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November 5 ,  1971 
INTRODUCTION 

The O f f i c e  of  Housing h a s  been f o r t u n a t e  i n  t h e  
p r e p a r a t i o n  o f  t h i s  a n a l y s i s ,  t o  have had t h e  f u l l  s u p p o r t  
and c o o p e r a t i o n  of t h e  Pmerican Embassy i n  T e l  Aviv which 
a r r anged  a  f u l l  d i a l o g u e  w i t h  s e n i o r  o f f i c e r s  of  TEFAHOT 
d u r i n g  t h e  e a r l y  s t a g e s  o f  d e l i b e r a t i o n s .  Tha t  exchange 
of  i n f o r m a t i o n  and d i s c u s s i o n s  was supplemented when TEFAHOT 
s e n t  i t s  Genera l  Manager, i t s  Compt ro l l e r  and i t s  Counsel  
t o  t h e  U .  S .  d u r i n g  the l a t t e r  p a r t  of  August f o r  d e t a i l e d  
d i s c u s s i o n s  on t e c h n i c a l  a s p e c t s  of  t h e  p r o p o s a l .  These  
l a t t e r  c o n s u l t a t i o n s  ex tended  o v e r  a p e r i o d  of  f o u r  weeks 
and t h e  c o l l e c t i v e  prcsccsses have demonst ra ted  t h a t  t h e  
a p p l i c a n t  i s  a  s o p h i s t i c a t e d ,  h i g h l y  q u a l i f i e d  hous ing  f i -  
nance i n s t i t u t i o n  which w i l l  u t i l i z e  the r e sou . r ce s  o f  th i s .  
l o a n  t o  add a n  a d d i t i o n a 9  dimension t o  i t s  a l r e a d y  d i s -  
t i n g u i s h e d  r e p u t a t i o n .  

STRUCTURE O F  THE PRESENTATION 

The p r e s e n t a t i o n  compr i ses  t h e  f o l l o w i n g  documents: 

1. Housing Guaranty  P roposa l  - Memorandum t o  t h e  
Housing Guaranty  Review Committee of  t h e  Bureau f o r  Near 
E a s t  and South  A s i a .  The p r o p o s a l  i s  based on and suppo r t ed  
by t h e  F e a s i b i l i t y  Review of t h e  A p p l i c a t i o n  from Te faho t  
Israel  Mortgage Bank L t d . ,  d a t e d  October  5 ,  1971. The 
F e a s i b i l i t y  Review wa.s made by t h e  O f f i c e  o f  l ious ing,  
Agency f o r  I n t e r n a t i o n a l  Development and i s  a v a i l a b l e  i n  
t h a t  O f f i c e .  

2 .  Addendum t o  t h e  P r o ~ o s a l  

3 .  ANNE:X I - D r a f t  Guaranty  .Au tho r i za t i on  -- 
4 .  ANNEX I1 - S t a t u t o r y  Check L i s t  -- 

NOTE: Wherever t h e  p h r a s e  " A . I . D .  l o a n "  is  used  i n  t h e s e  
documents o r  i n  t h e  F e a s i b i l i t y  Review it shou ld  be  t a k e n  
t o  r e a d  "A.I.D. Housing Guaranty  Inves tment  Loan." 



November 5, 1971 

MEMORANDUM TO THE HOUSING GUARANTY REVIEW COMMITTEE OF 
THE BUREAU FOR NEAR EAST AND SOUTH ASIA 

SUBJECT: Proposed Housing Guaranty Program f o r  t h e  
S t a t e  o f  I s r a e l  

PROBLEM: Request  t h a t  A u t h o r i z a t i o n  be  g i v e n  f o r  t h e  i s s u -  
ance  o f  a g u a r a n t y  o f  $50 m i l l i o n  t o  p r o v i d e  long-term 
mortgage f i n a n c i n g  t h r o u g h  "TEFAHOTIt I s r a e l  Mortgage Bank, ' 
Ltd . ,  f o r  t h e  Housing Program h e r e i n  proposed.  

DISCUSSION: 

;SECTION I 
\ 

GENESIS OF THE PROGRAM 

A. On November 17 ,  1970, a l e t t e r  was s e n t  by M r .  Moshe 
Mann, D i r e c t o r  G e n e r a l  o f  TEFAHOT, t o  M r .  S t a n l e y  Baruch, 
D i r e c t o r  o f  t h e  O f f i c e  o f  Housing, A . I . D . ,  t o  e x p l o r e  t h e  
p o s s i b i l i t y  o f  s e c u r i n g  a n  A . I . D .  g u a r a n t y  f o r  U. S. I n v e s t o r s ,  
p r e v i o u s l y  c o n t a c t e d  by TEFAHOT, w i l l i n g  t o  i n v e s t  a p p r o x i -  
ma te ly  $50 m i l l i o n  t o  p r o v i d e  mortgage l o a n s  f o r  home b u y e r s  
i n  I s rae l .  

B. Dur ing  a February  10 ,  1971 mee t ing  w i t h  t h e  I s rae l i  
M i n i s t e r  o f  F inance ,  A d m i n i s t r a t o r  Hannah s t a t e d  t h a t  A . I . D .  
viewed f a v o r a b l y  t h e  G O 1  p r o p o s a l  f o r  a n  A . I . D .  h o u s i n g  l o a n  
g u a r a n t y  o f  $50 m i l l i o n .  D r .  Hannah's a p p r o v a l  was t r a n s -  
m i t t e d  t o  American Embassy T e l  Aviv by S t a t e  24283. 

C .  On February  16 ,  1971, t h e  I s r a e l i  M i n i s t r y  o f  F i n a n c e  
forwarded t o  M r .  J .  B. Bu t ton ,  Counse lo r  ~ f  Economic A f f a i r s ,  
U .  S. Embassy, a l e t t e r  from M r .  Mann, D i r e c t o r  G e n e r a l  o f  
TEFAHOT, r e q u e s t i n g  a $50 m i l l i o n  Housing Guaranty  Program 
c o n s i s t i n g  of f i v e  c a t e g o r i e s  o f  p r o j e c t s ;  more f u l l y  
d e t a i l e d  below. 

D.  I n  March 1971, t h e  A s s i s t a n t  A d m i n i s t r a t o r  o f  t h e  Bureau 
f o r  Near E a s t  and South  Asia gave  p e r m i s s i o n  f o r  a f e a s i b i l i t y  
s t u d y  of t h e  I s r a e l i  p r o p o s a l .  S i n c e  t h e n ,  t h e  O f f i c e  o f  
Housing h a s  been i n  c o n t i n u o u s  c o n t a c t  and communication w i t h  
t h e  s e n i o r  o f f i c i a l s  o f  TEFAHOT t o  s e c u r e  t h e  material nec- 
e s s a r y  f o r  t h e  p r e p a r a t i o n  o f  t h i s  f e a s i b i l i t y  s t u d y  now 
b e i n g  s u b m i t t e d  t o  t h e  Committee. 



E. On J u l y  6, .  1971,  c a b l e  T e l  Aviv 3992 r e p o r t e d  t h a t  d u r i n g  
a  mee t ing  w i t h  t h e  I s r a e l i  M i n i s t e r  o f  F inance ,  D r .  Hannah 
r e i t e r a t e d  h i s  February  a p p r o v a l  o f  a  $50 m i l l i o n  A . I . D .  
Housing Guaranty  Program upon t h e  c o n d i t i o n  t h a t  none o f  t h e  
funds  would be  s p e n t  o u t s i d e  o f  I s r a e l ' s  pre-June  1967 b o r d e r s .  

F. By l e t t e r  o r  May 9 ,  1971 M r .  Menochem Naveh, D i r e c t o r ,  , 

O f f i c e  o f  F o r e i g n  A s s i s t a n c e ,  M i n i s t r y  o f  F i n a n c e ,  conf i rmed  
t h a t  no p a r t  of : the  A , I . D .  g u a r a n t y  l o a n  w i l l  be  used  f o r  
h o u s i n g  p r o j e c t s  o u t s i d e  o f  I s r a e l ' s  pre-June 1967 b o u n d a r i e s .  

G ,  I n  i t s  memorandum o f  June  28, 1971, TEFAHOT s t a t e s  t h a t  
t h e  M i n i s t r y  of F inance ,  on b e h a l f  o f  t h e  S t a t e  o f  Israel ,  
w i l l  g u a r a n t y  t h i s  l o a n .  

THE PROPOSED HOUSING GUARANTY PROGRAM 

TEFAHOT proposes  t o  borrow $50 m i l l i o n  from U .  S. I n v e s t o r s  
under  a n  A . I . D ,  Guaranty .  The funds  w i l l  p r o v i d e  mortgage 
f i n a n c i n g  f o r  t h e  b e n e f i t  o f  t h e  f i v e  c r i t i c a l  groups  o f  t h e  
p o p u l a t i o n  d e s c r i b e d  i n  S e c t i o n  I, page 4 o f  t h e  a t t a c h e d  
f e a s i b i l i t y  r e p o r t ,  

The Government o f  I s r a e l  w i l l  p r o v i d e  a f u l l  f a i t h  and c r e d i t  
g u a r a n t y  to A . I . D . ,  and,  i n  a d d i t i o n ,  w i l l  a f f i r m  t h a t  none 
o f  t h e  funds  t o  be  p rov ided  h e r e u n d e r  w i l l  b e  used d i r e c t l y ,  
o r  comingled w i t h  o t h e r  funds  used t o  f i n a n c e  d w e l l i n g s  ou t -  
s i d e  o f  t h e  pre-June 1967, b o u n d a r i e s  o f  t h e  c o u n t r y ,  

T h i s  i s  a  c l a s s i c a l  i n s t i t u t i o n  b u i l d i n g  l o a n ,  d e s i g n e d  t o  
c o l l a b o r a t e  w i t h  TEFAHOT i n  making i t s  r e s o u r c e s  a v a i l a b l e  
t o  a n  i n c r e a s i n g  p e r c e n t a g e  o f  I s r a e l i  f a m i l i e s .  Under t h e s e  
c i r c u m s t a n c e s ,  p r o j e c t s  p e r  s e  a r e  no t  a s s i m p o r t a n t  i n  t h e  
A . I . D .  u n d e r w r i t i n g  p r o c e s s  as i s  t h e  c a s e  w i t h  l e s s e r  q u a l i -  
f i e d  bor rowers .  

N e v e r t h e l e s s ,  t h i s  p a p e r  and t h e  a n a l y s i s  o f  t h e  I s r a e l i  
h o u s i n g  s i t u a t i o n  c o n t a i n e d  i n  t h e  a t t a c h e d  f e a s i b i l i t y  
r e p o r t ,  c o v e r s  t h e  h i g h l y  s o p h i s t i c a t e d  I s rae l i  t e c h n o l o g y  
and p r o j e c t  methodology t h a t  w i l l  b e  used  t o  implement t h e  
proposed program, It i s  a d d i t i o n a l  e v i d e n c e  o f  t h e  b o r r o w e r ' s  
c a p a c i t y  t o  u s e  A . I . D e v s  g u a r a n t y  r e s o u r c e s  e f f e c t i v e l y ,  
e f f i c i e n t l y  and e x p e d i t i o u s l y .  



Summary o f  I s r a e l ' s  Housing Problems 

1 ,  Genera l  S ta tement  o f  t h e  Problem 

A s  a  compara t ive ly  new c o u n t r y  c r e a t e d  under  d i f f i c u l t  
c i r c u m s t a n c e s  and f a c e d  w i t h  u n u s u a l  deve lopmenta l  problems,  
I s r a e l  h a s ,  as y e t ,  been u n a b l e  t o  r a t i o n a l i z e  i t s  p o l i t i c a l  
and economic growth w i t h  i t s  unusua l  r e q u i r e m e n t s  f o r  r e s i d e n t i a l  
c o n s t r u c t i o n .  Because o f  t h e  s p e c i a l  c i r c u m s t a n c e s  i n v o l v e d ,  
I s r a e l ' s  h o u s i n g  problems have assumed g r e a t e r  impor tance  i n  
t h i s  p r o c e s s  t h a n  i s  u s u a l l y  found i n  o t h e r  d e v e l o p i n g  n a t i o n s .  

The h o u s i n g  problem c o n t a i n s  t h e  t y p i c a l  f a c t o r s  o f  
n a t u r a l  i n c r e a s e  i n  p o p u l a t i o n ,  s lum growth t h r o u g h  concen- 
t r a t i o n  o f  urban p o p u l a t i ? n ,  and,  o b s o l e s c e n c e  of  e x i s t i n g  
d w e l l i n g s .  I n  a d d i t i o n ,  hoyever ,  I s r a e l  has  t h e  c o n t i n u i n g  
problem o f  h o u s i n g  l a r g e  numbers of  immigrants  and a b s o r b i n g  
t h e  e t h n i c  m i n o r i t i e s  i n t o  t h e  l i f e  s t y l e  o f  t h e  c o u n t r y .  

I s r a e l ' s  a t t e m p t s  t o  s o l v e  t h e  problems t h r o u g h  p u b l i c  
h o u s i n g  p r o j e c t s  ( d e s c r i b e d  i n  t h e  f e a s i b i l i t y  r e p o r t )  a r e  
r e s t r i c t e d  by a l a c k  o f  c a p i t a l  f o r  mortgage f i n a n c i n g  and 
by h i g h  c o n s t r u c t i o n  c o s t s .  

The G O 1  has  a  w e l l  o r g a n i z e d  program of  a s s i s t a n c e  t o  
home buyers  ( s e e  f e a s i b i l i t y  s t u d y )  b u t ,  t o  s p r e a d  a s  w i d e l y  
a s  p o s s i b l e  t h e  b e n e f i t s  of  t h e  r e s t r i c t e d  funds  a v a i l a b l e ,  
mortgages have been l i m i t e d  t o  40% t o  50% of t h e  v a l u e  o f  a  
home. T h i s  small mortgage coverage  and t h e  h i g h  c o n s t r u c t i o n  
c o s t s  r e s u l t  i n  t h e  r e q u i r e m e n t  f o r  ve ry  l a r g e  c a s h  down- 
payments.  

The l a r g e  downpayments and t h e  l e n g t h  o f  t i m e  r e q u i r e d  
f o r  t h e  a v e r a g e  I s r a e l i  t o  accumula te  them, e f f e c t i v e l y  
p l a c e  home ownership  beyond t h e  r e a c h  o f  many f a m i l i e s  o t h e r -  
w i s e  c a p a b l e  o f  p a y i n g  f o r  a  home o u t  of  c u r r e n t  income. 

2 .  S p e c i f i c  Needs 

I n  a t t e m p t i n g  t o  make t h e  h i g h e s t  and b e s t  u s e  o f  t h e  
funds  a v a i l a b l e  f o r  i t s  h o u s i n g  programs,  t h e  G O 1  has  a n a l y z e d  
t h e  needs  o f  i t s  p e o p l e  from a socio-economic p o i n t  o f  view and 
e s t a b l i s h e d  f i v e  c a t e g o r i e s  where t h e  need f o r  a s s i s t a n c e  i s  
most c r i t i c a l .  

The G O 1  i d e n t i f i e s  t h e  c a t e g o r i e s  a s :  New Immigrants ,  
Young Couples ,  Slum C l e a r a n c e ,  A g r i c u l t u r a l  S e t t l e m e n t s ,  and 
M i n o r i t i e s ;  a  d e t a i l e d  d e s c r i p t i o n  of them i s  found b e g i n n i n g  



011 page 1 1  01' t l l r -  k'uas i b 1 l l t ; y  S t u d y .  'l'he c a t e g o r i e s  a r e  
e s s e n t i a l l y  composed o f  p e o p l e  from t h e  low and low-middle 
income l e v e l  o f  t h e  p o p u l a t i o n  upon which t h e  Housing Guaranty 
Programs a r e  t r a d i t i o n a l l y  f o c u s e d .  

The G O 1  programs a r e  n o t  e x c l u s i v e l y  l i m i t e d  t o  t h e  f i v e  
c a t e g o r i e s .  They w i l l  r e c e i v e  p r i o r i t y  c o n s i d e r a t i o n  i n  t h e  
a l l o c a t i o n  of A I D  funds  and,  t h e r e f o r e ,  a r e  d e s c r i b e d  most 
f u l l y  i n  t h i s  p a p e r  and t h e  a t t a c h e d  F e a s i b i l i t y  S tudy .  
N e v e r t h e l e s s  and n o t w i t h s t a n d i n g  a s  t h e  program e v o l v e s  any 
o t h e r  worthy t y p e s  o f  a c t i v i t i e s  which s a t i s f y  t h e  e s t a b l i s h e d  
p a r a m e t e r s  w i l l  b e  g i v e n  f r i e n d l y  and s y m p a t h e t i c  c o n s i d e r a t i o n .  

A s  s e t  f o r t h  i n  t h e  t a b l e  on page 7  o f  t h e  f e a s i b i l i t y  
r e p o r t ,  t h e  G O 1  M i n i s t r y  o f  Housing and t h e  A u t h o r i t y  f o r  
Economic P l a n n i n g  of  t h e  M i n i s t r y  of  Finance  e s t i m a t e  t h a t  
41,000 d w e l l i n g  u n i t s  w i l l ,  be  r e q u i r e d  f o r  f i s c a l  y e a r  1971/72, 
and a  somewhat i n c r e a s e d  requ i rement  f o r  e a c h  y e a r  u n t i l  1975,  
t h e  end o f  t h e  p r e s e n t  p l a n n i n g  c y c l e .  

The budget  o f  t h e  G O 1  f o r  1971/72, p r o v i d e s  f o r  a  t o t a l  
o f  30,000 "hous ing  s o l u t i o n s 1 1  10,000 of  which w i l l  be  s u b s i -  
d i z e d  r e n t a l  u n i t s  f o r  f a m i l i e s  w i t h  a n  income l e v e l  below 
t h a t  n e c e s s a r y  t o  s u s t a i n  home ownership.  A gap o f  approx i -  
ma te ly  11,000 u n i t s  i s ,  t h e r e f o r e ,  l e f t  between t h e  demand 
and t h e  s u p p l y .  TEFAHOT p l a n s  t o  u s e  t h e  A . I . D .  l o a n  funds  
t o  f a c i l i t a t e  t h e  c o n s t r u c t i o n  and f i n a n c i n g  of  d w e l l i n g  
u n i t s  t o  b r i d g e  t h i s  gap.  

B. A p p l i c a t i o n  o f  A . I . D .  Funds 

TEFAHOT w i l l  u s e  t h e  A . I . D .  l o a n  funds  i n  t h e  u s u a l  , 
combinat ion  of c o n s t r u c t i o n  and long-term mortgage f i n a n c i n g .  
r e s u l t i n g  i n  improved c r e d i t  t e rms  f o r  t h e  b u y e r s  of t h e  
homes. 

The p e r c e n t a g e  of mortgage coverage  w i l l  be i n c r e a s e d  
from t h e  p r e s e n t  50% maximum t o  approx imate ly  70% of  t h e  
p r i c e  of t h e  home. TEFAHOT1s p l a n  t o  i n c r e a s e  t h e  mortgage 
t o  v a l u e  r a t i o  i s  e x p e c t e d  t o  t i e  i n  w i t h  a  new p o l i c y  of  
t h e  M i n i s t e r  of  Housing d e s i g n e d  t o  encourage  c o n s t r u c t i o n  of  
more and s m a l l e r  d w e l l i n g  u n i t s .  

The s m a l l e r  u n i t s  w i l l  be more economical  and,  t o g e t h e r  
w i t h  s m a l l e r  downpayments made p o s s i b l e  by u s e  o f  t h e  A . I . D .  
l o a n  funds ,  w i l l  make home ownership  a  p o s s i b i l i t y  f o r  a 
g r e a t l y  i n c r e a s e d  number of  I s r a e l i  f a m i l i e s .  

. , 



C .  Devaluat ion of t h e  I s r a e l i  Pound 

The r e c e n t  d e v a l u a t i o n  of t h e  I s r a e l  pound from I L  3.50 
t o  I L  4.22 a g a i n s t  t h e  U ,  S o  d o l l a r  w i l l  p robably  r e s u l t  i n  
an i n c r e a s e d  number of homes b u i l t  and f i nanced  through t h e  
HG Program; but  a r e a l i s t i c  e s t i m a t e  of such i n c r e a s e  i s  no t  
a v a i l a b l e  a t  t h i s  t ime .  

Although t h e  d e v a l u a t i o n  was approximately  20% t h e  f i g u r e s  
used throughout  t h i s  p r e s e n t a t i o n  cannot simply be a d j u s t e d  
p r o p o r t i o n a t e l y  because component c o s t  f a c t o r s  w i l l  i n c r e a s e  
and e f f e c t i v e l y  reduce t h e  pe rcen t age  of d o l l a r  advantage.  

That i s  t o  s a y ,  t h e  d o l l a r  w i l l  buy 20% more I s r a e l  
pounds b u t ,  because l o c a l  c o s t s  w i l l  i n c r e a s e ,  t h e  pound w i l l  
no t  buy 20% more l and ,  lab,or ,  m a t e r i a l s ,  t e c h n i c a l  s e r v i c e s ,  
e t c . ,  t h e r e f o r e ,  t h e r e  w i l l  ,not be a  20% i n c r e a s e  i n  t h e  
number of  homes b u i l t .  . 

R e a l i s t i c l y ,  t h e  number of  homes t o  be b u i l t  and f i nanced  
through t h e  HG Program w i l l  be determined by t h e  l e v e l  of  
l o c a l  c o s t s  when c o n s t r u c t i o n  c o n t r a c t s  a r e  s igned  and no t  
by a  d e v a l u a t i o n  pe rcen t age  f a c t o r  between t h e  pound and t h e  
d o l l a r .  

More impor t an t ly  however, no u s e f u l  purpose  would be  I 

se rved  by e s t i m a t i n g  p o t e n t i a l  c o s t  changes i n  t h i s  p r e sen t a t . i on  
because:  1) t h e  concep ts  of t h e  program and i t s  implementat ion 
procedures  w i l l  i n  no way be changed by t h e  d e v a l u a t i o n ,  and,  
2) t h e  G O 1  can e a s i l y  appor t i on  such i n c r e a s e d  c o n s t r u c t i o n  
a s  may r e s u l t .  

D .  D e t a i l s  o f  Proposed P r o j e c t s  

The Techn ica l  D iv i s ion ,  O f f i c e  of Housihg, A . I . D . ,  has 
p repared  a f e a s i b i l i t y  review of sample p l a n s ,  s p e c i f i c a t i o n s ,  
c o s t  e s t i m a t e s  and p roposa l s  f o r  use of A . I . D .  funds f u r n i s h e d  
by TEFAHOT. The review i s  a t t a c h e d  a s  an  annex t o  t h e  f u l l  
f e a s i b i l i t y  r e p o r t  and summarized h e r e :  

Proposed Loca t ion  of P r o j e c t s  and Approximate Number of Uni t s  

H a i f a  and C e n t r a l  Area 
( i n c l u d i n g  T e l  Aviv) 9,532 

G a i l i l e e  Area 500 

Negev Area 

TOTAL 



The m a j o r i t y  o f  t h e  p r o j e c t s  w i l l  c o n s i s t  o f  f o u r  s t o r y  
b u i l d i n g s  w i t h  f o u r  a p a r t m e n t s  p e r  f l o o r  and ,  row h o u s e s  w i t h  
two a p a r t m e n t s  p e r  f l o o r ,  u s i n g  c o n c r e t e  b l o c k  c o n s t r u c t i o n .  
Plumbing and  e l e c t r i c a l  f i x t u r e s  w i l l  b e  p r o v i d e d  i n  a c c o r d a n c e  
w i t h  needs  and e s t a b l i s h e d  I s r a e l i  s t a n d a r d s  and  t h e  u r b a n i z a t i o n  
w i l l  comply w i t h  t h e  r e q u i r e m e n t s  o f  t h e  p e r t i n e n t  I s r a e l i  
a u t h o r i t i e s .  

C o n s t r u c t i o n  Cos t$  

Data from t h e  M i n i s t r y  o f  Hous ing  on  a c t u a l  c o s t  of p ro -  
j e c t s  i n  v a r i o u s  a r e a s  show c o s t s  f o r  a t y p i c a l  73  s q u a r e  
m e t e r  a p a r t m e n t ,  w i t h  r e l a t e d  u r b a n i z a t i o n ,  and a d e n s i t y  o f  ' 
f o u r  a p a r t m e n t s  p e r  1 ,000  s q u a r e  meters, as f o l l o w s :  

S i t e  1 Approx. 
Develop- Raw d a t e r -  P l a n n  & S a l e  

L o c a t i o n  ment Land'  i a l s  Labor  Adminis.  P r i c e  
IL . I L  . I L  a IL  . IL .  

Haifa & 5,000 7,000 15 ,000  14 ,000  2,000 43,000 
C e n t r a l  
Area  

G a i l i l e e  8 ,000  1 ,000  17,000 17 ,000  2,000 45,000 
Area  

42,500 Negev 7,000 1 ,500  16 ,000  1 6 , 0 0 0  2 ,000  
Area 

P roposed  A l l o c a t i o n  o f  A m I U D .  F i n a n c i n g  

Al though p r o j e c t  p l a n n i n g  i s  i n  t h e  p r e l i m i n a r y  s t a g e  
and  s u b j e c t  t o  r e v i s i o n ,  TEFAHOT has  p r o p o s e d  u s e  o f  A . 1 . D .  
l o a n  f u n d s  t o  a ss i s t  t h e  f i v e  c a t e g o r i e s  o f  t h e  p o p u l a t i o n  
whose n e e d s  a r e  c o n s i d e r e d  most c r i t i c a l .  The amounts shown 
below a r e  a p p r o x i m a t e  t o t a l s  f o r  e a c h  c a t e g o r y .  

Ca tegory  T o t a l  I L .  

Young Couples  
New Immigrants  
Slum C l e a r a n c e  
A g r i c u l t u r a l  S e t t l e m e n t s  

( V i l l a g e s  ) 
M i n o r i t i e s  

To t  a1 
TEFAHOT P a r t i c i p a t i o n  41,100,000 

A a I . D .  G u a r a n t i e d  Funds 175,000,000 



L o c a l  P a r t i c i p a t i o n  i n  t h e  Program 

There  w i l l  be  t h r e e  t y p e s  of  l o c a l  p a r t i c i p a t i o n :  

( a )  TEFAHOT w i l l  p r o v i d e  approx imate ly  I L  41,100,000 
from i t s  own f u n d s .  

( b )  The G O 1  w i l l  p r o v i d e  i n t e r e s t  supplements  and 
o t h e r  s u b s i d i e s  made a v a i l a b l e  f o r  p u b l i c  hous ing  p r o j e c t s .  

( c )  . The home b u y e r s  w i l l  p a r t i c i p a t e  t h r o u g h  t h e i r  
downpayments o f  approx imate ly  30% of  t h e  s a l e s  p r i c e  of t h e i r  
home, 

E .  P r o j e c t  Development ' 
f 

Housing i n  I s r a e l  is .  d i h d e d  i n t o  l lPub l i c l l  and " P r i v a t e "  
c a t e g o r i e s .  I n  summary : hous ing  i n c l u d e s  a l l  
hous ing  produced and f i n a n c e d  under  t h e  v a r i o u s  G O 1  p l a n s  
f o r  t h o s e  who can become homeowners o n l y  w i t h  Q O I  a s s i s t a n c e ,  
and,  " P r i v a t e "  hous ing  i n c l u d e s  a l l  o t h e r  h o u s i n g  c o n s t r u c t e d  
and f i n a n c e d  by t h e  p r i v a t e  b u s i n e s s  s e c t o r ,  ( S e e  S e c t i o n  I 
o f  t h e  F e a s i b i l i t y  Review f o r  d e t a i l s ) .  

A s  t h e  e n t i r e  $50 m i l l i o n  Housing Guaranty l o a n  i s  
proposed f o r  p u b l i c  hous ing ,  p r o j e c t  development w i l l  s t r i c t l y  
conform t o  p o l i c y  d i r e c t i v e s  from t h e  G O 1  M i n i s t r y  o f  Housing 
and M i n i s t r y  of  F i n a n c e ,  T h e r e f o r e ,  p r o j e c t  f e a s i b i l i t y  and 
t h e  q u a l i t y ,  c o s t i n g  and f i n a n c i n g  o f  t h e  i n d i v i d u a l  u n i t s  
w i l l  be  s u b j e c t  t o  d i r e c t  and s e v e r e  s u p e r v i s i o n  o f  a wide 
r a n g e  of o f f i c i a l  and o b j e c t i v e  a u t h o r i t i e s .  

The s u p e r v i s i o n  and c o n t r o l  o f  t h e  M i n i s t r y  of  Housing 
over  a l l  p u b l i c  hous ing  p r o j e c t s  cornrnences*at t h e  p l a n n i n g  
s t a g e  and t e r m i n a t e s  o n l y  a t  t h e  e x p i r a t i o n  of t h e  c o n s t r u c t i o n  
g u a r a n t e e  p e r i o d .  The c o n s t r u c t i o n  i s  on t h e  b a s i s  of b i d s  
s u b m i t t e d  b y  q u a l i f i e d  p r i v a t e  c o n t r a c t o r s .  

TEFAHOT w i l l  s e r v e  as A d m i n i s t r a t o r  f o r  t h e  program. 

F. Market A n a l y s i s  

Data accumula ted  by t h e  M i n i s t r y  of Housing d u r i n g  s u r v e y s  
o f  h o u s i n g  needs  and marke t s  d e m o n s t r a t e s  t h e  a b i l i t y  o f  t h e ,  
market  t o  s u p p o r t  t h e  c o s t s  of  home ownersh ip ,  The t a b l e  

1 , /  See Government o f  I s r a e l  a s s i s t a n c e  t o  home b u y e r s ,  
S e c t i o n  111, page 11 of f e a s i b i l i t y  r e p o r t .  



below shows t h e  p e r c e n t a g e  of  f i n a n c i a l  a s s i s t a n c e  r e q u i r e d  
by v a r i o u s  c r i t i c a l  c a t e g o r i e s  of t h e  p o p u l a t i o n  t o  p u r c h a s e  
homes d u r i n g  f i s c a l  y e a r  1971/72: 

Rate of  New New Large Agr icu l -  Minori-  
A s s i s t a n c e  Irnrni- Couples F a m i l i e s  t u r a l  t i e s  
Required  g r a n t s  U n i t s  U n i t s  S e t t l e -  Uni t  s 

U n i t s  ment s 
U n i t s  

- - - -- 
\ 

T o t a l s  15,000 18,000 4,000 3,000 1,000 

It shou ld  b e  n o t e d  t h a t  f o r  t h e  v a r i o u s  c a t e g o r i e s  shown 
a s  r e q u i r i n g  100% a s s i s t a n c e ,  t h e  G O 1  a t t e m p t s  t o  p r o v i d e  
hous ing  t h r o u g h  s u b s i d i z e d  r e n t a l  u n i t s  o r  o t h e r  s o c i a l  w e l f a r e  
programs.  Housing Guaranty Loan funds  w i l l  n o t  be used  i n  
t h e s e  programs.  

G .  R a m i f i c a t i o n s  of  Proposed Program 

1. I s r a e l ' s  Debt S e r v i c e  Burden 

It i s  e s t i m a t e d  t h a t  t h e  proposed l o a n  w i l l  have a  
b e n e f i c i a l ,  r a t h e r  t h a n  a n  a d v e r s e  e f f e c t  on I s r a e l i  d e b t  
s e r v i c e .  I s r a e l  i s  s t i l l  compelled t o  r e l y  on l a r g e  c a p i t a l  
i n f l o w s  and t h e  proposed l o a n ,  b e i n g  a long-term one,  w i l l  
r e d u c e  I s r a e l i  dependence on s h o r t - t e r m  l o a n s .  Accord ing ly ,  
t h e  f o r e i g n  d e b t  compos i t ion  w i l l  improve and ,  c o n s e q u e n t l y ,  
t h e  burden of  d e b t  s e r v i c e  w i l l  a l s o  improve. 

A s  t o  I s r a e l ' s  a b i l i t y  t o  meet h e r  o b l i g a t i o n s ,  i t  
s h o u l d  b e  n o t e d  t h a t  I s r a e l  h a s  n o t  a t  any t i m e  d e f a u l t e d  on 
payment of  p r i n c i p a l  o r  i n t e r e s t  on any d e b t .  I n  a d d i t i o n ,  
a c c o r d i n g  t o  f o r e c a s t s  by t h e  Economic P l a n n i n g  A u t h o r i t y  o f  
t h e  G O I ,  t h e  gap i n  c u r r e n t  a c c o u n t s  o f  t h e  b a l a n c e  of  pay- 
ments w i l l  s t a r t  t o  d e c r e a s e  i n  1972, and t h e  p r o j e c t e d  
c a p i t a l  i n f l o w  w i l l  s u f f i c e  t o  c o v e r  t h e  gap and meet t h e  
d e b t  s e r v i c e  o b l i g a t i o n s .  



2. I n d i r e c t  B e n e f i t s  o f  t h e  Housina  I n v e s t m e n t  Guaran ty  
Program 

When downpayment r e q u i r e m e n t s  a r e  r e d u c e d  t h r o u g h  
t h e  u s e  o f  A . I . D .  f u n d s ,  many more I s r a e l i  famil ies  can  
a n t i c i p a t e  becoming homeowners. The p o s s i b i l i t y  of homeowner- 
s h i p  a t  a much e a r l i e r  d a t e  t h a n  p r e v i o u s l y  w i l l  i n d u c e  many 
more f a m i l i e s  t o  p a r t i c i p a t e  i n  t h e  s a v i n g s  f o r  Housing 
Schemes. 

Although I s r a e l  does  n o t  have a s a v i n g s  and l o a n  s y s t e m ,  
i t  i s  a n t i c i p a t e d  t h a t  s i g n i f i c a n t l y  i n c r e a s e d  p a r t i c i p a t i o n  
i n  t h e  s a v i n g s  f o r  h o u s i n g  schemes w i l l  have  an  impac t  upon 
t h e  I s r a e l i  economy similar t o  t h a t  produced i n  o t h e r  c o u n t r i e s  
t h r o u g h  a s a v i n g s  and l o a ~  sys tem.  



SECTION I11 

TEFAHOT I s r a e l  Mortgage Bank, Ltd . ,  Proposed Borrower 

TEFAHOT was i n c o r p o r a t e d  i n  1945, f o r  the  purpose  o f  
g r a n t i n g  mortgage l o a n s  t o  a s s i s t  i n  t h e  f i n a n c i n g  of p u b l i c  
h o u s i n g  p r o j e c t s  throughout  t h e  c o u n t r y .  

TEFAHOT i s  owned and c o n t r o l l e d  by t h e  Government o f  , 

I s r a e l  a l t h o u g h  a  m i n o r i t y  of  its s h a r e s  a r e  h e l d  by t h e  
g e n e r a l  p u b l i c  and t r a d e d  on t h e  I s r a e l i  s t o c k  exchange.  It 
i s  t h e  l a r g e s t  mortgage c r e d i t  i n s t i t u t i o n  i n  the c o u n t r y  
and as o f  March 31, 1971, had 75,000 l o a n s  i n  t h e  approx imate  
amount of  $357.1 m i l l i o n  b n  i t s  books.  

\ 

I n  a d d i t i o n  t o  i t s  ' h o i e  f i n a n c e  o p e r a t i o n s ,  TEFAHOT 
a d m i n i s t e r s  t h e  Government sponsored  "Savings  f o r  Housesw 
Program which i s  a n  i m p o r t a n t  a s p e c t  o f  t h e  a s s i s t a n c e  pro-  
v i d e d  f o r  p r o s p e c t i v e  home b u y e r s .  

TEFAHOT i s  a modern, up-to-date,  bank ing  i n s t i t u t i o n  
u s i n g  p r o c e d u r e s  and h a v i n g  t e c h n i c a l  c a p a c i t i e s  and p h y s i c a l  
f a c i l i t i e s  t h a t  e q u a t e  f a v o r a b l y  w i t h  t h o s e  found i n  t h e  U.S. 

A s  a n  example o f  i t s  a b i l i t y  to e f f e c t i v e l y  expand i t s  
o p e r a t i o n  i n  d i r e c t  p r o p o r t i o n  t o  t h e  i n v e s t m e n t  c a p i t a l  
a v a i l a b l e ,  new l o a n s  p l a c e d  i n c r e a s e d  from a t o t a l  o f  $31.7 
m i l l i o n  i n  FY 69/70 t o  a t o t a l  of $52.2 m i l l i o n  i n  FY 70/71. 
It i s  t h e r e f o r e  b e l i e v e d  t h a t  TEFAHOT w i l l  have  no d i f f i c u l t y  
i n  drawing down and e f f e c t i v e l y  u s i n g  t h e  $50 m i l l i o n  A . I . D .  , 
g u a r a n t i e d  l o a n  o v e r  t h e  proposed d i s b u r s a l  p e r i o d  o f  a p p r o x i -  
ma t e l y  2-1/2 y e a r s .  

The a t t a c h e d  f e a s i b i l i t y  s t u d y  c o n t a i n s  a d e t a i l e d  
d e s c r i p t i o n  o f  TEFAHOT and i t s  o p e r a t i o n s .  



Conclus ions  and Recommendat i o n s  

Conclus ions  

1. A need has been demonst ra ted  f o r  a n  i n s t i t u t i o n a l  
development l o a n  t o  s t r e n g t h e n  TEFAHOT1s a b i l i t y  t o  p rov ide  
long-term mortgage f i n a n c i n g  f o r  an  i n c r e a s e d  p e r c e n t a g e  o f  
I s r a e l i  families. 

2 .  TEFAHOT i s  t h e  most s o p h i s t i c a t e d  and t e c h n i c a l l y  
q u a l i f i e d  mortgage f i n a n c e  i n s t i t u t i o n  t o  have a p p l i e d  f o r  ' 

a Housing Guaranty Loan a,nd tha t  i t  h a s  f u l l  c a p a b i l i t i e s  
t o  . deve lop  and admin i s t e r '  a? e f f e c t i v e  HG Program. 

3 .  The a p p l i c a t i o f i  f d r  a $50 m i l l i o n  A . I . D .  hous ing  
gua ran ty  shou ld  be  approved,  



ADDENDUM 
November 5, 1971 

NESA Housing Guaranty Review Paper 

As a result of the NESA Housing Guaranty Review' 
Committee meeting on November 1 and 2, 1971, the following 
points were noted as requiring clarification: 

1. Further elaboration of the construction costs 
analysis contained in the Housing Guaranty Review Committee 
paper, Page 6. 

The analysis demonstrates that for those 
families who are capable.of participating in programs using 
the resources of the A.I!D, Housing Guaranty Program, the 
formula which incorporates,their aspirations, their capa- 
city to pay and the realities of the relatively high 
construction, land, labor and material costs in Israel, 
produces a range of selling prices, the lowest of which is 
IL 42,500 and the highest to which we elect to subscribe 
considering market conditions is IL 56,000, approximately 
$12,000 to $16,000 at the rate of IL 3.5 to $1. This range 
precludes the fruitless exercise of establishing ceilings 
which in fact are too low to be built in Israel, and, at 
the other extreme eliminates the more elaborate dwellings 
within the GOIts own housing plan (the IL estimates were 
calculated prior to the devaluation of August 22, 1971).. 

It is never possible precisely to predict the: 
impact of monetary devaluation upon residential construction. 
The strong performance standards and price controls exerted 
by the GO1 as a basic component of its National Housing Plan, 
will assure the maximum value at the lowest competitive price 
even in devalued IL. Therefore, if the eyfect of the devalua- 
tion is to reduce the housing costs, the AID guaranty dollars 
automatically will produce an additional number of homes. 

2. The effect of the Housing Guaranty Program upon 
the economy of Israel, i.e., will it be a contributing 
factor to inflation in general and to increased costs of con- 
struction in particular. 

In the first place, the potential inflationary 
impact under any combination of circumstances is minimal 
since the $50 million-loan represents only one percent of 
the gross national product, and even arithmetically, the 
implications are of no real significance. 



N e v e r t h e l e s s ,  and o f  more s u b s t a n t i v e  r e l e v a n c e  
i s  t h e  f a c t  t h a t  t h e  impact of t h e  proposed $50 m i l l i o n  
l o a n  w i l l  i n v o l v e  a s h i f t  away from n o n - r e s i d e n t i a l  c o n s t r u c -  
t i o n  and away from more expens ive  r e s i d e n t i a l  c o n s t r u c t i o n  
i n t o  an a r e a  d e f i n e d  above as p a r t  of t h e  N a t i o n a l  P u b l i c  
Housing Program. Within  t h i s  N a t i o n a l  Program, c o n t r o l s  
e x e r t e d  b y  t h e  r e s p o n s i b l e  government a u t h o r i t i e s  w i l l  i n  , 

f a c t  s e r v e  t o  l i m i t  t h e  c o s t s ,  p r o f i t s  and a l l  o t h e r  f i s c a l  
f a c e t s  o f  t h e  c o n s t r u c t i o n  p r o c e s s .  The n e t  impact  t h e r e f o r e  
on t h e  c o n s t r u c t i o n  i n d u s t r y  w i l l  be p o s i t i v e  from t h e  p o i n t  
o f  view of t h e  n a t i o n ' s  economy, s i n c e  i t  w i l l  i n v o l v e  an  
e x t r a o r d i n a r i l y  heavy emphasis on lower  p r i c e d  u n i t s  designe 'd 
e x c l u s i v e l y  f o r  r e s i d e n t i a l  purposes .  

t 

3 .  The impact  of d e v a l u a t i o n  upon t h e  program: , 

a. E f f e c t  upon c o s t s ,  p r i c e s ,  and payments 
and whether  more o r  l e s s  homes w i l l  be  
b u i l t .  

b ,  If more homes a r e  b u i l t :  

(1) Would t h a t  no t  b e  i n  e x c e s s  o f  t h e  
market ,  as G O 1  f i g u r e s  show on ly  
11,000 needed? 

( 2 )  A s  t h e  11,000 cou ld  be  produced f o r  
l e s s  c o s t ,  i s  i t  p o s s i b l e  t o  c u t  
back on t h e  $50 m i l l i o n ?  

The p r e c i s e  i m p l i c a t i o n  i n  t h e  Peduc t i on  o f  hous ing  
c o s t s  o r  t h e  a d d i t i o n a l  number o f  homes t h a t  can  be  b u i l t  
w i t h  a  g i v e n  amount of  money can  on ly  be roughly  e s t i m a t e d ,  
A f a i r ,  c o n s e r v a t i v e  c a l c u l a t i o n  by t h e  I s r a e l i  a u t h o r i t i e s  
concur red  i n  b y  t h e  O f f i c e  of  Housing s t a f f  based  on i t s  ex- 
t e n s i v e  e x p e r i e n c e  w i th  t h i s  i s s u e  i s  t h a t  a t  most a 5 t o  
maximum 10 p e r c e n t  s a v i n g s  may r e s u l t .  Th i s  s a v i n g  i n  no way 
e f f e c t s  t h e  l o g i s t i c s  o f  t h e  proposed l o a n ,  wh i l e  t h e  c h a r t s  
t h a t  have  been p r epa red  demons t ra te  a one-year d e f i c i e n c y  o f  
11,000 homes which was in t ended  t o  be accommodated by t h e  
A . I . D .  gua r an ty .  The backup data and a l l  of t h e  s t a t i s t i c s  
demons t ra te  w i t h o u t  any q u e s t i o n  of  doubt  t h a t  o v e r  a reason-  
a b l e  two-year p e r i o d ,  t h e  d e f i c i e n c y  i s  a t  l e a s t  doub le  t h a t  
f i g u r e ,  and t o  t h e  e x t e n t  t h a t  t h e  d e v a l u a t i o n  may i n  f a c t  
p r o v i d e  f o r  t h e  f i n a n c i n g  of  some small pe r cen t age  more t h a n  
11,000 homes, i t  w i l l  s e r v e  merely t o  reduce  t h e  remain ing  
d e f i c i t  by a ve ry  t i n y  e x t r a  amount. 



4 . .  What w i l l  be r e q u i r e d  of t h e  home owners t o  
o f f s e t  t h e  f l u c t u a t i n g  exchange r a t e s  and p o s s i b l e  f u t u r e  
d e v a l u a t i o n  of  t h e  I s r a e l i  pound. 

The i n t e r e s t  r a t e  t h a t  t h e  home owner pays i n c l u d e s  
t h r e e  t o  f o u r  p e r c e n t  which i s  a  premium t o  t h e  government 
t o  i n s u r e  a g a i n s t  f u t u r e  d e v a l u a t i o n  r i s k s .  I n c l u d i n g  t h i s  
premium, t h e  maximum i n t e r e s t  r a t e  p a i d  under  any of t h e  pro-  
grams forming a  p a r t  o f  t h e  N a t i o n a l  Housing Program o f  I s r a k l  
w i l l  be 1 2  p e r c e n t ,  and i n  many c a s e s  w i l l  b e  l e s s , '  depending 
on t h e  ca t ego ry  of progrqm. 

5. I n  t h e  even t  ,bf a  s i n g l e  d i sbursement  o f  t h e  
f u l l  $50 m i l l i o n ,  how w i l l  TEFAHOT hand le  t h i s  r e s o u r c e  s o  
a s  t o  a s s u r e  a s  e q u i t a b l e  an arrangement f o r  f u t u r e  home 
owners a s  might have occu r r ed  i n  t h e  even t  of p e r i o d i c  draw- 
downs r e l a t e d  t o  p o t e n t i a l ,  f u t u r e  d e v a l u a t i o n s .  

The q u e s t i o n  becomes academic b y  v i r t u e  of  t h e  
TEFAHOT commitment t o  d e p o s i t  t h e  d i sbursement  i n  t h e  Bank 
o f  I s r a e l  where i t  w i l l  be main ta ined  i n  d o l l a r s  u n t i l  r e -  
q u i r e d  f o r  program implementa t ion .  U n t i l  t r a n s f e r  from t h e  
Bank of  I s r a e l  f o r  t h i s  purpose ,  i n t e r e s t  w i l l  be p a i d  by 
t h e  Bank o f  I s r a e l  t o  TEFAHOT e x a c t l y  e q u i v a l e n t  t o  t h e  c o s t  
of t h e  money t o  TEFAHOT p l u s  t h e  gua ran ty  f ee ,  p l u s  t h e  mini- 
mum s e r v i c e  f e e  not  exceed ing  1/2 p e r c e n t  f o r  TEFAHOT hand l i ng .  
It i s  p robab l e  t h a t  under t h e  c o n d i t i o n s  of t h e  program 
d e s c r i b e d  i n  t h e  f e a s i b i l i t y  s t u d y ,  a c t u a l  t r a n s f e r s  w i l l  i n  
f a c t  o c c u r  a t  a r a p i d  pace ,  and t h e r e f o r e  t h e  s i n g l e  d i s b u r s e -  
ment w i l l  be conven ien t  f o r  TEFAHOT, conven ien t  f o r  t h e  
I s r a e l i s '  home b u i l d i n g  and home f i n a n c i n g  i n d u s t r y ,  conven ien t  
f o r  t h e  U.  S .  l e n d e r ,  and convenient  f o r  t h e  a . d m i n i s t r a t i o n  
o f  t h e  program by t h e  Of f i c e  of  Housing. 

6 .  Does TEFAHOT make l o a n s  o u t s i d e  of  t h e  p re -  
June ,  1967, boundar ies  of I s r a e l ?  

Yes. Neve r the l e s s ,  t h e  i r o n  c l a d ,  i r r e v o c a b l e ,  
a b s o l u t e  commitments of I s r a e l i  a u t h o r i t i e s  a t  t h e  h i g h e s t  
l e v e l s  a s s u r e  t h a t  none of t h e  r e s o u r c e s  of  t h i s  l o a n  w i l l  
be used o u t s i d e  of t h e  pre-June,  1967,  b o r d e r s ,  and w i l l  no t  
i n  any manner be  co-mingled i n  a  f a s h i o n  t h a t  cou ld  be  
i n t e r p r e t e d  as b r e a c h i n g  t h e  s p i r i t  o f  t h i s  agreement.  



7. W i l l  TEFAHOT ma in t a in  t h e  A . I . D .  Housing 
Guaranty Funds i n  s e p a r a t e  a ccoun t s ?  

Yes. TEFAHOT s h a l l  ma in t a in  an  accoun t i ng  sys tem 
which w i l l  e n a b l e  i d e n t i f i c a t i o n  of  t h o s e  hous ing  l o a n s  i n  
which A . I . D .  gua r an t eed  funds  a r e  i n v e s t e d  and t h e  c u r r e n t  
c o n d i t i o n  of  each  such  l oan .  I n  a d d i t i o n ,  by v i r t u e  o f  t h i s  
s e p a r a t e  sys tem,  it  w i l l  be p o s s i b l e  t o  demons t ra te  t h a t  no , 
p a r t  of any hous ing  f i n a n c e d  any p l a c e  o u t s i d e  of t h e  p r e -  
J u n e ,  1967, bounda r i e s  w i l l  u t i l i z e  A . I . D .  hous ing  gua ran ty  
funds  . 

8. What i s  t h e , t e r m  of t h e  mortgage l o a n s  t o  t h e  
u l t i m a t e  home owner? $ 

\ 

I n  no ca se  w i l l  t h e  l o a n  be f o r  l e s s  t h a n  12  y e a r s  
and t h e  ave r age  range  w i l l  be from 12 t o  1 5  y e a r s  a t  12% 
i n t e r e s t ,  s o  t h a t  i n  f a c t  ove r  t h e  l i f e  of t h e  A m I m D .  l o a n ,  
pe rhaps  as much as 200 p e r c e n t  of t h e  o r i g i n a l  number o f  
houses  w i l l  have been f i nanced .  

9 ,  Unfo r tuna t e ly ,  a  t y p o g r a p h i c a l  e r r o r  ha s  been 
found i n  t h e  t a b l e  on Page 3 of Annex No, 3 t o  t h e  f e a s i -  
b i l i t y  r e p o r t ,  Within  t h a t  t a b l e ,  t h e  head ing  " M i n o r i t i e s "  
shou ld  r e a d  " T o t a l  I L  11 m i l l i o n "  i n s t e a d  o f  IL "1 m i l l i o n " ,  
and t h e  t o t a l s  changed p r o p o r t i o n a t e l y .  

10. TEFAHOT ba l ance  s h e e t s  and p r o f i t  and l o s s  
s t a t e m e n t s  were no t  p rov ided  w i t h  t h e  HGRC pape r .  

Cu r r en t  ba l ance  s h e e t s  and p r o f i t  and l o s s  s t a t e m e n t s  
cove r ing  f i s c a l  y e a r  1971 were p rov ided  by TEFAHOT and r e -  
viewed by A/H p e r s o n n e l .  The documents e f f e c t i v e l y  ' s uppo r t  
t h e  a n a l y s i s  of TEFAHOT and i t s  o p e r a t i o n s  found i n  S e c t i o n  I V ,  - 
page 17 of t h e  f e a s i b i l i t y  review.  Because of t h e  r a t h e r  
voluminous n a t u r e ,  t h e  i n f o r m a t i o n  was n o t  i n c l u d e d  i n  t h e  
HGRC pape r  b u t  i s  a v a i l a b l e  f o r  review i n  t h e  f i l e s  o f  t h e  
O f f i c e  o f  Housing. 

11. What i s  t h e  f o r e i g n  exchange component of  hous ing  
c o n s t r u c t i o n  c o s t s  i n  I s r a e l ?  

TEFAHOT r e p o r t s  that  d i r e c t  and i n d i r e c t  f o r e i g n  
exchange c o s t s  r e p r e s e n t  approx imate ly  10% of t h e  c o n s t r u c t i o n  
c o s t s  of t h e  average  I s r a e l i  home. 

\% 
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A . I . D .  Guaranty No. 

(Ref .  A.1.D.-DLC/P) 

Guaranty A u t h o r i z a t i o n  

Prov ided  from: Housing I n v e s t m e n t s  Guaranty Funds 

I s r a e l  : TEFAHOT I s r a e l  Mortgage Bank, L t d .  

P u r s u a n t  t o  t h e  a u t h o r i t y  v e s t e d  i n  t h e  A s s i s t a n t  Adminis- 
t r a t o r  f o r  t h e  Near E a s t  and Sou th  As ia ,  Agency f o r  I n t e r -  
n a t i o n a l  Development,  by t h e  F o r e i g n  A s s i s t a n c e  Act of  1961,  
as amended, (FAA) and t h a  d e l e g a t i o n s  o f  a u t h o r i t y  i s s u e d  
t h e r e u n d e r ,  I hereby a u t h o ~ i z e  t h e  i s s u a n c e  of a  g u a r a n t y  
p u r s u a n t  t o  T i t l e  111, S e c t i o n s  221 and 222 ( b )  ( 2 ) ,  o f  t h e  
FAA of F i f t y  M i l l i o n  D o l l a r s  ($50,000,000) ,  a s s u r i n g  a g a i n s t  
l o s s e s  of n o t  t o  exceed one hundred p e r c e n t  (100%)  of  t h e  , 
l o a n  investment ( s )  ("Loan") and i n t e r e s t  thereon  by a n ' e l l g i b l e  ' - - 
U. S. I n v e s t o r  o r  I n v e s t o r s  a c c e p t a b l e  t o  A . I . D .  t o  b e  p r o -  
v ided  t o  T e f a h o t  I s r a e l  Mortgage Bank, L td .   orrow rower"), 
a  mortgage c r e d i t  i n s t i t u t i o n  i n  I s r a e l ,  f o r  t h e  l o n p t e r m  a " 
mortgage f i n a n c i n g  o f  hous ing  p r o j e c t s .  

T h i s  g u a r a n t y  s h a l l  be  s u b j e c t  t o  t h e  f o l l o w i n g  termgand 
c o n d i t i o n s  : 

1. ( a )  The term\ of t h e  Loan s h a l l  n o t  exceed t w e n t y - f i v e  
( 2 5 )  y e a r s .  

( b )  The r a t e  o f  i n t e r e s t  payab le  t o  t h e  U.  S .  I n v e s t o r ( s )  
p u r s u a n t  t o  t h e  Loan s h a l l  n o t  exceed t h e  a l l o w a b l e  
r a t e  o f  i n t e r e s t  p r e s c r i b e d  by t h e  A d m i n i s t r a t o r  
p u r s u a n t  t o  S e c t i o n  2 2 3 ( f )  o f  t h e  FAA. 

2. A g u a r a n t y  f e e ,  p a y a b l e  i n  U.  S .  d o l l a r s ,  o f  one-hal f  
o f  one p e r c e n t  ( 1 / 2 % )  o f  t h e  o u t s t a n d i n g  g u a r a n t e e d  
b a l a n c e  o f  t h e  Loan, p e r  annum s h a l l  be p a i d  t o  A . I , D ,  by 
Borrower. 

3.  The Government o f  I s r a e l  s h a l l  p r o v i d e  a n  u n c o n d i t i o n a l  
g u a r a n t y  t o  A . I . D .  a g a i n s t  any and a l l  l o s s e s  by A . I . D .  
r e s u l t i n g  from i t s  g u a r a n t y  o f  t h e  Loan o r  from non- 
payment o f  t h e  g u a r a n t y  f e e .  Such g u a r a n t y  of t h e  
Government o f  I s r a e l  s h a l l  be p a y a b l e  i n  U .  S .  d o l l a r s .  

4.  The Government o f  I s r a e l  and t h e  Borrower s h a l l  p r o v i d e  
s a t i s f a c t o r y  a s s u r a n c e s  t o  A . I . D .  t h a t  none o f  t h e  f u n d s  
p r o v i d e d  p u r s u a n t  t o  t h e  Loan w i l l  be  used  t o  f i n a n c e  
t h e  c o n s t r u c t i o n  of  h o u s i n g  on t e r r i t o r y  o u t s i d e  o f  t h e  
pre-June 1967 b o u n d a r i e s  o f  I s r a e l ,  

\4 



5. The l o a n  agreement between t h e  U .  S. I nves to r (  s )  and 
t h e  Borrower s h a l l  be approved i n  w r i t i n g  by A . I . D .  p r i o r  
t o  execu t ion  of  t h e  A . I . D .  gua ran ty .  

6 .  The maximum and minimum repayment p e r i o d s  and i n t e r e s t  
r a t e s  f o r  sub-loans made by t h e  Borrower, and t h e  maximum 
c o s t  of hous ing  f i nanced  by such sub- loans ,  s h a l l  be  
approved i n  w r i t i n g  by A . I . D .  p r i o r  t o  e x e c u t i o n  o f  t h e  
A . I . D .  guaran ty .  

The Borrower s h a l l  p rov ide  s a t i s f a c t o r y  a s su rance  t o  A . I . D .  
t h a t  t h e  Loan proceeds  s h a l l  be d e p o s i t e d  i n  t h e  Bank o f  
I s r a e l  where it s h a l l  e a r n  i n t e r e s t  a t  a  r a t e  n o t  t o  ex- 
ceed t h e  r a t e  of  i ~ l t e r e s t  Borrower i s  pay ing  on t h e  Loan, 
p l u s  t h e  guaran ty  f e b , ,  p l u s  a  s e r v i c e  f e e  n o t  t o  exceed 
1 / 2 % ,  and t h a t  t h e  Loan proceeds  s h a l l  n o t  be  conve r t ed  
i n t o  I s r a e l i  pounds u n t i l  they  a r e  r e q u i r e d  f o r  d i sbursement  
p u r s u a n t  t o  sub- loans .  

8 .  The guaran ty  s h a l l  be  s u b j e c t  t o  such o t h e r  terms and 
c o n d i t i o n s  a s  A .  I .D.  may r e q u i r e .  

A s s i s t a n t  Admin i s t r a to r  f o r  t h e  
Bureau f o r  Near Eas t  and South  Asia 

Clearance :  

Date 

NESA/CDE, JStephenson 
NESA/DP, AWhite 
NESA/NE, RFr i ed l i ne  
A / H ,  SBaruch 
n-  m m  
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ANNEX 11 

U n c l a s s i f i e d  

STATUTORY CHECKLIST 

I s r a e l :  TEFAHOT I s r a e l  Mortgage Bank, L td .  

S e c t i o n  221: 

The t o t a l  f a c e  amount o f  g u a r a n t i e s  i s s u e d ,  o u t s t a n d i n g  a t  
any one t ime ,  s h a l l  no t  exceed $130,000,000, and t h e  p r o j e c t s  
f i nanced  t he r eunde r  a r e  s e l f - l i q u i d a t i n g  hous ing  p r o j e c t s .  

S e c t i o n  222 ( b )  ( 2 ) :  

The p r o j e c t  i s  a  guaran ty  t o  a  c r e d i t  i n s t i t u t i o n  engaged 
d i r e c t l y  and/or  i n d i r e c t l y  i n  f i n a n c i n g  of  home mortgages.  

I 

t S e c t i o n  223 ( a ) :  a 

The A . I . D .  Guaranty f e e  w i l l  be  i n  an  amount c o n s i s t e n t  w i t h  
f e e s  p r e v i o u s l y  charged f o r  hous ing  g u a r a n t i e s  a u t h o r i z e d  b y  
t h e  Admin i s t r a to r  i n  accordance w i t h  t h e  powers d e l e g a t e d  by 
t h e  P r e s i d e n t .  

S e c t i o n  223 ( f ) :  

The r a t e  o f  i n t e r e s t  a l l o w a b l e  t o  t h e  e l i g i b l e  United S t a t e s  
i n v e s t o r  t o  be p r e s c r i b e d  by t h e  Admin i s t r a to r  w i l l  n o t  be  
l e s s  t h a n  one-half  of  one p e r  centum above t h e  c u r r e n t  rate 
o f  i n t e r e s t  a p p l i c a b l e  t o  housing mortgages i n s u r e d  by t h e  
Department of Housing and Urban Development and i t  w i l l  n o t  ' 
be more than  one p e r  centum above such rate.  

S e c t i o n  223 ( h ) :  

No payment may be made under  any g u a r a n t y ' i s s u e d  f o r  any l o s s  
a r i s i n g  o u t  o f  f r a u d  o r  m i s r e p r e s e n t a t i o n  f o r  which t h e  p a r t y  
s e e k i n g  payment i s  r e s p o n s i b l e .  

S e c t i o n  238  ( c )  : 

The guaran ty  agreement w i l l  cover  on ly  l e n d e r s  who a r e  
l l e l i g i b l e  Uni ted  S t a t e s  I n v e s t o r s "  w i t h i n  t h e  meaning of t h i s  
s e c t i o n  of  t h e  S t a t u t e  a t  t h e  t i m e  t h e  guaran ty  is i s s u e d .  




