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I, General Findings

Having studied a full range of interest ratesmaturity
dates and shurces of 1ncome affordable for housing we have found
thut 1L is feasible to design a program which provides housing

for the low income ranges without government subsidy,

The present report is concerned with a preliminary
study ot the povernment cash position under the proposed graduated
payment mortggpe concept, ©Several details require further analysis. |
The first essential Qnalysis required 1s a study of design standards:
as they relate to construction costs, with an eye to reducing total
built cost, now assumed %o be around LLOSOO/mzo A second arca
requiring further study is the establishment of realistic land
costs. 'The impact of land cost on total built cost per square
meter is considered to be 60i% of the cost of one square meter of
land., Since government owned lands intended for housing purposes
have market volues between LLpSO/m2 anud LL.BOO/mz° The method
used to determine land values, and the location of projects
within the program have a drumatic effect on the feasibility of

the program.,




II. Cash Position

The lollowing assumptions were made as basis for the cash-
flow tables:
- Unit house sizes: 6Om2, 80m2, 95m2, representing 2, 3,
and 4 bedroom units.
- Distribution of house sizes: 60m2:35%; 80m2:50%; 95m° ; 15 %
- Total construction cost: LLOSOO/m2 built {(Gross).
- Loan neededs LL,180.6 millions.
- Sources of Finance: IBRD and ALY,

- Capital loan terms:

i, AID: loan LL,75 million ($25 million)
maturity period 30 years - 10 years grace

114 as effective cost of capital,

ii. IBRD: loan: LL,105.6 million ($37 million)
maturity period 15 years — 3 yars grace

1055 as effective cost of capital.

- Relending - Terms: 10,5% interest rate, representing average
el'fective cost of capital, with variable maturity periods
between 19 and 28 years —; graduated mortgage payment
increasing at 5/ a year; one ycar gruce on principal

- lMamily iuncowe allocated to houslnys 3050

- Down payment: 20% _

- Eligible beneficiury incomes: LL.6,000/year up to LL.12,000/year|

It is further assumed that beneficiaries will opt for the |
largest house they can afford, among theeoffered, giving the

following distribution of house sizes by income ranges;




TABLE 1

Income Distribution Size Loan Maturity
LL, me period . Vears
6000 20% 60 28

7000 1546 60 21

3000 20% 80 28

9000 205 30 22

10000 10% 80 19

11000 10% 95 21

12000 54 95 19

The median income served is roughly LL.7600. The alloca-
tion of house sizes above, springs from an attempt to weight the
program towards the low incomes, wthout geoperdizing government
cash position. If markeit surveys reveal a demand among the
higher income groups for smaller houses, the distribution will
be weighted accordingly, and shorter maturity periods imposed.
Maturity pceriods are set at the minimum affordable thus requiring
all beneficiaries to maintain their housing expenditure at 30%
share of income in order to miniwize goverumenti advances in the

early years of the program,

Table 4 in Annex B, shows th,t the government needs to
increase its borrowing powel over the early period, of lown
fepayment, reaching a peak of net cash outflow of LL. "«
in the ;éa; and totaling an amount of LL.40,688 by the md of
year 9. The accumulated net cash outflow give rise to a mresent

value of LL.31,808 which is recuperated gradually during the
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maturity period of the loan (details given in the above mentioned

table) at the effective average cost of capital of 10,5%

11I. Recommendations

It is suggested that the next steps in program develop-
ment be as follows:
A, Careful analysis of effect ol the program expenditure and
graduated mortgage paymenfsron the government fiscal position.
B. Careful physical design analysis of construction costs, aimed
at reducing costs,
C. Initiate discussions on establishing a procedure for arriving
at a balanced and economically feasible geographic dis-
tribution of projects under the program. Points to be considered
include optimum project sizes (econowmic versus social considera-—
tions) and regional plan considerations,.

D. Initiate discussions on method of implementation,

It is recommended that spécific task forces be given the

responsibility of dealing with these issues,
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