solutions market
(i.e., the population’s purchasing power).

m The priorities by social segments.

» The profile of potential demand as a function of savings behavior.

= The regional distribution. For this purpose, the population, the estimated deficit, the

number of savers and the regional amount of savings accumulated are considered
at a minimum.

= The availability of funding. The number of invitations for applications during the year
will be established in accordance with the availability of funding. One sequence sug-
gested is three yearly invitations, which allows for the publication of the results of
each invitation before making the next one.

The financial planning of this Fund shall be based on a distinction between the available
resources and probable collectible resources. This will allow establishing different sce-
narios regarding the planning of the invitations: totals and number of contributions.

The planning of invitations based on financial planning shall clearly stipulate the desired
distribution of the resources by Mode and family income level or price of the housing
solution. It is not advisable to be very irregular in the number of calls for applications and
in the amount of resources involved in each.

b. Mortgage Discount Fund

FONAVIPO must realize the possbilities for discounting the mortgage loans
granted by the authorized institutions, as a complement to the housing subsidy program.
Indirectly this helps to regulate calls. The key variables in this case are:

s Available resources.

a  FONAVIPO’s level of participation in the mortgage discount.
s Discount margin.

s Solvency of the authorized institution.

These variables should reflect FONAVIPO's policy of attaching the housing deficit for each
income group.
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c. Planning interrelationship

FONAVIPO should carry out it'- - trategic planning based on the relationship
between the financial planning of both funds. This will allow it to guide its resource mobili-
zation policy, sustain negotiations with different financing entities and, in general, take the
necessary preventive actions to correct any liquidity or profitability problems that may
arise. For more details on this subject, see paragraph 4, Section IV.

6. Subsequent control over selection of beneficiaries

The subsequent control over selection of beneficiaries of the rlousing
Contributions Program should be made permanent in order to:

» Provide FONAVIPO with relevant information to verify whether the resources of the
Housing Contributions Program are being diverted to segments of the population that
are not part of the target population.

w Evaluate the real impact of the Housing Contributions Program on the living condi-
tions of the beneficiary population.

m Serve as a basis for the revision of policies, procedures and modes of the Housing
Contributions Program.

s Make it possible to carry out corrective measures whenever there are irregularities.
For more details, see paragraph 9, Section IV.

7. Financial and operational mornitoring system of the authorized financial
institutions
Iin conformity with the previous paragraph, distinctions should be made among
the different authorized institutions. The consultants recomrmend:

» the creation of a System Auditor, in charge of supervising the operations of the
authorized institutions that are not under the supervision of the Central Reserve Bank
and the Superintendent of Banks. See Section V, chapter 1.

s the creation of a unit of authorized institutions that can operate efficiently within the
System. See Section V, paragraph 2.

a A system of indicators for the operational and financial monitoring of the authorized
institutions of the system. See Section VI.

8. Financial management of the Housing Contributions Fund

The fact that the purpose of the Fund is to grant non-refundable subsidies does
not mean that there should not be a strategy of financial management for it. On the
contrary, this is even more necessary because there is a need to optimize the available
resources to be able to grant the maximum nossible number of housing subsidies. The
financial management strategy showid he based on the folluwing guidelines:

= Investment of the resources that are not being uced immediaicly for granting
subsidies in stocks and bonds c¢f ihe highest security, liquidity and profitability.

m creation oi two reserve funds, as follows:
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a. Contingency reserves

The purpose is to balance the program when there are fluctuations in financial
income. The reserve could be a percentage of the new income to the special fund that
finances the housing subsidies and it should be invested in stocks and bonds of the high-
est liquidity, profitability and security. This would allow the generation of an important
source of funds able to supplement the operation of the fund during unstable times.

b. Reserve for appeals

This is a small reserve fund to provide funds for the appeals accepted from
applicants who were not initially selected.

The resources used to grant subsidies for appeals are those that are not deposited in the
contingency reserves.

D. Basic applications of the selection model and assignment of contributions for
the strategic planning of the Program

This chapter presents the principal results of the models for the selection of applicants
to the Housing Contributions Program and the assignment of the housing subsidies, when
different situations are defined. The purpose of this exercise is:

a To illustrate the behavior of the selectiun model compared to the differential
compliance with the criteria by the hypothetical applicants.

= To show the effect of defining the savings requirements and the amounts of housing
subsidies on the purchasing capacity of the possible beneficiaries according to their
income level.

s To illustrate the impact of such determinations on the overall requirements of the
Program’s resources, for different levels of magnitude of the Program and different
ares of priority to housing needs by income level.

The chapter will illustrate the close relationship and the delicate balance that exists be-
tween the micro and macro aspects of the Program. To that end, the corresponding
models were developed, then constructed on computer spreadsheets?*, capable of
simulating different parameter combinations for the loans, contributions, savings, in-kind
contributions, value of the housing solution by level of income etc., as well as for the
volume of operations of the Program, priorities of social care, etc.

1. Selection models (application scores)

The following chart again shows the spreadsheet used to determine the criteria
(and the score assigned to each criterion), for purposes of the evaluation of the applica-
tions made by candidates for Program benefits.

*The mode!s were developed on EXCEL 3.0 (Macintosh and IBM envirocnments) and their preszntation
is made through charts and the sprea-isheet.



CHART 12

EL SALVADOR

HOUSING FINANCE SYSTEM
POINT SYSTEM FOR APPLICANTS

EXAMPLES (Variable values are shown in boldfaca)

APPLICATION 18  MONTHS 18 MONTHS i8 MONTHS
CONTRACT 12 MONTHS 18 MONTHS 18 MONTHS
CRITERIA | POINTS I[VALUE  [POINTS VALUE [PoINTS  fvALuE  JPoiNTS
1 COMPLETE SAVINGS CONTRACT 50 FOR COMPLETION 1 60 1 60 1 60
2 ADD!TIONAL MONTHS IN PROGRAM 4 PER MONTH 6 24 0 0 ) 0
3 NO. OF DEPENDENTS 4 FOR EACH DEPENDENT 4 16 4 16 5 20
4 ADDITIONAL SAVINGS AMOUNTS 4 FOR EACH MINIMUM WAGE 0 0 0 0 2115 12
6 SERVICED LOT
(WATER, ELEC., SANITATION) 10 PER LOT 1 10 0 0 1 10
2 PER SERVICE (< =3) 1 2 0 0 3 6
6 SAVINGS/SOLUTION 1 POINT PER 1% SAVINGS/SOLUTION 12.63% 13 12.63% 13|  17.00% 17
TOTAL 116 73 116
1. THE POINT SYSTEM WILL CLASSIFY APPLICANTS BY FIVE CATEGORIES OF HOUSING SOLUTION, WHICH WILL
DEFINE THE APPLICANT'S MORTGAGE REDISCOUNT RATE.
3. MINIMUM WAGE 705
4. THE PERCENTAGE OF SAVINGS IS DETERMINED BY FAMILY INCOME, AS FOLLOWS:
INCOME SAVINGS/SOLU. SAVINGS SOLUTION POINTS=C
1/2 S.M. 6.77% 636 11,000 110
i S.M. 11.64% 1,269 11,000 110
1.6 S.M. 12.63% 2,638 21,738 201
2 S.M. 13.94% 3,384 26,484 243
2.6 3.M. 16.12% 4,230 30,73C 280
3 S.M. 16.00% 5,076 36,076 317
AVERAGE 12.560% 2,866 22,671 210
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As opposed to the previous chapter, in this one the spreadsheet shows the comparison
between two hypothetical situations, comparing two applicants. it is important to point out
that the case assumes that both applicants have similar incomes and belong to the same
region.?®

a. Situation 1: Importance of seniority
This is the situation:

= Two families that apply on the eighteenth month after having started their savings
contract.

« The family in case A had signed on to a 12 month savings contract. They had fulfilled
it but had been rejected on the previous call (made on the 12th month). The family
in case B had signed on to an 18 month savings contract. They have fulfilled it and
are now applying to the program for the first time.

» All the other conditions are similar for both applicants.

The model would process the applications and would assign a much higher score to
Case A (103 points) than to Case B (79 points).

Why? The logic of the model favors applicants who had been rejected before but had at
least kept up their savings. This is to insure that every family that joins the system has a
reasonable guarantee that their continued efforts will lead to obtaining a contribution.

b. Situation 2: Seniority rewarded with additional effort
The situation is as follows:
s Two families apply on the 18th month of having initiated their savings contract.

» The family in case A had signed a 12 month savings contract. They had fulfilled it but
they had been rejected in the previous call (made on month 12). The family in case
B had signed an 18 month savings contract. They had fulfilled it and are applying 2
the Program for the first time.

= Wanting to cancel the advantage of the rejected applicant and accelerate his own
selection, Case B decides to make additional efforts as follows:

= waive an amount of housing subsidy equal to two minimum wages (1,400 colones).
This would allow them to get 8 more poirts.

s contribute their own lot with three services (water, electricity, sewer). They get 10
points for the lot and 6 for the services.

The model would process the applications and assign the same score in both cases.

Why? The logic of the model is that in order to make up for seniority they need to commit
to some serious additional effort. On the other hand, it illustrates that a applicant rejected

ZAs seen in the previous chapter, these consultants propose that the selection of the applicants be
made from relatively homogeneous sub-universes from a territorial and economic point of view.
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already has a big advantage and, if he wishes to secure it, he just needs to make a small
additional effort.

2. Model of assignment of contributions
This model, introduced in the previous chapter, integrates two different aspects:

The estimate at micro level, and for different income levels, of the variables that go
into calculating the amount of the housing contribution, the savings and the possible
loan that the applicants already selected can obtain. Naturally, all that assumes a
definition of the parameters that apply to these calculations. The examples that foi-
low exhibit a single set of parameters, which cerrespond to an initial agreement
with the Salvadoran authorities.

This micro estimate is shown on a spreadsheet and in addition in two charts: the first
lilustrates the composition of the housing finance and the subsidy {(savings, subsidy,
in-kind contribution and loan) for the different levels of family income. The second
sets torth the proportion of the subsidy in relation to the totality of the housing finance
and the contribution for each family income level, as well as the average irterest rate.

The macro level estimate computes, for the different family income levels, the different
resources needed fcr the different hypotheses regarding the total velume of the over-
all operations of the Program and the distribution f resources based on the different
income levels. The distribution according to income goes into this calculation because
the composition of the total amount of the solution varies as a function of this
variable. The calculations are made fcr each cumponent (downpayment, labor, sav-
ings, housing subsidy and loans) and the total amount of resources that shculd be
assigned to the housing sector is presented with the purpose of illustrating thz dimen-
sions of the overall effort on the country.

This estimate is presented in the central part of the spreadsheet and on a chart of the
resources by source. This is the counterpart to the decisions regarding the total
volume of the operations and to the assigned values in the micro estimates described
before. The distribution of income in El Salvador is presented at the bottom part of
the spreadsheet, as a footnote, as a possible criterion for the distribution of subsidies
depending on the income level. To make the distribution according to income, it is
necessary to exclude those strata not included in the subsidy program, that is, those
families with an income higher than three minimum wages.

On the next pages are presented different simulations of the model in spreadsheet and
chart form for the following three situations:

Distribution of operations similar to the nat* .nal distribution of income and a moderate
volume of operations. (Charts #13a and #144)
Distribution of operations similar to the national distribution of income and a volume

of operations suifficient to keep the housing deficit from growing (30,000 housing
solutions per year). (Charts #13b and #14b)

Distribution of operations to the middle income sectors and a moderate volume of
operations. (Charts #13c and #14c)



CHART 13a

EL SALVADOR

HOUSING FINANCE SYSTEM

LOAN, SAVINGS AND SUBSIDY CHART

INTEREST RATE 16.60% 16.60%|
TERM (MONTHS) 144
MINIMUM WAGE 706
MINIMUM DOWNPAYMENT 16.00%
MAXIMUM DOWNPAYMENT 20.00%
SAVING REQUIRED FOR < 1 MIN. WAGE 7.60%
SAVING REQUIRED FOR > 1 MIN. WAGE 10.00%
NUMBER |CGNTRIB./SOLUTION
|coLoNEs MINIMUM WAGES SALARIES[MINIMUM  IMAXIMUM
MAXIMUM CONTRIBUTION 8,000 11 0.60 72.73% 72.73%
MINIMUM SOLUTION 11,000 16 1.00 72.73% 72.73%
MAXIMUM HOUSING COST 35,076 49 1.60 32.64% 27.60%
LARGEST ALLOWABLE LOAN 33,073 46 2.00 24.90% 20.77%
MINIMUM PARTIAL SUBSIDY 3,600 4 2.60 17.84% 14.64%
MAXIMUM PARTIAL SUBSIDY 7.000 90.00% 9 3.00 12.33% 9.98%
FAM.IMON. PAYMENT DEBT CAPACITY . DOWN [HOUSING SOLUTION # OF MINJAVG INTEREST RATE
INCM | MINIMUM IMAXIMU MINIMUM | MAXIMUM SUBSIDY SAVNG | PAYMENT] mMINIMUM | mMAxXIMuMm WAGES [MINIMUM —— [MAXIMUM
363 N.A. N.A. 0 0 8,000 636 2,366 11,000 11,000 0.50 0.00% 0.00%
706 N.A. N.A. ) 0 8,000 1,269 1,731 11,000 11,000 1.00 0.00% 0.00%
1,058 169 212 9,900 13,200 6,000 2,638 ) 18,438 21,738 1.50 8.86% 10.02%
1,410 212 282 13,200 17,600 6,600 3,38¢ ) 22,084 26,484 2.00 9.86% 10.97%
1,763 264 363 16,600 22,000 4,600 4,230 ) 25,230 30,730 2.50 10.79% 11.81%
2,115 317 423 19,800 26,600 3,600 5,076 0 28,376 35,076 3.00 11.61% 12.47%

THE IN-KIND CONTRIBUTION IS ONLY FOR FAMILIES WITH INCOMES OF < 1 MINIMUM WAGE AND IS ONLY EQUIVALENT TO THE AMOUNT NEEDED FOR A MINIMUM
SOLUTION.

FAM. % NUMBER | TOTAL AMOUNT| TOTAL AMOUNT | TOTAL AMOUNT TOTAL AMOUNT TOTAL AMOUNT
INCM | suBs!DY | sussiD. SUBSIDIES SAVINGS LOANS IN-KIND CONTRIBS RESOURCES (COLONES)
353 48.62% 2,426 19,409,091 1,639,384 0 6,739,026 26,687,600
706 18.66% 928 7,424,242 1,177,670 0 1,606,420 10,208,333
1,068 17.16% 868 6,147,727 2,177,489 9,909,376 0 17,234,691
1,410  7.88% 394 2,166,667 1,333,091 6,066,667 0 9,666,424
1,763  7.88% 394 1,772,727 1,666,364 7,683,333 0 11,022,424
2,116  0.00% 0 0 0 0 0 0
| 100.00%] 5,000] 36,920,466 7,893,927} 23,569,375] 7.346,446) 74,719,273
NOTE: INCOME DISTRIBUTION AND PROGRAM ASSUMPTIONS
Income Category l % of Population]AVERAGE POINTS MODE % ELIGIBLE
Less than 200 12.10% 100 1 13.76%
From 200 to 600 30.60% 400 1 34.77%
Ffom 600 to 1000 24.60% 800 1Y2 27.84%
From 1000 to 2000 20.80% 1,600 2Y3 23.64%
|More than 2000 12.00% ? N.A.
| 100.00% 100.00%

b



EL SALYADOR
HOUSING FINANCE SYSTEM
LOAN, SAVINGS AND SUBSIDY CHART

INTEREST RATE 16.60% 16.60%|
TERM (MONTHS) 144
MINIMUM WAGE 706
MINIMUM DOWNPAYMENT 16.00%
MAXIMUM DOWNPAYMENT 20.00%
SAVING REQUIRED FOR < 1 MIN. WAGE 7.60%
SAVING REQUIRED FOR > 1 MIN. WAGE 10.00%
NUMBER |[CONTRIB./SOLUTION
|coLoNEs MINIMUM WAGES SALARIES[MINIMUM  |MAXIMUM
MAXIMUM CONTRIBUTION 8,000 11 0.60 72.73% 72.73%
MINIMUM SOLUTION 17,000 16 1.00 72.73% 72.73%
MAXIMUM HOUSING COST 36,076 49 1.60 32.64% 27.60%
LARGEST ALLOWABLE LOAN 33,073 46 2.00 24.90% 20.77%
MINIMUM PARTIAL SUBSIDY 3,600 4 2.60 17.84% 14.64%
MAXIMUM PARTIAL SUBSIDY 7,000 90.00% 9 3.00 12.33% 9.98%
FAM.|MON. PAYMENT DEBT CAPACITY DOWN |HOUSING SOLUTION # OF MIN|AVG INTEREST RATE
INCM ! MINIMUM [MA XiMU MINIMUM | MAXIMUM SUBSIDY SAVING PAYMENT{ MINIMUM | MAXIMUM WAGESIMINIMUM  [MAXIMUM
3E3 N.A4. N.A. 0 0 8,000 636 2,366 11,000 11,000 0.60 0.00% 0.00%
706 N.A. N.A. o) 0 8,000 1,269 1,731 11,000 11,000 1.00 0.00% 0.00%
1,068 169 212 9,900 13,200 6,000 2,638 0 18,438 21,738 1.60 8.86% 10.02%
1,410 212 282 13,200 17,600 6,600 3,384 0 22,084 26,484 2.00 9.86% 10.97%
1,763 264 363 16,600 22,000 4,600 4,230 0 26,230 30,730 2.60 10.79% 11.81%
2,116 317 423 19,800 26,600 3,600 6,076 0 28,376 36,076 3.00 11.61% 12.47%
THE IN-KIND CONTRIBUTION I3 ONLY FOR FAMILIES WITH INCOMES OF < 1 MINIMUM WAGE AND IS ONLY EQUIVALENT TO THE AMOUNT NEEDED FOR A MINIMUM
SOLUTION.
FAM. % NUMBER | TOTAL AMOUNT| TOTAL AMOUNT | TOTAL AMOUNT TOTAL AMOUNT TOTAL AMOUNT
INCM | SUBSIDY | suUBSID. SUBSIDIES SAVINGS LOANS IN-KIND CONTRIBS RESOURCES (COLONES)
363 48.62% 14,667 116,454,645 9,236,301 0 34,434,163 160,125,000
706 18.66% 6,668 44,645,466 7,066,023 0 9,638,623 61,260,000
1,058 17.16% 6,148 30,886,364 13,064,932 69,466,250 o) 103,407,645 )
1,410  7.88% 2,364 13,000,000 7.598,646 36,400,000 o) 67,398,645 —
1,763 7.88% 2,364 10,636,364 9,998,182 45,500,000 ) 66,134,645 ~
2,116  0.00% 0 0 0 0 0 0
[ 100.00%| 30,000] 215,622,727 47,363,983] 141,366,260| 44,072,676] 448,315,636
NOTE: INCOME DISTRIBUTION AND PROGRAM ASSUMPTIONS
Income Category I % of Population| AVERAGE POINTS MODE % ELIGIBLE
Less than 2CC 12.10% 100 1 13.76%
From 200 to 600 30.60% 400 1 34.77%
From 600 to 1000 24.60% 800 1Y 2 27.84%
From 1000 to 2000 20.80% 1,600 2Y3 23.64%
More than 2000 12.00% ? N.A.
| 100.00% 100.00%




CHART 13¢

EL SALVADOR
HOUSING FINANCE SYSTEM
LOAN, SAVINGS AND SUBSIDY CHART

INTEREST RATE 16.60% 16.60%|
TERM (MONTHS) 144
MINIMUM WAGE 706
MINIMUM DOWNPAYMENT 16.00%
MAXIMUM DOWNPAYMENT 20.00%
SAVING REQUIRED FOR < 1 MIN. WAGE 7.650%
SAVING REQUIRED FOR > 1 MIN. WAGE 10.00%
NUMBER|CONTRIB./SOLUTION
|coLoNEs MINIMUM WAGES SALARIESIMINIMUM  |[MAXIMUM
MAXIMUM CONTHIBUTION 8,000 11 0.60 72.73% 72.73%
MINIMUM SOLUTION 11,000 16 1.00 72.73% 72.73%
MAXIMUM HOUSING COST 36,076 49 1.60 32.64% 27.60%
LARGEST ALLOWABLE LOAN 33,073 46 2.00 24.90% 20.77%
MINIMUM PARTIAL SUBSIDY 3,600 4 2.60 17.84% 14.64%
MAXIMUM PARTIAL SUBSIDY 7,000 90.00% 9 3.00 12.33% 9.98%
FAM.IMON. PAYMENT DEBT CAPACITY DOWN|HOUSING SOLUTION # OF MIN|AVG INTEREST RATE
INCM | MINIMUM [MAXIMU MINIMUM | MAXIMUM SUBSIDY SAVING PAYMENT| MINIMUM | MAXIMUM WAGES|[MINIMUM  [MAXIMUM
363 N.A. N.A. 0 0 8,000 636 2,366 11,000 11,000 0.E0 0.00% 0.00%
705 N.A. NLA. ) ) 8,000 1,269 1,731 11,000 11,000 1.00 0.00% 0.00%
1,068 169 212 8,900 13,200 6,000 2,638 o) 18,438 21,738 1.60 8.86% 10.02%
1,410 212 282 13,200 17,600 6,600 3,384 o) 22,084 26,484 2.00 9.86% 10.97%
1,763 264 363 16,600 22,000 4,500 4,230 ) 26,230 30,730 2.60 10.79% 11.81%
2,116 317 423 19,800 26,600 3,600 6.076 0 28,376 36,076 3.00 11.61% 12.47%
THE IN-KIND CONTRIBUTION IS ONLY FOR FAMILIES WITH INCOMES OF < 1 MINIMUM WAGE AND IS ONLY EQUIVALENT TO THE AMOUNT NEEDED FCR A MINIMUM
SOLUTION.
FAM. % NUMBER | TOTAL AMOUNT| TOTAL AMOUNT | TOTAL AMOUNT TOTAL AMOUNT TOTAL AMOUNT
INCM | suBSsIDY | sSuasiD. SUBSIDIES SAVINGS LOANS IN-KIND CONTRIBS RESOURCES (COLONES)
363 30.00% 1,600 12,000,000 961,760 0 3,648,260 16,600,000
708 26.00% 1,260 10,000,000 1,686,260 ) 2,163,760 13,760,000
1,068 26.00% 1,260 7,600,000 3,172,600 14,437,600 ) 26,110,000
1,410 10.00% 500 2,760,000 1,692,000 7,700,000 ) 12,142,000
1,763  10.00% 600 2,260,000 2,116,000 9,626,000 ) 13,990,000
2,116 0.00% 0 0 0 0 0 0
| 100.00%|  &,000] 34,6GC,000| 9,617,500] 31,762,600} 6.712,000] 81,492,000
NOTE: INCOME DISTRIBUTION AND PROGRAM ASSUMPTIONS
Income Category I % of Population]AVERAGE POINTS MODE % ELIGIBILE
Less than 200 12.10% 100 1 13.76%
From 200 to 600 30.60% 400 1 34.77%
From 600 to 1000 24.60% 800 1v2 27.84%
From 1000 to 2000 20.80% 1,600 2vY3 23.64% »
More than 2000 12.00% ? N.A. "&*S
| 100.00% 100.00% :
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CHART 14a

EL SALVADOR, HOUSING FINANCE SYSTEM: LEVEL OF RESOURCES REQUIRED FOR EVERY 5,000 SOLUTIONS, BY SOURCE AND

INCOME CATEGORY
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CHART 14b

EL SALVADOR, HOUSING FINANCE SYSTEM: LEVEL OF RESOURCES REQUIRED FOR 30,000 SOLUTIONS, BY SOURCE AND INCOME
CATEGORY, WITH A FOCUS ON THE MIDDLE GROUP OF LOW INCOME FAMILIES
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IV. OVERALL PROCEDURES OF THE HOUSING CONTRIBUTIONS PROGRAM

A. Introduction

The rules, procedures, requirements and parameters that regulate the operation of
the Housing Contributions Program are detailed in this section. The presentation is
organized according to the phases in whick the operation is structured.

For each phase, set of phases or relevant activity within a phase, depending on the case,
the text includes a corresponding flow chart.

B. Phase I: Entry into the System or establishment of the savings contracts

1. Eligible population and authorized institutiors

According to the definitions of the Housing Contributions Program set forth in
Phase Il of the report (Paragraph 2. Descriptior: of modes), participation in the program
consists of the person who wants access to a housing solution entering into a savings
contract with an authorized institution.

Ideally, there will exist a number of institutions authorized to collect savings, actively
competing to attract savers, and thus prevents the formation of cartels detrimental to the
savers in any of the following areas:

s the financial treatn.ent of the savings;
a the services rendered, especially personal attention and public information.
s the cost of the services rendered, etc.

2. Documentation

a. Contract for methodical savings
The essential clauses for a savings contract are the following:
» Identification of the authorized institution.

= Numbered sequence. The contracts shall be numbered by institution or agency, so
that different institution and agency codes must be created.

s Identity of the account holder (full name, identity document number).

s Description of the family group (full names, relationship, identity document numbers
when appropriate, age, sex, marital status, occupation, employment and income).

s Amount of savings promised, in total and by period. These have to correspond to
thirds (or equal parts) of the total.
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Term of the savings contract. The contracts for Modes | and Il cannot be for less than
18 months.?®

Finarcial conditions of the contract (interest, interest payment periods, number of
payments, etc.).

Rights and obligations, administrative costs and sanctions for delinquencies.
The manner of dispute resolution, if any.

For all purposes, FONAVIPO will prepare a standard contract, with the consent of the
Central Reserve Bank, to be used by all the authorized institutions that wish to collect
housing savings.

b. Housing Savings Account Booklet
its characteristics and content are the following:
Pre-printed format indicating the authorized institution.
Complete identification of the savings account iolder.
Account number (identical to the contract number).
Space to record the deposits, withdrawals and earned interest in sequence.

Inasmuch as possible the bank booklet shall have a design that includes:

An attractive identifying format.
Easy to read and easy to understand text.
A format adaptable to the recording mechanisms of cash register machines.

3. Recording and processing
The following information on recording and processing needs is established in this

phase:

The authorized institution must incorporate into a data base the basic characteristics
of each savings account established (name of account holder, identity document
number, savings plan).

At the end of each month, a copy of the contracts established that month must be
sent to FONAVIPO.

FONAVIPO shall incorporate into its central data base all the socioeconomic and
demographic information of the account holder and his family and of the savings plan
entered into.

*Inan initial transition period participation in Mode Il will be allowed under the following minimum terms:

3 months minimum completion in 1992, 6 months in 1993, 12 months in 1994 and 18 months in 1995. In
Mode |, participation will be allowed with 3 months in 1992 and 6 months after 1993.
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C. Phase ll: Formation, monitoring and certification of savings

1. Record of savings

The authorized institution shall keep an updated record of the savings activities:
deposits, withdrawals, interest paid.

The savings contracts imply savings efforts of constant periodic amounts (monthly, quar-
terly, etc.)

These contracts have the following advantages:

= It makes the account holder’s efforts easier when he deposits a definite amount,
which reduces the administrative costs and permits a flexibly scheduled discount
operation.

= It permits the authorized institutions to compute precisely the expected inflow of
resources.

»  The potential demand for hotsing solutions can be estimated.
= Ordinarily, a methodical saver is also methodical in meeting his mortgage payments.

This does not preclude the saver from making extra deposits, if he at least meets the
agreed upon deposit amount. When the contrary is true, and his savings are systematical-
ly below the amount agreed upon in his savings contract, he will be penalized when he
applies for the housing contribution, as indicated in the rating system discussed later.

2. Renegotiation record

For various reasons, the saver may find himself in the position of not fulfiling his
agreed savings plan:

» because he underestimated his capacity.
» because he overestimated his capacity.
= because he must face contingencies.

In all these cases, he will be able to renegotiate his savings contract only once. If there
is a problem after renegotiating the contract, he will enter into a new contract, canceling
the old one. This will not prevent him from transferring a part or all of his previous savings
to the new account, but he will lose the seniority of his old account.

The act of renegotiation will involve a modification of the original savings contract, but not
a change of the savings account book or the account number.

a. Documentation
There is a form for renegotiating a savings plan. Its essential clauses are:
»  Name of the account holder.
m  Account number.
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= Number of personal identity document of account holder.
s Changes in the periods or the amount of savings.

b. Recording and processing

» The authorized institution shall incorporate in a data base the basic features of the
renegotiated savings plan, the terms of which will cance! the terms of the savings plan
originally recorded.

= At the end of each month, the institution shall send to FONAVIPO a copy of all the
renegotiated contracts concluded during the month.

s FONAVIPO shall input into its central data base the modifications to the original sav-
ings plan, erasing the originally agreed conditions, but without altering the socioeco-
nomic and demographic information.

3. Closing records

The authorized instiwution shall record all closings of accounts, whether by volun-
tary closing during the life of the saving plan or by a total transfer to a housing subsidy
beneficiary and the subseqguent application of those savings to the construction or pur-
chase of a housing solution.

There shall be no additional restrictions on the account holders other than:
= administrative costs for maintaining inactive savings accounts.
a the number of withdrawals per year, with or w.Niout loss of interest.

4. Withdrawals

““he account holders will be able to make withdrawals from the saving accounts
un:der the following conditions:

» no interest will be earned for the last period.
»  maximum frequency of withdrawals: once per month.

= account holders must file an application for withdrawal at lezst ten working days in
advance.

= the withdrawal application form shail inclurie the followi:.g information: name of the
account holder, account number, date, amount of withdrawal, signature.

At the end of the month FONAVIPO will be informed of ali contracts that register with-
drawals.

withdrawals, in and of themselves, do not constitute a delinquency in the agreed savings
plan, the exception being a change in the conditions agreed to in the biannual review.
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5. Information systems and quality control

a. From the authorized institutions to the public

The authorized institutions shall maintain a record of all participants with
regard to all the transactions in their savings accounts, regardless of whether or not they
are recorded in their bank books, as in the case of deposits through payroll deductions,
accumulation of interest, etc.

Without aitering the above, the authorized institutions shall be ericouraged to develop an
information service to the public through biannual newsletters mailed to savings account
holders, with a detailed statement of deposits, withdrawals and interest accumulations,
with the amounts and dates.

b. From FONAVIPO to the institutions

In this case, a management information system, based on FONAVIPO’s
central data base, is necessary. The prir.cipal objectives of this system are the following:

» To moniter housing savings activity in order to forecast the volume and processing
of the applications in future calls.

= To study savings activities according to the socioeconomiic profile of savings account
holders and the region, which may be useful for suggestirig moditications in the sav-
ings policies to the Central Reserve Bank.

s To analyze the performance of authorized institutions.

This Management Information System is compiled from the reports on deposits, withdraw-
als, and interest payments that the authorized institutions will send to FONAVIPO on a bi-
annual basis. Ideally, these reports wii be generated by electronic means to avoid errors
and save time.

The Authorized Institutions Department of FONAVIPO Operations Management (in ac-
cordance with the organic structure proposed later in the report) will be in charge of
following up on these reports.

The System will combine the information received from the authorized institutions with the
socioeconomic information on the account holders in the FONAVIPO data base to com-
pute the expected saving completion dates for purposes of planning the next invitations
for applications.

6. Certification of savings

Each time there is a call for applications to the Contributions Program or (even
without these calls) at the request of the account holder, the authorized institution shall
issue a certificate of savings indicating that the savings contract has been fulfilled.
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a. Contents of the certificates
The certificates shall contain:

s The name of the authorized institution issuing them and the signature of the
responsible representative or representatives. FONAVIPO shall maintain an updated
register of the relevant signatures.

= The identification of the account holder: name and personal identity document
number.

s Date of issuance.
= The amount of savings by semiannual period and the final total of savings.

s A statement from the issuer indicating fulfilment of the savings contract and the
freezing of the funds pursuant to the application.

This certification helps prevent the fcrmation of a market for the purchase and sale of
mature contracts.

b. FONAVIPO recording

Once received, the certificate must be incorporated into the FONAVIPO data
base.

c. Validity of the certificates
The certificates do not have an expiration date. Nevertheless, during the
application period they shall be presented by ttie applicant with updated information for
the corresponding period.

7. Transfer of savings accounts
The savings account holders will be able to transfer their savings accounts to
other authorized institutions any time they wish, before or after the fulfilment of the
contract. In the latter case this will not lift the freezing of the funds.

The transfer shall be made through a specific application to the institution the holder
wishes to transfer the savings account to. The transfer of funds shall be made through
an inter-institutional transfer.

D. Phase lll: Determination of volume and budget

1. Financial planning of the Housing Contributions Program

Based on the financial management system of Phase |l and the real and projected
availability of funds, FONAVIPO shall formulate the financial planning of the funds it
manages, in conformiity with the objectives established in Section II.

This financial planning will have a continuous horizon of 24 months. This means that the
planning is designed to project the flows at twenty-four month spans, updating that
projection at the end of each month.
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In addition, the design of the planning must include a method to compare, at the end of
each month, the planned flows with the real activity that took place, and include a series
of indicators to measure ihe differences.

Financial planning shall be the basis for determining the size of the calls for applications
for housing contributions.

2. Financial planning of the PRONAVIPO Mortgage Discount Fund

This planning shall have the same characteristics as those indicated in the
previous section regarding the Housing Contributions Fund, with the purpose stated in
Section Il. In addition, it must include a series of indicators to measure operational
profitability of the Mortgage Discount Fund.

3. Communications (when appropriate) from the programs to the authorized
institutions and to the savings account holders

E. Phase IV: Application

1. Invitation

a. Contents
=« Resources by mode, sectors and region (Metropolitan Area of San Salvador, cities
of over 50,000 inhabitants, the rest of the country).
= Approximate number of possible housing solutions.
s Institutions authorized to receive applications.

b. Information on the system

» Information to the public.
= Use of means of mass communication.
m Flyers.

FONAVIPO must have a budget item to cover the cost of publicizing calls for applications.

c. Information and application periods

In each call, FONAVIPO will establish two periods, called the information
period and the aprplication period. In the information period, FONAVIPO will provide
background information to the authorized institutions and the public, including all the
forms needed to make the zapplications. The institutions will issue certificates to certify
fulfilment or delinquency of the savings plans that mature at the time of the respective
call. We suggest that this period last 15 to 20 days.
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Likewise, at the end of the information period, a 10 to 15 day application period opens,
in which the authorized institutions deliver the respective applications to FONAVIPO.

2. Documentation

The application to the housing contributions system should be made by the inter-
ested party. The application fcrm is attached to (or is the same document as) the savings
certification issued by the entity. As opposed to the certification, the application ticket is
optional.

A mortgage loan analysis form shall also be attached when the institution proposes to
grant an additional loan to the applicant, as indicated later (Phase VII). The basic content
of the form, which provides an update of the socioeconomic and denographic information
on the applicant and his family group in PHASE |, is the following:

»  Number of the certificate. This numbering is sequential.
Identification of the applicant and his family group.
Certification of compliance with the savings contract.
Indication of the mode applied for and the sector.

Statement of the amount of the subsidy waived, if applicable.
Certification of the right to a mortgage loan (amount, terms).

Kind of application, individual or collective; if collective, include documentation of the
properties (at least a statement of social interest issued by the VMVDU) and the
project.

3. Receipt and processing

The files are compiled by the authorized institution, classified and organized by
the type of application, and serit to FONAVIPO.

F. Phase V: Selection

1. Validation

Acceptance or rejection based on compliance with conditions.

Registration of FONAVIPO applicants.

Acceptance or rejection due to lack of funds.

Delivery of rejections to authorized institutions, classified as correctable or

not.

e. Acceptance of corrections by authorized institutions withir a predetermined
period of time.

f. Use of the validation procedure indicated above in a, b and c.

aooe

It must be pointed out that this phase must be completely computerized, by establishing
on-line data processing.
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contribution, the remaining unchosen 10% being left for a subsequent round of
applications.

2. Recording ot Applications

The applications will be added to the data base, updating the data on holders of
savings accounts and family groups obtained in previous phases.

3. Use of the selection model, incorporating both the eligibility criteria and the
restrictions indicated below

4. Publication of the list of people chosen, by means of pubiic communica-
tions media

5. Issuance and delivery of certificates

a. Nature of tre certificate

A registered instrument, non-negotiable except for the beneficiary’s
endorsement to the authorized institution, for presentation to FONAVIPO for the corres-
ponding payment.

b. Content

Person’s name, amount, effective term, identity card number, prior accumu-
lated savings.

c. Delivery

FONAVIPO issues the certificate and delivers it to the authorized institution.
The latter gets in touch with the interested party and both sign a contract for that parti-
cular case.

d. Additional documentation

In cases where the authorized institution decides to give the applicant
additional mortgage financing, if the applicant is chosen by the Housing Contribution
Program, and requests from FONAVIPO a mortgage rediscount, FONAVIPO will issue
additional documentation for a discount commitment, to be attached to the Housing Con-
tribution certificate.

its content is as follows:

a  Savings account holder’s name;
= Identity Card;

s Authorized Institution;
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s Amount of the new discount;
s Conditions for the new discount.

6. Appeals
a. An appeal request addressed to the authorized Institution.
b. Appeals sent to FONAVIPO within a predetermined period.
c. Review by FONAVIPO.
d. Results published by the public media.
e. Certificates issued and delive:ed.

G. Phase VI: “ayment of contributions, mortgage loans and savings drafts
1. Housing Contribution Payments

a. Procedures

s The authorized institutions prepare the necessary contracts and present the corres-
ponding dociumentation to FONAVIPO.

s FONAVIPO issues a draft to the authorized institution.

w The authorized institution sends the interested party all or part of the total amount,
according to the kind of operation being dealt with.

b. Requirements for proceeding with payment
These requirements are indicated in the attached chart.

2. Prior savings draft transactions

Once a beneficiary is selected for a particular subsidy program, savings accumu-
lated as prior savings become his personal economic contribution, for either buying or
building the home in accordance with his chosen housing solution. These prior savings
complement the contribution already received. From this point of view, this is both the
personal risk the applicant assumes and a way cf increasing the security of the lender,
if any.

a. Procedure and requirements

The authorized institution makes a draw against the beneficiary’s application.
The requirement is that the authorized institution fully comply with the corresponding con-
tractual finahcing contractual formalities. In cases where a person withdraws his savings
and has not been chosen, the prior requirement is not a precondition.

In cases involving construction, savings constitute either part cr all of the first disburse-
ment.
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H. Phase VII: Restitution, loss, relinquishment or expiration of the certificate.
1. Restitution

a. Casas in which it applies

s Bypassed resources (prior savings or coitributions).
s roof that faise information has been used to obtain contribution.
w  Sale of housing within a period prohibited by law.

b. Sanctions

@ Return ¢f funds received.
s Loss of access to a new application process.

>hart #20. Requirements for the payment of contributions

Type of operation Payment A.l.-Interested party FONAVIPO-I.A. Payment
Purchase of new 1. Higrjuirement 1. Pequiremant
housing solution - Title - Copy of certificate granted
- Certified endorsement to A.l. - Copy of the document
2. Draft presented for Registration
A.l.complete to seller 2. Draft
Complete to A.l.
Building on one’s 1. Requirements 1. Requirement
own lot A) Only in the case of a contribution: - Authenticated copy of the
- investment contract (object, identification | investment contract.
of the parties, disbursements, amoun, - Certificate endorsed in favor
terms, sanctions). of the entity.

In groups (collective petition): specifying
who the members are and the amounts of
the individual contributicns. Also, title of
land ownership.

B) When an additional mortgage loan is
granted: the same as when new housing is
bought

2. Draft

According to the disbursement plan and
progress o the work

2. Expiration
This happens in case:s where the certificate has not been used before its term
expires. The applicant retains the right to file a new application. This possibility has no
effect on prior savings drafts.
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3. Relinquishment

The certificate may be relinquished any time within its effective term by means of
a formal request to the correspending authorized institution. The authorized institution
returns both the certificate and the application to FONAVIPO. The savings account holder
may file a new application, with prior savings drafts having no effect on this right.

4. Loss
The following proceaure takes place in case of loss:
s The interested party must inform the aiuthorized institution of tre loss.
s The institution informs FONAVIPG of the loss.

s FONAVIPO issues a new replacement document with a new number (identification
code) for the certificate and canceis the former number.

I. Phase VIi: Mortgage Loan Discount

The mortgage discounts made by FONAVIPO are carried out upon presentation of
the following documents:

»m copy of the deed entered in the Register.
m contract for the transfer of property rights.

The presentation will be made with the laentification Cocle (numerical) of FONAVIPO’s
preexisting operation. The discount will be carried out according to the terms and
conditions indicated by the rediscount commitmant mentioned in Phase VI.

J. Phase IX: Selective subsequent monitoring of beneficiaries

As part of the Housing Contribution Program’s quality control, a selection system for
subsequent monitoring should be established.

1. Requirements and procedures

a. FONAVIPO must periodically develop terms of reference for a public competi-
tive bidding (twice a year at a minimum), for the purpose of perforrning a field audit of the
Housing Contribution Program beneficiaries. This competitive bidding will be preferably
addressed to specialized non-governmental organizations, but in any case to private insti-
tutions.

b. The terms of reference must stipulate ciearly the audit requirements,
including: type arid quality of the housing solution, actual as compared to declared sccio-
economic beneficiary family profile, actual occupancy of the property, real perception of
the service offered by the authorized entities. Also, it must clearly stipulate the indicators
and formats to be used.

c. Once the competitive bid has been awarded, FONAVIPO will deliver to the
auditor a list of the beneficiaries to be evaluated. This list is a statistically representative
sample (stratified and random within gach stratum) of the beneficiaries of the Program,
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for the period under evaluation. All relevant informeiion regardinig such beneficiaries iin the
data base would be given to the auditor.

d. Based on the auditor's report, FCHAVIPO will make its decision with regard
to the various cases:
m whethei jecal action must be taken regarding beneficiaiizs wtio have obtained a

housing contribution by means of false information or unlawful rethods;

a whether actions must be teken with regard to the authorized institutions (that is,
actions of varicus kinds: increased waining, lzgal action, etc.);
whether rules, proceciuies or policies are required to improve the efficacy and effi-
ciency of the Housing Contribution Pregram.

i3

e. To generate greater confidence in the fairness and seriousness of the Pro-
gram, FONAVIPO should publisi the general results of the audit by the most appropriate
means.

K. Functionali Summary of the Housing Contributicn Program

1. FONAVIPO
a. Establishment of the System’s Rules and Procedures.
= Establishment of the system’s operational regulations, except for savings.
»  Design, development and distribution of handbooks, applications, certificates.

b. Financial programming, resource management and strategic planning.

s Drafiing applications, and resource negotiation for housing contribution funds and
mortgage cdiscounts.

& Disposition.

¢. Financial operation of the system.
s  Collection and payment.
e Subsidy payments.
s Rediscounted loans.
= Temporary investments.
n  Asset disposition.

d. Supervision, financial monitoring or inspection, and classification of the
System and authorized institutions.

= Management Information System.
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e. Promotion, publication and marketing.
Promotion of the system.
Call for applications.
Suppart for the definition of financial products: for example, savings.

f. Selection of applicants.
Acceptance of applications.
Validation.

Objections corrected.
Processing.
Selection and publication of results.

g. Administraticn.
Registration.
Accounting.
Adrinistrative support services.

h. System for selective subsequent monitoring of beneficiaries.
Terms of reference.
Representative sample.
Evaluation of results.
Actions regarding beneficiaries.
Actions regarding authorized institutions.
Improvement of the system’s policies, rules and procedures.
Publication of results.

i. Register of appraisers
Based on the experts recommended by the beneficiaries and the authorized

institutions, FONAVIPO will maintain a Register of Authorized Appraisers. Only college
graduates, such as civil engineers and architects, may qualify as appraisers. To that end,
we recommend an analysis of the corresponding register maintained by the Social Invest-
ment Fund (Fondo de Inversidn Social - FiS).

2. Functions performed by the authorized institutions

a. Savings

Opening of accounts and signinyg of contracts.
Deposits, drafts and interest payments.
Processing and statements to the savings account holder and to FONAVIPO.
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Certification of savings.
Monitoring and penalties.

b. Loans

Acceptance of applications.

Analysis of the applications, approvals and rejections.

Presentation and processing of applications and rediscounts to FONAVIPO.
Loans granted and their management.

¢. Contributions

Acceptance of applications.
Presentation of applications to FONAVIPO.
Delivery of contribution certificates to interested parties.

d. Organizing the demand and financing the projects

Housing orientation and program promotion.
Development of housing projects.
Financing building construction.

Financial and technical monitoring of the progress made by the development under
construction.

Confirmation and regularization of property titles in coordination with the Institute of
Freedom and Progress.

Appraisal of the housing solutions.

e. Finances

The acquisition of resources (desigr and execution).
Resource investment.

f. Auditing and Monitoring

Review of the information provided by the applicant.

Review of the progress made by the projects and their appraisal, in case of short-
term financing.

Review of compliance with the rules, procedures and prohibitions of the Contribution
System.

3. The Function of the Ceniral Reserves Bank

a. To establish rules on how to mobilize housing savings and make mortgage
loans.
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b. To establish rules on how to allocate the resources generated by the
authorized institutions.

¢. Monitor and apply sanctions on the authorized institutions.

V. THE FUND’S ORGANIZATIONAL ANMD FUNCTIONAL STRUCTURE

A. Introduction

In order to design the organizational and functional structure of the Fund, one must
keep in mind that this is a second tier institution, which operates through various autnor-
ized institutions. In fact, Article 31 of the Law stipulates the institutions that are permitted
to form the operational network of the Fund and Article 4 states that the Fund is expressly
prohibited from dealing directly with the public, whether private enterprises, organized
groups or individual families.

The above, undoubtedly, concentrates the Fund’s scope of action in the following
spheres:

1. Acquiring resources by means of:
e Initial contributions from other institutions.
= Additional contributions from the State.
= Trust agreements.
s National ana foreign loans.
= Contributions of public and private organizations, both national and foreign.

2. Financing the authorized institutions, according to the provisions of Art. 3
(paragraph C) and Chapter 1l of Title Il of the Law.

3. Promoiing savings programs, investments and financing in order to acauire and
improve housing solutions for the pubhc as well as to administer the Housing Contribu-
tions Program. The authorized institutions, logically, will perform these actions.

4. Authorizing and performing financial supervision, inspection and contro! of the
authorized institutions.

In addition, it must be borne in mind that, although the Fund may create a modern and
efficient internal structure, its true success depends on the quality of the authorized
institutions’ operations: they are in charge of implementing the policies and procedures
established by the Fund, as well as evaluating, financing, monitoring and recovering the
loans that are granted.

For these reasons, a fundamental part of its work at first must focus on establishing,
monitoring and developing the authorized institutions’ operations.
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These functions confer on the Fund its character of regulatory entity in charge of socio-
institutional development. To perform such tasks, it must rely on a structure, the more
salient characteristics of which are summed up as follows. A structure:

s That is flexible and efficient.

s That is directed by a highly trained technical and administrative team.

m That relies on smiail but technically highly developed units.

e That has solid internal coordination.

n That has established few hierarchical levels.

s That adopts, from the first, adequate automated and computerized systems.

As an additional consideration, the consulting team proposes that—with the purpose of
net allowing the institution to grow disproportionately —a series of specialized tasks be
contracted out, dealing with the Fund’s own development as weil as the development of
the institutions authorized to operate with the Fund. These tasks cover the develspment
of and compliance with rules and procedures which can be provided by enterprises dedi-
cated to selling professional services in specific fields. This will undoubtedly lead to a
more rapid implementation of the Fund’s programs, and will mean in the long run greater
efficiency and a lesser burden on the operationai budget.

Moreover, the administrative structure proposed cannot nor should be created all at once.
its development must be done gradually, as needs increase. The choosing and naming
of the key management personnel is of vital importance, to give it the sense of unity and
coherence that is necessary to establish the remaining administrative units. These person-
nel, from the very first, must constitute a strongly integrated and coordinated work team.
If this is not so, the future operation of the institution may suffer serious operational
problems at a crucial moment in the formation of the new entity.

B. FONAVIPO's scope of action
1. At the political level (Board of Directors)

a. What the draft law provides

The Law, in Art. 14 (par. a), establishes that it is the duty of the Board of
Directors "to determine the general polzy and the rules by which operations must be
carried out within the policies adopied by the Government of the Republic with regard to
Housing «nd Urban Development". In addition, in this same article, a series of functions
and powers are entrusted to it to regulate the institutional and financial policy of the
organization.

b. Other complementary activities

Apart from its task of developing the institutional policy, the Board of Directors
must remain vigilant so that the resources contemplated by the law are transferred
according to the provisions of Articles 19, 20 and 56-64.
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In addition, the board must play a central role in the integration of the authorized
institutional network through which the Fund will operate, taking care to see that the
socioeconomic and geographic sectors are adequately covered, in accordance with the
nation’s housing priority policies.

c. integration

The board’s make-up and operational rules are defined in Articles 5 through
10 of the Law. In order to perform its functions adequately the Board of Directors must
rely on a Records Office, consisting of a records clerk, in charge of keeping track of the
agreements entered into, and an assistant secretary.

2. The Administrative Management Sphere (Executive Director)

a. Article 16 of the Draft Law establishes that the administrative manage-
ment of skie Fund will be entrusted to an Executive Directcr, who wiil be
in charge of implementing the resolutions of the Board of Directors,
general supervision, coordination of the Fund’s activities and legal
responsibilities. In addition, article 17 defines the powers and responsi-
bilities of his position.

b. Other complementary activities

The Executive Director, with the support of the Board of Directors, must play
an active role in the acquisition of economic resources for the Fund. Also, he must ensure
that the network of authorized entities are qualified to finance the housing programs to
be developed and that there are control mechanisms to guarantee the efficient use of the
Fund'’s resources.

The Executive Director must also coordinate the work of the Fund with cther public and
private institutions that deal with the development of its activities of housing finance and
subsidy activities.

The Executive Director must propose to the Board of Directors the basic elements for the
general planning of the Fund’s work, including the objectives, goals, action programs,
control methods, necessary negotiations with other institutions, etc.

To ensure a close coordination of all the activities of the Fund, it is proposed that a
Management Council, consisting of the Executive Director, acting as chairman, and the
area managers be established. The heads of the legal, computer, planning and systems
auditing units may participate, when the specific matters under discussion require it.

c. Integration

In order to adequately perform his duties, the Executive Director must rely at
least on three direct administrative support units:
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= The Legal Department:

Apart from the functions contemplated in Articles 26, 30 and 51 to 54, the Fund must
perform important work within the legal sphere, not only by regulating its own internal
operations, but also by regulating its relations with the various authorized institutions
and other public and private ertities. The head of this department must advise the
Board of Directors, when necessary.

s Computer Unit:

The Fund must rely or: a computer section to develop and monitor zll the operational
subsystems, including: accounting, investments, mortgage portfolio, personnel, contri-
butions pragram, finance programs, financing and administrative data of the author-
ized institutions, etc., as well as the statistical information referred to in Article 3 of
paragraph (e).

The Computer Unit Manager should report directly to the Executive Director and not
to an Area Manager. The fundamental reason for this is that data processing, by
means of its automated operative systems, is integrated with all the: institutional care-
taking activities, which gives it an important and direct link with the highest manage-
ment echelon of the institution.

= Planning Unit:

The planning of the Fund’s tasks, and, later on, the various institutions’ tasks in its
operational network, are required by the Fund’s Executive Management. This section
will be a source of permanent support for the work of the Management Council, pro-
posed above.

3. The Auditing Operation (Delegate Auditor, External Auditor and Systems
Auditing Office)

a. What the draft law provides

The law provides two permanent authorities for financial supervision,
inspection and control of the Fund’s operations. The first refers to the functions to be
performed by the Delegate Audiior, who reports to the Accounts Commission of the
Republic and who must act in accordance with the provisions of Articles 22 to 25. The
second refers to the Externial Auditor’s Office that must be appointed by the Board of
Directors, in accordance with the provisions of Articles 27 and 23.

In addition, there is a possibility that the Fund will be supervised and inspected by the
Financial System’'s Comptroller, whenever the latter deems it necessary. Nevertheless,
such cases are not a part of the permanent organizational structure of the institution.
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b. Other complementary activities

Based on the legal provisicns in effect in the country, the Fund must also rely
on an internal Auditing Office. Moreover, the law provides in Article 34 that: * The
Authorized Institutions that are not subject to the supervision and insnection of the
Superintendency of the Financial System, will be supervised and inspected, both
operationally and financially, by the Fund".

The functions and responsihilities that must be performed within the internal auditing
activities of the Fund’s operations are defined by the corresponding legal framework.

In order to carry out its mandate, it is very important for FONAVIPO to verify the informa-
tion supplied by the authorized institutions, to ensure that they comply with the program
rules and regulations and that they use the resources properly.

4. Management of economic resources (Financial Management)

a. What the Grait Law provides

The economic resources that the Fund acquires, either contributions of the
State or other public and private institutions, trust agreements, loans, gifts, special agree-
ments, etc., must be administered by the Fund’s operations unit. This administration may
include financial operations such as short and long-term loans; donations, in the case of
the contributions program; temporary or medium-term investments; liquid reserves, etc.
Moreover, this unit must propose criteria to regulate the financial management operations
of the institution. These tasks are defined in articles 3 (paragraphs ¢, d, e, t, g, h, e, i) and
46 to 50.

b. Other complementary activities

This administrative unit must play a very active role in acquiring the resources
for the Fund, and in planning the negotiation strategies for obtaining loans, trust agree-
ments, financing accords with other entities, etc. On the other hand, it must propose
guidelines regarding the financing and mortgage discount policies, and develop the total
financial prcgram for the FUND.

Otier functions that belong in this administrative area are maintaining control over
accounts and implementing the organization’s internal budget.

5. The Operational Sphere (Operations Management)
In this sphere of activity three basic functions are identified:
= The formation of the network and the development of authorized institutions.

s The programs area: the Contributions Program and other specific programs to be
promoted.

s The dissemination of information to the public, institutions, communities, etc.
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a. What the Draft Law provides

In Title lll, Article 31 to 35, the draft law defines what entitiecs may hecome
authorized by the Fund. The draft law likewise ordsrs the Fund to establish rules regulat-
ing the conditions under which these entities may be qualified, and bestows on the Fund
the responsibility of ensuring adequate operational and financial supervision and inspec-
tion.

In addition, Article 3, paragraph b, entrusts the FUND with the management of the
Housing Contributions Program created by the Draft Law in Chapter |, Title lll, Articles 36-
45. To that end, the Fund must dictate the resgective ruies, regulations and operations
documents.

The Fund must also manage the savings program. According to the provision in Article
3, paragraph a, of the Draft Law, this program should be closely linked with the subsidy
program and mortgage loan policies.

b. Other complementary activities

A strategy must be developed to establish a network of authorized institutions
to enable the Fund to adequately cover all socioeconomic and geographic areas, through
which it can promote its various housing finance programs. Given the difference in legal,
financial supervision and inspection mechanisms used by the various entities operating
within FONAVIPQO's netwoik, a series of adjustments of existing rules, procedures, finan-
cial supervision, inspection and control will be necessary. First of all, this unit must
perform an administrative and financial analysis of the institutions that wish to operate with
Fund resources and must define the type of controls and additional information that will
be required. A basic task of this unit is to strengthen the administrative and financia! con-
dition of all the institutions that are part of the network. To that end, the Fund must parti-
cipate in furthering the authorized institutions’ development in those areas. On the other
hand, it will be incumbent upon the Systems Auditing Unit to establish the procedures for
supervising the work and the manner in which the operational rules established by the
Fund are being complied with.

The Fund also has the possibility of promoting various finance programs with other public
and private instituticns which are legally empowered to provide long-term financing.
Among thern are public utilities, cooperative savings and loan associations and official
loan institutions and other corporations, such as provisional public and private workers’
funds. To perform this work, the Fund should set up an administrative unit to plan negoti-
ation strategies, procedures and operating systems. In addition, FONAVIPO must promote
special programs framed within the Government'’s housing priorities; for exampie: housing
for organized groups in urban areas, individual rural dwellings, housing for single mothers
or the disabled.
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6. The Administrative Sphere (Department of Administration)

a. What the Draft Law provides

Although the Draft Law does not specifically deal with this area, there is no
doubt that in order for the Fund to operate, the administrative support tasks in the
following areas are required:

= Purchasing office, based on the regulation developed for that purpose.
m  Personnel, based on the regulation developed for that purpose.

= General Services: cleaning and care of offices, cafeteria, vehicle control, inventory
control, telephones, et:.

L. Other complementary activities

It is foreseeable that this unit will support the Operations Management Office
in improving the management of the authorized institutions. In addition, it must develop
plans for the constant improvement of the professional capabilites and technical
preparation of the FUND's staff.

C. Formation of the various operative units

Next are presented diagrams of the organizational structure of FONAVIPO that are
recomrmended for the initial stage of operations.

1. At the political and financial supervisory and inspection level

Graph
Political and financial supervision and inspection agencies

BOARD OF Comptroller
—_—_— - - of Banks
DIRECTORS
DELEGATE EXTERNAL
AUDITOR AUDITING

= The Board of Directors consists of eight directors who receive a per diem. It is sup-
ported by a records clerk and a secretarial assistant.
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s The rules, procedures and responsibilities of each are clearly defined by the various
laws, which is why they are not discussed here.

a The External Auditing process will be contracted to a firm or independent profes-
sionals who are not a part of the Management of the Fund.

m |tis sugyested that the Delegate Auditor have secretarial support. The budget should
include the following costs:
- Eight Directors receiving a per diem, possibly meeting eight times a month.
— An delegate auditor who should bz an accounting expert.
- Arecords clerk who is a specialist in this type of work.
- Two secretaries.
- A coniract with an External Auditing firm.

2. At the level of the Executive Director and Support Units

Graph
Executive Director and Support Units

EXECUTIVE
DIRECTOR'S 0.

PLANNING
UNIT COMPUTER
- UNIT
LEGAL
DEPARTMENT SYSTEMS
AUDITING O.

s The Executive Director should be provided with a secretary and a driver.

= The Systems Auditing Office should be headed by a manager (a professional ac-
countant) and include two assistant accountants, one to monitor the internal financial
supervision and inspection and another to monitor the authorized institutions.

s The Legal Department should be headed by a director (a professional specializing in
administrative law) and include an associate attorney.

s The Computer Unit should be headed by a manager (a systems engineering profes-
sional) and include a computer expert and a programminrg expert.

s The Planning Unit should be headed by a manager (a planning professional) and
include an assistant.
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In summary:

Six professionals.
Five senior assistants.
One secretary.

One driver.

3. At the ievel of Economic Resource Management: Financial Management

Graph
Financial Management Structure

FINANCIAL

MANAGEMENT
DEPARTMENT OF DEPARTMENT OF THE DEPARTMENT OF
ACQUISITIONS & INV. TREASURY % RECOV. ACCOUN. & BUDGET

The Financial Manager should be a professional with a broad educational background
and experience in financial management; he must know and be known in financial
circles; he shouid be skilled in personnel management, teamwork and successful
negotiations with various entities. He should be supported by two computer experts
from the Computer Unit.

The Acquisitions and Investment Department should be headed by a manager who
is a professional in financial management. His initial support personnel should be a
finance professional, a professional knowledgeable in the operation of stock
exchanges and a management expert.

The Treasury «nd Collections Department should be headed by a manager who is
a professional in *he management of accounts. The support team should consist of
an expert accountant and a management expert.

The Accounting and Budget Department should be headed by a manager who is a
professional in accounting management and include an accounting expert and a man-
agement expert.
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In summary:

Six professionals.
Six senior assistants.
One secretary.

4. At the operational level: Operations Management

Graph
Operations Management Office Structure

-

OPERATIONS
MANAGEMENT

DEPARTMENT OF PROGRAMS
AUTH. INSTITUTIONS DEPARTMENT

COMMUNICATION
SECTION

1

The Operations Manager should be a professional with solid training in the admin-
istration of social and economic programs of social significance. He can be a
company manager or an industrial engineer with an academic background in the
social sciences. He could also be a sociologist with an academic background in
management and economics. The most important thing is that he have the capacity
to formulate and manage projects of this kind. He should have an assistant, as well
as a secretary.

The Department of Authorized Institutions will be entrusted with the selection and
development of such entities. It will have as its head a financial professional and two
experts: one in accounting and the other in company management.

The Programs Department will be in charge of the design and follow-up of the Contri-
butions Program and the savings plan, as well as any other programs that should be
coordinated with the various housing finance institutions. It should be headed by an
executive, and include a compaiy manager, and three experts in management,
finances and social sciences, respectively.
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The Communications Section should be headed by an executive, and include a
journalist and a journalism assistant.

In summary:

Four professionals.
Seven senior assistants.
One secretary.

5. At the Management Group Level: Management Department

Graph
Management Department Structure

MANAGEMENT
DEPARTMENT

PURCHASING AND- PERSONNEL MANA-
GRAL SERV. SEC. GEMENT SECTION

The Management Department should be headed by a public management
professional.

The Purchasing and General Services Section should be headed by a management
professional who will perform the following functions:

- Purchasing

- Control of the warehouse and assets

- Cleaning and maintenance of the buildings, vehicles and equipment
— Cafeteria services

- Secretarial services

- Vehicle services

In order to perform its functions this section should have the following personnel: a
chief of section, a management specialist, five secretaries, six drivers, two miscel-
laneous positions and three security guards.
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s The Personnel Management section should be headed by a management profes-
sional and should have the support of a management expert.

In summary:

s Three professionals.

m Two senior assistants.

w Five secretaries.

s Eleven drivers, other assistants for various tasks.

6. The management structure proposed for the Fund

The attached diagram shows the management structure of the Fund. The
n. ‘nagement structure consists of 64 officials distributed in the following manner:

19 professionals ; 30% of the officials
22 senior assistants : 35% of the officials
10 medium level assistants ; 16% of the officials
12 support personnel ; 18% of the officials
63 100%

There are 18 officials at the director level; 1 Executive Director, 2 managers, 9 heads of
departments and 6 chiefs of section.

Ta provide basic internal coordination, there should be an Executive Council, consisting
ol:

s the Executive Director,
» the Financial Manager, and
s the Operational Manager.

The support cfficials will be:

» The Head of the Legal Department

s Tre Head of the Systems Auditing Department
= The Manager of the Computer Unit

» The Manager of the Planning Unit

These support officials will attend the meetings of the Executive Council, depending on
the subject matter under consideration.
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Graph
Executive Council anid Support Units
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D. Operations Budget

Next is presented a preiiminary estimate of the operations budget of FONAVIPO
based on the functional and organizational structure described above. This estimate is
based on the broad outlines of the budget estimate. On the basis of the data on hand,
it is hard to predict the expenses that will be incurred by the specific accounts.

The purpose of the estimate is to indicate to the housing sector authorities the possible
expenditure requirements required by FONAVIPO, and to provide some guidance, if need
be, for resource management.

The headings contemplated in this budget estimate are the following:
s Personnel expenses and ordinary transfers.

This category includes the wages and salaries, bonuses, social services and legal
services.
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= Non-personnel services.

Includes the Iease of buildings, information and publicity, travel expenses, consulting
work, electricity, gas and water, public services, insurance, maintenance and repair
of equipment and machinery, etc.

= Materials y supplies.

Fuel, chemical products, paper and vardboard products, replacement parts, supplies
and expenses for receptions.

= Investment Budget.

Building construction and improvements, purchase of equipment and machinery,
technical books and journals, communications equipment, etc.

Chart #22 shows the preliminary estimate of the total operational budget of FONAVIPO
for the year 1992. It is very important to emphasize that the personnel and ordinary trans-
fers budget calculations implied in salary payments are based on the tentative salary
levels that the sector authorities provided to the consulting team.

The estimates for all entries (except salaries) are based on the relative percentages
derived from the operating experience of other entities in Latin Arnerica similar to
FONAVIPO.

Chart #22
FONAVIPO’s Total Operations Budget
Preliminary estimatr. for nine months of the year 1992
(in thousands of cclones)

Budgetary Heading Amount
Personnel expenses and ordinary transfers 2,636.0
Nnn-personnel services 1,582.0
Materials and supplies 586.0
Investment Budget 1/ 1,054.0
Total Budget Estimate 5,858.0

1/ The estimate of the amount in this entry has a reduced percentage ratio with respect
to the total operations budget dte to the fact that FONAVIPO will acquire equipment with the
proceeds of the transfer of the iVU and FNV assets.
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VI. ESTABLISHING AND MONITORING YHE NETWORK OF AUTHORIZED INSTI-
TUTIONS

This section briefly analyzes how to establish and monitor authorized institutions,
using as a reference the general framework outlined in Section Ill of this report and Chap-
ter 1, Article 31 of the Draft Law. Consequently, this section deals with operational, rather
than strategic, factors in monitoring wnese institutions’ operations.

Although this subject is not specifically included in the terms of reference of this
consulting work, it is considered necessary to include it, in that it is important in launching
the Housing Contribution Program itself.

This section is organized by type of authorized institution to which Article 34 of the Draft
Law refers. In addition, a final chapter on the qualification procass for the authorized insti-
tutions active within the system is included.

A. Institutions that are part of the National Financial System

This heading includes two types of institutions: commercial and finance banks, the
latter previously known as savings and loan associations. Undoubtedly, the participation
of these institutions is particularly important to FONAVIPO for three fundamental reasoris:

u  Because of their wide geographic distribution. The former system of savings and loan
associations has 94 braiches distributed in the main urban centers of the country.

s Because of its legal authority and experience in the managen:ent of savings pro-
grams, both indispensable to the Housing Contribution Program.

s Because of the possibility that they may use their own resources for mortgage loans.

According to the law for the Comptroller of Banks and Finance Institutions, these entities
are under the Comptroller’s financial supervision and inspection, as a result of which the
latter is empowered to examine all their transactions, assets, accounts, records, and cor-
respondence. Nevertheless, at present the Comptroller is undergoing a total reorganiza-
tion process, and as yet does not have adequate means to effectively undertake the
financial supervision and inspection of these institutions.

Moreover, it must be pointed out that FONAVIPO is not endowed with the financial super-
vision and inspection authority with respect to the banks and financial associations func-
tioning as authorized institutions. Instead, its data and control requirements are to monitor
institutions with regard to the Housing Contribution Program and the impact that the
operations; of such institutions might have on FONAVIPQO's financial program and how the
Program functions.

Given this fact, FONAVIPO's management will have to negotia'e with the Comptroller of
Banks and Financial Institutions for the latter to provide the riecessary information to
monitor the programs implemented by FONAVIPO and the authorized institutions. This
must include the data from the Nztional Housing Finance Institution about the former sav-
ings and loan associations.
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Since poor families have usually not been granted mortgage loans from this type of insti-
tution, it will be necessary to develop a policy to incorporate them into the System, as
indicated in Section lil.

B. Insurance Companies
The insurance companies could perform two functions within the System:

= Acquire mortgage bonds issued by FONAVIPO or the authorized institutions, backed
by their mortgage portfolio.

»  Offer collective insurance (life, etc.) to people with savings accounts and to benefi-
ciaries of the Housing Contribution Program.

These companies will not be required to qualify as authorized institutions in order to
perform these operations. Throughout the various meetings with housing sertor authori-
ties, no clear decision was made regarding the eventual role of these institutions in
providing direct housing finance within the System.

C. Corporations or public utility foundations that deal with the housing problem

This includes institutions like FUNDASAL, Habitat, Cooperative Housing Foundation
(CHF), World Relief, Red Cross, Archbishopric of El Salvador and the Community and
Family Reorientation Center (CREFAC). All these institutions work under a mutual assis-
tance cooperative method in construction programs, housing irnprovements and loans
for materials. They obtain their resources basically from the donations of foreign organiza-
tions (FUNDASAL has loans), and have their own control mechanisms and systems for
subsidizing poor families. This has permitted them to acquire significant experience in
dealing with and organizing pcor families.

As indicated in Section VI, not all of these organizations will provide housing finance to
families within the FONAVIPO System. When they do not (restricted incorporation in the
system), FONAVIPO will only maintain information on these institutions which will enabla
them to play an active role in the Housing Contribution Program at a later date. When
they perform technicai advisory functions, they must be registered with FONAVIPO'’s Reg-
istry of appraisers and experts.

If the foundations and corporations decide to provide housing finance, they must resolve
the legal issues involved in mobilizing savings.

In Section Il the establishment of savings and loan cooperatives attached to the founda-
tions to function as authorized institutions with FONAVIPO was suggested. Nevertheless,
the case may be that the foundations will not act as savings deposit organizations, and
instead only grant mortgage loans to families that satisfactorily fulfill their savings plan with
another authorized institution. This is perhaps a simpler option to put into operation than
the previous one.
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in either case, FONAVIPO should establish monitoring mechanisms for the foundations
to follow so that they may develop according to the System’s policies, rules and proce-
dures. FONAVIPO wouid not have access to the accounting system of such institutions.
It must be added that FONAVIPO should condition the foundations’ participation in its
housing finance program on making mortgage loans with interest rates linked to niarket
conditions, in order not to create additional subsidies. The latter course is advantageous
for the foundation itself, as the experience in Costa Rica shows, although very probably
it willimply reopening negotiations with the international cooperation agencies that provide
financing for the foundation.

Lastly, FONAVIPO will have to learn to collaborate witi» institutions of this type, helping to
train them in the rules, procedures and operational routines of the System, as well as
establishing cooperative agreemants between them and other authorized institutions.

D. Cooperative Savings arnd Loan Associations

Among them, we must mention the Federation of Production and Savings Coopera-
tives and the Loan Federation (FEDECRERITO). Both are second-tier entities, widely
spread throughout the nation, and thereby capable of playing a significant role in the
System’s network of authorized institutions.

Despite the fact that they are secorid-tier institutions, both entities have monitoring and
financial supervision and inspection functions over the basic cooperatives; however, it
appears that the existing mechanisms are not very strict or reliable. FONAVIPO's Sys-
tem’s Auditing Office, with the support of the Operational Management, should define
what additional control mechanisms it requires if the cooperative federations are to partici-
pate in FONAVIPO's operations. In this case, the Fund should take advantag: of their
existing monitoring bases, regardless of how precarious they may be, because they will
be the best starting point for incorporating the cooperative sector to the System.

Moreover, it is very probable that the level of FONAVIPQ's participation in the mortgages
discounted by tne cooperatives will be an essential point in negotiations.

E. Cificial Loan Institutions

Institutions in this group include the Program for the integral Development of Small
Rural and Urban Communities (Programa de Desarrollo Integral de Pequefias Comuni-
dades Rurales y Urbanas (PDIPCRU)), the National Commission of Area Restoration
(Comision Nacional de Restauracion de Areas (CONARA)), the Salvadoran Social invest-
ment Fund (Fondo Salvadorerio de Inversién Social (FISS)) and the National Financing
Institution for Agrarian Reform (Financiera Nacional de Transformacion Agraria (FINATA)).

In practice, these institutions have developed complementary activities to the Housing
Contribution Program, which must be coordinated. Nevertheless, the consultants are
unable to identify a role for these entities within the System, because all are different in
nature and purpose. With the exception of FINATA, the remainder’s programs cannot be
used to finance housing under the System’s operating conditions.
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F. Qther Corporations

This group consists of three social security systems, which are the National Public
Employee Social Security Institute (Instituto Nacional de Prevision de Empleados Piblicos
(INPEP)), the Armed Forces Social Security Institutes (Instituto de Prevision Social de las
Fuerzas Armadas (IPSFA)) and the Social Housing Fund (Fondo Social de la Vivienda
(FSV), the latter being the most important. These three systems provide coverage to a
significant part of tha salaried population in the country. Mode Ill of the Housing Contribu-
tion Program was designed to permit the active incorporation into the system of at least
the Social Housing Fund.

Nevertheless, the effective inclusion of these entities is subject to a series of political and
legal decisions, in which FONAVIPO should have some input, according to the outline
presented in Phase Il of this report. The most important point to resolve will be how
FONAVIPO and these institutions will cooperate, since the Fund will not finance either the
housing contributions or provide mortgage discounts. Given the above, it is not possible
to consider a financial monitoring system. The task of FONAVIPO will mast probably be
to inform them of the policy guidelines and the procedures of the Housing Contribution
Program and monitor their compliance.

G. Preliminary considerations on the qualification ot authorized institutions

FONAVIPO ’s Draft Law distinguishes between authorized institutions in their own
right and institutions whose authorization depends on the decision of FONAVIPO. In any
case, however, the effective participation of any institution in the System will require that
FONAVIPO and the entity agree on what housing finance program to estabilish.

In this instance an agreement must be concluded between FONAVIPO and the corres-
ponding institution based on a formal contract, regardless of the type of institution in
question. When applicable, FONAVIPO'’s Board of Directcrs will certify that an institution
is authorized.

The contract must contemplate, among others, the following factors:

= The characteristics of the housing program. This refers to the annual goals for the
number of operations and their distribution by family income stratum.

s Type of participation of the institution in the System. This refers to a determination of
the resource volumes that both the institution and FONAVIPO commit themselves to
raise annually in support of the agreed-upon program.

= Obligations of the parties. This refers to a precise enumeration of the functions, rules
and proceciures that will be used. The enumeration of the functions is crucial since
the Draft Law does not define the concept of authorized institution as a housing
finance institution, thus opening up a wide spectrum of functions of various types that
must be specified in each contract. Details on the rules and procedures may appear
as an annex to the contract, and should consist of a uniform regulation dictated by
FONAVIPO for the entire System.
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= The controls FONAVIPO will apply and the institution’s agreement to submit to such
controls. As we have reiterated, such controls must not hinder the normai operations
of the institutions.

s Transfer of data and documents.

Lastiy, itis important to emphasize the development of a system of indicators to supervise
the behavior of the authorized institutions. Such indicators can be of different kinds
(financial, volume of operations. social, etc.) and, in some cases, may be obtained
through the Comptroller of Banks and Financial Institutions. In any case, they must permit
FONAVIPO to obtain a clear view 2nd control the development of the institutions and of
the entire System.

VIL. ACTIONS TO CONSIDER IN THE ORGANIZATION OF FONAVIPO

In this final section we refer to three key aspects that must be taken into considera-
tion during FONAVIPO's initial organization process, preferably iri the period prior to its
start-up. Each one of these aspects is dealt with separately and in a general manner.

it is important to indicate that this section provides comments on aspects that may be of
interest, but that its purpose is not at all to design a work plan.

A. Review of FONAVIPO'’s financing program

PRONAVIPO has prepared an annual flow chart of the available resources and the
maximum loans that FONAVIPO might grant for a given period. In that regard, the follow-
ing points should be specified:

s The effects of inflation on the entire group of variables in the flow chart, not just on
financial yields.

s The values assigned to IVU and FNV assets, particularly IVU's iand holdings, in order
to consider their present situation.

s Definition criteria of the volume of annual loans, pointing out more explicitly the nature
of the political decisions made.

» Separation of funding sources by origin and application, emphasizing any restrictions
as to how the resources are to be applied.

s Assumptions regarding the values assigned to complementary loan resources and
housing subsidies by income strata, as well as the distribution of the subsidies by
family income level. A simulation instrument could help pinpoint these relationships.

Phase lil, Section Il presents a simulation model of the micro approach (the System'’s
conditions vis-a-vis the applicants according to income level) and macro approach (the
global resources required by the Program according to the housing goals proposed).
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B. Negotiations and operational regulations

Next, a series of tasks are itemized that, in the opinion of this consulting team, must
be performed in the short-term in order to launch FONAVIPO's operations. The tasks are

divided into:

The necessary negotiations to establish the basic political and financial conditions for
FONAVIPO.

Operational regulations, regarding the approaches that are deemed appropriate to
regulate the internal operation of FONAVIPO.

The rules and procedures handbooks.
The work plans of the units supporting the Executive Directors’ Office.
Other tasks.

Next, a brief description of each task is presented according to the attached classification.

1. Negotiations

a.

Begin negotiations immediately for the transfer of funds and assets from the
Urban Housing Institute (Instituto de Vivienda Urbana (IVU)), the National
Housing Finance Institute (Financiera Nacional de la Vivienda (FNV)) and the
National Popular Housing Program (Programa Nacional de Vivienda Popuiar
(PRONAVIPO)), moving ahead with the provisions in the Final Title of the draft
law creating FONAVIPO. For that purpose, a careful accounting of the assets
to be assumed by FONAVIPO and the liabilities to be assumed by the Salva-
doran State must be prepared. The negotiation on liabilities must be handled
with special care.

Define the priorities and strategies of the social interest housing policy, as a
basis for anquiring the various program resources as stipulated by the Draft
Law.

Develop a plan of action for the establishment of a network of authorized
institutions to carry out the various programs of FONAVIPO. This, as men-
tioned in Section VI, implicitly requires definition of the necessary operating
and supervisory procedures.

Initiate negotiations with the Central Reserves Bank regarding the policies,
rules and procedures of the housing savings plans linked to the Housing
Contribution Program, according to the recommendations described in the
corresponding chapter of this report.
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2. Regulations

a.

Regulate the Housing Contribution Program on the basis of the operational
handbook proposed in this report.

Regulate the Mortgage Discount Program.

Establish rules and procedures for the eventual management or grant of
trusts.

Regulate treasury operations and operations for mortgage portfolio col-
lections.

Regulate contracting for goods and services. The chapters for these regula-
tions should, at a minimum, be the following: general provisions, public and
private competitive bidding, direct contracting, procedures regarding the
acquisition of preliminary data and the transfer of assets.

Personnel bylaws. The chapters of these bylaws must be the following:
general provisions regarding personnel management, work day, workers’
rights and benefits and the disciplinary system.

Qualifying regulations. Should include, at a minimum, the following: objectives
and rules, licenses and incentives, beneficiary obligations and the approval
of licenses or benefits.

Regulations for the management of the exemptions established in Article 34
of the Draft Law. This regulation should be the result of a negotiating process
with the Ministry of the Interior.

Regulations for the use of vehicles. At a minimum, it should include the fol-
lowing chapters: request for transportation services, drivers' powers and obli-
gations, assignment of vehicles and procedures to be followed in case of
accidents or injuries.

3. Handhbooks

a.

Financial supervision and inspection Handbook for the Systems Accounting
Office. This handbook must cover the internal monitoring of FONAVIPO's
operations and the operations of the authorized institutions, as stipulated in
the Draft Law.

Guidelines for the management of temporary investments. These guidelines
should contain the general policy guidelines, including investment guidelines
and the liquid reserves policy.
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c. Accounting Handbooks. Should include aspects on accounting codes,
balance sheet, income statement and monitoring of budget performance.

d. Wage scales and procedures for adjusting salaries.

e. Administrative and financial provisions for authorizing an institution to join the
System and to monitor such institutions.

f. Handbooks on the objectives and functioning of the different administrative
units of FONAVIPO. A start could be made with general descriptions of the
goals and functions, which may be made more specific later with rules and
internal procedures.

4. Work Plans

a. Work plan for the Computer Unit. This plan is crucial for the institutional
development of FONAVIPO, and should establish priorities and a realistic
performance and installation schedule for the main operating and data sub-
systems.

b. Work Plan for the Planning Unit. Includes a definition of objectives, responsi-
bilities, work methodology, internal coordination, etc. This plan must provide
for the development of very specific responsibilities for FONAVIPO’s strategic
plan and tne execution of applied research on the formulation of the policies
of the Housing Contribution Program.

5. Other tasks

a. Develop the operating budget for the year 1992. In that regard, this report
includes a preliminary estimate.

b. Define the publicity strategy for disseminating information regarding the Hous-
ing Ccniribution Program to the market and potential beneficiaries.

c. Define the policies for discounting mortgages by type of institutions in the
network of authorized institutions and the criteria outlined in paragraphs 1
and 2 of Section .

d. Establish the rules that will serve as the basis for providing financing to
authorized institutions.

e. Specify, in as great a detail as possible, the flow of resources that will be
available to FONAVIPO at the beginning of operations. That is undoubtedly
one of the most important tasks in the short term.
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6. Computer requirements

Three main characteristics for designing the Contributions Program of El Salvador
must be considered in order to evaluate the computer needs:

n The volume of operations of the Program will vary depending on the volume of re-

sources assigned ic the application process and to the degree of acceptance of the
savings program.
In any case, the quantity of information to be processed is very high. A six month tiow
of more than five thousand applications must be assumed, providing information on
the family, type of housing solution desired and an even larger volume of savings
plans and their implementation. In the opinion of this consulting team, the need for
a System that is reliable and timely warrants special attention by the authorities.

» The operation of the Svstem will be highly decentralized, given that the authorized
institutions will carry the weight for satisfying demand, recording data and monitoring
and certifying savings plans. This will generate volumes of significant data, which can
possibly be resolved manually at first, using central processing, although subsequent-
ly it might be possible to operate by means of electronic transmission.

s Authorized institutions have developed their equipment and computer capabilities dif-
ferently, which will give rise to connection or data transmission problems.

These considerations, in conjunction with the need to start up the Housing Centributions
Program with all speed once the law has been approved, leads to a series of recommen-
dations:

The necessary hardware and software for the developing environments (specification,
building, documentation and maintenance), management and production must be com-
patible, This means that the generating software, the user software, the network and the
work stations must be purchased.

The selected hardware and software must be open architecture, that is, they must
guarantee a series of characteristics or advantages:

s« Maximum connectivity, with state-of-the-art technology, both to interconnect different
types of equipment, and to use high yield, sophisticated protocols.

s Maximum productivity, by means of advanced software tools, using state-of-the-art
technology and facilities, with which the system’s programmers may apply high-yield
work methodologies. This implies the use of relational data base managers, fourth
generation languages, "CASE" type products that facilitate and speed up the tasks
of specification requirements, design, documentation and implementation of tests.

o None of the development tools will be proprietary, that is, tools that may only be used
in computers of a particular make, but should permit work within a broad market
spectrum.

= Maximum flexibility to be able to grow in size and technology without having to invest
in costly adaptations or interfaces and without having to depend on one particular
make of compuiter.
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s Maximum standardization of the different levels at which it can be established.

= Consequently, the consulting team does not recommend that the computer require-
ments be satisfied on the basis of the equipment used at present by IYU (WANG VS-
5000) or by FNV (local network). Microcomputers and their networks can be used in
the configuration described above, or in their absence, auxiliary networks may be
used that satisfy the management requirements of FONAVIPO. The possible use of
peripherals at present owned by said institutions aiso must he evaluated.

For the purpose of acquiring the equipment, staff should attend live demonstrations cfthe
hardware and software components involving equipment with a high degree of similarity
to the one being considered; moreover, the staff should be free to build the system with
partia. 2urchases or adjustments and request, apart from technical specifications, opera-
tional characteristics and output levels of the equipment.

Finally, having spoken to equipment offerors in El Salvador, the consulting team considers
that it is possible to build a system that satisfies the development and operational require-
ments for about US$70,000, including the hardware, software and installation.
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Reform of the Salvadoran National Housing Subsidy System

INTRODUCTION

This report covers the third and final phase of the PADCO consulting services to the
Government of El Salvador to assist the Vice Ministry of Housing and Urban Development
(VMVDVU) in the formulation, design and implementation of a housing subsidy system for
low-income families.

This report was npreceded by Volume 1, which covered the two previous phases of the
consulting assignment. The first volume presented a diagnosis of the housing situation
in El Salvador and the design of a housing subsidy strategy consistent with the
requirements set forth in this consulting assignment.’ In addition, an Overall Operating
Manual for the housing subsidy system was developed. The manual specified models for
the qualification and award of subsidies, the standards and procedures for the various
phases of the process, a general design for the new institution, the data processing
requirements and a definition of the tasks crucial to structuring the new system.

In accordance with the terms of reference, the third phase of the consulting assignment
had the following objectives:

() The design of a training plan and follow-up in personnel selection and training.

(i) Assistance in the operational implementation of the automated data processing
systems.

(iif) Coordination with the consultants who are assisting the Vice Ministry of Housing
and Urban Development with the new national housing plan.

Because of the nature of these objectives, this report is above all a report of tasks, in
contrast to the previous reports which dealt basically with strategy and systems design.

It should be noted that the prerequisites for the imple:mentation of the third phase
included the adoption cf the law to create a National Popular Housing Fund and the
designation of a basic professional team in charge of the initial work of structuring the
new entity and its housing financing policies. The law was adopted in June 1992 and the
team was formed in early July, under the terms indicated in the report.

'The most important of the requirements was that the system of housing subsidies should be consistent
with the objectives of political reform and the programmatic aims of the country’s economic and financial
sector as promoted by the government. In particular, it was to be consistent with the agreements between
the government and such key multilateral and bilateral organizations as the World Bank, the Interamerican
Development Bank and the U.S. Agency for International Dievelopment.
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The consulting team for the third phase consisted of Miguel Gutiérrez Saxe and Jorge
Vargas Cullell. This phase lasted from June 29 to July 10, 1992.

Again the consultants wish to express their appreciation for the cooperation and support
shown by their Salvadoran technical counterparts. Their interest has undoubtedly made
it possible for PADCO to conclude its work in assisting in the development of the new
housing subsidy system of El Salvador.

\6



EXISTING SITUATION AT THE BEGINNING OF THE THIRD PHASE OF THE
CONSULTING ASSIGNMENT

At the beginning of Phase Il of the PADCO consulting assignmerit, the principal

features of the existing situation were characterized as follows:

a)

The National Popular Housing Fund (FONAVIPO) law had been enacted recently

(June 8, 1992). PADCO's earlier analysis and observations of the draft law had resulted
in the following changes:

c)

The obligation to save (the new law, however, does not stipulate it).
The parameters of the housing contributions (housing subsidies).

The employees of the Urban Housing Institute (IVU) and the National Housing
Financing Association (FNV) be considered for employment, as a result of which the
new institution has a personnel level of around 100, which nevertheless does not
meet the new staff requirements.

A number of basic tasks for structuring FONAVIPO had not been initiated, in
part due to the fact that the iaw had been recently enacted, including:

The liquidation of the institutions from which FONAVIPO was created.

The institutions and the conditions for their participation in the financing and award
of contributions.

Financial and operations programming of FONAVIPO (sources and locations for
financing of contributions).

The preparation of operational regulations and specific manuals.
The development of the work plan for setting up FONAVIPO.

In addition to the above, there were two very critical problems in this first phase of

establishing FONAVIPO:

d)

Setting up a basic team to manage FONAVIPO. (The officials for some of the
principal positions were selected as soon as this consulting assignment began. The
selection, however, has not yet been completed. Moreover, those designated have
thus far been assigned only in an acting capacity.)

There is some difficulty in designing a competitive salary structure. Locating satisfac-
tory personnel may be difficult if FONAVIPO's salaries are not competitive.

The new institution has a relatively short time to show that the housing policies that

have been designed are suitable and just, and can be applied impartially and effectively.

Launching a new institution and a housing subsidy system at the same time was without
precedent in El Salvador. This is the same as saying that this was a difficult moment and
to some extent an ambiguous task, one with great opportunities and risks.
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. MINIMUM CONDITIONS AND METHOD OF THE CONSULTANTS’ WORK

By mutual agreement with the Salvadoran counterpart, the following minimum
conditions were defined for the consultants’ work:

(@) The make-up of FONAVIPO's basic management team (although initially it would not
be permanent in nature). PADCO has emphatically recommended that the team charged
with the basic work of structuring FONAVIPO and its policies be permanent, and
FONAVIPO should proceed to contract highly qualified personnel.

(b) The clear and precise distribution of tasks amung ihe management team, within the
framewvork of a plan to be accomplished during the consuitants’ stay. The preparation and
execution of this plan would tend to furiction as a true training p~gram for the manage-
ment team.

(c) The support of the Coordinating Office of the National Popular Housing Program
(PRONAVIPQ) with additional technical resources.

The consulting team aggressively supported accomplishing these conditions within the
budget. Practical training was the key objective during this stage of work. Thus, an effort
was made to promote teamwork, which would make it possible to move as rapidly as
possible while at the same time creating a dynamic, creative and technically high-level
work style that would have tangible, though modest, results in the early days. In addition,
meetings were held continually to discuss the work assignments and to outline the most
vigorous possible work plan based on the results achieved.

As opposed to the eariier phases, when the consultants were in a design phase, this time
the role of the consultants was to stimulate the processes indicated above and to pro-
mote discussion and operational definitions, through the transfer of the burden of this
dynamic to the Salvadoran counterparts at the appropriate time. Nevertheless, the
consultants maintained th=ir direct participation by assuming certain design tasks for
important aspects that could not be covered immediately by the local counterpart.

The consultants emphasized to the housing sector authorities the need for making rapid
decisions in the following areas:

= Theadoption of a policy of competitive and incentivize salaries based on productivity
and accomplishments.

= Countering the influence of personnel from the predecessor institutions.
s The designation of the permanent principal executives of FONAVIPO.

Finally, the consultants developed a method for ascertaining people’s views in certain key
foundations and cooperatives in order to understand their perceptions regarding the law
creating FONAVIPO and their possible interest in participating in the Contributions Pro-
gram, as well as to find out about the specific procedures for capturing savings and
granting credits to informal sectors.
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The terms of reference of the Phase Ill of the consulting assignment were defined
in a general way. Within this framework, and in accordance with the situation and condi-
tions described above, the technical assistance during this phase was carried out in the
following areas of work:

A. Support for establishing FONAVIPO’s basic management structure and for
providing training in FONAVIPO’s fundamental elements

This first work area consisted of two aspects: monitoring the formation of
FONAVIPQO's basic m~nagement structure, in particular the composition of a team and
the definition of a coo: dinated work style among its executives; and supporting the team’s
initial plans regarding:

@ The definition and implementation of tasks essential to institutional structuring.

m  The preparation of a work plan with concrete tasks based on the operational
definitions of the contributiors system.

B. Specitic operational definitions
To produce a set of operational plans necessary to make FONAVIPO operational
as quickly as possible:
= To design a pilot plan for the Housing Contributions Program in conjunction with
practical training of FONAVIPO personnel and of some authorized institutions.

»  To adjust the proposals formulated during the previous phases to the provisions of
the FONAVIPO law and to the immediate start-up needs.

This pilot plan should include negotiation with the authorized institutions and their
involvement in financing and selecting beneficiaries of the housing contributions system.

A key point in this area was the support for the developing of a pi~n for the liquidation of
IVU and FNV and of a clear relationship between this plan and the institutional shaping
of FONAVIPO and the Housing Contributions Program.

C. Coordination

The third work area involved ciordination with the other consulting firm responsible
for supporting the National Housing Plan, including informing it of the progress made in
structuring FONAVIPO and the national housing contributions system.

IV. THIRD PHASE RESULTS

Joint work with the Salvadoran counterparts made it possible to make significant
progress in a number of tasks. The details of this progress, grouped according to the
points set out in the previous section, are discussed below.
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A. Support for establishing FONAVIPO'’s basic management structure

As stated earlier, the basic management team was trained by systematically putting
into practice the conceptual elements of the contributions sysiem, in accordance with the
operational plans. The most important aspect in this area was defining a work plan for the
institutional development of FONAVIPO over the next three months (ANNEX 1). This
agenda specifies the essential tasks and those responsible for them. It provides para-
meters for monitoring effective progress in this area and a defined agenda for FONA-
VIPO's Board of Directors and its executive management ieam. At present, the time sche-
dule for each task is being defined with greater precision.

B. Operational definitions
The fcllowing was achieved in this area:

» Preliminary version of the Regulations on Housing Contributions, which govern the
functioning of this system in accordance with the legal provisions. This version will
be presented in summary to FONAVIPO's Board of Directors for its approval and
subsequent publication. (ANNEX 2)?

= Preliminary version of the Regulations on Popular Saving for Housing, which will be
presented to the Central Reserve Bank for its approval. (ANNEX 3)°

s The Model Manual for qualifying and selecting applicants to the Housing Contribu-
tions Program. This manual, along with its adjustments for the purposes of the pilot
plan, is to be presented to FONAVIPO's Board of Directors for its approval as
policy. (ANNEX 4)*

. Evaluation of FONAVIPO’s data processing equipment and a proposal for
strengthening it. (ANNEX 5)°

" Preliminary plan for the mortgage discount and monitoring policies of the entities.
These documents are being discussed by the FONAVIPO executive management
team prior to their presentation to the Board of Directors for its approval and are not
included in this report.

C. Coordination with the consultants supporting the Nationai Housing Plan

Various meetings have been held with the other consulting firm to inform it of the
existing situation at the beginning of the third phase of the PADCO consulting assignment
and the objectives of that phase.

2 The preliminary version is included. The final version is under revision at the time this report is being
prepared.

3 Idem.
* Idem.

® Idem. The FONAVIPO administration wishes to go teeper into diagnosing the capabilities and
usefulness of the computer equipment inherited by FONAVIPO.



D. Other tasks

Interviews were held with various entities for the purposes indicated in the previous
section. The following interviews were carried out:

r__nlity Person | Date

:a_;)itat Foundation Ernesto Barraza | July 8, 1992
FUNDASAL Edin Martinez July 9, 1992
Miguelefia Cooperative Society (ACOMI) Alfonso Parada | July 2, 1992
FEDECREDITO - San Miguel Salvador Zelaya | July 2,_ 1992 I

These interviews were important for exchanging views on the operational aspects of the
Housing Contributions Program, as well as ascertaining the interest of these entities in
participating in FONAVIPO programs.

V. CRITIQUE AND PROSPCZCTS

During Phase il of the consulting assignment, the process of organizing and
beginning the implementation of the initial tasks, including liquidating FNV and IVU and
establishing FONAVIPO, was crucial.

In this context, the Salvadoran counterparts completed a number of plans that contributed
to moving FONAVIPO in the right direction. Among these plans, the following should be
pointed out:

» Flicies for the disposition i the real estate assets of IVU.
»  Closing of FNV's accounts.

o Designing a FONAVIPO salary scale that is competitive with the Salvadoran financia.
community.

The development of the FONAVIPO operating budget for 1992 and a series of tests
related to inventory and evaluation of the IVU properties is under way. In addition, the
restructuring of IVU'’s long-term portfolio is being undertaken in order to sign a contract
with a financial institution to manage the loan portfolio.

The task of liquidating IVU and FNV deserves special comment. It is the opinion of the
consultants that a satisfactory liquidation of the two institutions is necessary to ensure a
~ational institutional development process for FONAVIPO. In order to ensure that the
closure of these two institutions is effected, FONAVIPO’s management should avoid:

a  unnecessarily extending the time devoted to carrying out the tasks related to liqui-
dating the two institutions;



= having these tasks consume the efforts of the entire staff, thus weakening the
design and establishment of the new FONAVIPO programs;

s having former personnel begin to work tor FONAVIPO before they are evaluated.
This evaluation will necessarily lead to selecting only a reduced group of the best
and most suited officials from those two institutions.

The consultants have suggested to their Salvadoran counterparts that the former person-
nel be grouped into working teams with clearly defined objectives and deadlines relative
to the liquidation process. Personnel that cannot be placed on these teams or in essential
support tasks should be detaiied elsewhere. Once the tasks are completed, those team
members who nave worked best would be selected to take care of routine operational
work. Of these, some would end up forming part of the new institution.

Since the profile of the professionals required to £zt up the new institution differs markedly
from the former personnel, it was suggested that the latter not be involved in the work of
setting up FONAVIPO, with the exception of special cases. Instead, FONAVIPO should
rapidly contract high-level technical professionals for these jobs. The work agenda
presented in ANNEX 1 represents this plan.

Within the complexity of a simultanecus process of liquidation and creation, one positive
aspect stands out: despite initial estimates to the contrary, the first accounting figures
show that FONAVIPO is beginning with liquid assets for 1992 that exceed 100 million colo-
nes, which are derived from the General Fund and the Housing Contributions but exclud-
ing the fixed assets of IVU. Negotiating for new resources for 1993 can (and must) begin
now, but without the pressure of the earlier phases of the consulting assignment.

Finally, some other critical aspects of setting up FONAVIPO should be pointed out, apart
from those that the Salvadoran counterparts are presently working on:

s Negotiation with the authorized institutions. An intensive and creative effort must be
made to sell FONAVIPO and its programs to the group of authorized institutions. It
should be borne in mind that this irivolves presenting not just a new institution, but
also an innovative system of financing housing for low-income tamilies. Obtaining
recognition, tacit and explicit, that FONAVIPO is technically qualified and capable is
fundamental for the favorable start-up of operations.

. Regulation to qualify and oversee authorized institutions. The system cannot start
if this regulation is not approved by the Board of Directors of FONAVIPO. This regu-
lation will stipulate standards for joining the system, incentives and penalties, as well
as oversight mechanisms on the part of FONAVIPO.

s Strategy for disseminating information about FONAVIPO and the new housing
financing system. This strategy should be adjusted to the target population, using
media and images that are familiar to it. The consultants have recommended that
FONAVIPO maintain a low profile and that the new financial products and the
participating institutions where the people ¢an go should be highlighted.
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w  Training of the authorized institutions. FONAVIPO should make a special effort to
train the operating personnel of the authorized institutions in the objectives,
procedures and work style of the new housing finance system. This will be one of
the high-priority tasks, requiring significant efforts.

Finally, in agreement with the Salvadoran counterparts and after obtaining the opinion of
entities such as FUNDASAL, it was decided to begin operation of the system with small-
scale pilot plans, in order to test, evaluate and modify the systems that have been
designed, prior to launching the system nationally. The way in which these pilot plans are
prepared and followed up will be vital for the future of FONAVIPO and its programs. The
local counterparts are fully aware of this need.
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ACTION PROGRAM TO BE CARRIED OUT TO SET UP FONAVIPO

ACCOUNTING:

Preparation of the catalog of accounts along with its respective manual.
Person responsible: Mr. Fausto Valladares.

Date of delivery of results: Draft, July 17, 1992

FINANCING PROGRAM:

Semiannual Investment Plan. Analysis of profitability of the various funds.
Person responsible: Mr. Gustavo Mendoza

Date of delivery of results: Draft, July 17, 1992

ORGANIZATION AND REPORTS:
Preparation of the following manuals, procedures and instructions, reproducing
those that are available or modifying them if there is an initial base.

TASK PERSON DATE FINAL
RESPONSIBLE BEGUN PRODUCT

3.1 Position and ‘unctions
manual.

3.2 Manual of procedures to bid | César Alvarado | July 10, Draft
for the acquisition of goods 1992 July 17,
and services with a value of 1992
300,000 colones or more.

3.3 Manual of procedures to Cecilia Paredes | July 10, Draft
authorize distribution of funds 1992 July 17,
to the managers 1992

3.4 Manual of procedures to Cecilia Paredes | July 10, Draft
establish and administer the 1992 July 17,
operating budget (Budget 1992
standards). '_

3.5 Manual of procedures for the | César Alvarado | July 10, Draft
acquisition of supplies. 1992 July 17,

1992

3.6 Manual of procedures for
correspondence and records.

3.7 Manual of procedures for the
evaluation of output.

3.8 Manual of procedures for the | Fausto July 10, Draft
catalog of accounts. Valladares 1992 July 17,

1992




3.9 Manual of procedures for Gustavo July 10, Draft
receipts and disbursements. | Mendoza 1992 July 17,
1992
3.10 Manual of procedures for
auction sales.
3.11 Regulations for the Technical Team | July 10, Draft
contributions system. 1992 July 17,
1992
3.12 Regulations for the Gustavo July 10, Draft
qualification and oversight of | Mendoza 1992 July 17,
authorized bodies. 1992
3.13 Regulations for the system of | Gustavo July 10, Draft
granting financing and Mendoza 1992 July 17,
portfolio rediscounts. 1992
3.14 FONAVIPO internal
; regu_lations
4 BUDGET:
Development of the 1892, 1993, 1994 and 1995 operating bucdigets; cash flow for the
same years.

Person responsible: Mrs. Cecilia Paredes
Date of delivery of the results: Draft, july 17, 1992.

5 MANAGEMENT INFORMATION SYSTEM:
Acquisition of equipment and development of systems. The terms of reference for
contracting for a systems consultant have been prepared.



MCDALITIES OF THE FONAVIPO HOUSING CONTRIBUTION PROGRAM

HEADING

MODAL™T™Y |

MODALITY It

MODALITY ill

MODALITY IV

Target population

Families that do not have
title to land or housing of
any kind

Families located in
squatter gettlements
or on iliegal lots
recognized by the
VMVDU

Families that own a
recorded property
located on lots of social
interest

Families that do not
have lsnd or housing
in & méinimum
condition of
habitability

Type of contribution

Contribution in kind: land

Contribution in
money

Contribution in money,
certificate endorseble to
third persons

Contribution in money,
certificate endorsuble
to third persons

Operations that may be
financed

- improvement of
basic urban services
- Improvement of
pre-existing housing
unit

- Construction or
improvemont o4
housing

- Acquisition of new or
already existing
housing that has the
basic sarvices

Previous quantifiable
effort required for
making application

Promise of quantifizble
previous effort in hours
of work or money

Promise of
quantifiable previous
affort in money

Total fulfilinent of prior
savings plan

Total fulfillment of
prior eavings plan

Application and Individual or collective Collective Individual or collective Individual
edjudication
Components of - Quentifiable previous - Quantifiable - Prior savings - Prior savings
financing effort previous effort in - Housing contribution - Housing cuntribution
- Housing contribution money - Credit - Cradit
- Optional credit - Housing
con*ribution
- Credit

Administration of the
spplication and
edjudication and delivery
of certificates

- Administration will be
by & non-govemmental
body or authorized
institution

- Individual certificate

- Administration by a
non-governmental
body or authorized
institution

- Individual certificate

Bt ———————————————————— et e——eeeer it pererese ot

- Administration by
third persons to whom
the certificate iz
ondorsed. May be
institutions, private
companies or
authorized institutions
or professionals
registerod with the
VMVDU

- Individual certificate

- Administration by
authorized institutions
- Individual certificate




PROJECTED RECEIPTS
JUNE 17 TO DECEMBER 31, 1992

Previously available $47,736,940.00
as of 6/16/92
Interest on bank deposits 2,401,640.00
ESTIMATED SAVINGS:
a) Savings accounts $210,000.00
$4,000,000 x 7%
b) Time deposits 2,191,640.00
$38,500,000 x 10.50%
INTEREST ON LOANS $9,442,270.00
LINE OF FUNDS:
a) Own, FIvV $2,249,120.00
2,249,120.00
b) Acts of violence 17,880.00
c) AID 519-0333 1,666,880.00
d) IBRD (short and long term) 5,508,320.00
CAPITAL RECEIPTS
1) REIMBURSEMENT OF LOANS 21,252,290.00
GRANTED/LINE OF FUNDS:
a) Own, FIV. $3,187,890.00
b) Acts of violence 31,910.00
c) AID. 525,650.00
d) World Bank (75%) 17,506,840.00
2) LOANS 30,875,490.00
a) AID. $7,533,030.00
b) World Bank 23,342,460.00
138,950.00
O IER RECEIPTS
a) Dividends on shares (BIAPE) $20,000.00
b) Management commission 118,950.00
(Trust Co. N.Y. 2%)
TOTAL PROJECTED RECEIFTS $111,847,580.00 |

INVESTMENT SECTION
RAC/CMP/yr.
File. A: ING-P



NATIONAL POPULAR HOUSING FUND

B.2 GOVERNMENT INVESTMENT

(PROJECTED)

1. RECEIPTS: PREVIOUSLY AVAILABLE

$25,913,810.00

Less:

2. OUTLAYS:

$890,400.00

a) Purchase of machinery and office eq.

Purchase of machinery and office eq. $25,0060.00

Electronic tabulating equipment

830,000.00

Electrical service equipment

2,400.00

Reference books

6,000.00

Furniture

6,000.00

Telephone equipment

15,000.00

Radio and teievision equipment

6.000.00

b) Building

Remodelling of building

500,000.00

Preparation of offices

Removables

TOTAL GOVERNMENT INVESTMENT

$1.790,400.00

PROJECTED AVAILABILITY

$25,918,810.00

() TOTAL GOVERNMENT INVESTMENT

1,390,400.00

NEW PROJECTED AVAILABILITY

$24,523,410.00

PREVIOUS AVAILABILITY

47,736,940.00

AVAILABILITY

INVESTMENT SECTION
RAC/CMP /yr.
File. INVER-

$72,260,350.00




NATIONAL POPULAR HOUSING FUND

ﬁ) CONTRIBUTIONS BUDGET
PREVIOUS AVAILABILITY (ACTUAL) $6,322,760.00
1. RECEIPTS 41,385,290.00
a) Recovery of portfolio (ex-1UV) $6,208,350.00
b) Interest on portfolio 6,381,740.00
¢) Interest on deposits 540,220.00
d) Rent 426,840.00
e) Insurance 1,925,420.00
f) Own recorded funds 509,340.00
g) Receipts from trusts 25,3939,380.00
PRONAVIFO
h) Sale of assets 0.00
i) Other receipts 0.00
SUBTOTAL $47,708,050.00
___2. OUTLAYS 4,098,540.00
a) Maintenance of assets $0.00
b) Contributions 0.00
c) Insurance 1,925,420.00
d) Other outlays (ex-{UV) 2,173,120.00
| AVAILABILITY o ’ $43.609,510.20;

INVESTMENT SECTION

RAC/CMP/yr.

File.INVER-



http:43,609,510.00
http:4,098,540.00
http:47,708,050.00
http:41,385,290.00
http:6,322,760.00
http:2,173,120.00
http:1,925,420.00
http:25,3939,380.00
http:509,340.00
http:1,925,420.00
http:426,840.00
http:540,220.00
http:6,381,740.00
http:6,208,350.00

‘ __
’ ) ACTIVITIES DATE PERSON RESPONSIBLE
BEGIN FINISH
CLEARING OF FILES
N 7/10/92 10/10/92 | MS. MARIA DEL. CARMEN MOLINA
bu 7/8/92 *7/15/92 | MR. RIGOBERTO SOMOZA
M. REAL ESTATE
B/ INTENANCE AND REPAIR 6/17/92 12/31/92 | MR. NOEL BERMUDEZ AND MR. CARLOS HERNANDEZ
k. PERSONAL PROPERTY
BB c U PROPERTY
N PREPARING INVENTORY
- VEHICLES 7/13/92 7/14/92 MR. RAFAEL “LORZS AND ACCOUNTS COMMITTEE
- STATIONERY 7/8/92 7/10/92 MR. RICARDO ABRE0 AND ACCOUNTS COMMITTEE
(OSGAR RUANO)
- FURNITURE 7/1/82 7/15/92 MR. GUILLERMO IBARRA AND ACCOUNT COMMITTEE
(ADILIO HERNANDEZ)
DISPOSAL AND/OR UTILIZATION 7/14/92 MR. CARLOS HERNANDEZ
MAINTENANCE AND REPAIR 7/17/92 MR. JORGE RUIZ
. EVALUATION AND PRESENTATION OF 7/16/92 7/17/92 MR. GUILLERMO IBARRA
REPORT
C.1 FNV PROPERTY
PREPARING INVENTORY 7/2/92 7/3/92 MR. JORGE RUIZ Y AND MR. PORTILLO
MAINTENANCE AND REPAIR 6/17/92 12/31/92 | MR. JORGE RUIZ
D. ORDINARY OPERATIONS
D.1 PROCUREMENT 6/17/92 12/31/92 | MR. RICARDO ABREGO AND MR. JORGE RUIZ
D.2 HUMAN RESOURCES 6/17/92 12/31/92 | MR. JORGE RuZ
Wl D.3 GENERAL SERVICES * 6/17/92 12/31/82 | MR. JORGE RUIZ
;‘, E. OTHER CONTINGENCY OPERATIONS
% .1 MONSERRAT MARKET 7/1/92 -> MR. GUILLERMO IBARRA
E.2 MOVEMENT OF PERSONNEL FILES 7/9/92 7/13/92 MS. LIDIA DE MEJIA

" MR. CRUZ WILL BE RESPONSIBLE FOR GENERAL SERVICES SUBSEQUENTLY
& VALUES OF THE DGP WILL BE RECEIVED ON JULY 17

N** PRESENT WORK PROGRAM

~>WAITING FOR DECISION BY MAYOR'S OFFICE

il ADMINISTRATIVE DEPARTMENT
JULY 10, 1992




1. LIQUIDATION OF THE IVU PORTFOLIO AND FINANCIAL CONSOLIDATION
- General coordinator: Mr. Rafaél Aristides Campos.
- Acticn officer: Mr. José Arcides Baires Z.
Actions: Coordinate the receipt and type of information;
participate in the analysis of portfolio, budget and
general financial information.
A. Liquidation of portfolio:
1.1 Obtain portfolio information properly classified for:
a) Programs, districts, assessment offices, number of housing
units and respective amounts.
b) Determination of defaults per program and default indices in each program.
c) Classification of defaults by age.
d) Posting of each account.
e) Portfolio separated: guaranteed and not guaranteed
1.2 PRODATOS: processing of all information contained
in items 1.1, a, b and c.
1.3 LEGAL: Wil provide information on guaranteed and
non-guaranteed portfolio; all cancelled deeds and recorded
and non-recorded processed deeds; recovery of defaults in
legal execution.
B. Administration of nortfolio:
1. Notification of public on payment of instaliments, calculation and verification
of installments
2. Coordinate information on collections jointly with the Treasury
Withholding Agents, Banks and Financial Institutions.
3. Cadification of the payments made to Payment Offices and/or
Withholding Agents.
4. Draft the appropriate communications.
5. Arrange payments of assessment offices in default.



2. FINANCIAL CONSOLIDATION (AS OF 6/16/92)

a.
b.
C.

f.

g.

Finalize IVU financial statement as of June 16, 1992.
Make regular accounting adjustments.

Make accounting adjustments to eliminate doubtful assets
in the new organization’s sperations.

. Analysis of receipt, disbursement and accounting operations

of both institutions prior to consolidation.

. Development of consolidated financial statements and balance

sheets of each institution separately.
Development of liquidation and delivery docu nents.
Development of a consolidated plan of accounts, including
PRONAVIPO accounts and those of the new organization.

3. BUDGETARY LIQUIDATION (AS OF 6/16/92)

a.

f.

g.
h.

Develop a repnrt of assignments and allotments of the
various programs.
Reconciliation of budgetary outlays with the Treasury.
Develop statistics on receipts for specific sources of
receipts.
Develop list of reserves to be refunded.
Develop list of approved payment orders pending payment.
Develop list of balancing receipt and disbursement items.
Develop the budget liquidation balance.
Reproduce tables, lists and balance sheet.

4. OUTSIDE AUDITING:
Period: January 1992 to June 17, 1992.
- In the afternoon the visit of the representative of Esquivel

and Associates is expected (.lune 10, 1992).



NATIONAL POPULAR HOUSING FUND
GENERAL FUND
APPLICATION OF PROJECTED RECEIPTS

PREVIOUSLY AVAILABLE

$47,735,940.00

A) OPERATING BUDGET

1. RECEIPTS

11,982,860.00

a) Financing (int., loan)

$9,442,270.00

b) Receipts

2,540,590.00

(savings, time deposits, commission,
BIAPE)

'SUBTOTAL

© $11,982,860.00

2. DISBURSIZMENTS

a) Operations

$2,965,910.00

5,348,150.00

b) Interest paid

2,382,240.00

PROJECTED AVAILABILITY

$6,634,710.00

B) INVESTMENT BUDGET

B1. FINANCING

1. RECEIPTS

44,594,750.00

a) Capital (recovery)

$3,745,450.00

b) Recovery of paid capital (IBRD)

17,506,840.00

c) Loans to be obtained (IBRD)

23,342,460.00

SUBTOTAL

$51,229,460.00

2. DISBURSEMENTS

$25,315,650.00

a) Loans to be granted

$23,342,460.00

b) Payment of capital (amortiz.)

1,973,180.00

PROJECTED AVAILABILITY

$25,913,810.00

PLUS PREVIOUSLY AVAILABLE

47,736,940.00

TOTAL AVAILABILITY

INVESTMENT SECTION
RAC/CMP/yr.
File.A:ING-P

$73,650,750.00

e
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HOUSING CONTRIBUTIONS PROGRAM REGULATIONS

TITLE |

GENERAL ASPECTS

CHAPTER |

Object of the reculations and definitions

Article 1. The ordinary object of these regulations is the general operation of the Housing
Contributions Program, hereinafter called "the Program", in accordance with the
provisions of Article 45, Chapter |, of Title Thrre of the National Popuiar Housing Fund
Law, hereinafter called "the Law", approved by Legislative Decree No. 258 of May 28,
1982, and published i the Official Daily No. 104, voi. 315, of June 8, 1992.

Article 2. The following definitions are adopted for the purposes of these Regulations:

a)

D)

d)

f

FONAVIPO: the National Popular Housing Program (Fondo Nacional de Vivienda
Popular).

Housing Contributions Program: the process through which low-income
Salvadoran families can have access to a housing solution Ly taiirg advantage of
a direct state subsidy in money or in kind, the administration of which is the legal
responsibility of FONAVIFO.

Housing contribution: a state contribution in money or in kind granted only once
to the family group or beneficiary, without a requirement that the latter make
restitution except as provided for in Article 42 of the Law, for the purpose of
facilitating a housing solution of social interest in conjunction with its own contribu-
tion or supplementary credit.

Housing Contribution Certificate: a recorded instrument issued by FONAVIPO and
extended to the bei .eficiary, through which the latter is granted the exact amount of
the housing contribution.

Poupular housing: a housing solution that includes at least the minimum basic
infrastructure services of electiic power, access to potable water and a sewage
disposal system, which can be implemented by family groups with incoimes no
greater than two minimum wages on the basis of their ability to pay plus the housing
contributiorr and their savings under market conditions.

Minimum wage: monthly salary of 2 worker in the industrial sector in the area of
San Salvador.



g)

h)

i)

)

k)

)

0)

p)

Q)

Beneficiary: the family group to which a housing contribution is granted through a
Certificate.

Low-income family group: the nucleus of persons joined by direct blood ties
which, under the authority of a head of family, resides permanently under the same
roof and whose monthly incume is less than two minimum wages.

Family income: the sum of all regular and periodic incomes that all the members
of the family group received during a calendar month as a product of their work,
pensions of various kinds and assistance by third persons, less mandatory and
voluntary contributions. FONAVIPO shall establish a valuation scale to weight the
non-monetary monthly income and the monetary income received periodically at
intervals of greater than one calendar month.

Individual application: the application each family makes to be awarded a Housing
Certificate, by means of the Declaration.

Collective application: the request rnade by a group of families organized to obtain
a set of HOUSING CONTRIBUTIONS simultaneously.

Qualification: the determination that families are eligible to be awarded a Housing
Certificate.

Capacity to pay: the maximum fraction of weighted family income that can be used
to pay for housing

Declaration: the Sworn Declaration of Sotioeconomic Conditions that is a
mandatory requirement for applying for a housing contribution.

Authorized instituticn: a public or nrivate body authorized by FONAVIPO to carry
out financial operations with FONAVIPO and within the framework of the FONAVIPO
law.

Supplementary crzdit: the non-subsidized credit which the beneficiary contracts
for additionally with an authorized institution as a supplement to the amount of the
Housing Certificate.

Unlawful settlement: the possession of pubiic or private land without the
authorization of its owner, the urbanization of which has not been authorized by the
administrative housing body and the inhabitants of which do not have title to said
land.

Selection: the weighted score obtained by the applicant in accordance with the
parameters of the point system used in the qualification process which permits the
applicant to be the beneficiary of a contribution.

Titie to the land: the legal right to real property which the applicant shows he
possesses through a duly recorded titie or a lease with promise to sell.



t)  Restitution of contribution: The obligation undertaken by the beneficiary to make
restitution of the housing contribution received if is it proven that: 1) the documents
presented were false or incorrect and so did not satisfy the requirements established
for approving *: - contribution; and 2) the beneficiary either transferred control of his
housing solution or ceases to reside in it before five years have elapsed from the
date of approval.

u) Minimum conditions of habitability: a housing solution that is the properiy of
those who live in it (or who have definite prospects of acquiring it) which has nearby
access to the basic services of potable water and a sewage disposal system.

v) Modalities of the contributions program: the housing financing plans through
which, without exception, the applicants to the Program may obtain their contribu-
tion.

w) Individual award: the granting of the Housing Certificate to the qualified individual
who has applied individually.

x) Collective award: the granting of a Housing Certificate to a qualified beneficiary
whose application was collective.

CHAPTER Il

The Housing Contributions Program

Article 3. The Housing Contributions Program is created with the object of giving
low-income families the possibility of having access to a contribution through a fair and
transparent process which is non-discriminatory for reasons of politics, sex or religion.

Article 4. In accordance with Articles 36 and 45 of the Law, FONAVIPO is exclusively
responsible for administering the Program as well as for determining the standards and
instructions on the methodological, technical and administrative procedures necessary to
give effect to its benefits.

Article 5. The Program’s funding sources are those provided for in Articles 20 and 36 of
the Law to set up special capital for specific purposes. FONAVIPO is obligated, in
accordance with Article 43 of the Law, to invest the program funds that will not be utilized
in the current fiscal year at the highest possible yields.

Article 6. In accordance with Article 37 of the Law, natural or juridical persons, public or
private, whatever their nature, can male donations t the program without the need for
a special law authorizing them to do so, and such donations shall be considered by the
donor as deductible expenses for income tax purposes.



Article 7. In accordance with Article 38 of the Law, neither FONAVIPO nor the authorized
institutions may charge administrative or transportation costs to the Program. Such costs
must be paid for with funds from the other activities they carry out and, in the event such
funds are not sufficient, may be covered with supplementary contributions by the state.
Only the direct investment costs needed by the housing solution may be taken into
consideration. Such costs may or may not refer to a specific project.

TITLE Il

BENEFICIARY POPULATION

CHAPTER |

Housing Contribution Beneficiaries

Article 8. The benefits of the Program shall be granted exclusively through the Housing
Certificate and in accordance with the conditions and procedures established by the Law
and these Regulations.

Article 9. The following may be beneficiaries of the Housing Certificates: family groups
which apply individually or collectively, and which either own land for housing or lack their
own housing, whose monthly income is less than two minimum wages and which have
complied with the requirement of a contribution through their own efforts or through
previous savings.

CHAPTER Il
Requirements and other conditions

Article 10. Families shall apply for the Housing Certificate in accordance with the
provisions of Title IV of these regulations. The application does not exclude requests
made to other housing programs developed by authorized institutions, but if a housing
solution is awarded in the latter programs, the application shall be automatically void.

The grant of the Certificate to the family group shall preclude any of its members -2
making a request to the Program or to other programs developed by any authorized
institutiori, unless the total amount of the Certificate is paid back, or five or more years
has elapsed since the Certificate has bezn granted by the Program, or a family member
has separated from the family and shall demons rate to the satisfaction of FONAVIPO that
an independent family group has been formad.



Arlicle 11. In accordance with Article 41 of the Law, applications that satisfy the
requirements shall set into motion a prequalification process based on a transparent and
understandable system of assigning points, a system that should corisider at a minimum
the applicants’ contributions and their sworn declaration of socioeconomic condition.

Article 12. The award of the Housing Certificate to the duly qualified benaficiary family
shall take effect in {ull agreement with the rules established by the FONAVIPO Board of
Directors. In the case of a collective award, FONAVIPO shall coordinate with the
authcrized institution for the delivery of the Certificates, so that said institution will be the
one that awards them to each family group, after the housing project or development of
the basic infrastructure as part of a housing program have i 2en approved.

Articie 13. In accordance with Article 40 of the Law, FONAVIPO has the responsibility for
verifying the level of family income of each beneficiary of the Program and may delegate
this responsibility to the authorized institutions. It is the responsibility of FONAVIFO to
carry out periodic oversight that will guarantee the effec.:iveness of the administrative ard
technical procedures of the authorized institutions and their execution.

Article 14. The Program shall not be used for the improvement, construction or
acquisition of a housing solution located on inalienable public or private lands or in illegal
settlements.

TITLE I

HOUSING CONTRIBUTIONS MODALITIES

CHAPTER |

Modaiity I: Basic Access

Article 15. The target population of this modality are families that do not have title to land
or housing in any form.

Article 16. The contribution in this modality will be granted in kind, i.e. in the form of land
owned by FONAVIPO, and if there is a difference between the value of this land and t/i>
maximum amaount of the contribution in effect, this difference will be granted as a
contrioution in money to be utilized for improvement of the basic services. This
contridution will be used so that the family group can initiate the first stage of progressive
housing.



Article 17. In this modality, the applicant will be required to promise to make a prior effort,
auantifiable in hours of work or money, with completion subsequent to his selection as
a beneficiary of the program. Failure to complete the prior effort will be cause for
restitution of the contribution.

Article 18. The application or award in this modality may be individual or collective and
may be administered by a non-governmental organization or authorized institution.

CHAPTER Il

Modaility Ii: Neighborhood Improvement

Article 19. The target population of this modality are the families, who are located in
llegal settlements recognized by the administrative housing body, as permanently
formalized marginal communities or zones, whether these be the product of urban
invasions or irregular subdivisions, and who do not have housing with minimum
conditions of habitability.

Article 20. The contribution in this modality will be granted to beneficiaries as a
contribution in money to be utilized to improve the basic urban services and, to the extent
possible, to improve their preexisting housing unit.

Article 21. In this modality, the applicant will be required to promise prior effort
quantifiable in money with completion subsequent to selection as a beneficiary of the
program. Failure to complete the prior effort will be cause for restitution of the contribu-
tion.

Article 22. The application and award in this case shall be collective. This does not inean
that the entire settlement or subdivision must apply, but that this may be cone partially
so long as the applicants are especially concentrated family groups and tha sector can
be urba:iized as a whole and can be disaggregated. Administration will be by a non-
governmental orgamization or authorized institution.

Article 23. The following are prior requirements for applying in this modality:

a) That the land is legalized as a whole or in subdivided form at the time the
application is made;

b) That the urbanization plais are approved by the administrative housing body at the
time the application is executed with the beneficiary groups; and



c) That the owner of the land or subdivision agrees to formalize a mortgage guarantee
in his favor. The execution of the mortgage guarantees shall be carried out in the
same document in which the delivery of the Housing Certificate is formalized.

CHAPTER Il

Modality lli: Access to Completed Housing

Article 24. The target population of this modality are eligible families, who already own
a recorded property without basic services located in a subdivision of social interest, but
whose housing does not include minimum conditions of habitability.

Article 25. This modality offers a contribution in money, the certificate of which may be
endorsed to a third person to be used in the construction or improvement of his housing.
In this modality, the applicant will be required to complete the savings plan prior to being
granted the contribution by FONAVIPO and his failure to do so will be cause for
cancellation or restitution of the contribution.

Article 26. The application or award in this modality may be individual or collective for
family groups and it will be administered by the third persons to whom the certificate is
endorsed, whether this be a non-governmental organization through a supervision
contract, private manufacturers of prefabricated housing, or some other person through
a supply contract, or through a contract for services or work with a professional,
registered in the offices of the administrative housing body.

CHAPTER IV

Modality IV: Access to Existing Housing

Article 27. The target populaticn of this modality are eligible families, who do not own
land or housing with minimum conditions of habitabitity and who, in keeping with their
capacity to pay, desire to acquire housing for their residence, either in a new urbanized
housing project or an already existing orie etc., but one which has basic services.

Articie 28. This modality offers a contribution in money, the certificate of which may be
endorsed to a third person to be used in the acquisition of housing. In this modality, the
applicent will be required to complete a savings plan prior to being granted the
contribution by FONAVIPO and failure to complete it will be cause for cancellation or
restitution of the contribution.



Article 29. The applicaticn or grant in this modality shall be individual. It will be
administered by the authorized institutions by delivering the endorsed certificated to the
seller of the property being acquired and by executing the corresponding purchase/sales
agreement.

TITLE IV

POPULAR SAVINGS FOR HOUSING

ONLY CHAPTER

Article 30. The completion of a popular savings plans is a necessary precondition for a
ramily to apply for a housing contribution.

Article 31. The provisions with respect to popular savings will be those set forth in the
Regulations on Popular Savings for Housing approved by the Central Reserve Bank.

TITLEV

APPLICATION FOR AND AWARD OF HOUSING CONTRIBUTIONS

CHAPTER |

Call to Families for Applications

Article 32. The calls for applications will be made througr resclutioins of the Board of
Directors. The periods, amounts of resources earmarked for the contribution in each call
and the distribution of the call by modalities will be established, and the information and
registration periods and other condiiions of application will be indicated in the same way,
within the terms indicated in the present Regulations.

information will be provided, at a minimum through newspapers of national circulation, as
to the places and times in which foims and irformation will be given to those interested
and in which the corresponding applications will be received.

The information =nd particulars to be furnished by the applicants, whether the applications
shall be made individualiy, collectively by a group of organized families, or through
authorized institutions, will be contained in the application forms themselves, on which the
applicants must swear that the information and particulars entered are true.



Article 33. Application for the Housing Contribution governed by these Regulations may
be made through any authorized institution, it being necessary to indicate the place in
which the housing will be acquired or constructed.

No one may present more than one application at each call. If this provision is violated,
this person’s; applications shall be rendered immediately r.uli and void through resolutions
of FONAVIPO and, if his infraction is detected subsequently, the beneficiary shall make
restitution of the housing contribution he has received. Two spouses mav not apply
separately. In case this is done, the application with the lower point score will be deemed
null and void and, in case of a tie, the determination will be made by lot.

Article 34. The application for a Housing Contribution may be made, along with a
commitment to provide an agreed contribution to a savings account for housing,
governed by the standards set forth for this purpose, free of any charge.

Application may also be made by certifying that the agreed contribution has been made
to any Sacial Welfare Service, subject to the supervision of the Superintendent of
Commercia! Bodies or governed by special laws, the powers of which include the receipt
of the savings of its members, provided that the respective Welfare Service has previously
signed an agreement with FONAVIPO to that end.

CHAPTER 1l
The Application Mechanism
Article 35. FONAVIPO shall issue arnually a number of declarations based on the
estimated population that can be serviced, in accordance with the funcls available to the
Program. The Board of Directors will approve an annual program for the population that
will be serviced with the resources of the Special Fund and this program will be torwarded

to the Operations Office to prepare an implementation plan of sociceconomic studies
within fifteen working days of receipt of the program.

Article 36. The plan of execution shail be adjusted to the FONAVIPO cost and efficiency
parameters and, at a minimum, shall include the following:

a) Calendar of activities;

D) Mode of execution;

c) Supplementary budget required; and

d) Cash flow.



Article 37. FONAVIPO shall allocate part of its administrative budget to pay the costs of
the plan of execution for the purpose of guaranteeing that the methodological,
administrative and technical procedures of the Program are correctly applied. This
supplementary budget may in no case cover the salaries and other fixed costs of
FONAVIPO.

Article 38. The application may be filed in the following ways:

a) As a family residing in a human settlement previously defined as a high-priority
settiement by FONAVIPO in accordance with the directives of the administrative
body of the housing sector.

b) As afamily interested in acquiring a housing solution within a housing Program
promoted by an authorized institution; and

c) As afamily interested in solving its housing problem individually.

CHAPTER Il

Application by families

Article 39. The following shall have the right to apply for a housing contribution: natural
persons who are of age, single or married, or married adult minors who are holding a job
or discharging a profession, craft or office, formal or informal, and who do or do not have
family dependents, wiho are not the owners of a housing solution, and whose spouse is
not, and who satisfy the requirements indicated in the present Regulations.

The following persons shall not have the right to apply for a housing contribution:

a) Those who on the date of application are the owners or assigns of housing or of a
defined sanitary infrastructure, or whose spouse is such owner or assign, even if the
award comes from an institution that develops housing programs.

The above notwithstanding, persons who have community rights to a housing
solution or to a defined sanitary infrastructure, or whose spouse has such rights
may apply. However, to make their applications valid they must certify through the
appropriate notary public that they have given up their rights in this community,
unless they shall have acquired all such rights through the use of this contribution.

b) Those who have obtained or built housing, through the use of a housing contribu-
tion or municipal subsidy, through any of the systems that govern or have governed
such benefits, or with financing coming from a housing loan obtained c'irectly or
through authorized institutions. All of these prohibitions shall apply even if the
housing has been transferred, or if a spouse who has obtained any of these benefits
has done so.



These prohibitions shall not apply in the event that the housing referred to in the
previous paragraph has been the object of expropriation or demolition ordered by
the public authorities or has been totally destroyed or rendered uninhabitable as the
result of earthquakes, fires, floods or other causes not iniputable to the beneficiary,
and in each case duly certified by the competent authority.

c) Persons whose housing certificate is still valid on the date of the new applications,
or persons whose spouse'’s housing certificate is so valid.

Persons who are registered or are applying in another housing program or housing
sector institution or municipality programs, or whose spouse is so registered or is
so applying, may apply for this contribution. However, if they have been selected for
any of these other programs at the time they are selected for this program, their
application for this contribution will automatically become null and void.

Article 40. To apply for the housing contribution, families must fill out completely and
truthfully the declaration that FONAVIPO shall design expressly for this purpose.

The signed declaration shall be signed by the head of the familv. When the head of the
family cannot sign the declaration for valid reasons, the signature of another member will
be accepted provided he or she is an adult with a valid identity document. The signature
shall correspond to that on the identity document.

Article 41. The declaration will be null and void if:

a) It has not been duly completed and the supplementary documents required have
not been attached. FONAVIPO or the authorized institution will notify the interested
party of the omission, so that it may be corrected in no more than fifteen working
days;

b)  The applicant uses the funds from previous savings for others purposes than those
agreed; and

c) False information has been submitted. In the event this recurs, the family shall be
excluded from the right to apply for a period of no less than two years.

Article 42. In the event the applicant or beneficiary of the subsidy dies, FONAVIPO may
designate the surviving spouse as a substitute to receive said benefit, provided that the
applicant or beneficiary has declared such spouse in the application. For the pursose of
making this designation, FONAVIPO will also take into consideration that the substitute
is in a position to comply with all the obligations assumed by the applicant or beneficiary
at the time of the application and that recovery of the contribution may be made. The
substitute shall be designated through a resolution of the Director of FONAVIPO.



The death that gives rise to this substitution shall be certified through the corresponding
death certificate.

The standards set forth above shai - pply from the date of application until the expiration
of the validity of the corresponding certificate of contribution. If said certificate has already
been delivered at the time of the death, it will be replaced by another certificate in the
name of the designated substitute.

Article 43. A married wife who applies is presumed to be applying individually. The above
notwithstanding, this presumption will not crerate when the wife who is eneficiary of the
certificate wishes to transfer it to her spouse. The transfer of the subsidy certificate
between spouses shall always be permitted.

Article 44. If a certificate has been mislaid or stolen, the beneficiary shall take the
following steps through the appropriate authorized institution:

a) Inform FONAVIPO as soon as he has knowledge of the fact;

b) Request from FONAVIPO the cancellation of the original certificate and the issuance
of a new one in his favor.

When the steps indicated above have been taken and at least 30 days have passed
without anyone coming forward and invoking his rights as legitimate owner of the
document, a new certificate shali be issued, indicating explicitly that this is a replacement
certificate that cancels the original certificate.

Article 45. FONAVIPO will publish thie results of the qualifications in the public media,
listing the name of each person, his identification number, the points awarded and the
value of the housing contribution in a manner that is clear and understandable to all the
population.

Article 46. Persons who apply and do not qualify may appeal to the authorized institution
within a maximum of 15 working days after the beneficiaries’ results have been published.
To appeal they must fill out and sign the appropriate form designed for this purpose by
FONAVIPO.

The authorized institution shall forward the appeals to FONAVIPO within no more than
15 calendar days. FONAVIPO will review and investigate the appeals and will publish the
results in the public media.



TITLE VI

SELECTIVE FCLLOW-UP OF BENEFICIARIES

CHAPTER |

Objective of the Monitoring System and Responsible Office

Article 47. Selective follow-up of the beneficiaries has the aim of evaluating the actual
impact of the program on the living conditions of the beneficiary population, which will
permit FONAVIPO to obtain relevant information to verify the efficient use of resources,
review the policies, procedures and modalities of the program, and make it possible to
carry out corrective measures where irregularities exist.

Article 48. The FONAVIPO Operaticns Office is the body responsible for implementing
a monitoring system for following up beneficiaries for the purpose of detecting any
irregularities that may exist within the methodological, administrative and technical process
of the Program, through evaluation of the actual impact on the beneficiaries.

CHAPTER Il

Requirements and Procedures of the Monitoring System

Article 49. In order to have available an efficient monitoring system, FONAVIFO shall
submit for public competition (at least twice a year) the performance of a field study to
evaluate the beneficiaries of the Program. The competition shall be directed preferentially
at specialized non-governmental organization, but in any event at private institutions.

Article 50. For the purpose of contracting for the evaluation services, the terms of
reference shall clearly contain the aspects to be evaluated, including: the type and quality
of the housing solution, the actual socioeconomic profiles of the beneficiary families as
compared with those declared, the actual conditions of occupation of the property, the
perception of the service offered by the authorized bodies, and the indicators and formats
to be used.

Article 51. Orce the competition has been adjudicated, FONAVIPO shall deliver to the
contractor a list of the beneficiaries to be evaluated. This list shall be a statistically
representative sample (stratified, with random selection within each stratum) of the
beneficiaries of the Program within the period to be evaluated. The contractor will be
provided with all relevant information in the data base on thase beneficiaries.



Article 52. On the basis of the contractor’s report, FONAVIPO will make the appropriate
decisions in individual cases:

a) Whether legal actions are required against beneficiaries who have obtained the
housing contribution througt false information or illegal procedures.

b) Whether actions are required against the authorized institutions (of various kinds,
such as greater training, legal action etc.).

c) Whether the standards, procedures or policies need to be amended in order to
improve the Prcgram’s efficiency and effectiveness.

Article 53. in order to generate greater confidence by the population in the transparency
and objectivity of the Program, FONAVIPO will publish the general results of the evaluation
by such means as it considers necessary.

TITLE Vii

FINAL PROVISIONS

ONLY CHAPTER

Article 54. In conformity with Article 54 of the Law, all financial operations of the Program
will be exempt from taxes of all kinds and notarizations of such documents will be made
on plain paper.

Article 55. Infractions of the standards of the present Regulations that do not have a
specific sanction will be sanctioned as appropriate by rendering the relevant application
null and void, or by exclusion from selection of the persons selected, or by cancellation
of the Housing Certificate, or by restitution of the Housing Certificate that has been
received, in the monetary value in effect on the date of restitution. These sanctions shall
be applied through resolutions of FONAVIPO.

Article 56. These Regulations shall take effect upon their approval by the FONAVIPO
Board of Directors.

Approved by the Board of Directors of FONAVIPO, in accordance with Agreement
No. ofarticle ___ of session No. ___ of the day of 1992,

-t‘:\
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REGULATIONS OF POPULAR SAVINGS FOR HOUSING

CHAPTER I

OPENING OF ACCOUNTS

Article 1. The requirements to open 2 savings book or savings card for the housing
contribution program shall be as follows:

a) To be a Salvadoran by birth.
b) To be of age.

c) To have verifiable monthly income of no more than two minimum wages.

Article 2. The essential clauses of the savings contract shall be as follows:
a) Name of the authorized institution.

b) Serial number. The contracts shall be numbered in order and a code system may
be created by eacn institution and agency.

c) Identification of the saver (complete name and identity card number).

d) Description of family group (complete names, parents’ names, identity card numbers
as appropriate, age, sex, marital status, occupation, employer and income).

e) Amount and term of the savings that the saver promises to make.

Articie 3. The special conditions for the operation of the programmed savings contract
shall be as follows:

a) The authorized institution will accept amounts of money of at least one colon to be
accredited to a savings account in favor of the saver at its central office or any of
its branches.

b) Deposits shall be made in bills of the Central Reserve Bank of E! Salvador, in legal
coin and in checks drawn on the authorized institution or other authorized
institutions established in the Republic, as well as in foreign money and drafts on
foreign banks at the exchange rate on the day the deposit is made.



d)

a)

h)

The frequency of deposits will be flexible in such a way that the saver may make
deposits daily, weekly, biweekly, monthly or at othe: periods in conformity with the
receipt of his income.

Withdrawals may not be made except in exceptional cases, which must be duly
justified with the presentation of a request for withdrawal. Withdrawals may be made
only once a month and irterest shall not be received for the month in which the
withdrawal is made.

The authorized institution shall deliver to the saver a book that is stamped and
authorized by an official of the institution, in which the course of the savings account
will be recorded. This book will be nontransferable, shall be numbered and will
specify the rate of interest to be earned.

The saver must present his book to the authorized institution every time he wishes
to make a transaction. In case the book is mislaid, stolen or destroyed, the saver
is obligated to immediately inform the authorized institution, which in turn will provide
a replacement copy, entering the current balance of the account as the first entry.
""he saver shall sign a declaration setting forth the circumstances that have occurred
and stating his agreement with the balance specified in the new book.

The saver must use only the forms that the authorized institution provides him to
make deposits into his account.

The savings accounts will otherwise operate in conformity with the provisions of the
Law on Banks and Financial Institutions.

Article 4. In conformity with Article 31 of the Law of the National Popular Housing Fund,
the following institutions may be authorized to open savings account for the housing
contributions program:

a)

All those iristitutions that form part of the financial system in accordance with the
provisions of the l.aw on Banks and Finiancial Institutions and which, in accordance
with that law, may grant financing for housing solutions.

Insurance companies.

Duly constituted public-interest corporations or foundations that are concerned with
the housing problem.

Cooperative savings and credit cooperatives duly constituted under the framework
law.

Official credit institutions that are legally empowered to grant long-term credit for
housing.
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f)  Other social persons, the social objectives of which include granting long-term
financing for popular housing.

However, the institutions named in b) through ) above shall require the prior approval of
FONAVIPO, for which purpose they must satisfy the general standards that govern the

experience, solvency, internal auditing and other applicable indicators for being granted
the status of authorized institution.

Article 5. The saver's savings book or card must have the following characteristics and
information requirements:

a) A preprinted blank form with name of the authorized institution.

b) Name of the saver.

c) Serial number of the account (same as the savings contract number).

d) Space to record sequentially deposits, withdrawals and interest.

This book shall have a design that includes an attractive identifying format and a text that

is easy to read and understand and shall be suitable for use in automatic teller recording
machines.

Article 6. Authorized institutions shall incorporate into a data base, the basic characteris-
tics of each savings account being established (name of saver, identity card, savings
plan) and shall forward to FONAVIPO on a monthly basis, a copy of the contracts entered
into during that month.

Article 7. FONAVIPO will receive from the authorized institutions and record in its central
data base all the socioeconomic and demographic information on ‘he saver and his family
and information on the savings plan signed.

CHAPTER I

FORMATION, CONTROL AND CERTIFICATION

Article 8. The authorized institution will maintain a current record of the behavior of the
savings process; deposits and interest.

Article 9. The saver may find himself unable to comply with the agreed savings plan for
various reasons:

l\
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a) Because he underestimated his capability
b) Because he overestimated his capability
c) Because he must meet unexpected contingencies

In all these cases, he may revise his savings contract only one time. If the problem occurs
again after the contract is revised, he must make a new contract cancelling the previous
one. This will not prevent him from transferring part or all of his savings to the new
account, but he will lose the seniority of the previous account.

Article 10. For the purpose of revising the savings plan, a form with the following
essential clauses will be used:

a) Name of the saver.

b) Account number.

c) Personal identity number.

d) Changes in the term or amount of savings.

e) Justification.

Article 11. The authorized institution shall incorporate into a data base the basic
conditions of the revised savings plan and such conditions shall cancel the initial records
of the original conditions of the savings plan. Each month the authorized institution shall
forward to FONAVIPO a copy of the revisions concluded during that month.

Article 12. FONAVIPO shall enter into its central data base the modifications of the
original plan, cancelling the conditions initially agreed to, but without affecting the
information relating to socioeconomic and demographic conditions.

Article 13. The authorized institution shall record all account closing whether by voluntary
closing in the course of the savings program or by return of the total savings to the
beneficiary of a housing contribution and its subsequent application to the construction
or purchase of a housing solution.

Article 14. No additional restrictions shall be placed on the saver except for the
administrative costs of (1) maintaining a savings account without transactions: and (2)
conducting a number of annual transactions, whether or not there is a loss-of-interest

penalty.
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Article 15. Savers may make withdrawals from their savings accounts under the following
conditions:

a) They shall not receive interest for the most recent period.

b) Persons must present a request for withdrawal at least five working days in
advance.

c) The maximum frequency of withdrawals shall be once a month.

Article 16. The withdrawal request slip shall contain the following sections:
a) Name of the saver.

b) Account nunber.

c) Place and date.

d) Amount of withdrawal.

e) Signature.

Each month the authorized institution shall inform FONAVIPO of the contracts in this
condition.

Article 17. Withdrawals in and of themselves do not constitute non-compliance with the
agreed housing savings plan unless the parameters agreed to in the respective
semiannual revision are changed.

Article 18. Non-compliance shall be understood to occur when the saver has not attained
the average semiannual balance agreed to in the savings plan and certified by the
institutions where the savings are held.

Article 19. If the saver has not complied with his savings plan, he shall have the
possibility of revising the plan. In that case, the authorized institution shall credit the
interest accumulated to date, modify the savings contract and pursue a new savings plan.
The institution shall forward to FONAVIPO a report of all modified contracts.

Article 20. If the saver has not complied with his savings plan and does not wish to revise
it, the institution shall return to him the savings accumulated to date, but interest shall not
be credited to him. The institution shall forward to FONAVIPO a report of all persons who
have withdrawn.



Article 21. If the saver has met the average semiannual balance, interest shall be credited
to him, the report certifying this situation shall be filed and he shall continue with his
savings plan in the normal manner. The institution shall forward to FONAVIPO a report
of all persons who pursue the process in a normal manner.

Article 22. Each time there is a call for applications to the contributions program or, in
the absence of such call, whenever a saver who has fulfilled the agreed savings contract
so requests, the authorized institution shall issue a certificate of the savings credited to
the saver.

Article 23. The certificates shall contain the following information:

a) The authorizing institution issuing the certificate and the signature of the official
representing that institution.

b) Name of the saver and number of personal identity document.
c) Amount of savings accumulated.

d) Declaration of the issuer regarding compliance with the savings contract and
freezing of the funds for purposes of application.

e) Place and date of issuance.

Article 24. Such certificates shall be forwarded to FONAVIPO for inclusion in its central
data base.

Article 25. The certificates shall have no period of validity. However, they shall be handed
in by the interested party with information that is current as of the corresponding period.

CHAPTER Il

SAVINGS CONTROL MECHANISMS

Article 26. FONAVIPO, through its operations office, shall be responsible for monitoring
supervision of compliance with all the contracts entered into, soliciting from the institutions
the relevant information for evaluation and approval.

Article 27. In its financial relaticns with the authorized institutions FONAVIPO shall
observe the guidelines issued by the Superintendent of Banks and Financial Institutions.
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1. POINT COUNT MODEL

This model is based on four objective and quantifiable variables, the purpose of which is
to assign a qualification to the previous effort of families. It is designed in such a way that
the applicants can estimate their points in advance, using the point-count system that
FONAVIPO employs during the selection process.

The model works by assigning points to the applicants on the basis of the behavior they
have demonstrated, with regard to the variables considered as parameters. i.e., the data
presented by the applicants is entered into an electronic spreadsheet in accordance with
the following variables:

a. Performance of savings contract

This is the most important variable in the model and therefore receives the most points
(50 points).

b. Additional savings

This variable applies tc those cases in which the applicant was not selected in a given
call, but continues saving in order to apply at the next opportunity, when his chances of
being selected will be greater since his seniority will be given greater consideration. This
variable grants four points for each additional month.

c. Number of dependents

For the purposes of the housing contribution program, only the (duly verified) children
that the applicant declares are considered to be children. This variable will grant four
points for each rhild.

d. Applicant’s contributions (lot and services)

The applicant’s contribution consists of the previous effort applicants can offer in order
to obtain a housing contribution. This effort is in kind, in the form of a lot with or without
services. This variable will grant ten points per lot and two points for each service the lot
possesses, up to a maximum of three services (water, electricity and sewer).

Finally, the applicants who receive the greatest number of points will be selected to
receive a housing contribution.
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INTRODUCTION

The merger of the assets of the Urban Housing Institute (IVU) and the National
Housing Financing institute (FNV) has left two sets of data processing equipment with
the following characteristics:

URBAN HOUSING INSTITUTE (IVU)

Quantity Description
1 Central processing unit (CPU)
WANG, model VS-5000 (UJ5/53S40)
RAM: 2.2 Mb (megabytes)
VS operating system

1 Magnetic storage unit
145 Mb hard disk

1 Magnetic tape unit (cartridge)
Model DC-600A, capacity approximately 80 Mb
3 Model 4430-VS serial terminals
4 Model 4230-A serial terminals
1 Model 2110-A asynchronous terminal
1 Model PM-019 dot matrix printer,

150 characters per minute

1 DATAPRODUCTS Model B600-122 line printer,
600 lines per minute (high speed)

3 brand personal computers,
80286, 40 MB HD each

3 Panasonic 1592 printers

1
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NATIONAL HOUSING FINANCING INSTITUTE (FNV)

SERVER

1 IBM PS/2 Model 60, 80286, 4 MB RAM
2 HD: one 70 MB and one 150 MB
1 DD: 1.44 MB 3.5"
Color monitor

TERMINALS

3 IBM PS/2 Model 25 computers, 8088, 640 KB, monochrome monitor
1 DD: 720 KB 3.5"

2 Samsung IBM-compatible computers, 8088, 512 KB RAM, Ambar
monitor

PRINTERS

2 Okidata 393 dot-matrix printers, 132 col., 400 cps

1 Epson FX-1050 dot-matrix printer, 132 col., 300 cps

1 Epson LX-810 dot-matrix printer, 80 col., 120 cps

In view of the need to operate within the new system, the PADCO consulting team
requested that the data processing equipment be evaluated with the object of defining
its use within the framework of the FONAVIPO institutional nlan.

It should be made clear that the evaluation that is presented is solely of the
equipment inherited from the FNV.

This document is set out in the following way. First, the evaluation of the current
equipment is presented. Then the proposal is made. Next, the distribution of the
equipment by activity is presented. And finally, a proposal is made for the distribution
of the new and old equipment.

gt
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II-EVALUATION OF THE CURRENT EQUIPMENT (RED NOVELL)

» The three Model 25 IBM PS/2's do NOT make it possible to grow the main memory
(RAM) beyond 640 KB.

ms Applications developed in FOXPRO LAN cannot be run, much less those in
ORACLE. Foxpro requires at le?:* 1 MB RAM and Oracle requires at least
4 MB RAM.

we The processor they use is the old 8088 which has a speed of 4.77 MHz,
which makes them very slow for data base applications wich huge volumes of
data.

» The server (Model 60 IBM PS/2) is a computer that IBM took off of the market two
years ago and support will be available for only three more years with luck.

an |t has a 10 MHz 80286 processor, ti.2 utilization of which is slow with heavy
work loads.

IBM compatible computers

In general this is equipment of very low quality and will only cause network
problems for the studies performed in the agency.

= Their major limitation is the monitor and the video card, although it is possible to use
them.

Printers
This equipment presents no problem since it can be used in any configuration that is
planned.
CONCLUSION

In its present condition, the agency NETWORK is not suitable for operation with
high volumes and heavy work loads. Likewise, its technical specification do not satisfy

the minimum requirements for operation with data bases suited to the systems that will
be developed for the agency’s new work.
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Ili-EVALUATION OF CURRENT SOFTWARE (PROGRAMS)

The applications software available to the NETWORK is:

OPERATING SYSTEM:
NOVELL ADVANCED NETWARE 286/Version 2.0 1

APPLICATIONS: DBASE Ill PLUS 1.1
FLOW 2.0 A
LOTUS 123, v 2.01
FOX BASE, v 2.10
WORDSTAR, v 4.0
WORDPERFECT 5.1

SPECIFIC DEVELOPMENTS:
- PLANS
- PROJECT MONITORING

EVALUATION

The applications programs that are available are extremely obsolete since the
versions of these applications currently on the market are greatly superior.

As to the network operating system, it is extremely obsolete and requires a great
deal of updating.

Despite the fact that the equipment has been on hand for many years, there has
been no plan for developing at least the most traditional applications, such as account-
ing, personnel control etc.

CONCLUSION

The only advantage the equipment provides is iis use to feed the data archives
since, based on what has been observed, it has simply been used as typewriters.
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IV-PROPOSAL

After analyzing the possibilities for using the equipment described above, |
believe that the equipment project should be developed in two stages, i.e.:

Stage | would be to strengthen and enlarge the .Jperating capacity of the former
FNV microcomputer network. This would make it possible to service the administrative
and financial areas, such as the operation of the pilot plans foi' the housing contribu-
tion system (Modality | and Modality Il).

Stage 1l would be to acquire data processing equipment with a higher capacity
for operations and data processing. This would complement the previously acquired
network and should be formed on the basis of calculating the data processing
requirements, the type of verification to be carried out and the volume of data to be
stored. It is important to stress that, even when the qualification process is curried out
using BATCH techniques, a large capacity for storing, processing and verifying the
data is required. This is a given in view of the agency’s award policy.

STAGE |

The initial acquisitionss which are planned to strengthen the system with new
equipment ar'd software are:

HARDWARE

= A DEDICATED SERVER with an 80486i processor, 50 MHz, 32 MB RAM, 500
MB hard disk (minimum), VGA monocnrome monitor.

= Two terminals with an 80386sx processor, 4 MB RAM, VGA monochrome
monitor, for the operations area. These will be used for the administration and
monitoring of the programs.

» Two terminals with an 80386sx processor, 4 MB RA , 80 MB hard drive, VGA
monochrome monitor, for the planning area. These will be utilized for the design,
follow-up und evaluation of the programs and will also be used to model the
agency’s applications and status.

a Two 1erminals with an 80386sx processor, 4 MB RAM, VGA monochrome
monitor, for the data processing area. These will be used to develop the neces-
sary applications and also to support the agency’s various operational areas.

= Three wide-carriage (132 col.) dot matrix printers.

T~
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= A laser printer with a capacity of 11 pages per minute and a minimum bufter of
1.5 MB. This will be placed in the planning unit for printing final documents.

» A magnetic tape (cariridge) unit for data backup.
= The back-up equipment needed for effective operation of the system.
= The necessary network communication cards.

w Increase to at least 2 MB of the main memory of the computers already in the
agency.

= Conversior: of the SAMSUNG XT terminals to 80286 processors and increase
of their main memories to 2 MB.

SOFTWARE

= The development and operations software platform should have an open
architecture, i.e. the system should be able to be accessed from any terminal
that has authorization, locally or remotely, and with whatever ambient software it
possesses. Where we are, the most common opan-architecture software for
network and minicomputer environments is ORACLE, ADABAS and NATURAL.
This environment also permits transportabiiity from many kinds of development
software, such as Cobol, Fortran, C, PL/1, and data bases, such as DBASE,
FOXBASE etc.

» The network operating system should be replaced by a more up-to-date
version (NETWARE 3.11).

= Another reccmmendation that shiould be included is that all original
applications software be acquired (Lotus 123, Windows, Excel, WordPer-
fect, Norton Utilities, Anti Virus).



FONAVIPO MICROCOMPUTER NETWORK

CURRENT DISTRIBUTION

DATA
PROCESSING

FINANCE

OPERATIONS

PLANNING

TECHNICAL

PERSONNEL

LEGAL

PS/2, 60
4MB
220 MB (HD)

640 KB

640 KB

AT-286
1 MB RAM
40 MB (HD)
VU




PROPOSED EQUIPMENT
INCLUDING NEW EQUIPMENT

DATA
PROCESSING

FINANCE

OPERATIONS

PLANNING

TECHNICAL

PERSONNEL

LEGAL

PSf2, 25
640 KB

386/SX
80MB

386/SX

AT-286
VU

% EQUIPO NUEVO
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Estimated Stage | Budget

US DOLLARS .
' DESCRIPTION = | NO.| UNITCOST | TOTAL COS
1. Server 1 15,000.00 15,000.00
2. 386SX hard disk terminals 2 2,500.00 5,000.00
3. 386SX terminals 4 1,700.00 6,800.00
4. 386 network cards 6 300.00 1,800.00
5. Server network card 1 1,500.00 1,500.00
6. Tape backup unit 1 2,000.00 2,000.00
7. Dot matrix printers 3 550.00 1,650.00
8. Computer memory upgrade 3 500.00 1,500.00
9. XT mother card change 2 400.00 800.00
10. UPS protection equipment 7 650.00 4,550.00
11. Network operating system 1 5,600.00 5,600.00
12. Oracle development software 1 18,000.00 18,000.00
13. Applications software 6 500.00 3,000.00
14. Network cabling 1,200.00
| ESTIMATED TOTAL COST 68,400.00 ]
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