A. lencding Felicyv .

CLANSIFICATION

PRCJECT EVALUATION SUMMARY (PES) — PART |

[] -

Arport Syrwr,

Latl®

1, PROJECT THTLE 2, PROJECY NUMHER
Municipal Development Rank TI 522-0165

3. MIBSIONIAID S o ract
Honduras:

4, EVALIATION NUMBEH (Enter the number mantaines t+ toe
reporting unit a.g., Countrv or AID/W Administrative Coae,
Fiscal Yaar, Serial No. buyinning with No, 1 aach FY)

— —— e e

LS REGULAR EVALUATION [ SPECIALEVALLAT T+

5 KEY PROJECT IMPLEMENTATION CATES €. ESTIMATED PROJECT T7. PERIOD COVERED BY EVALL" &~
A Fim 8, Final L Final FUNDING 8 a4 m From {month/yr) _ Q[ ) e
PRO.AG or *Deilzation 1nbUL A, Totl $__ et 9/82
Gquivelent Expectad Delivery To (month/vr.)
nY FY . FY . 8, Vs, s. 5.0 m Date of Evaiuation
" @VINw

B. ACTION DECISIONS APPROVED BY MISSION CR AIDMW OFFICE T4 ECTOR

A, List duclsions 8t2/or unresolved issues; clte those ltems reeding turther stuay,
(NOTE: Mission dez.sions which anticioste AID/W or rezionel otfice acilon should
wecity type of cocument, a.g,, sirgram, SPAR, PIO,which will present detalied request.)

8. NAME OF e
OFEICER C.oArE
RESPONSIBLE

FOR ACTION

]'

E. lgggigygigral Develorrent and Improved Maraferent Svsten

1.

Corsidey tle poesitility of using preject funcds to
firarce lese sophkisticated and costly structures than
these TFrilt teo Cote.

Fellor the peliey of funcing sub-proiects enly in thcse
cases vhere effective demand for services kas teen
detected anc runiciralities have the proven capacity to
repay the loars.

Irclude ir furtuere svl-project lcans coverants
cercitioning fistursements tc effective maintenarce of
exicting irfres trcture,

[3 X

7o rrovert LA frem teconing an institutior tvedicatec

essentially to the administraticn of central governrent

grants, surport tle EARI/'s president propesal for the

rropulgation of 2 new lav authcrizing:

(a) tte acopticn of reacsures to irrrove the VO]LIG

' and autorcry of rinicipal revenues

(t) tle octatliclrert of new links tet\een tle centrel
goverrrent agcrcies arc runicipalities so that they
car ravticirete us equal partrers ir oareas cf
rurrel cesccre

William Smith

William Smith

William Smith

William Smith

7/15/8:

o
LY

HALYEE

0. INVENTORY CF DOCUMENTS TO BE REVISED PER ABOVE DECISIONS

R . | Implemer. iaticn Plan
D Project Paper «§., CP1 Nmiwork D Cther (Specify)

D Financia! Pisn D PIO/T
D Other (Specity)

‘ l Logice! Fromework D PIO/C
Project Agreement D FiO/®

10. ALTESNATIVE GEC

OF 2PQJECT

——

S'SNSCh

g
hN Crarje Impivrentatian ®lgn

Cszantinue Pro et

11, PROJECT OFFICER A%D HLST COLUNTAY OR OTHER RANKING PARTICIFANTS 12, Mirsion 410 Wy Otfce D' to s An

P e .

A, D Continue Project Witmius Chasje

8. lk;J Cranrze Projest Des.gn anz/or

- — —_— e v e+ —— —

AS AFPROPRIATE (Nemes anc Trtiew

William Smith, Project Officer Sawae 4
‘Orlando !lernindez, Lvalnation Specialist T A
ames Uicks s vPrg e
Jameés Uicks, Fvaluator ‘ / Aiithony J. Canterss:
Dete y i

’// / .
( /- //’

-

AID 133015 (3-78)

_/ '/‘



Officer Date
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for ke
action Conrleted
2. Propose BAMMA to esystematically gather socio- William Smith 11/13/83
economic ard flnancial information on municipalities
and project monitoring and performance and create
a Municipal Tata Pace Management System (DBMS) for
the storage and retrieval of such information.
3, Motivate PANMA to stucdy the possitility cof William Smith 11/12 23
establishing this DBMS with the financial support
of the Census and Statistics Directorate, CONSUPLANE -
and the Municipal Technical Assistance and Advisory ’
Agency of the Ministry of the Interior.
4, Propose BANMA to use the DBMS to improve BANMA's William Smith 11/1Z2.¢&3
internal financial management system and to clearly
define and implement policies that may help BANMA
becore a sound finmancing institution.
5. Pecommerd BANMA to establish a long term BANMA William Smith 11/15°€3

Development Plan defining funding sources, lending Ray Baum
policy, project eligibility criteria, disbursement ’
target levels, cash flow and liquidity.

C. Municipal Development and Impact

1. Consider providing much more advisory technical William Smith 11,3288
assistsnce than actually planned to participating .
municipalities so as to set up efficient and effective
revenue generating services,



13. Summary

———— s 4 e

There have heen two AID pro jects intended to strengthen BANMA's financial
and technical cupacity to function as a development banking Institution capable
of carrving out an extended lendinp and assistance program to municipaiities.
The first pne, known as Loan 522-W-022, was implemented during the 7/74-~1/80
period. The sccond one, Preject 522-0165, was designed as a three-year under-
taking beginning in May 1980 and expected to end in May 1983,

The first project had a total tudget of $6.71 million. 61% of that amount
was financed by an AID loan and :.the remaining 394 vas financed through counter
part contrituticns. Through this initial project, 53 sub-projects were carrisc
out in 27 municipalities. These sub-projects included 22 fiscal cadastre
programs, 17 markets, 2 bus terminals and 2 slaughterhouses. It was concludec .
that this project had met a real demand of the municipalities involved, given
the fev alternative sources of support existing in the ccuntry. In addition,
through thls first project (a) there was a 500% increase in BANMA's net
capital, (t) there was a 300% increase in the bank's total assets, (c) the
proportion of operating expenses in relation to loan portfolio and municipal
tond investments decreased from 17 to 9%, and (d) the total debt in relation
to capital was reduced from 194 'to 83%.

Against this background of relative success, Project 522-0165 was anproved.

The budget for the new project was $9.33 million. AID's contritution. both in
the form of a loan and a grant, represented 51% of that amount. The counier-

part contribution, representing the remaining 49%, was to be financed by the

central government, the municipalites involved and BANMA. The dcclared pre lect

goal was to improve the quality of life of the poor who live in intermediate
cities and towns, or who depend on these central places for essential services.
Two interrelated project purposes were defined. One, to increase the financing
of infrastructure improvement in intermediate cities and towns, particulerly irn
poorer municipalities which have previously been unable to obtain such
financing., And two, to improve the ability of municipalities both to gencrate
additional revenue and to administer their own project during and after
construction. It was expected that 85 municipalities wculd te benefitted
through project activities, Project funds were to be used to finance 100
infrastructure sub-projects, 20 labor intensive programs in poorer
municipalities, 24 administrative reform sub-projects, a training program for
municipal employees and additional technical assistance as needed for projcct
selection ‘and design.

RANMA has formally complied with the condition precedent to the initial
disburserent. This condition required BAIMA to provide AID uvith satisfactery
Indication that criteria for the selection and approval of =ub-projectc with
partial grant financing had teen developed.
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As of March 15, 1983 BANMA has not complied in writing with the conditicn
precedent to subsequent disbursements. This condition requires the bank to
provide AID with satislactory indication that measures had been taken to allow
poorer municipalities to be eligible for BANMA financing., The bank was
expected to provide these municipalities with some kind of relief, including
the possibility of being exempted from the 5% BANMA bond requirement.

Although no Fformal policy has yet teen adopted by BANMA, it is common practice
to demand the 57 capitalization deposit from all municipalities, but to wake
loans to poorer municipalities on softer terms (e.g., lower interest rates,
longer grace and repayrment periods). Despite the fact that AID is still
expecting current practice to te formalized and appropriate policy documents
to be submitted for approval, no action was taken in the past to stop further
disbursements. The cecision made in Septemler 1982 to suspend the pro ject
temporarily depended primarily on the problem faced by the bank to recuperzte
the sub-lvans made to menicipslities. This problem is discussed in more

detail further down.

Covenants in this project can be grouped into three categories: financial
resources, management auestions and sub-project implementation aspects. Tztle
No. 1 summarizes these covenants by categories and gives an indicatiun of
their status as of March 15, 1983.

Table No. 1 - Status of Covenants
as of March 15, 1983

Category Covenants H Status
. v
-GOH's contribution of £2.0 million during !-Contributicrs ce:
the LOP and annual contribution of $0.5 ! for 1980 and 1981, (I
Financial million thereafter and through 1989, :
Resources -BANMA's contribution of $1.5. million ‘=Contributions cet
during the LOP. for 1980 arnc 1¢:i. ‘1
-Continue using procedural manuals adopted :-Done.
uncder the first project,
~Contract satisfactory external audit ser- !-Done.
vices during LCP. . ,
Management ~Revise existing interest rate structure -Efforts macde tc ce:l
Questions to permit higher rates for sub-loans to with issue subsegusr:

to 8/82 micter:
evaluation,

-Done sulsecuent iy ¢
8/82 ridters evzlusii.

-Completed subsequernt *
8/82 midter:
evaluatior.

-Done,

ruricipalities with high:r repayment
capacities.

-Fstablish an evaluation program as inte-
gral part of the project.

-Pursuant to a written plan, maintain
personnel policy assuring retention of
qualified professionals on its staff,

-L> not use project funds to finance the
paving of streets and the construction of
municipal office tuildings, cementeries
or parks.
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Implementation .-To submit for AID approval all subprojects!-Default at ocutset cf
in which the comtination of loan and grant! project. Probliczs nce
financing exceeds $100,000. ! solved.

-To assure timely availability of construc-!-Done.
tion materials, ' !
1) Source: USAID/Honduras, Quarterly Report of October-December 1981, p. 43,
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Onc of tke major tssues pointed out by the project evaluation conducted in
August 1982 was that the tank had complied essentially with covenants regarding
financial resources and subk-project implementation, but that ‘it had defaulted
in some covenants regarding management questions. That is, by August 1982
BANIA (1) bad not yet revised the interest rate structure to permit higher
rates for sub-loans made to municipalities with higher repayment capacities,
(2) had not yet established an evaluation program as an integral part to the
project, and (3) had not yet established a definite personnel policy assuring
the retention of qualified professionals. As a consequence of the evaluation
actions were taken to correct ratcers, and by March 15, 1983 (1) the interest
rate structure had teen revised upward, (2) the internal evaluation program
for sub-projects had bteen set up, and (3) a written personnel policy plan had
been prepared. That is, the interest rate structure was raised to a minimum
of 12% and a maximum of 197%; repayments of sub-loans were to be monitored
monthly through a recently established system of continous auditing of
implermented sub-projects, and the salaries of the bank's techniclans were
raised from 25 to 58% with respect to 1980 standards. In addition, fringe
tenefits for BANIA employees were improved substantially, particularly with
respect to training opportunities.

\With respect to distursement of AID funds, the project is far behind the
target schedule. As of September 30, 1982, when further disbursements for
new projects were stopped, only 39% of the $0.25 million grant and 19% of the
$4.75 million loan had been disbursed. In tevms of outputs, by that same
date, funds had been either earmarked or committed only for 13 out of the 100
planned construction sub-projects and 8 out of the 24 planned administrative
reforn sub-projects. In addition, no specific labor intemnsive projects had
been designed and the training unit to be organized to give courses to
ounicipal employees had not been yet estatlished. It was only as a consequence
of the midterm evaluation findings that BANMA prepared a training plan for
mumicipal employees. This plan was approved by AiD in January 1983, and it is
now teing implemented.

The midterm evaluation offered two explanations for the poor performance
observed in project implementation. One is political and the other is
technical. Politically speaking, during tiic che first part of the pro ject
Honduras returned to a democratic process after several years of military
regire. As a consequence, (a) previcusly appointed municipal administrations
were reluctant to comrit themselves to loan agreements over an uncertain
future given up-coming elections, and (t) the tank's presidernt himself
reportedly got involved in political activism to the detriment of project
activities. This is an era now behind us. With respect to technical aspects,
in the past poorer runicipalities found it difficult to produce, as part of
their couvnterpart contribution, acceptatle designs for the infrastructure
sub-pro jects to be constructed, This was especially true of public markets.
Consequently, either municipalities encountered protlems in finding
contractors willing to do the civil works or facilities with inadequate
designs were constructed., EBANIA has now determined to include the cost for
the design of facilities in the sub~loans approved. In addition, a list of
qualified ergincering firms to produce these designs has been drawn.

The evaluation has questioned BaMIA's institutional and adrinistrative
capacity to function as an efficient irplementing agency tecause of the

1 e . O

folloving reasons.
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(1) BANMA essentially relies on ad hoc inter-institutional
errangements to gather data on such basic questions as municipal
revenues. There is no established system for thie collection of
relevant socio-economic data which tould allow managers to make
* >und sub~pro ject approval decisions based on (a) the effective
demand for the services to be provided, and (b) the repayment
capacity of heneficiary runicipalities. As a consequence, no
priorities have besn defined with respect to the kinds ol
projects to be implemented.

(2) The interest rate structure applied up to February 1983 did not
take into account the country's rate of inflation. Officially,
this rate was estimated at 10% for 1981 and 1982. Nevertheless,
BANMMA had been charging from 9 to 12% interest, with an overall
interest average of 10.38%. Based on expected inflation figures
for the following years, the evaluation report suggested that
BAN{A was likely to face decapitalization over time.

(3) BANMA had a fragile capacity to design, monitor and report on
its sub-projects. This was partially a consequence of the work
load of the Engineering Division . Previously, this Division was
staffed with an inadequate number of underpaid junior engineers
wvho had little work experience. Despite the fact that at the
time the evaluation was conducted there had been an increase in
site visits, the functions of the Zngineering Division personnel
vere limited to passive verification of comstruction supervision

reports.

(4) At the outset of the project, BANMA's presidential office was
unable to adequately coordinate and support the activities of
the Divisions of Technical Services and Operations. Lack of
leadership and working guidelines have hindered the qualified
staff of these divisions to improve the bank's policies,
performance standards and criteria. It was not until February
1982, when a new president was sworn in, that the situation
began to change.

Subsequently to the evaluation, three important improvemerts in the
problenm areas detected have been obtserved. First, a credit policy manual was
developed. ‘This manual stipulates that sub-loan eligitility depends on good
credit background, sound municipal revenue generating activities and efficient
municipal management. Second, and as it was already mentionad, the interest
rate structure was revised upward. This was intended to te a responsive
measure to (a) the different repaying capacity of municipalities and (b) the
country's inflation rate. And third, the staff in the Engineering Division
now has the minimum professional qualifications needed to carry out their
duties, Currently, all contracted engineers at BANMA have at least the
licence eeded to practice.

One notewvorthy purpose of the project is being accomplished with project
funds BANMA has been able to provide financing to poorer zunicipalitics,
While the average arnual revenue of BANMA 1 municipalities was $313,442; that
of BAMMA II municipalities was $110,159, That is, about one third of the
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annual revenue of those previously btenefitted. Despite this significant
charge concerning the target group, the evaluation has come to the following
conclusions with respect to the services being financed through project funds.

(1) No hierarchy of services to be provided has teen established.
I: some of the infrastructure sub-projects, designs are analyzed
only with respect to the size of the facilitfies to be
.constructed. This is particularly true for markets. The
complexity of the design (e.g., graded lot with minimum sanitary
facilities versus enclosed, covered tuilding with internal
divisions for commercial use with full water and electrical
facilities) Is generally ignored.

(2) The rate of facility use is not always as high as expected. In
gsome cases this problem is rather acute, For example, for
various reasons markets comstructed in Sonaguera, Sava and lLa
Ceiba, all financed through BANMA I, were still vacant as of
June 30, 1982. As already pointed out, this is an indication
that projects may be approved without knowledge of effective
service demand. The link between unknown service demand and low
facility use is supported by the fact that service demand is not
based on architecture when the latter is defined in terms of
design and supervision costs. With respect to BANMA I, no
relationship has been found between these and pro ject use.
Despite these problems, nevertheless, recognition should bte
granted to the Technical Services Division for taking the
initiative of consulting community representatives, other than
municipal authorities, as well as sub-project beneficiaries with
respect to sub-project design. Broacder-base participation in
sub-project design seems to be a step in the right direction to
solve the problem of low facility use.

(3) Municipalities are not assuming responsability over the
maintenance of facilities constructed. Project maintenance is
rather acute in water and sewerage systems. These difficulties
result from (a) the low level of municipal revenues and (t) the
dependency of some municipalities with respect to central
agencies. The evaluation has suggested that further
participation of municipalities in sub=-project design and

_ implementation may help resolve the maintenamce problems
indicated. It would only be prudent for the bank to keep an eye
on its investments by occasicnal inspection of the
infrastructure sub-projects.

Fiscal cadastre and administrative reform sub-projects are effective in
increasing local revenues. A sample study of 8 such projects financed under
BAMMA T demostrated that municipal revenues increased in these cases from 38
to J8&% over a one to two year period. Furthermore, municipalities with
sféministrative reform sut~projects showed tetter loan repayment perforrance
than those without them. As of June 30, 1982 those in the first case had paid
78.5% of due payments and those in the second case bad pai¢ only 56.5%.
Interestingly enough, however, in those municipalities having administrative
reform programs, irprovéed revenucs were not related to improved payvments with
respect to simultancous infrastructure loans. As of June 30, 1982
muricipalities with toth administrative reform programs and infrastructure
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projects showed a mean repayment performance of 77.2% of their due payments.
Those with only administrative reform programs showed a mean repayment
performance of £2,6%, The fact that increased revenues through, K BANMA I loans
did not lead to overall improved repayment has been interpreted in terms of
the attitude of municipalities with respect to EANMA credit. Repayment of
BAMMA loans 1s not a first priority for many municipalities. The expectancy
that central agencies should subsidize municipal undertakings, especially
under an eleéted administration, and the fact that BANMA itself h-s no
effective sanctions or rewards related to repayment performance have both
contributed to such attitude. Poor repayment performance has generally
resulted in rescheduling of payments, and in certain cases a low repayment
record under BANMA I did not limit access to BANYA II. .

Because mest of the personnel trained under cadastre programs financed by
BAMA I was removed after elections, it is likely that repayment performunce
for previous loans will be affected. In addition, many of the newly elected
municipal authorities do not have the necessary training and expertise In
municipality management. Their lack of skills could alsc have repercussions
in the repayment of new loans. It is expected that the recently developed
Training Plan for CY 83 will help resolve some of the staff qualification
problems indicated. This Training Plan is intended both for BANMA I and BANM:A
IT municipal employees. Nevertheless, extensive technical assistance to
municipalities will still be needed. Experience in other developing countries
indicates that municipalities require considerable training, advice and
cajoling when setting up revenue generating services. For such training and

‘technical assistance to have continuing benefits, the high turnover of trained

personnel must be avoided whenever possible.

Concern over poor repayment performance records should become one of
BANMA's priorities. The bank's capacity to be a self sustaining financial
institution (if that is possible) depends mostly on the loan recovery. As of
June 30, 1982 only 64% and 44% of the total payments due (e.g., comission,
interest and principal) for BANMA I and BANMA II had been paid. Given the
interest rate structure protlem mentioned earlier, if such loan repayment
levels prevail BANMA will be able to maintain an active operation only if it
receives government transfers and/or continuing inflow or loan payments. The
evaluator has suggesced that "if neither are forthcoming, BANYA should expect
to terminate operations in approximately five years.

An audit report prepared in May 1983 by A.I.D. gives the following.
explanations - for poor repayment performace on the part of municipalities.

(1) Some municipalities have used sub-project income for purposes other
than repaying the subloan. In these cases, income is deposited in
the general account for the municipalities.

(2) Sub-proJect feasibility studies overestimated the demand for services.

(3) Collection_procedutes are inadequate. BANMA's actions are limited to
sending payment notices without taking progressive actions when
delinquency occurs. '



(4) Subprojects are not always properly managed by municipalities thus

not generating expected income,
facilities are not charged.

use of constructed facilities.

(3)

previous loans.

(6)

use.

to provide adequate access.

Adequate fees for the use of
In addition, cities do not promote the

BAMMA makes new loans to municipalities that have defaulted on

Facilities might be poorly designed, thus discouraging efficient
Examples of this are leaking roofs, poor locations and failure

Tatle No. 2 summarizes the bank's balance sheet of April 30, 1982,

" Tatle No, 2 = Summary of the April 30, 1982 Balance Sheet

(Dollars)

'Disposable Assets

1
.

!(Cash on hand, bank!

gggggigg_gnd checks!

0.7 million

Investments

:Loans to Municipalities
'(Municipal cortributions,
+ central government transfers

! and toth AID projects.)

12,3 millicn

‘Reservoir for inter~bank
!financial operations

!(Demand deposits made by
governpent sgency pension
funds and putlic foundations.
Approximately 50% for S-year
term and other 50% short term
term demand ranging from 3-12
months. )
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16.5 million

Total
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According to the evaluation, "BANMA's long term liquidity

for maintaining

a loan portfolio is dependent on the recovery of loans to municipalities.”

Furthermore,

transfers and third party deposits.

“"in the short rum, it is dependent on central governmert
If a substantial amount of its current

demaud deposits were to be called in on short notice, BANMA would face a

secrious liquidity problem.”

14. Evaluation Methodology

A midterm evaluation conducted in the months of July and August 1982 over
a four-week period to assess the progress observed in the achievement of the
The management questions related to BANIA's
operations were evaluated through interviews with key BANIA and AID officials

pro ject's purposes and goal.

and throuph analysis of relevant EANMA recorcs.
sub=-pro joct implementation three municipalities were visited,

municipalities were all located in the Yojoa-Sula area.

To assess aspects related to

These

The selection of



sites to be visited was based on the following criteria: ‘a) size and degree
of isolation of .municipality, (b) type of subproject, (c) time elapsed since
sub-pro jecte were implemented, and (d) difficulties confronted with facility
use and the repayment of loans.

‘This report summarizes the major findings of that evaluation. Whenever
. pertinent, it also summarizes the major improvements observed in pro ject
implementation from ertember 1982 to March 1983 as a consequence of that

evaluation, *

. 15. External Factors

1. During the first two years of the project Honduras passed through a
political transition period, going back to a democratic regime after
several years of military rule. Because of his involvement in
political activities in preparation for the elections, the previous
BANIA president was apparently unable to provide the needed
leadership for project implementation. In addition, loans seem to
have been given to municipalities based on political rathar than
financial criteria. Probably for political reasons, the previous
presicdent authorized delinquent municipalities under BANMA I to
receive additional funding under BANMA II,

2. For municipal authorities that had been appointed by the previous
government, holding elections and returning to ‘civil rule meant the
end of their administration. By and large they believed that: newly
elected authorities should be allowed to carry out their own
municipal cevelopment plans and as a consequence were reluctant to
sign loan agreements for sub-projects whose 1mp1ementation would
continue after they were no longer in power.

3. Newly elected administrations brought in their own working teams. As
a consequence, most of the previously trained cadastre personnel was
fired. This may affect the capacity of municipalities to implement
their administrative reform programs and in turn hinder their loan

repayment capacity.

4, As a result of the preseht ececnomic recession affecting Honduras, -
municipalities are reporting reductions in their tax revenues,  This
would discourage them from applying for BANIA loans for development

projects.

- 16, Inguts

As of Sertember 30, 1982 'all project funds had been obligated, yet only
39% and 197 of the loan and grant funds had been respectively disbursed.
Tatle No. 3 shows the breakdown of funds obligated, accrued and distursed ty
project accounts. It also indicates existing pipeline as of that date.



TABLE 0. 3 '
BREAKDOWN OF USE OF A.I.D. FUNDS

AS OF SEPTEMBER 30, 1982

n ' ' Obligated Accrued Disbursed  Pipelina

No. 037 (Food

& Nutrition) 750,000 94,000, 00 286,035, 00 369,963.C: -
LOAN . No. 038 (Health) 3,000,000 142,116.00 499,787.00 2,358,097.C'.
ACCOUNTS No. 039 (Selected _

Development .

Activities) 1,000,000 6,480,00 100,954.00 892,56¢0.%°
'GRANT ACCOUNT 250,000 14,500.00 99,601.00 135,89¢.<°

TOTAL 5,000,000 257,096.00 986,377.00 3,756,527.CC




17, Qutputs (As of 9/30/83)

Expected Results at the . Accomplishments

End of the Prodect '
24 Administrative Reform 3 being implemented
Sub=Pro jects completed 5 completed

. ' 8 Total

20 Labor Intensive Sub-~Projects No specific labor intensive
completed. Financial support sub-projects implemented with
through the Selected Development the i{ndicated account funds.
Activities Account. . However, 3 health account sub-

projects and 1 food and nutri
tion account sub=-project use
high proportions of hand lator.

100 Infrastructure Sub-Projects 5 being implemented
completed . 8 conpleted
: 13 Total
21 Courses for Municipal , 6 courses taughtt
Employees '
Training Program for Bank 1 local accounting course
Personnel i for BANMA's accountants

1 overseas course for BAN{A's
Chief Accountant E
Observational visits to Panaca

by several BANMA employees.

18. Purpose

There are two project purposes.

.(1) Increase BANIA's financing of infrastructure improvements in
intermediate cities and towns, particularly in poorer munici-
palities which previously have been unable to obtain such

financing.

(2) Improve the atility of such municipalities to both generate
revenue and manage their own projects.

The first purpose is being accomplished. The avers annual revenue of BaXliA
II municipalities is $110,159, That of BANMA I municipa.ities was $312,442.




The Training Program for municipal employees began to be implemented in
January 1933, It has been recommended by the evaluation that extensive technical
assistance te provided to bensficiary municipalicies so that they can adequately
learn to manage sub~projects and resources so that ‘new public facilities can be
eventually cons' ucted, No information is yet available with rerpect to the impact
of BANMA II administrative reform projects on municipality revenues.

19. Geal

To improve the quality of life of the poor who live in intermediate
cities and towns, or who depend on these central places for essential
services,

20, Beneficiarieg

- Administrative reforms are intended to consolidate local governments, giving
municipalities the possibility of increasing their financial capacity to implement
with their own resources pro jects intended to improve local services., Water
systems are expected to have an important impact in the health status of the
'‘nhabitants of bencficiary towns. Markets are expected to have economic Lenefits
in terms of regional marketing systems. All of the infrastructure sub-pro jects,
including bus terminals, are also considered as revenue generating activities for

the beneficiary municipalities.

The following table shows the population in the municipalities/towns
benefitting from BANIA loans up to September 30, 1982,

Benefitted (1) _

Types of Sub-Proiects Population H
Administrative Reiforms 166,638 .

Water Systems ,.31;719 (2).
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Markets 109,663

]

!Terminals 73,037 .
1

. (1) Data cannot be added up because some
municipalities have more than one

sub-pro ject.
(2) It excludes the town of La Lima.

21. Unplanned Effects

The bank has exhibited some apparent reluctance to fully utilize the "other”
l1ine item for projects other than "administrative reform” type projects. This was

once discussed with the new bank president but no results have been ottaines yet.
The question must be raised agaln. The btank should be motivated to fimance more

pro jects under the Healthk and Food and Nutrition accounts.

\»



22, lessons lLearned

1.

Institutional development is a long process, often requiring 10 years or
more, An impcrtant proportion of sub-projects finmanced under the BANMA
I 1~n were iu.plemented at the end of that project. At the time the
fina. BAMIA T evaluation was conducted, too little time had elapsed to
adequately determine 1if the bank had already acquired the capacity to
perform as a sound financial institution with minor AID guidance and
minor outside technical assistance., It may be that the delinquency
rates obhserved both i{n RANMA T and BANMA II loans are a consequence of
prematurely allouing the bank i> operate more on its own and to have
more flexibility in the use of funds.

Projects invalving the implementation of sutstantial infrastructure
sub-projects need to be supported by AID officials with the sufficient
technical expertise to comment on the design of facilities to be
constructed. The absence nf careful monitoring in the implementation of
infrastructure sub-projects may lead t~ approval of costly and
overdesigned facilities.

One of the project objectives is to benefit poor municipalities. To
insure loan repayment it is important to reduce sub-project costs.
Designs for infrz2structure sub-projects need to be simplified. The
possibility of adopting either skeleton or modular desigus for those
sub-pro jects should be analyzed. Simpler designs would not only allow
lower initial investment and higher loan repayment performance, but also
give facility user the possibility of altering the configuration,
improving and/or expanding them in accordance with their financial

capacity and needs.

Financial institutions such as BANMA must take immediate actions on
delinquent payments. The reasons for poor loar repayment performance
must be carefully analyzed so that colutions can pe rapidly developed
and implemented. .



