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2. Propose BAtMA t o  aylstematically g a t h e r  socio-  William Smith 
economic urd flnoncjnlt information on m u n i c i p a l i t i e s  
and p ro jec t  monit o r tng  and performance and c r e a t e  
a  ? l u n i c i ~ a l  Cato  Eaee >!anagemel?t Sy&,tem ( D b l S )  f o r  
the s to rage  and r e t r i e v a l  of such information.  

3. Motivete E P N A  t o  ~ t u c ' y  the  p o s s i b i l i t y  of Wjlliam Smith 
e s t a b l i s h i n g  t h i s  DENS with the  f i n a n c i a l  support  
of the Census and S t a t i s t i c s  D i r e c t o r a t e ,  CObSUPLAhT 
and the M m i c i p a l  Technical  Ass is tance  and Advisory 
Agency of the  K i n i s t r y  of the  I n t e r i o r .  

' 

4. Propose B A N A  t o  use the  DBlS t o  improve D A N A ' S  William Smith 
i n t e r n a l  f i n a n c i a l  managenent system and t o  c l e a r l y  
de f ine  and icplement p o l i c i e s  t h a t  nay help  B A N A  
becore a  sound f inancing i n s t i t u t i o n .  

5.  Pecommer!d, BAWA t o  es tabl i s 'h  a long term BAEMA d i i l i a m  Smith 
Development Plan de f in ing  funding sources ,  lending Roy Baum : 
p o l i c y ,  p r o j e c t  e l i g i b i l i t y  c r i t e r i a ,  disbursement 
t a r g e t  l e v e l s ,  cash flow and l i q u i d i t y .  

Municipal Deve lopxn t  and Impect 

1. Consider providing much more adv i so ry  t e c h n i c a l  William Sni  t h  
a s s i s t n n c e  than a c t u a l l y  planned t o  p a r t i c i p a t i n g  
m u n i c i p a l i t i e s  so  a s  t o  set up e f f i c i e n t  and e f f e c t i v e  
revenue genera t ing  se rv ices .  



13. Summary ---- 
Thcre bave teen two A I D  p r o j e c t s  intended t o  s t r eng then  BhNSIIA1 s f i n a n c i a l  

and t echn ica l  cupaci ty  t o  funct ion  a s  a  development banking i n s t i t u t i o n  caphble  
o f  ca r ry inc  out an extended lendinp and a s s i s t a n c e  prograr  t o  r r u n i c i p i i c i e s .  
The f i r s t  pne, known a s  Loan 522-W-022, &as implemented dur ing the 7/74-1180 
period.  T1.c scconr! one, Prc ject  522-0165, was dcsIgned as a  three-year  under- 
taking kcginning i n  May 1980 and expected t o  end i n  May 1983. 

The i l r s t  proJect had a  t o t a l  h e g e t  of $6.71 n i l l i o n .  61% of t h a t  ac:ount 
was financed by an A I D  loan  and athe remaining 39% Ilas f inanced through counter  
par t  cont r i l -u t ions .  Through t h i s  i n i t i a l  p r o j e c t ,  53 sub-pro j e c t s  were c a r r l s c  
out  i n  27 m u n i c i p a l i t i e s .  These sub-projects  included 22 f i s c a l  c a d a s t r e  
programs, 1 7  markets,  2  bus t e rmina l s  and 2  s lau&hterhouses .  I t  was c o n c l u ~ e d  

. t h a t  t h i s  p r o j e c t  had met a  r e a l  demand ~f the  m u n i c i p ~ l l i t i e s  involved,  given 
the  fev a l t e r n a t i v e  sources  of support  e x i s t i n g  i n  the  ccuntry.  I n  a d d i t i o n ,  . 
through t h i s  f i r s t  p r o j e c t  ( a )  there  was a  500% inc rease  i n  BAhhlA1 s n e t  
c a p i t a l ,  ( b )  t he re  was a  300% inc rease  i n  the  bank's t o t a l  a s s e t s ,  ( c )  the  
propor t ion  of opera t ing  expenses i n  r e l a t i o n  t o  loan p o r t f o l i o  and municipal 
bone investments decreased from 17 t o  9X,  and (d )  t h e  t o t a l  22bt i n  r e l a t i o n  
t o  c a p i t a l  was reduced from 194 ' t o  83X. 

Against t h i s  background of r e l a t i v e  success ,  P ro jec t  522-0165 was approved. 
The budget f o r  the  new p r o j e c t  was $9.33 mi l l ion .  A I D ' S  c o n t r i b u t i o n *  Dot): i n  
the  form of a loan and a g r a n t ,  represented  51% of t h a t  anount. The coun;:er- 
p a r t  c o n t r i b u t i o n ,  r ep resen t ing  the  remaining 4 9 % ,  was t o  be f inanced by the  r 

c e n t r a l  government, the  n u n i c i p a l i t e s  involved and BAWA. The dcclared  p r c j e c t  
goa l  was t o  improve the  q u a l i t y  of l i f e  of the  poor who l i v e  i,n i n t e r n e d i a t e  

h 
c i t i e s  and towns, o r  who depend on these  c e n t r a l  p laces  f o r  e s s e n t i a l  se rv ices .  
Two i n t e r r e l a t e d  p r o j e c t  purposes were defined.  One, t o  i n c r e a s e  the  f inanc ing  

. of i n f r a s t r u c t u r e  improvement i n  in te rmedia te  c i t i e s  and towns, p a r t i c u l a r l y  ir. 
poorer  m u n i c i p a l i t i e s  which have previous ly  been p~nable t o  o b t a i n  such 
f inanc ing ,  And two, t o  inprove the  a b i l i t y  of m u n i c i p a l i t i e s  both t o  genera te  
a d d i t i o n a l  revenue and t o  admin i s t e r  t h e i r  own p r o j e c t  dur ing  and a f t e r  
cons t ruc t ion .  I t  tias expected t h a t  85 m u n i c i p a l i t i e s  vould t e  b e n e f i t t e d  
through p r o j e c t  . a c t i v i t i e s .  P r o j e c t  funds were t o  be used t o  f i nanre  100 
i n f r a s t r u c t u r e  sub-pro j e c t s ,  20 l abor  i n t e n s i v e  programs i n  poorer  
a u n i c i p a l i t i e s ,  24 a d m i n i s t r a t i v e  reform sub-projec ts ,  a  t r a i n i n g  prograc f o r  
municipai e rp loyees  and a e d i t i o n a t  t e c h n i c a l  a s s i s t a n c e  a s  needed f o r  ~ r o j c c t  
s e l e c t i o n  'and design. - 

E A M A  has f o r r a l l y  conplied with the  condi t ion  precedent t o  the  i n i  t i e 1  
Qisburserrent.  This  condi  ti on required E A M A  t o  provide AID 1:ith s a t i s i a c t c r y  
f n d i c a t i G Z 1 1 a t  c r i t e r i a  f o r  t h e  s e l e c t i o n  and approval of sub-projects  k i t 1 1  
p a r t i a l  grant  f h a n c i n g  had t een  developed. 



As of March 1 5 ,  1083 B1ZNlA has  no t  complied i n  w r i t i n g  wi th  t h e  contfi t i c r ~  
prcccdent  t o  -- subncqucnt d i shu r scmcn t s .  This  c o n d i t i o n  r cqu i  res t h e  bank t o  
provide A I D  w i ~ h  s , . t t i s l~ . ic tory  i n d i c a t i o n  t h a t  measures  had been t aken  t o  a l l ow  
poorer  munic ipa l l  t i c s  t o  be e l i g i b l e  f o r  BAN!A f i n a n c i n g .  The bank was 
expec tcd t o  provlde  t h e s e  m u n i c i p a l i t i e s  wi th  some kind of  r e l i e f ,  i nc lud ing  
the  p o s s i b i l i  t y  of hci ng exempted from the  5% BANIA bond requi rement .  
Although ng Eornal p u l i c p  has  y e t  been adopted by BANIA, i t  i s  common p r a c t i c e  
t o  dcninnd the  5;' c a p i t a l i z a t i o n  d e p o s i t  from a l l  m u n i c i p a l i t i e s ,  bu t  t o  n7al:a 
loons  t o  poorer  nun ic i  pa l f  t i es  on s o f t e r  terms (e .  g, , lower i n t e r e s t  r a t e s ,  
l onge r  g r a c e  and rcpayrrent p e r i o d s ) .  Despi te  t h e  f a c t  t h a t  A I D  is s t i l l  
expec t ing  c u r r e n t  p r a c t i c e  t o  be formal ized  and a p p r o p r i a t e  p o l i c y  document s 
t o  be submi t ted  f x  a p p r o v a l ,  no a c t i o n  was t aken  i n  t he  p a s t  t o  s t o p  f u r t h e r  
d i s h u r s e r e n t s .  The d e c i s i o n  made i n  SeptenFer  1982 t o  suspend t h e  p r o j e c t  
t empora r i l y  depended p r i m a r i l y  on t h e  problem faced  by t h e  bank t o  r e c u p e r i t e  
t h e  sub-luans made t o  m ~ m i c i p o l i t i e s .  Th i s  problem i s  d i s c u s s e d  i n  more 

. d e t a i l  f u r t h e r  down. 

Covenants  i n  t h i s  p r o j e c t  can  be grouped i n t o  t h r e e  c a t e g o r i e s :  f i n a n c i a l  
r e s o u r c e s ,  management q u e s t i o n s  and sub-pro jec t  tmplementa t ion  a s p e c t s .  T ~ t l e  
No. 1 summarizes t h e s e  covenan t s  by c a t e g o r i e s  and g i v e s  a n  i n d i c a t i u n  of 
t h e i r  s t a t u s  a s  of March 1 5 ,  1983. 

Table  No. 1 - S t a t u s  of Covenants 
a s  of  March 1 5 ,  1983 

! Category ! Covenants 1 S t a t u s  
1 1 1 . .. . . - - 
1 I - G O H 1 s  c o n t r i b u t i o n  of  $2.6 m i l l i o n  d u r i n g  I - C o n t r ~ b u t i o r s  ri: 

! I t h e  LOP and a n n u a l  ' c o n t r i b u t i o n  of $0.5 I f o r  1990 and 1951. (;, 
F i n a n c i a l  : m i l l i o n  t h e r e a f t e r  and through 1989. 1 . 

! Resources  I -BAMA1 s c o n t r i b u t i o n  of $1.5. m i l l i o n  ! -Con t r ibu t ions  ier 
1 I du r inn  t h e  LOP. I f o r  1 2 0  acc  15:;. 

. 1 . :-Continue u s i n g  p rocedura l  manuals adopted !-Done. 
1 1 under t h e  f i r s t  p r o j e c t .  I . 
1 I 1 . 
1 : -Contract  s a t i s f a c t o r y  e s r e r n a l  a u d i t  ser- !-Done. 
1 ! v i c e s  d u r i n g  LOP. 1 . 
: Elanagement ' I -Fevise  e x i s t i n g  i n t e r e s t  r a t e  s t r u c t u r e  ! -E f fo r t s  tr.ac!i! t o  c'crl 
I Ques t ions  I t o  permi t  h i g h e r  r a t e s  f o r  sub-loans t o  I w i th  i s s u e  s:kse;csr: 
1 I r u ~ l c i p a l i  t i es  w i t h  higb :r r epay ren t  I t o  8 /82  c i t : z r r  
1 ! c a p a c i t i e s .  I e v a l u a t i o n .  
b ! -Es t ab l i sh  an e v z l u a t i o n  program a s  i n t c -  :-Pone suLseqt.ezt:y :: 
1 I g r a l  p a r t  of t he  p r o j e c t .  ! 8/82 r r i d t e r r  2-:51~:;. t i .  
1 . :-Pursuant t o  a  w r i t t e n  p l a n ,  main ta in  :-Completed st:tsr.r:e:: r 
1 ! pe r sonne l  p o l i c y  a s s u r i n g  r e t e n t i o n  of  1 8/82 v id te r :  
t I ~ u a l i f i e d  ~ f e s s i o n a l e  on i t s  s t a f f .  ! e v a l u a t i o r .  
1 --- - . I -L;  n o t  use  p r o j e c t  funds  t o  f i n a n c e  t he  :-Donc. 
1 , I paving of  s t reets  and t h e  c o n s t r u c t i o n  of  1 
1 . . ! munic ipa l  o f f i c e  b u i l d i n g s ,  c emen tc r i e s  ! 
! Sut-Pro j e c t  1 o r  parks .  I 

f Implementat ion :-To submit  f o r  AID approva l  a l l  subpro jec t s ! -Defaul t  a t  c u t r 2 t  c i  
1 . ! i n  t;hich t h e  combinat ion of l oan  and graf i t !  ~ r o  j e c t .  I ' w b ~ ~ : s  r.": 
1 I f i n a n c i n g  csceeds $100,000. ! so lved .  
1 . !-To a s s u r e  t i v c l y  a v a i l a b i l i t y  of construe-!-Done. 
1 1 . ! l i o n  mntcria1.s. 
(1) 

-? 

Source:  USAID~Honduras, Q u a r t e r l y  RcporL of October-Dcccmbcr 1981,  p. 5 5 .  



Onc of  the major i .ssues pointcc! ou t  by Llic p r o j e c t  e w n l u o t i ~ n  conducted in  
August 1982 was t h a t  the  bank had complied e s s e n t i a l l y  wi th  covenants  regard ing  
f i n a n c i a l  r e sou rces  and sub-project: implementat ion,  but t h o t . i t  hod d e f a u l t e d  
i n  some covenants  regard ing  management q u e s t i o n s .  That i s ,  by August 1982 
BANIA ( 1 )  had not yet  r ev i sed  t h e  i n t e r e s t  r a t e  s t r u c t u r e  t o  permit  h ighe r  
r a t e s  f o r  sub-loans m d e  to  m u n i c i p a l i t i e s  b l t h  h ighe r  repayment c a p a c i t i e s ,  
( 2 )  t,ad not ye! e s t a b l i s h e d  an e v a l u a t i o n  program a s  an i n t e g r a l  p a r t  t o  t he  
p r o j e c t ,  and ( 3 )  had not  y e t  e s t a b l i s h e d  a  d e f i n i t e  personnel  p o l i c y  a s s u r i n g  
the r e t e n t i o n  of q u a l i f i e d  p r o f e s s i o n a l s .  A s  a  consequence of t h e  e v a l u a t i o n  
a c t i o n s  were taken t o  c o r r e c t  r a t t e r s ,  and by March 1 5 ,  1983 (1) t h e  i n t e r e s t  
r a t e  s t r u c t u r e  had  been r ev l sed  upuard,  ( 2 )  t h e  i n t e r n a l  e v a l u a t i o n  program 
f o r  sub-pro j e c t s  hiid been s e t  up ,  and ( 3 )  a  w r i t t e n  personnel  p o l i c y  p lan  had 
been prepared.  That i s ,  the  i n t e r e s t  r a t e  s t r u c t u r e  was r a i s e d  t o  a  minimum 
of 1 2 %  and a maxirum of 19%; repayments of sub-loans were t o  be monitored 
monthly through a  r e c e n t l y  e s t a b l i s h e d  system of con t inous  a u d i t i n g  of 
implemented sub-pro j e c t s ,  and the  s a l a r i e s  of t h e  bank ' s  t e c h n i c f a n s  were 
r a i s e d  from 25 t o  58% with r e s p e c t  t o  1980 s t anda rds .  I n  a d d i t i o n ,  f r i n g e  
b e n e f i t s  f o r  BANlA employees were improved s u b s t a n t i a l l y ,  p a r t i c u l a r l y  wi th  
r e spec t  t o  t r a i n i n g  o p p o r t u n i t i e s .  

\:itb r e s p e c t  t o  d i s tu r semen t  of A I D  f u n d s ,  t h e  p r o j e c t  i s  f a r  behind t h e  
t a r g e t  schedule.  A s  of September 30 ,  1982,  when f u r t h e r  d i sbursements  f o r  
new p r o j e c t s  were s topped ,  on ly  39% of t h e  $0.25 m i l l i o n  g r a n t  and 19% of t h e  
$ 4 . 7 5  m i l l i o n  loan  had been d i sbu r sed .  I n  te rms  of o u t p u t s ,  by t h a t  same 
d a t e ,  funds had been e i t h e r  earmarked o r  committad only  f o r  13 o u t  o f  t h e  100 
planned c o n s t r u c t i o n  sub-pro j e c t s  and 8  o u t  of t h e  24 planned a d m i n i s t r a t i v e  
reform sub-projects .  ' I n  a d d i t i o n ,  no s p e c i f i c  l a b o r  i n t e n s i v e  p r o j e c t s  had 
been designed and t h e  t r a i n i n g  u n i t  t o  be organized  t o  g i v e  c o u r s e s  t o  
municipal  employees had no t  been y e t  e s t a b l i s h e d .  I t  v a s  o n l y  as a consequence 
of t h e  midterm e v a l u a t i o n  f i n d i n g s  t h a t  BARlA prepared a  t r a i n i n g  p lan  f o r  
municipal  employees. Th i s  p lan  was approved by AID i n  January  1983,  and i t  i s  
now being implemented. 

The midterm e v a l u a t i o n  o f f e r e d  two e x p l a n a t i o n s  f o r  t h e  poor p e r f o m a n c e  
observed in p r o j e c t  i m p l e r e n t a t i o n .  One i s  p o l i t i c a l  and t h e  o t h e r  i s  
t echn ica l .  P o l i t i c a l l y  speaking ,  du r ing  c i ~ s  che f i r s t  p a r t  o f  t h e  p r o j e c t  

, '  Honduras re turned  t o  a  democra t ic  p roces s  a f t e r  s e v e r a l  y e a r s  of m i l i t a r y  
r eg i r e .  A s  a  consequence,  (a )  p r e v i o u s l y  appoin ted  munic ipa l  a d a i n i s t r a t i o n s  
were r e l u c t a n t  t o  c o n r i t  t hense lves  ~o  loan  agreenients over  an u n c e r t a i n  
f u t u r e  piven up-ccning e l e c  t i o c s ,  and (E) t h e  t a n k ' s  p r e s i d e c t  h imsel f  
r epo r t ed ly  g o t  involved i n  p o l i t i c a l  a c t i v i s m  t o  the  detrimen: of p r o j e c t  
a c t i v i t i e s .  This  i s  an e r a  now behind us. With r e s p e c t  t o  t c c h n i c a l  a s p e c t s ,  
i n  the p a r t  poorer  a u n i c i p a l i t i e s  found it d i f f i c u l t  t o  produce,  a s  p a r t  of 
t h e i r  co l fn t e rFa r t  c o n t r i b u t i o n ,  a c c e p t a b l e  d e s i g n s  f o r  the  i n f r a s t r u c t u r e  
sub-pro j e c t s  t o  be c o n s t r u c t e d .  Th i s  was e s p e c i a l l y  t r u e  of p u h l i c  markets.  
Consequent ly,  e i t h e r  c u n i c i p a l i t i e s  encountered  p r o b l e ~ s  i n  f i n d f n g  
c o n t r a c t o r s  v i l l i n g  t o  do the  c i v i l  works o r  f a c i l i t i e s  wi th  inadequate  
des ipns  vere  cons t ruc t ed .  EASIA has now dc te rn incd  t o  i nc lude  t h e  c o s t  f o r  
tke c ' e s i p  of f a c i l i t ' i e s  i n  the sub-loans approved. In a d d i t i o n ,  a  l i s t  of 
q u o l i f j e d  e ~ g i n c s r i n g  f i r m s  t o  produce t h e s e  des igns  has  been 2rawn. 

The c v a l u ~ t i o n  has quest ior .ed Bc\X4A1s l n s t i t u t i o n n l  and n d c i n i s t r a w  
i-.---- --- 

. c n p i ~ ~ ! t y  t o  i u n c t i o n  a s  3n e f f i c i e n t  i r p l e c x n t i n g  agency 1-ccoi~sc o i  the .--- 
i u l l owi  ng reasons.  



( 1 )  EANIA e s s e n t i a l l y  r e l i e s  on ad hoc i n t e r - i n s t i t u t i o n a l  
errnngcments t o  ga the r  da ta  on such bas ic  ques t ions  ag municipal  
revenuer. There i s  no e s t a b l i s h e d  system for  the c o l l e c t i o n  of 
r e l evan t  socio-economic da ta  which kould a 1 l . o ~  managers t o  make 

a jund s u b p r o j e c t  approval  d e c i s i o n s  based on ( a )  t h e  e f f e c t i v e  
demand f o r  the  s e r v i c e s  t o  be provided,  and (b)  t h e  repayment 

. capnci t); of beneficiary r r u n i c i p a l i t i e s .  As a consequence, no 
p r i o r i t i e s  have besn def ined w i t h  r e spec t  t o  the  kinds of 
p r o j e c t s  t o  be implemented. 

( 2 )  The i n t e i ' e s t  r a t e  s t r u c t u r e  app l i ed  up t o  February 1983 did  no t  
rake into account  t h e  c o u n t r y ' s  r a t e  of i n f l a t i o n .  O f f i c i a l l y ,  
t h i s  r a t e  was es t imated  a t  10% f o r  1981 and 1982. Nevertheless, 
B A N A  had been charging from 9 t o  12X i n t e r e s t ,  with an o v e r a l l  
i n t e r e s t  average of 10.38%. Based on expected i a f l a t i o n  f i g u r e s  
f o r  the fol lowing yea r s ,  the  eva lua t ion  repor t  suggested t h a t  
BAN!A was l i k e l y  t o  f a c e  d e c a p i t a l i z a t i o n  over time. 

( 3 )  BANIA had a  f r a g i l e  capac i ty  t o  des ign ,  monitor and r e p o r t  on 
i t s  sub-pro j ec t s .  This  was p a r t i a l l y  a  consequence of the  uork 
load of the  Engineering Df v i s i o n  . Previously,  ' thf  s Divl s i o n  was 
s t a f f e d  wi th  an inadequate number of underpaid j u n i o r . e n g i n e e r s  
who had l i t t l e  work experience.  Despite  the f a c t  t h a t  -at t h e  
time the  e v a l u a t i o n  was conducted t h e r e  had been a n  i n c r e a s e  i n  
s i te  v i s i t s ,  t h e  func t ions  of t h e  ~ n g i n e e r i n g  Divis ion  personnel  
were l i m i t e d  t o  pass ive  v e r i f i c a t i o n  of cons t ruc t ion  s u p e r v i s i o n  
repor t s .  

( 4 )  A t  the  o u t s e t  of  t h e  p r o j e c t ,  BATMA'S p r e s i d e n t i a l  o f f i c e  was 
unable t o  adequate ly  coord ina te  and support  t h e  a c t i v i t i e s  of  
the  Divis ions  of Technical  Se rv ices  and Operations. Lack of  
l e a d e r s h i p  and working g u i d e l i n e s  have hindered t h e  q u a l i f i e d  
s t a f f  of t h e s e  d i v i s i o n s  t o  improve t h e  bank's p o l i c i e s ,  
performance s t andards  and c r i t e r i a .  It was no t  u n t i l  February 
1982, when a  new p r e s i d e n t  was sworn i n ,  t h a t  t h e  s i t u a t i o n  
began t o  change. ' 

Subsequently t o  t h e  e v a l u a t i o n ,  t h r e e  important  ircprovemerts i n  t h e  
problem a r e a s  de tec ted  have been observed. F i r s t ,  a c r e d i t  po l i cy  manual was 
developed. This  manual s t i p u l a t e s  t h a t  sub-loan e l i g i b i l i t y  depends on good 
c r e d i t  background, sound municipal  revenue genera t ing  a c t i v i t i e s  and e f f i c i e n t  
munic ipal  management. Second, and as i t  was a l r e a d y  mentionsd, the  i n t e r e s t  
r a t e  s t r u c t u r e  yas  revised  upward. This was intended t o  Se a responsive  
measure t o  ( a )  the  d i f f e r e n t  repaying c a p a c i t y  of ~ u n i c i p a l i t i e s  and ( b )  t b e  
coun t ry ' s  i n f l a t i o n  r a t e .  And t h l r d ,  the  s t a f f  i n  the Engineering, Divis ion  

- nw has the  minimum p r o f e s s i o n a l  q u a l i f i c a t i o n s  needed t o  c a r r y  o u t  t h e i r  
d u t i e s .  Cur ren t ly ,  a l l  con t rac ted  eng inee r s  a t  BAWA hare at l e a s t  t h e  
l i c e n c e  needed t o  p rac t i ce .  

One not'eworthy . purpose of the  p r o j e c t  i s  being accomplished : with  p r o j e c t  
funds BARlA has b c m  ablc  t o  provide 'financing t o  poorer  = u n i c i p o l i t i c s .  
W l r f t e  the  a v c r o p  nnnuh~  revcnuc o f ,  PANA I r u n i c i p a l i  t i e s  kas $313,442; t h a t  
of BmIA I1 m u n i c i p a l i t i e s  was $110,159. That i s ,  about one t h i r d  of the  



annual  revenue of t l ~ o s t ?  previously bcncf i t t . ed ,  Despi te  t h i s  sLgnLficant  
. charge concern ing  the t a r g e t  group,  the e v n l u s t l o n  has come t o  t he  fo l lowl  ng 

conc lus ions  wi th  r c spcc t  t o  t h c  s e r v i c e s  bcinp f inanccd throrlah p r o j e c t  funds. 

( 1 )  N o  h i e r a rchy  of s e r v i c e s  t o  be provided h a s  t e e n  e s t a b l i s h e d .  
~t some of t he  i n f r a s t r u c t u r e  sub -p ro j ec t s ,  d e s i g n s  a r e  analyzed 
only  u i t h  r e s p e c t  t o  the  s i z e  of the  f a c i l i t i e s  t o  be 

. cons t ruc t ed .  Th i s  is p a r t i c u l a r l y  t r u e  f o r  m r k e t s .  The 
cocp!cxi t y of t he  des ign  (e.g.  , graded l o t  u i t h  minimum s a n i t a r y  
F a c i l i t i e s  ve r sus  enc losed ,  covered bu i ld ing  wi th  i n t e r n a l  
d i v i s i o n s  f o r  commercial use  with f u l l  water  and e l e c t r i c a l  
f a c i l i t i e s )  is g e n e r a l l y  ignored.  

The r a t e  of f a c i l i t y  use  i s  not  always a s  high as expected.  In  
sone c a s e s  t h i s  problem i s  r a t h e r  acu te .  For e x a a p l e ,  f o r  
v a r i o u s  reasons  markets  cons t ruc t ed  i n  Sonaguera, Sava and La 
Ceiba ,  a l l  f i nanced  through BAWA I ,  were still vacant  as of 
June 30 ,  1982. As a l r e a d y  poin ted  o u t ,  t h i s  is a n  i n d i c a t i o n  
t h a t  p r o j e c t s  may be approved wi thout  knowle8ge of  e f f e c t i v e  
s e r v i c e  demand. The l i n k  between unknown s e r v i c e  demand and low 
f a c i l i t y  u se  i s  suppor ted  by t h e  f a c t  t h a t  s e r v i c e  demand i s  n o t  
based on a r c h i t e c t u r e  when the  l a t t e r  i s  d e f 5 n e d . i ~  terms of 
d t s i g n  and s u p e r v i s i o n  c o s t s .  With r e s p e c t  t o  BANtA I ,  no 
r e l a t i o n s h i p  h a s  been found between t h e s e  a d  p r o j e c t  use.  
Desp i t e  t h e s e  problems, n e v e r t h e l e s s ,  r e c o g n i t i o n  should be 
granted  t o  t h e  Techn ica l  Se rv i ces  D iv i s ion  f o r  t a k i n g  t h e  
i n i t i a t i v e  of c o n s u l t i n g  community r e p r e s e n t a t i v e s ,  o t h e r  t han  
munic ipa l  a u t h o r i t i e s  , a s  w e l l  a s  sub-pro j ec t  b e n e f i c i a r i e s  w i t h  
r e s p e c t  t o  sub -p ro j ec t  des ign .  Broader-base p a r t i c i p a t i o n  i n  
sub-pro jec t  d e s i g n  seems t o  be a  s t e p  i n  the  r i g h t  d i r e c t i o n  t o  
s o l v e  the  problem of low f a c i l i t y  use. - 

(3)  M u n i c i p a l i t i e s  are n o t  assuming r e s p o n s a b i l i t y  over  t he  
maintenance of  f a c i l i t i e s  cons t ruc t ed .  P r o j e c t  ca in t enance  i s  
r a t h e r  a c u t e  i n  v a t e r  and sewerage systems. These d i f f i c u l t i e s  
r e s u l t  from ( a )  t 5 e  low l e v e l  of mun ic ipa l  revenues and ( t )  t h e  
dependency of sone  m u n i c i p a l i t i e s  wi th  r e s p e c t  t o  c e n t r a l  
agencies .  The e v a l u a t i o n  has  sugges ted  t h a t  f u r t h e r  
p a r t i c i p a t i o n  of m u n i c i p a l i t i e s  i n  sub-pro jec t  dks ign  and 
implementat ion may h e l p  r e s o l v e  t h e  maintenance problems 
i n d i c a t e d .  I t  would on ly  be prudent  f o r  t he  bank t o  keep an eye 
on i t s  inves tmen t s  by o c c a s i c n a l  i c s p e c t i o n  of t h e  
i n £  r a s t r u c t u r e  sub-pro j e c t  s. 

F i s c a l  c a d a s t r e  and a d m i n i s t r a t i v e  reforn! sub-pro jec ts  are e f f e c t i v e  i n  
i n c r e a s i n g  l o c a l  revenues. A sample s tudy  of 8 such p r o j e c t s  f inanced  under  
BARIA 1 decos t r a  ted  the t municipal  revenues inc reased  i n  -these c a s e s  from 38 
t o  388% ove r  a  one t o  t u o  y e a r  pe r iod .  Furthermore,  m u n i c i p a l i t i e s  with 
s 6 m i n i s t r a t i v e  r e f o m  sub-pro j e c t s  showed b e t t e r  l oan  repayment p e r f o r m n c e  
than those  wi thout  them. A s  o f  June 30, 1982 those  i n  the  F i r s t  c a s e  hod paid 
78.52 of duc payments and t h o s e  i n  t h e  second c a s e ,  had paid o n l y  5 6 . 5 2 .  
T n t e r e s t i  ngly enough. howcver, i n  those  m u n i c i p a l i t i e s  having a d ~ i n i s t r a t i v c  
reform programs. iriprcrvbd revenucs  were no t  rclatec! t o  inpcovcd payn:cnLs v i i h  
r e s p e c l  t o  s i m u l  toncous I n f r n s  t r u c  tu 'rc loans.  A s '  of June ,30, 1982 
mueici pal  it.i es v i  t h  both a d m i n i s t r a t i v e  reforn! p r o g r a r s  a& inf r a s t r u c t l , r e  



p r o j e c t s  showed n mean repayment perfomynce of 77.2% of t h e i r  due paymetits. 
Those v i t h  only a d m i n i s t r a t i v e  reform programs showed a mean repayment 
performance of 82.62.  The f a c t  t h a t  increased revenues through,BAWA I loans  
d id  not  lead t o  o v e r a l l  improved repayment has been i n t e r p r e t e d  i n  terms o f  
the  a t t i t u d e  of municipalities with r e s p e c t  t o  E A N A  c r e d i t .  Repaymir~t of 
BAMA loans  is not a f i r s t  p r i o r i t y  f o r  many m u n i c i p a l i t i e s .  The expectancy 
t h a t  c e n t r a l  agenc ies  6l:ould s u b s i d i z e  municipal under takings ,  e s p e c i a l l y  
under an e l e t t e d  adrnin ik t ra t ion ,  acd the  f a c t  t h a t  BAWA i t s e l f  h.;s no 
e f f e c t i v e  sanc t ions  o r  rewards r e l a t e d  t o  repayment perf omance have both 
c o n t r i  b u t e d  t o  such a t t i t u d e .  Poor repayment performance has g e n e r a l l y  
r e su l t ed  i n  rescheduling of payments, and i n  c e r t a i n  cases  ' a  low repayment 
record unde'r BAN-IA I d id  not  l i m i t  a c c e s s  t o  BANIA 11. 

Because mast of the  personnel  t r a i n e d  under c a d a s t r e  programs f inanced by 
BA?2!A I was removed a f t e r  e l e c t i o n s  , i t  i s  l i k e l y  t h a t  repayment' performance 
f o r  previous loans  w i l l  be a f f e c t e d .  In  a d d i t i o n ,  many of the  newly e l e c t e d  
munic ipa l  a u t h o r i t i e s  do not  have t h e  necessary  t r a i n i n g  and e x p e r t i s e  Fn 
munic ipal i ty  management. Thei r  l a c k  of ' s k i l l s  could a l s o  have repercuss ions  
i n  the  repayment of new loans. It i s  expected t h a t  t h e  r e c e n t l y  developed 
Tra in ing Plan  f o r  CY 83 w i l l  h e l p  r e so lve  some of the  s t a f f  q u a l i f i c a t i o n  
problems indicated. ,  This  Tra in ing Plan* i s  intended both f o r  BMXA I and BAWL 
I1 municipal employees. Never theless ,  e x t e n s i v e  t e c h n i c a l  a s s i s t a n c e  t o  
m u n i c i p a l i t i e s  w i l l  s t i l l  be needed. Experience i n  o t h e r  developing c o u n t r i e s  
i n d i c a t e s  t h a t  m u n i c i p a l i t i e s  r e q u i r e  cons ide rab le  t r a i n i n g ,  adv ice  and 
c a j o l i n g  when s e t t i n g  up revenue genera t ing  se rv ices .  For such t r a i n i n g  and 

. t e c h n i c a l  a s s i s t a n c e  t o  have con t inu ing  b e n e f i t s ,  the  high tu rnover  of t r a i n e d  
personnel  must be avoided. whenever p o s s i b l e .  

Concern over poor repayment performance records should become one of  
Bm1Avs p r i o r i t i e s .  The bank's c a p a c i t y  t o  be a s e l f  s u s t a i n i n g  f i n a n c i a l  
i n s t i t u t i o n  ( i f  t h a t  is p o s s i b l e )  depends mostly on the  loan  recovery. A s  of 
J t n e  30, 1982 on ly  64% and 44% of t h e  t o t a l  payments due (e .g . ,  comission, 
i n t e r e s t  and p r i n c i p a l )  f o r  BAWA I and BAEMA I1 had been paid. Given t h e  
i n t e r e s t  r a t e  s t r u c t u r e  problem mentioned e a r l i e r ,  i f  such l o a n  repaymept 
l e v e l s  p r e v a i l  BAWA w i l l  be a b l e  t o  mainta in  an a c t i v e  o p e r a t i o n  only if i t  
r e c e i v e s  government t r a n s f e r s  and/or  cont inuing inf low o r  loan  payments. The 
e v a l u a t o r  has suggested t h a t  "if n e i t h e r  a r e  forthcoming , BLVIA should expect  
t o  te rminate  opera i ions  i n  approximetely f i v e  years .  " 

An a u d i t  r e p o r t  prepared i n  May 1983 by A.I.D. g ives  the  fo l lowing  
explanat ions  . f o r  poor repayment perfonnace on t h e  p a r t  of m u n i c i p a l i t i e s .  

(1)  Some m u n i c i p a l i t i e s  have used sub-project  income f o r  purposes o t h e r  
than repaying the subloan. I n  t h e s e  cases ,  income is deposi ted  i n  
the  g e n e r a l  account f o r  the  m u n i c i p a l i t i e s .  

(2)  S u b p r o j e c t  f e a s i b i l i t y  s t u d i e s  overest imated the  decand f o r  se rv ices .  

(3 )  C o l l e c t i o n  procedures a r e  inadequo t e .  BAN!A' s a c t i o n s  a r e  l i m i t e d  t o  
sending payment n o t i c e s  without  taking progress ive  a c t i o n s  when 
dei lnqucncy occurs.  



(4) Subprojec ts  a r e  not  always proper1.y managed by m u n i c i p a l i t i e s  thus  
not genera t ing  expected income. Adequate feea  f o r  the  use of  
f a c i l i t i e s  a r e  not  charged. In  a d d i t i o n ,  c i t i e s  do not  promote the  
use of cons t ruc ted  f e c i l i  ties. 

(5) BA?MA makes new loans  t o  m u n i c i p a l i t i e s  t h a t  have de fau l t ed  on 
preirious loans .  

(6)  F a c i l i t i e s  might be poorly des igned,  thus  discouraging e f f i c i e n t  
use. Examples of t h i s  a r e  l eak ing  r o o f s ,  poor l o c a t i o n s  and f a i l u r e  
to provide adequate access.  

Table KO. 2 sumnarizes the bank's balance shee t  of Apri l  30 ,  1982. 

T a t l e  Yo. 2  - Summary of t h e  Apr i l  30, 1982 Ealance Sheet 
( D o l l a r s )  

!Disposable Assets 1 t . 
:(Cash on hand, bank! 0.7 m i l l i o n  ! 
: $ e ~ o s i  ts and checks! . t . 
t . I Loans to,  M u n i c i p a l i t i e s  I I . 
! ! (Municipal  c o i t r i b u t i o n s ,  I 12.3 m i l l i o n  ! , 

! ! c e n t r a l  government t r a n s f e r s  ! . I 

! ! and both AID p r o j e c t s . )  ! ' : 
I 

- . !Reservoir  f o r  inter-bank t . I . 
! Investments ! f i n a n c i a l  ope ra t ions  I . t . 
I . :(Demand d e p o s i t s  made by . 1 . I 
I 1 governpent agency pension ! I . 
I . ! funds and p u b l i c  foundations.  ! 16.5 m i l l i o n  1 
I I . ! Approximately 50% f o r  S-year ! . 
t , . ! term and o t h e r  50% s h o r t  term ! . 
I . ! term denand ranging from 3-12 1 I 
I . . ! months,) 1 . . I 

! T o t a l  1 29.3 n i l l i o n  I 

Accord inp t o  the  eva lua t ion ,  "BARtA' s long term l i q u i d i t y .  f o r  maintaining 
a loan p o r t f o l i o  is dependent on the  recovery of loans  t o  ~ u n i c i p a l i t i e s . "  
forthermore,  " i n  the  s h o r t  run ,  it i s  e e p e ~ d e n t  on c e n t r a l  governmect 
t r a n s f e r s  and t h i r d  p a r t y  depos i t s .  If a  s u b s t a n t i a l  anount of i t s  c u r r e n t  
dempitd d e p o s i t s  were t o  be c a l l e d  i n  on s h o r t  n o t i c e ,  E A N A  would face a  
se ' r ious l i q u i d i t y  problem." 

A midterm eva lua t ion  conducted i n  t h e  conths  of J u l y  and August 1982 over 
a four-week period t o  a s s e s s  the progress  observed i n  the achievement of the  

. p r o j e c t ' s  purposes and goal ,  The management ques t ions  r c l a t e d  t o  EAS4A's  . 
o p e t a t i o p s  were evaluated  through in te rv iews  with key B A S I A  and AID o f f i c i a l s  
and through a n c ~ l y s i s  of r c l evan t  EA231A rocor i s .  To assess a s p e c t s  ro lo tcd  t o  
aub-pro j c c t  in ip lcmant~t ion  three municj p n l i  t i e s  ucrc! v i s i t e d .  Tllesr: 
m u n l c i r a l i t i e s  werc i l l 1  located  i n  t h e  Yojsa-Sula area. The sc lcc t io i i  of  



s i t e s  t o  bo v i s i t e d  was b&cd on the  fol.lowing c r i t e r i a :  'a') s i z e  and degree  
of i s o l a t i o n  o f . m u n i c i p a l i t y ,  ( b )  type of subproject, ( c j  time e lapsed s i n c e  
sub-projec te  were implemented, and ( d )  d i f f i c u l t i e s  confronted with f a c i l i t y  
use and tho repayment of loans.  

This r epor t  summarizes the  major f i n d i n g s  of t h a t  eva lua t ion .  Whenever 
p e r t i n e n t  , i t  a l s o  summarizes the  major improvements observed i n  p r o j e c t  
implementation from September 1982 t o  Elarch 1983 a s  a  consequence of t h a t  
evaluat ion .  

15, F r t e r n a l  Factors  

During the  f i r s t  two y e a r s  of the  p r o j e c t  Honduras passed through a 
p o l i t i c a l  t r a n s i t i o n  period., going back t o  a  democrat ic  regime a f t e r  
s e v e r a l  yea r s  of m i l i t a r y  r u l e .  Because of h i s  involvement i n  
p o l i t i c a l  a c t i v i t i e s  i n  p repara t ion  f o r  the  e l e c t i o n s ,  the  previous  
BANIA pres iden t  was apparen t ly  unable t b  provide the  needed 
l e a d e r s h i p  f o r  p r o j e c t  implementation. I n  a d d i t i o n ,  loans  seem t o  
have been given to .  m u n i c i p a l i t i e s  based on p o l i t i c a l  r a t h a r  than 
f i n a n c i a l  criteria. Probably f o r  p o l i t i c a l  reasons ,  the  previous 
p res iden t  au thor ized  del inquent  m u n i c i p a l i t i e s  under BAKMA I t o  
r ece ive  a d d i t i o n a l  funding under B N A  11. 

1 

2. For municipal a u t h o r i t i e s  ' t h a t  had been appointed by the  p r e v i o u ~  
government, hold ing e l e c t i o n s  ahd r e t u r n i n g  t o  , c i v i l  r u l e  meant the  
end of t h e i r  admin i s t r a t ion .  By and l a r g e  they bel ieved tha t -newly  
e l e c t e d  a u t h o r i t i e s  should be allowed t o  c a r r y  o u t  t h e i r  own 
municipal  development p lans  and as a consequence were r e l u c t a n t  t o  
s i g n  l o a n  agreements f o r  s ~ b - ~ r o  j&ts whose i m p l e i e n t a t i o n  would 
conti.nue a f t e r  they were no longer  i n  power. 

3. Newly e l e c t e d  a d m i n i s t r a t i o n s  brought i n  t h e i r  own working teams. A s  
a consequence, most of  t h e  p rev ious ly  t r a i n e d  c a d a s t r e  pereonnel  was 
f i r e d .  This may a f f e c t  t h e , c a p i c i t y  of m u n i c i p a l i t i e s  t o  implement 
t h e i r  a d m i n i s t r a t i v e  reform programs and i n  t u r n  h inder  t h e i r  loan  
repayment capaci ty .  

4. A s  a  r e s u l t  of t h e  p resen t  economic recess ion  a f f e c t i n g  Honduras, . 
m u n i c i p a l i t i e s  a r e  r e p o r t i n g  reduc t ions  i n  t h e i r  t a x  revenues. . This  
would discourage them from applying f o r  EANlA l oans  f o r  development 
p r o j e c t s .  

16. I n p u t s  

AS of September 30, 1 9 8 2 ' a l l  p r o j e c t  funds had been o b l i g a t e d ,  y e t  only 
39% and 1% of the loan and g ran t  fun6s hod been r e s p e c t i v e l y  disbursed.  
Table No. 3 shows the  breakdown of funds o b l i g a t e d ,  accrued and disbursed t y  . 
pro jec t  accounts .  It  a l s o  i n d i c a t e s  e x i s t i n g  p i ,pe l ine  a s  of t h a t  da te .  



TABLE KO. 3 
BREAKDOWN OF USE OF A, I. D. F U N D S  

AS OF SEPTEMEER 30, 1992 

Obligated Accrued 

No. 037 (Food 
& Ku tri  t i o ~ )  750,000 94,000.00 

LOAN , No. 038 (Health) 3,000,000 3.42,116.00 

ACCOUNTS Xo. 039 (Selected 
Development 
Act iv i t ies )  1,000,000 6,480.00 

GRANT ACCOUhT 

T O T A L  

Disbursed P i p e l h a  

286,035.00 369,965.i: . 



Expected P e ~ u l t e  e t  the  
.L 

End of thc Pro jec t  - 
24 Adminis t ra t ive  Reform 
Sub-Pro jec ts completed 

20 Labor I n t e n s i v e  Sub-Pro jec ts 
completed. F inanc ia l  support  
through the Selected Development 
A c t i v i t i e s  Account. 

100 I n f r a s t r u c t u r e  Sub-Pro j e c t s  
completed. 

2 1  Coursea f o r  Municipal  
Employees 

Training Program f o r  Bank 
Personnel  

3 being implemented 
5 c o m _ p l e t e d  
8 Tota l  

Ro s p e c i f i c  l a b o r  i n t e n s i v e  
sub-pro jec t s inplemen ted v i  t h  
the ind ica ted  account 'funds. . 
However, 3 h e a l t h  account sub- 
p r o j e c t s  and 1 food and n u t r i  
t i o n  account  sub-project  use  
high p ropor t ions  of hand labor .  

5 being implemented 
8 compieted 
1 3  T o t a l  

. - 
6 courses  t a u g h t .  

1 l o c a l  accounting course 
f o r  BANlA' s accountants  

1 overseas  course  f o r  BARIA's 
Chief ~ c c o u n t a n t  

Observat ional  v i s i t s  t o  Panaza 
by s e v e r a l  BANlA enployee s. 

18. Purpose 

There a r e  two pro j c c t  purposes. 

. ( 1 )  Inc rease  EANIA' s f inanc ing  of i n f r a s t r u c t u r e  improvements i n  
in te rmedia te  c i t i e s  and towns, p a r t i c u l a r l y  i n  poorer  munici- 
p a l i t i e s  which previous ly  have been unable t o  o b t a i n  such . . 
f inancing.  

( 2 )  Improve the  a b i l i t y  of such m u n i c i p a l i t i e s  t o  both genera te  
revenue and manage t h e i r  own p r o j e c t s .  

+ 
, # 

The f i r s t  puspose is being accomplished. 
% .  I1 m u n i c i p a l i t i e s  i s  $110,159. That of BXN!A . . > 
9 '.r 
F' * 

< .  
$, 

The avarcr annual  revenue aP BA!:4A 
I rnunicipa, i t ies  was $313,442. 



The Training Program f o r  municipal employees began t o  be implemented i n  
January 1983. I t '  has bcon rocommcnded by tho eva lua t ion  t h a t  e x t e n s i v e  t ' echnica l  ' 
aooistancfr be provided t o  benaf i c i a r y  m u n i c i p a l i t i e s  s o  t h a t  they can adequately 
l e a r n  t o  manage sub-pro j e c t s  and resources  so  that'new pub1.C~ f a c i l i t i e s  can be 
even tua l ly  cons; uc ted ,  No information i s  ye t  a v a i l a b l e  with r e F p e c t . t o  the  impact 
of B A M A  I I adminis t r a t  i v c  reform p r o j e c t s  on munic ipal i ty  revenues. 

I 

19, Coal 

TO improve the q u a l i t y  of l i f e  of the  poor who l i v e  i n  in te rmedia te  
c i t i e s  and towns, o r  who depend on these  c e n t r a l  places f o r  e s s e n t i a l  
se rv ices .  

20. B e n e f i c i a r i e s  - 
Administrat ive reforms a r e  intended t o  c o n s o l i d a t e  l o c a l  governments, g iv ing  

m u n i z i p a l i t i e s  the p o s s i b i l i t y  of increasing t h e i r  f i n a n c i a l  capac i ty  t o  implement 
w i t h  t h e i r  own resources  p r o j e c t s  intended t o  improve l o c a l  se rv ices .  Water 
qystems a r e  expected t o  have an important  impact i n  the  hea l th  s t a t u s  of t h e  
' ,nhabi tants  of bencf i c i a r y  towns. Elarkete a r e  expected t o  have economic benef i'is 
i n  terms of r eg iona l  marketing systems. A l l  of the  i n f r a s t r u c ' t u t e  sub-pro jec t s ,  . 
i nc lud ing  bu's te rminals ,  a r e  a l s o  considered a s  revenue genera t ing  a c t i v i t i e s  f o r  
the  benef i c i a ry  municipal3 ties. 

The following t a b l e  shows t h e  popula t ion  i n  t h e  munic ipal i t iee / towns 
b e n e f i t t i n g  from BAN4A l o a n s  up t o  September 30, 1982. 

! ! Benef i t t ed  (l)r 
Types of Sub-Projects ! Pouula t ion  : 

! Adminis tra t i v e  Reforms I 166,638 1 

I 1 f . . 
!Water Systems I . 31;719 (2): 
I' 1 P . . 
Markets 1 109,663 f . 
! 1 . : 
!Terminals 1 . /3,037 
! 1 . I L 

(1)  Data cannot be added up because some 
m u n i c i p a l i t i e s  have more than one 
sub-pro j e c t  . 

( 2 )  It excludes  the  town of La Lima. 
a 

2.1,. Unplanned Ef f  cc t g 

The bank has exh ib i t ed  some apparent  r e luc tance  t o  f u l l y  u t i l i z e  the  "otllcr" 
l i n e  item f o r  p r o j e c t s  o t h e r  than "admin i s t r a t ive  reform" type  p r o j e c t s .  This  %:as 

once discussed with the new bank p res iden t  but no r e s u l t s  have bee11 o t t a i n e d  ye t .  
The ques t ion  must be r a i s e d ' a g a l n .  The bank should be motivated t o  f i n a n c ~  more 
p r o j e c t s  under the Health and Food and Nut r i t ion  accounts. 



22. Lessons I..enrncd - 
I I 

1. I n s t i t u t i o n a l  deve lqment  i s  a long process ,  o f t e n  requ i r ing  10 yca r s  o r  ' 

more. An imprvtant  propor t ion  of sub-projec ts  f inanced under the D A N A  
T 1-n were it.,+lemented a t  the  end of t h a t  projec t .  A t  the  time the 
f i n d +  BASlA I eva lua t ion  was conducted, too  l i t t l e  time had elapsed t o  
adcq t~o te ly  determine i f  the  bank: had a l ready  acquired the  capac i ty  t o  
perfom a s  a sound f i n a n c i a l  i n s t i t u t i o n  with minor A I D  guidance and 
n inor  ou t s ide  t echn ica l  a s s i s t a n c e .  I t  may be t h a t  the  del inquency 
r a t e s  ohserved both i n  EAWA I nnd BAMA I 1  loans a r e  a  consequence of 
prematurely 31101iir:g the bank i 2  opera te  nore on i t s  own and t o  have 
more f l e x i b i l i t y  i n  the use of funds. 

. P r o j e c t s  inva?  v inga  the  impl.ementation of s u b s t a n t i a l  inf  r a s t r t x  t u r e  
sub-pro jec ts need t o  be supported by A I D  o f f i c i a l s  wi th  the  s u f f i c i e n t  
t echn ica l  e x p e r t i s e  t o  comment on the  des ign of f a c i l i t i e s  t o  be 
cons t ructed .  The absence nf c a r e f u l  monitoring i n  the implementation of 
i n f r a s t r u c t u r e  sub-pro jec t s  nay l ead  tc approval  of c o s t l y  and 
overdesigned f a c i l i t i e s .  

3. One of the  p r o j e c t  o b j e c t i v e s  i s  t o  b e n e f i t  poor mqnic ipa l i t i e s .  To 
Insure  loan repayment i t  i s  important  KO reduce sub-project  c o s t s .  
Designs f o r  inf  r e s t r u c t u r e  sub-pro j e c t s  need t o  be simplifi.ed. The 
p o s s i b i l i t y  of adopt ing  e i t h e r  s k e l e t a n  o r  modular desigtls f o r  those  
sub-projects  should be analyzed. S impler ,des igns  would not  only a l low 
lower i n i t i a l  investment and h igher  loan repayment performance, but a l s o  
g ive  f a c i l i t y  u s e r  t h e  p o s s i b i l i t y  of a l t e r i n g  the conf igura t ion ,  
improving and/or  expanding them i n  accordance ~i t h  t h e i r  f i n a n c i a l  
c a p a c i t y  and needs. 

4. Ffnanc ia l  i n s t i t u t i o n s  auch a s  ISAEMA must take  immediate a c t i o n s  'on 
del inquent  payments. The reasons f o r  poor loan repayment performance 
must be c a r e f u l l y  analyzed s o  t h a t  s o l u t i o n s  can De r a p i d l y  developed 
and implemented. 


