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PART I: SUMMARY AND RECOMMENDATIONS

BORROWER - The Borrower will be the Government of Peru (GOP).
Executing agent will be the Ministry of Housing acting through its
Direccion de Promocion Comunal {(PROCOM),

AMOUNT AND TERMS OF LOAN - The amount of the loan will be $3,000,000,
Tor {oreign exchange and local costs of the Project as defined below,
The amortization period will be 40 years with a 10 year grace period,
Interest at 27 per annum will be charged during the grace period and
3% interest thereafter,

PURPOSE = To finance community development and reconstruction
activities on a szlf-help basis in the rural and urban areas of Peru
affected by the earthquake of May 31, 1970,

PROJECT DESCRIPTION - Approximately $2-1/2 million of loan funds
would be directed to the rural community reconstruction program of
Promocion Comunal for financing, principally through subloans and
grants to community groups, equipment, materials, and other con-
struction costs of subprojects for housing, community infrastructure
and small industries in rural communities of the earthquake zone,
Approximately $1/2 million of loan funds would be channéed through
the urban program of Promocion Comunal to finance similarly costs

of pilot self~help urban infrastructure, housing, and small
industry projects.

Loan funds would also be avzilable for training and cther technical
assistance for PROCOM and the Communities as needed to assist in
the planning and execution of the project.

HOST COUNTRY CONTRIBUTION - Approximately $1 million, to cover
increased operating and personnel costs of PROCOM in carrying out

the project, plus community contributions in the form of labor and
materials, estimated at approximately 50% of the cost of the projects,

OTHER FREE WORLD FINANCING - No other financing is available from
other free world lenders on the concessionary terms required for
this project. ‘“iae EXIMBANK reported no interest in participathg.
in the project at the Liagon Group Meeting held March 25, 1971,
The IDB expressed no interest in April, 1970,

STATUTORY CRITERIA = All statutory criteria have been duly considered.

See Annex III,

RECOMMENDATIONS = It is recommended that a loan be authorized in

the amount of $3,000,000, for dollar and local costs of the project,

on the fnllawino teyrmes
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a, Repuyment of loan principal over 40 years, with a 10 year
grace period,

b, Interest on- the disbursed balance at the rate of 27 per annum
during the grace period and 37 thereafter,

PROJECT COMMITTEE:

C.A,Buchanan - Loan Officer, USAID/Brazil

E.Butler - Community Development Advisor, USAID/Peru
G.Nadzo - Housing Officer, USAID/Peru

Je.B.Martin - Controller, USAID/Peru

J.G.Rogers - Disastcr Relief Officer, USAID/Peru

C.Belcher ~ Program 0Officer, USAID/Peru

E.Alarcon - Engineering Office, USAID/Peru

C.T.0Owen - Community Development Advisor, USAID/Peru
D.Bathrick - Community Development Advisor, USAID/Peru
A.Mudge - Assistant Directce for Capital Projects, USAID/Peru
B.Burnett - Acting Capital Development Officer, USAID/Peru

Approved: //4\\i9£¢£7 < /Qi/~_<<,

7 Louis V, Perez /
Director
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PART II: PROJECT DESCRIPTION

Fuads provided under the Loan will enable PROCOM to undertake an
expanded reconstructicn and developwent assistance program for rural
and urban communities which have been adversely affected by the May 31,
1971, earthquake, The program will be carried out over a 3-year
pericd from mid-1971 to mid-1974, Communities will participate ac-
tively in the planning and execution of housing, community infrastruc=
ture, and related production projects with training, technical, and
matcrial assistance provided by PROCOM. Approximately 80% of loan
funds will be utilized for an expanded PROCOM rural program and the
remaining 20% will be utilized for experimental pilot programs in the
"puebles jovenes" of selected urban coastal cities., Technical assist=
ance and training will also be provided to PROCOM under the Loan
Agreement and a complementary Grant funded Project Agreement., It is
estimated that $2.5 million of the loan will be used to cover local
costs, and the balance of $0.5 million will be used for purchasing
direct imports,

The Rural Program

The major objective of this program will be to enable residents of
selected small towns and surrounding areas to rebuild and/or construct
adequate anti-sysmic homes at minimum cost utilizing self~help con-
struction and community organization techniques, The program will
concentrate on the construction of homes and related community infra-
gtructure such as water, clectricity, community centers, etc, in small
townsin an effort to stimulate the development of rural population
centers by providing common community facilities and services.

Over 3,000 rural homes will be constructed with the individual
home owner contributing approximately 50% of the total construction
cost in seli-help labor and materials, The remaining construction costs
will be financed by a small material donation by the GOP and the exten-
sion of long term credit which will be made available to legalized
community cooperatives and groups who will extend loans to their ine
dividual members, Community infrastructure, small industrial endeavors,
and agricultural projects will also be undertaken on a selected basis
by community groups with PROCOM assistance.

The Urban Program

The objective of this program will be to undertake
pilot projects in the pueblos jovenes of the urban coastal cities
affected by the earthquake., PROCOM will make available credit and
technical assistance to organized pueblo joven groups in selected
areas for the installation of basic infrastructure services (watex,
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electricity, sewage, etc.) and the construction of low-cost self~help
housing. anti-gsysmic house cesigns being developed by
PROCOM for the urban coastal areas will be utilized for the first time
on a significant scale. The project may also include the development
of small industries which will produce low cost housing construction
materials and basic fumishings,

~d'he dntent of this program is to demonstrate
cn a small scale new methods which can be utilized by the GOP to
provide assistance to the pueblos jovenes in meeting their great needs
for adequate nousing, basic communal services, and increased sources
of incomc.

Technical Assistance

Up to $100,000 of Loan funds will be available for technical
assistance. This will include the short term contracting of specialists
in coopecratives, self-help housing, credit administration, evaluation,
etc. required to assist PROCOM in subproject planning and implementation,
A full time U.S., advisor with expertise in community development and
self-help housing will also/ fred for two years under a complementary
Grant Project Agreement,

GOP Contributions

In addition to its already installed offices and personnel capacity
of PROCOM in the zones to be affected by this project, the GOP will
contribute approximately $1.0 million to finance the staffing and other
operational requirements of this project over the 3-year execution
period. It is also estimated that the communities themselves will
contribute approximately $2,0 million in the form labor and materials,



SECTION A - BACKGROUND

l. Earthquake 1970

a. Description of the Disaster

In terms of death and destruction, the earthquake which struck
Peru on May 31, 1970 was the worst in history, not only in Peru, hut.
in the entire Western Hemisphere.. The strength of the earthquake,
calculated according to surface waves, was 7.7 degrees on the Richter
Scale, Its affects were aggravated by the adobe type of construction
prevalent in the area and the steep landslide~ prone topography of . the
Sicrra. Within seconds some 70,000 people had lost their lives,
100,000 people injured and 20,000 children orphaned, Over 100,000
houses were completely destroyed and a total of 200,000 buildings
reduced to rubble leaving overall 500,000 people homeless, The Govern=
ment of Peru has estimated total material loss to amount to $515 million,

b, Magnitude of the Disaster

A region of about 83,000 square kilometers was severely affected
by the earthquake, largely in the Department of Ancash, but also in the
Departments of La Libertad and Lima. See map in Annex V.

Compounding the damage and destruction caused by the severe
shaking were the many landslides it triggered in the mountains., The
valley of the Callejon de Huyalas suffered by far the largest and most
catastrophic avalanche in recczded history when a gigantic 25-50 million
cubic meter mass of rock and ice fell away from the north face of Mount
Huascaran and within about 3 minutes reached and obliterated the towns
of Yungay and Ranrahirca located at a distance of 15 kilometers in the
narrow valley below, killing an estimated 20,000 people,

The coastal cities of Chimbote (population 172,000), Casma
(population 6,400) and Huarmey (population 9,400) were almost entirely
destroyed, Loss of life in the cities although appreciable was less
than in the sierra area due to lighter construction and wider streets
In the Callejon de lluaylas the major cities of Huaraz and Caraz as well
as many smaller towns were reauced to rubble causing a great loss of
life,

Within a few hours after the disaster a massive relief campaign
was launched. Spearheaded by the Peruvian government the relief effort
rapidly gained momentum as public and private donations of food,
medicines, clothing and other emergency supplies poured in from around
the world, The Peruvian Government allocated the equivalent of $17.5
million for immediate relief and rehabilitation, Peruvian private
donations of clothing, medicines and goods were sent to the Junta de
Asistencia Nacional in large quantities and private sources also doe
nated the equivalent of $5.6 million in cash,
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A final tabulation reveals that 66 countries throughout the
world responded with emergency relief assistance to Peru, Now, nearly"
a year after the quake, materials assistance such as prefabricated
buildings, foodstuffs, etc. still continues to arrive at Lima's port
city of Callao,

On June 1, the day after the earthquake, the American Ambassador
announced a donation of one million soles ($23,000) for the disaster
victims,

A Disaster Assistance and Survey Team (DAST) arrived from
Panama on Junc 2, with three C-130 cargo aircraft loaded with two small
helicopters, a civic action team including medical spectalists, and
tents, cots, parachutes, sleeping bags and other disaster supplies.
Funding levels for emergency relief were set up and eventually totaled
$3,150,000. By the end of June over one million pounds of tents,
blankcts, cots, medicines and other priority items had been delivered
by chartercd commercial aircraft or on US miiitary planes frqm the U.S.
and Panama, bUnder the U.S. Food for Peace Program over $4,.5 million in
food commodities were donated to the disaster victims.

From June 11 through June 21 the USSGUAM helicopter carrier
cperated off Chimbote, The GUAM airlifted medical teams composed of
Peruvians, Amecricans and other nationals to villages on the high slopes
of the mountains., The teams provided first aid treatment to victims
and evacuated the seriously injured to the GUAM or hospitals wherever
available,

d. CRYRZA

The Government of Peru in June established a special new agency
to coordinate the immense reconstruction and rehabilitation task which
it faced in the disaster area. This Commission on Rehabilitation and
Reconstruction in the Affected Area ('"CRYRZA") was headed by General’
Villa Pazos who was assigned cabinet rank, The Commission has its own
resources and authority to direct and coordinate the reconstruction
effort. In general, however the Commission will use government min-
istries as implementing agencies for specific projects., In addition
all forecign assistance for the earthquake area will be coordinated by
this Commission,

e¢. Reconstruction Phase

Within a month of the earthquake, A.I.D., provided a $7.,4 million

"grant to the Peruvian Government for a variety of projects in the
o .
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disaster zone.l/ The projects covered temporary housing, power gen-
erating equipment, construction materiz.s and other equipment for
schools and medical centers, agricultural tools and credit, and the
repair of damaged irrigation systems, In November A,I.D. authorized
a $28 million llousing Investment Guarantee for the reconstruction of
housing and related community facilities in urban areas affected by
thedisaster,

The Peruvian Government diverted 2% of its 1970 budget for earth=
quake rclief end reconstruction and programmed 3% of the 1971-1972
two-year budget (about $80 million) for additional reconstruction and
development projects in the same area.

Major assistance was also offered by the World Bank and the Inter=-
American Development Bank, In September of 1970 the World Bank
approved a $30 million loan to finance the construction and repair of
roads in the affected zone, particularly in the Callejon de Huaylas,
The IDB approved a $35 million dollar loan in July to rebuild housing
and infrastructure damaged by the quake.

At the present time the Mission expects to negotiate a $5 million
PL 480 Title I program with the Government of Peru. The counterpart

funds are destined for earthquake reconstruction projects,

2, Oriein of Loan Proposal

By the end of 1970 it was generally agreed by both the USAID and
Peruvian institutions involved in the earthquake reconstruction effort,
that PROCOM's performance in this respect, utilizing bothk A.I.D. and
GOP resources, was good., In addition, PROCOM demonstrated, during the
last quarter of 1970 an increasing capacity to effectively utilize
funds for community projects under A,I.D, Loan No,527-L-045, Recognizing
both the institutional potential for an expanded PROCOM involvement in
the quake area and the existing longer term needs of rural communities
for reconstructiondbf housing and community infrastructure, USAID and
PROCOM officials began in January, 1971 to explore the possibility of
an A.I.D. loan to assist PROCOM in this task. Once confirmed that a
loan, primarily to finance small community housing and infrastructure
projects, was desirable and feasible, the matter was proposed to the
President of CRYRZA and the Minister of Housing at a meeting held
January 15, It was decided that PROCOM should develop for USAID an
GOP review more detailed proposals regarding use of the loan funds,

L/ By the end of October, 1970, U.S. public and private

donations amounted to nearly $27 million.



During February and March, USAID technicians made field visits
to study PROCOM operations in the urban and rural areas of the
disaster zone, An IRR was submitted to AID/W in February and approved
in March., USAID and GOP began intensive review of this proposal in
mid«March,

3, Prior Carmunity Development Programs financed by A,I.D. and IDB

a, A.I.D. Community Development Loan (527-L-045)

In September 1966 A,I.D. signed & $2.1 million loan ag:eement
with the GOP (Loan No, 527-L-045) to assist in financing the Community
Fevolving Loan Fund ("FOROCO") of the then Direccion de Cooperacion
Popular y Obras Publicas ("COOPOP"), COQPOP was conceived to be the
ma jor thrust of the Belaunde government in the rural development field
and the A.I.D. loan was signed for the purpose of financing through
credit to small communities the purchase of construction materials to
be employcd in limited-scale infrastructure projects, The loan in-
cluded 100,000 for technical assistance for establishment of the pro-
gram and subsequent evaluation, The remaining $2 million was to
capitalize the loan fund along with $2 million counterpart to be
centributed by the GOP, The GOP encountered immediate difficulties
in providing the counterpart funds as the opposition-controlled Con=-
gress refused to make necessary appropriations. A.L.D. advanced
$250,000 from the loan to initiate leading operations and thereby fielde
test the lending criteria and procedures, but-the GOP was unable to-
provide adequate supporting resources in personnel and equipment,

The FOROCO concépt was based upon the mobilization of commu-
nity rcsources -financial and material- to overcome problems con-
frenting the community, The initial lending operations proved the
feasibility of the loan concept as the rrospective borrowers readily
accepted the additional responsibility entailed in loan financing.

The willingness of the communities to accept medium-term loans (3-8
years) causcd many of COCPOP personnel to promoie actively the lending
concept., The existence of grant funding through the BID program /see
subsequent section) produced an ddditional handicap to the FOROCO
program., IUnfortunately, this success was shortlived, Lacking GOP
counterpart appropriation, the limited sublending resources were
depleted and it was necessary co withdraw progressively from the promo-
tional effort., Following thz revolution in October 1968, the matter
was brought to the attention of the military government and $500,000
in counterpart funds for FOROCO were provided in mid-1969, By that
time A,I.D. had deobligated $1,500,000 of the $1,750,000 undisbursed:
loan balance., The USAID is currently reviewing a request to disburse
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the remaining $250,000. In addition to the counterpart funding
difficulty, FOROCO has adversely affected by other factors., For
example, during a nine monch period from July 1968 until April 1969,
COOPQP had four different directors, Each change in director
resulted in periods of inactivity until the new director was able to
familiarize himsclf with the institution's program, Each change also
affected the organization's philosophy and created an attitude of
uncertainty on the part of the employees.

At the same time there were reorganizaticns within the GOP which
abolished the Ministry of Development (Ministerio de Fomento) of
which COQPOP had been a part. COQFOP was shifted into the newly-
created Ministry of llousing and joined with the former Junta Nacional
de la Vivienda which had responsibilities for executing low-income
housing construction programs, The successful reinitiation of FORGCO
operations suffcred another setback in late 1969 when the government
announced that municipal elections would not be held in November 1969
and that the elected mayors and town officials appointed by the Min-
istry of Interior, Most of the outgoing officials had been informed
through promotional campaigns of FOROCO's role. and their departure
required yect another promotional effort.

FOROCO was also affected by the reassignment of COOPUP personnel
(engineers and technicians) tc the earthquake zone., Many »of these
individuals did not return to their normal posts until late 1970,
Thus, it was not until the final few months of 1970 that FOROCO's
lending operations were without major obstacle, In addition, PROCOM
has finally been able to allocate budgetary furdds to cover the direct .
field costs of lending opcrations. Previously, the local offices had -
been required to cover all FOROCO related expenses with funds from
their annual program budgzet,

B B R Vil e . —~ T ke
rinanelal Diatus o7 FORDCO Fund

Trhe toval capitalization of FOROCO to date according to
source of contribution is as follows:

USAID U.S. 250,000 @ 26.80 or S/6.7 million
USAID# U.s. 240,000 @ L43.38 or $/10.k million
COP U.S. 500,000 @ 43.38 or S/21.7 million
TOTAL: U.S. 990,000 : $/38.8 million

Trie total amount disbursed from the FOROCO Fund to date
is 8/16 million, leaving e balance of S/22.8 million plus subloan
repayments of 3/1.5 million or approximately U.S. $540.000. In
& repourt submitted by FOROCO to USAID in May 1971, it was
estloaned trat an adtitional S/l7.2 million in projects are programmed

N

Cor appreval ard disbursement during the last two quarters of CY 1971.

* Not disbursed to FOROCO as yet; to be disbursed
during next 6 months.
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b. 1DB $20) million loan for community development

In 1966 the Inter-American Development Bank signed a loan agree=
ment with the GOP for a U.S5.5$20 million to be employed in a multisector
community deveclopment program, Project funds were directed to rural
communities in seven arcas of tne Sierra called "Zones for Joint
Action", The various GOP executing agencies agreed that subprojects
plans would be coordinated and that all organizations would collaborate
in a joint effort.

Approximately $8 million was channeled into CODPOP's
program (PROCOM's predecessor). These funds were not limited to project
construction materials but also included personnel costs, heavy equip=
ment and vehicle acquisition, training, and other components. It was
planncd originally to make grants with about half of the $8 million and
use the rcmainder for the capitalization of a sub-lending operation
similar to the A.I.D. loan financed FORQOCO program, Unfortunately,
this sub-lcnding aspect of the program was never implemented and all
BID project funds used by COOPOP were disbursed in the form of grants,

Overall coordination between the implementing agencies was
the responsibility of the National Office of Community Development
(ONDC) which was cstablished for this specific task. About $500,000
remains to be disbursed from the PROCOM portion of the loan; it is
expected that final disbursements will be made in early 1972,
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SECTION B - ORJECTIVES OF THE 2ROJECT

Summary
R ——

The A.I.D, loan would assist in the rebuilding and reorganization
of communities in the earthquake zone, and in expanding and improving
the services presently being provided by PROCOM to communities in tha.
area. More specifically, loan funds would be used to:

l. Finance self-help housing;

2, Finance community development projects such as irrigation,.
water and sewage, small industry, etc,;

3. Carry out a program of pilot projects, in seiected
urban pueblos jovenes.

Re-
1, Disaster Relief and/Construction

a., Rural

Only a small portion of the much publicized international
assistance for permanent reconstruction has trickled to the rural commu-
nities of the Callejon de Huaylas. The A.I.D. loan would support the
only major program concerned with providing permanent self-help housing
to selected rural communities in this area. To complement the housing
programs, for the first time attention would be directed to the creation
of integrated rural communities capable of supporting basic community
institutions and inirastructure services., In addition, the loan would
finance small industries and agricultural facilities .o restore nec-
essary economic sustenance to the communities.

b. Urban

In view of the staggering needs of the more severely devastated
urban arcas, this program would employ pilot projects
seeking new solutions for the problems of urban recenstruction
and economic development, Such pilot projects would emphasize low
cost, self-help, and the development of complementary small industries
and businesses.

2, Community Develeoment Impact

A primary objective of CRYRZA and the GOP development agencies active
in the earthquake zone, and a major goal of the Revolutionary Government
on a national level, is to promote the active participation of marginal
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rural and urban communities in the planning and execution of local
development programs. The need for such participation is partice-
ularly acutc in the carthquake zene where needs resulting from the
destruction far outstrip the GOP resources being provided; commu-
nity resources (both human and material) must be mobilized to com-
plement this GOP effort,

The nroposced loan program will assist in the formation of repre=-,
sentative community organizations (cooperatives, associations, block:
groups, etc,) or the strengthening of existing community organiza=’
tions through leadership training and community development promo-
tional work, and by subsequently providing needed technical and
material assistance to their local development projects, The types
of community organizations to be assisted under this Loan,namely
the officially recognized Campesino Communities, the Agricultural
Societies of Social Interest, community cooperatives and other
wrganized conmunity groups, haveebeen sanctioned by the GOP to promote
and support popular participation in development. These organizations
will be provided the basic organizational skills and relevant expe-
ricnces to expand their effectiveness as active participants in
development,

3. Institution Building - PROCOM

a. Rural Programs

l. During the approximately one year period since the earth-
quake, PROCOM's Rural Division diverted much of its equipment and
personncl from other operational zones to the earthquake zone in
response to compelling needs for emergency assistance, Some of thése
resourccs wWill be rcturned to the other zones to rebuild their pro-
grams to former levels., This loan together with the GOP counterpart
will enable PROCOM to continue and expand upon those activities,
particularly in rural housing, repair and reconstruction, which PROCOM
has already successfully initiated in the earthquake zone.

2, In the recent restructuring and reorganization of PROCOM,
the Revolutionary Government has assigned PROCOM with specific func-
tions in the field of rural housing, PROCOM's rural housing activities
to date have been primarily limited to the emergency housing programs
financed under the A.I.D. Emergency Grant for the earthquake zone, and
small grants provided by care for :.he same purpose, These programs °
have generally been executed successfully by PROCOM but have largely
been short term emergency efforts,
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The proposed loan nroject will enable PROCOM to expand and
strengthen its rural housing programs and orient these activities
towards longer term solutions for housing problems in the rural areas
of the earthquake zone.

The technical assistance provided to PROCOM, and the expe=
perience of planning and executing the proposed housing program will
enable PROCOM to firmly establish its role in rural housing -injtially
focused on reconstruction in the earthquake zone, and, subsequently on
rural housing programs for other rural areas of Peru,

b. Urban Programs

While the major role of Urban PROCOM is to plan and execute
urbanization and land titling programs for the pueblos jovenes, it
also has been assigned functions for providing adequate housing for
the pueblos jovenes, PROCOM and other GOP institutions have executed
small scale, low cost, self-help housing construction programs but
these have only been isolated, short term efforts. The GOP has not as
yet mounted a large scale effort to respond to the tremendous need for
such low cost housing construction.

The proposed loan project would provide technical and material
assistance to PROCOM's Urban Division, enabling it to plan and execute
such a program on a pilot basis in selected Pueblos Jovenes, This
"project may then enable PROCOM to focus a far more significant amount
of its resources on low cost self-help housing,



SECTION C - BORROWER AND EXECUTING AGENCY

1, Responsibilities and Experience

The Borrower will be the Peruvian Government represented by the
Ministry of Economy and Finance and CRYRZA,

The Executing Agency will be Promocion Comunal (PROCOM), a
dependency of the Ministry of lHousing. The Ministry itself will provide
overall supervision and subject to the coordinating function of CRYRZA,
assist PROCOM in the interministerial coordination necessary during
jmplementation of the project,

one of

PROCOM is/the most important agency of the GOP charged with commue
nity development activities, It has both rural and urban departments,
but only in the former is it truly independent in its policy making,
The urban department acts more as an executing agency on programs
developed and funded by such other GOP entities as CRYRZA and the

National Development Office for Pueblos Jovenes. (YONDEPUSOV"),

The rural department was formerly Cooperacion Popular (COOPOP),
created by President Belaunde Terry in the early 1960's to develop a
program and an administrative network throughout Peru dedicated to
community develogment, A,I.D. collaborated with President Belaunde by
making a $2,100,000 loan to COOPOP in 1966,

The urban department was formerly called the Junta Nacional de Vie
vienda which had responsibilities for attacking problems of the large
urban slum areas, known as "Pueblos Jovenes", (Young Towns).

In late 1968, the revolutionary government effected important
structural modifications to the GOP ministerial system, The purpose
of this realignment was to group dependencies with similar functions
within ministries that would be most responsive to these specific
functicns, COOPOP, previously a part of the Ministerio de Fomento
(Ministry of Developument), was shifted to the newly created Ministerio
de Vivicenda (Ministry of Housing) where it was renamed Direccion General
de Cooperacion Popular y Pueblos Jovenes, This latter change in names
was occasioned by the transferral of the ex-Junta Nacional de la Vi=-
vienda (National Housing Committee) to COOPNP and which greatly
increased the institution's capacity to deal with problems in the
urban slum centers, The ex~Junta, which specializes in the granting
of property titles to squatter home builders and to effecting basic:
infrastructure improvements (such as street grading, electricity, wat
and sewage) in the Pueblos Jovenes, became known as the Direccion de
Pueblos Jovenes, )
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A later modification of COOPOP was made in December, 1970, when the
organization was renamed Direccion General de Promocion Comunal (Gen=-
cral Direction of Community Promotion) which operates through its:
rural and urban departments. Although thesz two programs operate in
distinct areas, their actions are nonetheless complementary in the
solution of the overall problem of the marginal population,

An analysis by PROCOM of the Peruvian rural sector revealed the
following principal problem areas:

ae

b.

Ce

d.

Absance of physical and socially productive infrastructure,

Prevalencz of community relationships based upon exploitation
and alienation,

High incidence of unemployment or underemployment,

Poor living conditions,

PROCOM, on the basis of its experience and capacity, is attempting
to resolve these problems through the following:

ae

Ce

Prozramming of community development to simultaneously
achieve the improvement of the rural population in their
economic, technological, and human dimensions,

The developmaent of local leaders and the active participation
of the population in the community planning and government,

Mobilization of the rural population in the construction of
a productive social infrastructure,

PROCOM's efforts in the urban slum areas (Pueblos Jovenes) are
concerned with the following problems: .

ae

b.

Coe

Ce

Uncontrolled.settling with little or no concern for urban
planningz criteria,

Uncertain land ownership,
Lack of adegquate urban infrastructure,

Autonomous local governments which bypass established govern-
ment structure. '

A widespread sence of alienation from local and national
government on the part of the dwellers.
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The GOP is well aware of the importance and urgancy of solving
these problems and is seeking to find solutions by coordinating the
participation of all concerned GOP institutions under the guidance of
the National Development Office for Pueblos Jovenes, Active partice
ipation of the urban population and the private sector is also con-
templated, Within the process, the Direccion de Promocion Comunal is
responsible for:

a, The lcgalization of the Pueblos Jovenes,

b. Execution of basic infrastructure projects (water, sewage,
electricity),

c. Technical and financial assistance for the installation of
public facilities and the construction of housing,.

. . N I
d. Preparation of new urban site$§ to meet Kousing needs and to
P
permit relocation of certain Pueblos Jovenes,

2. Appraisal of PROCOM to Execute Loan Project

PROCOM was the implementing agency for the $500,000 CRYRZA emergency
shelter program financed under the $7.4 million grant., USAID and GOP
officials were completely satisfied with PROCOM's prompt and efficient
execution of this program. A total of 2,800 family units were con-
structed in sixteen comnunities with the assistance of the townspeople
under the supervision of PROCOM technicians who ware responsible for
the following functions: '

a, Motivation and organization of the involved communities,

b. Obtaining the active and organized participation of the
local residents,

c., Formation of committees and sub-ccmmittees at the district
and village level,

d, Investigation of the affected families and evaluation of
their situaticen,

e, Execution of shelter construction by PROCOM technicians
and local residents.

f. Presentation of houses to affected families with signed
contracts,
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Similar housing programs were undertaken by other entities but
nonc with the same success enjoyéd by this shelter program. Espe-
cially notable was the acceptance of the shelters by local residents
in comparison with the underutilization of shelters evident in other
programs, This success of PROCOM can be explained by the institu-
tion's ability to develop-meaningful dialogue with local residents
and to seck active participation of the communitjes in the planning
and implementation phases. The success of this project indicates
that PRICOM has the technical and promotional ability to efffective-
ly implemznt the community reconstruction loan program,

The Project Committee has examined PROCOM's staff and its capacity
to uadertake this loan project. The practices and operational proce-
dures of PROCOM as applicable to this program were also reviewed, The
past and present experience of PROCOM with the SID Loan 527-L-045 and
the earthquake grant program was considered.

The German Government is donating about $1.5 million of con-
struction cquipment to PROCOM, to be used for road-building projects
in the carthquake zone, This activity is complementary to the pro-
posed project,

Thc conclusions reached by the Committee are that PROCOM is
adequately organized and its operational procedures are sufficiently
effective for implementation of this loan program. Howaver, addi-
tional staff and equipment will be required for the additional work
required by this program,

The cost of hiring additional staff for PROCOM's field and home
offices would be covered by a counterpart contribution equivalent to
about $1,000,00C; and ths supporting equipment to carry out the projects
would be financed from thz A,I.D. loan,

3. PROCOM Technical Assistance Requirements

The USAID and GOP consider that PROCOM Rural, based on its 8 years
experience in cemmunity devclopment work, presently has a satisfactory
level of competence to assist communities to plan and carry out a wide
variety of subprojects. Assistance will be required, however, in
those aspects of this proposed loan program which represent new or
expanded activities for PROCOM, and in overall project management;
namely in:

a., Establishing and implementing a systematic approach: for
providing community organizations with the capability to
receive and manage housing credit,
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b, Selesting sites, and social/physical planning for small
town reconstruction and development,

¢. Forming and operating economically viable production sub=
projects related to housing,

d. Overall project management and monitoring,

This technical assistance, which will consist of one full time
advisor and a limited number of short term advisors over a two year
period, will be funded through a complementary lJSAID Grant Projzct
Agreemznt, Much of the work to be done by the Advisor will focus on
projcct moritoring in the field and liadison/communications between
USAID and PROCOM; this being the case, and because of likely salary
differences between this advisor and PROTOM officials, A.I.D, will
use Grant instead of Loan funds to finance this technical assistance,

PROCOM will also have a limited amount of loan funds (up to
$103,000) available for countracting additional technical assistance
and training which may be required for subproject implementation, It
is anticipated that PROCOM would require specific subproject technical
assistance and training in such areas as development, marketing, and
production of low-cost housing materials, cooperativism, self-help
housing techniques, in-depth evaluations of specific subprojects, etc.
A major portion of this teciunic:!{ assistance would be procured locally.

It is contemplated that Peace Corps Volunteers may be utilized
in this project on a selective basis particularly in the formation 9f
pre-cooperatives, lending tecanical assistance to existing cooper?tlves,
and by providing technical assistance to communities in construction
projects. Pcace Corps presently has in country training programs
scheduled this year for arriving volunteers in cooperativism gnd com-
munity infrastructure., USAID and Peace Corps are now discu551ng.the
integration of somec of these volunteers in the proposed loan pr9Ject.
The use and placement of volunteers, however, is subject to policy
determinations to be made by the GOP, particularly the National Planning

Institute.
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SECTTON D - PROCOM OPERATION: RURAL PROGRAM

1. Sub-Project Catepories and Estimated Alloca-ions

Table A shows the categories of sub-projects which would be fi-
nanced by the $ 2.5 million of AID funding channeled to the rural
propgram, and estimated amounts for each category. As shown, the
projects are grouped into the four following categories:

Housing

Community Infrastructure
Small Industry
Agriculture

This breakdown reflects the relative priorities of PROCOM as. it
sees the rcconstruction task as well as the interests of the communi-
ties themselves with which 'PROCOM has worked on the reconstruction ef-
fort to date.

a. Housing

Istimates indicate that some 50,000 rural homes were destroyed
by the earthquake. Since the major GOP financed reconstruction programs
do not contemplate any assistance in the next two year period for rural
home construction, this has been set as the principal sub-loan category
by PROCOM in its effort to help recounstruct the stricken communities.

Community housing projects would be from 100 to 500 units de-
pending on needs and willingness of inhabitarts to group tqgether in,
or utilize existing, cooperatives or other legally-based organizations
and assume responsibilities for the home financing.

Assuming that approximately $ 1,450,000 of the $ 2,500,000 would
be used for rural self-help housing having an average unit cost of $
1,000 equivalent, of which the loan would provide $ 450, approximately
3,200 houses would be financed.

In connection with the promotional (and educational) work neces-
sary for these housing projects, the GOP would attempt to stimulate the
growth of rural population centers. In many of the remote areas of the
disaster zone campesinos live in widely dispersed 'communities" in soli-
tary family units, with only infrequent contact with the community nucleus,
The GOP has recognized that this situation obstructs efforts to elevate
living standards through the provision of common educational, sanitary or
organizational facilities. This program is intended to promote closer
physical adhesion to community centers both through the promotional effort
itself and the attraction of improved housing available on credit terms
within the means of the campesino.



TABLE A

TOTAY, COST ESTIMATLS BY SOUURCE O FUNDING AND TYPE OF
EXPENDITURFS FOR LII'E OF PROJECT

(In Million of Soles)

SUB-PROJECTS HOUSING INFRASTRUCTURE SMALL INDUSTRIES AGRICULTURE TOTAL
Total A.I.D. 74.1 10.5 19 4,9 130.2
1, Rural Prg.
a - Credit 47.1 4 18.5 4.4 74
— - Donation 15 4.5 0 0 19.5
< - Equipment
& T.A. 12 2 0.5 0.5 15
2. Urban Prg. —— -— ———— -— (21.7)
Total GOP 102 17.4 11.4 8.4 139.2
'>‘ Sub-Total 71 10.9 5.4 5.4 92.7
21 '
g
E Donation 71 10.9 5.4 5.4 92.7
1S
y
o -
®| p | sub-Total 31 6.5 6.0 3.0 46.5
= )
@ } ) .
o Personnel 21 3.5 4.5 2.0 31.0
[ 3]
g Operations 10 3.0 1.5 1.0 15.5
S
- : . . : 247.7 _
1 Project Total 176.1 27.9 30.4 _ 13.3 (21.7 urban)
269.4

—oa -
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As 1s the case with all of the sub-projects contemplated
the sclf-help construction method will be employed. In additionm,
materials such as gravel, adobe, and wood needed for construction
and found locally, will be called on as a community contribution.,

Prototype house designs and plans have already been prepareu
by PROCOM cngineering staff and put into manuals with detailed instruc=
tions on construction techniques. (See illustrative design and
schedule of materials in Annex VII). These manuals include graphic
illustrations of the construction procedure in simplified form for’
use by the communities., The house designs include two features of
special interest, First, space (small corral) is included within the
confines of the structuré for use in raising small animals or setting
up small cottage industries. This feature recognizes traditional
habits of the campesino. : ‘

A sccond désign feature involves constructing the house to
resist future carthquake damage. The cost of the dwelling is in-
creased only slightly, The house designs and construction manuals
appear well thought out and satisfactory for use on the project,

b. Infrastructure Sub-Projects

To support the housing projects as well as reconstruct com
munity facilities destroyed by the earthquake, sub-loans would be
made for the construction of such projects as small water systems,
community centers, community septic tanks, small electrification
works, and community markets,

or

The amount (now estimted at about 10,000,000 soles [/ $230,000)
allocated by PROCOM from the AID loan would be sufficient to attend to
only a few of the community needs, yet the demonstrative effect of the
few projects completed would be important and should stimulate the com-
munities to think in favorable terms of the PROCOM program and its poss
sibilities for other projects. Because of the public service nature
of some of the sub-project in this category, PROCOM proposes to use
about 407 of the allocated amount for project financing on a grant
basis. Also about 20% would be provided in the form of equipment
needed for the construction. ’

A community input in labor and materials, approximately equal
to the amount of the allocation, would be needed to match the AID

loan financing.

c. Small Industry Sub-Projects

In order to expand the productivé base of the communities
participating in the program, roughly $ 84,000 of the AID loan wo14
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be allocated to the construction of small local industries, principally
thosc which provide materials needed for the housing projects.

It is the objective of PROCOM to maximize economic impact on
the participating communities through employment of community inhabite
ants in the manufacture of many materials needed for construction. Small
brick kilns, for cxample, will be financed by sub-loans to the community
or to the cooperatives to produce the bricks needed either for the pro-
ject itself or for sale to neighboring communities. Protoutype plans
and construction manuals showing step by step procedures for building
the kilns and other small industries have been prepared by the PROCOM
engineering division. (See Annex VII). Such projects would be geared
to long tgrm rather than temporary demand.

d. Agrisculture Sub-Projects

Since the earning capacity of these communities is based pri-
marily on agriculture some financing would be allocated, on a sub-loan
basis only, to these projects. No grants are considered necessary as
these projects would be selected on the basis of their capacity to gener-
ate income for the communities and, thus, could be expected to service
debt., Typical projects in this category would be small irrigation canals,
sheep dips, etc.’

2. Site Sclection

In sclecting the areas in the disaster zone which would benetit
from the rural program PROCOM, together with the Ministry of Housing,
is weighing two major considerations.

One is the desirability of concentrating the program in the 16 com-
munities located in the Caliejon de Huaylas which were assisted by AID's
cmergency shelter program funded under the $7.4 million grant. The other
consideration is the need for PROCOM to attend to more remote areas both
within and outside the Callejdén de Huaylas which were also damaged by the
earthquake but which have received little or no assistance under the relief
programns. The former clearly appeals as the more logical and simple means
of selecting potential sub-project sites since it would be a follow-up to
arf activity already supported by AID, The 16 communities are in need of
pegmanent houses to replace the emergency shelter modules and likely sub-
borrower groups are already organized. The existence of these groups
would obviously facilitate the promotional work needed prior to sub-
lending. During the promotional phase for the emergency shelter program
these groups, as well as the community as a whole, utilized community
development techniques.
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Not enough is known at this point about the various communities
concerning their willingness and capacity to undertake sub-projects.:
The matter would be studied in depth by PROCOM Co

following authorization of the loan.

It has been generally agreed, however, with both PROCOM and the
Ministry of ilousing that the most desirable approach would be to in-
clude those of the 16 original communities which are prepared for this
program and dircct the remainder of the program funds toward more
isolated communities ovtside of the Callején de Huaylas. The map on
pape 2¢4 shows the proposad zones of action of the program and a rough
tentative apportionment of the funding which would go’ to each.

Since it appears that a good number of the original L6 communities
would be ready and interested in working with this new program roughly
60% of the funding would be provisionally allocated to Zone I on the
map (Callejdn de Huaylas.) Rough provisional allocations to the other
three zones of action are also shown on the map. In the event that all
16 comnunities should enter the program, the number of permanent houses
to be financed (about 3,200) would approximate the number of temporary
cmergency modules to be replaced.

The zones of action shown in the map on page 24 generally are within
the official earthquake zone. However, zones II and III extend beyond
the official limits. The loan funds which would go into these areas
would be insignificant and therefore it i. not proposed to circumscribe
these 2 zones.

3. Project Promotion

Whether a community is interested and prepared to meet the eligibili-~
ty criteria of this program will depend largely on the extent and quali-
ty of promotional work done by PROCOM. This promotion phase usually is
the initial contact that PROCOM has with prospective sub-borrowers. The
task for PROCOM is one of determining whether sufficient interest exists
on the part of the community or a group within the community, whether a
viable sub-borrower organization exists or can be formed (e.g. cooperative),
and whether the project would have some substantial benefits to the com=-
munity as a whole, PROCOM's promoter teams would also be respon:tible to
help the community determine relative priorities among potential sub—pro-
jects, e.g. whether industry should come ahead of housing.

The leadership of the promotion team is usually in the hands of .a
qualified PROCOM “promotor"” who is expedienced in PROCOM methodology
and criteria. He is usually assisted by a technician and sociologist.
The report prepared by this team is congidered by PROCOM prior to pro-
viding any technical assistance to the community for developing the project
further.
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The promotional phase may require a number of months to carry
out during which the community organizes itself and learns about
PROCOM proccdures. It is undoubtedly the most important and yet
difficult aspect of the prcject development process. The extent
to which 1t is carried out thoroughly and professionally by the
PROCCM staff will determine to a great degree the success of the
project and repayment of credits.’

For this reason PROCOM is planning to "staff up" with new
promotors and other specialists needed for this program. PROCOM
will fund all the new staff out of the expected S/. 46,000,000
count erpart contribution of the GOP.

4,  Sub-l.oan Review Procedures

The sub-loan review process commences with the initiation of
promotional efforts in the communities. The promotional teams
deploycd by PROCOM in the field will decide whether a project is
feasible from the most general standpoint. The initial report
prepared by thic team includes the team's findings on the atti-
tudes and interest of the community members, the community's history
of self-help projects (PROCOM and/or cemmunity-initiated), and in
the case of housing the community's initial reaction to the concept
of self-help housing financed through long-term credits. This in=-
formation is discussed with the regional representative of PROCOM
and a projcct committee composed of PROCOM field personnel with
~vaerience in the development of cermmunity projects. PROCOM ap-
i "s a project manager at this initial stage for each potential
1< ject who continuvally reviews and directs the activities of the
wromotion teams.

The purpose of contimous review is to avoid the possibility
of PROCOM being forced to reject a loan request from a community
after a promotional campaign has been completed. In addition to
conducting this initial review, PROCOM simuldtaneously coordinates
with other institutions involved in similar actions in the same
region., Agrarian Reform officials must be consulted in order to ve-,
rify whether there exist any plans for the application of the agrarian
reform process to the commdnity which might result in the relocation
of the community or the redistribution of its land., Agrarian Reform
officials have already expreszed interest in this new program and
have offered their collaboration. PROCOM will also consult with the
National Office for the vevelopment of Cooperatives which will assist
in the organization of the community cooperative, if that is to be
the vehicle through which the oan is to be made. CRYRZA must also
be contacted to insure that no plans exist for the relocation of the
community due to geological or other conditions which endanger the
community in the event of other earthquakes.
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5. Administration of Sub-Lending Fund

PROCOM has carcfully evaluated several institutions for the role
of administrator of the sub-lending operation. The three principal
Instiiutions considered were the Agricultural Development Bank, EMADI
(an ageney of the Ministry of Housing responsible for administering
GOP housing programs primarily in urban centers) and the FOROCO pro-
gram partially financed under AID Loan N° 527-L-045., PBROCOM has
indicated to USAID that FOROCO would be the most logical choice since
the involvement of either of the other two institutions would involve
the division of authority and responsibility between PROCOM and the
fiduciary. TOROCO is an integral part of PROCOM's field operations
and would insure that the entire sub-loan process would be conducted
solely by PROCOM, thereby effectively preventing division of authority
and responsibility. The success of FOROCO operations has demonstrated
to PROCOM that FOROCO possesses the necessary capacity to function as
administrator of the new sub-lending program.

The advantapges of appointing FOROCO as administrator of the new
funds are:

1. PROCOM personnel are familiar with FOROCU operations and pro-
cedures,

2. The FOROCO system has been thoroughly tested and proven during
its rnearly five years of operation.

3. FOROCO sub-loan procedure and documents are compatible with
the present programn.

4., FOROCO promotional material is prepared and available for
immediate distribution.

5. TOROCO possesses manuals to illustrate sub-lending procedures
to PROCOM personnel.

6. TFOROCO's sub-leuding regulations are authaized by a presidential
decree which would require only minimal modifications to cover
the new funds.

7. TOROCO is able to administer the funds more economically than
the other institutions, resulting in lower charges to the sub-
borrowers.

It is important to note that the FOROCO disbursement and collection
procedures are organized so that PROCOM personnel do not handle money.
All disbursements are made in the form of purchase orders with the sup-
plier receiving payment from the local office of the National Bank.
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Likewise, the sub-borrowers make all amortization payments directly
to the National Bank, The FOROCO system includes provisions for
transinission of information regaraing sub-loans approved, disburse-
ments, project execution, and payment of sub-loan amortization. This
information is then tabulated into periodic reports by the FOROCO
staff located in PROCOM's national headquarters,

FOROCO's role would be limited to strictly a fiduciary function
as the repular PROCOM staff would be responsible for organization
of sub-borrower groups, promotion of the credit program, preparation
of projeccts, cxecution and evaluation of approved projects. FOROCO
would be responsible for sub-loan disbursement and repayment collection
plus the compilation of related information and reports. PROCOM is
presently reviewing FOROCO staffing and operations in order to make
any changes which may be necessary for FOROCO to handle the increased
load; it is quite probable that FOROCO would open a branch office in the
disaster tegion to handle the new sub-lending program,

6. Criveria Determining Loans from Grants

Present GOP policy regarding the recuperation of loans made by
forcipgn povernments requires that as much of the loan as possible be’
disburscd by the implementing apgency as sub-loans rather than grants.
Thouph the Government's policy prevails, there will be instances in
this project when PROCOM will disburse funds on a grant basis. Present
estimates are that abouc 9.5 million soles ($445,C00) under the Project
would be provided on a grant basis.

Among the various sub-project categories, i.e., housing, infra-
structure, small industry, and agricultural devel opment, no funds will
be provided as grants in the latter two project categories., It is
reasoned that since the small industry and agricultural development
projects will be income producing, their revenues can be utilized to
finance loan repayment. These two categories comprise about 20 percent
of the total sub-project financing.

Of the roughly 19,5million soles to be provided on a grant basis
two thirds or more would be utilized for housing sub-projects., About
4,500 soles ($100) per house would be granted to assist the home
builder in financing building material for the cement foundation which
is decmed cssential for a low-cost anti-sysmic house, This granft con-
tribution is considered a necessary inducement to stimulate community
participation and to ensure that housing construction will be anti-sysmic.

For the infrastructure sub-projects, about4 5million soles ($100,000)
would be provided on a grant basis to complement an almost
amount to be disbursed as credits. This grant/loan mix is intended
to stimulate interest in, and development of, necessary community
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infrastructure projects. As presently conceived, PROCOM would
cnploy its usual standard of having non-income producing projects,
financed on a grant basis, while income producing projects would

be financed by credits. For example, materials to a community
desitous of constructing a well would be granted, but a market place
developed as an income producing project, would be financed by a
loan.

PROCOM 1is presently preparing formal regulations which will
specify in more detail the general criteria described above with
respect to infrastructure projects. These regulations will be
mutually apgrced upon by the USAID and PROCOM in the documentation to
be submitted in satisfaction of the conditions precedent.

7. Procurenent

It is presently envisioned that two distinct purchase procedures
will be required under this loan: one for the purchase of off-the-
shelf items and another for the acquisition of the equipment (trucks,
bulldozers, ctc.) The first system would concern the purchase of
the materials and goods necessary for the execution of the sub-lending
progran and include such items as cement, tin roofing, lumber, doors,
etc. PROCOM is interested in combining purchases for individual sub-
loan borrowers whenever feasible in order to effect moreeconomical
purchases. PROCOM would place the large orders for the desired goods
and materials and advise the sub-loan borrowers to present the purchase’
orders to the suppliers and receive the goods., The sub-loan borrower
(cooperative, ctc.) would be respunsible for the subsequent warehousing,
distribution, and utilization of the goods and materials and would be
required to provide adequate staff and safeguards to insure the success=-
ful execution of this phase of the program. It has been proposed that
each month PROCOM would advise prospective suppliers of the purchase
programmed for the up-coming months and then effect purchase for
specific items from the suppliers who offer the most favorable prlces
and delivery times.

It should also be noted that certain materials will be purchased
locally from the small industries which will be established as part
of this program. PROCOM plans to develop these small industries to
serve other communities involved in this program and therefore intends
to scatter the various types of material producing industries through=-
out the various sub-project locations,

The off-shore purchase of equipment will be subject to normal GOP
and USAID procurement regulations and would be purchased in Code 941
countries. It is estimated that local procurement would amount o $2.6
million. Direct imports are estimated at $.4 millien.’
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8. Disbursement and Accounting Procedures

PROCOM has indicated its intention of nominating FOROCO as fi-
nancial agent for this program. TFOROCO would utilize the same basic:
procedures and systcms developed for the original FOROCO sub-loan
program. Disbursements for sub-project expenses (construction
materials) would be made with purchase orders authorized by the loan
committee of PROCOM and given to the sub-borrowers who would endorse’
them over to the supplier upon receipt of the materials. The suppliers
would then present the endorsed purchase orders to the local office of
the National Bank and recelve payment either in cash or check. This
system has worked quite successfully for FOROCO during the past five
yecars and possesses many of the safeguards that are necessary in a
credit program of this nature. Presently PROCOM does not envision any
necd to modify this disbursement arrangement but further review will
ascertain whether any alterations will be required.

The basic purchase order system would be established so as to pro-
vide information inputs to the accounting system at the time of issuance
of the purchase order. The accounting records and reports would be
the responsibility of FOROCO and reports would be prepared monthly to
show the movement of funds, (See Annex VIII for graphic illustration
of the Sub-Loan Disbursement System).

9. Monitoring and Evaluation of Sub-Projects

a. PROCOM Monitoring System

a) The system already established by PROCOM for project
control and evaluation would be utilized for PROCOM
monitoring of the lLoan Project. The PROCOM regional
office receives monthly reports from the zonal offices
responsible for direct project supervision. These re-
ports include information on construction progress and
the promotional work effected. The Regional Office then
prepares Quarterly Progress Reports to the Division of
Evaluation in PROCOM/Lima. Data gathered by the Division
would be utilized for the preparation of quarterly re-
ports to AID on Loan Project Progress.

b) Field inspections by the key PROCOM/Lima backstopping
offices (Divisions of Promocién Social, Engineering,
and Evaluation) would also be made periodically for
project supervision and monitoring.

¢) The PROCOM Evaluation Division would have access to a
limited amount of loan funds to contract from local
Peruvian sources specialized personnel for more in-depth
evaluations of sub-projects or groups.of sub-projects,.
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particularly regarding the community development
impact of these projects at the community level,

b. USAID Monitoring and Evaluation

a)

b)

0
The U.S. Tcchnical Advisor described in Section C-3
would make frequent visits to sub-project sites, and
keep the USAID informed of implementation progress
and problems. The advisor would spend about 807% of
his time in tield consultation and monitoring. The
USAID Community Development Division would receive
monthly reports from this advisor, quarterly reports
from PROCOM, make periodic field visits to the PROCOM
field operations, and consultas necessary with PROCOM/
Lima staff concerning progress of the project.

The grant funded PRO/AG would also provide for two

short term (3-4 weeks each) visits, of an e.perienced
community development evaluation expert to help with

two annual joint evaluations of the Project. These
evaluations performed at one year intervals after the
loan signing would focus on PROCOM organizational ef-
fectiveness and the extent to which project objectives
were being achieved at the community level., The
evaluator would work closely with the Evaluation Division
of PROCOM which would be performing the sub-project '
evaluation functions previously described.
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SRECTION I - FROCOM OPERATION: URBAN PROGRAM

1. Cerersl) Deseription

Aaltnonzn PROCOM's need for additional resources for the rural
promrum cubstanil 11v exceeds the $3, ,000,000 proposed for this loan
oL : UDAID and GOP recoprize that the important work of PROCOM?!s

A UUper”@"b as un executing arm of the GOP working on the problems
ot pueblos jovenes merits financial support.

'rom diceussions with PROCOM and the Ministry of Housing it
crpeers tiat there is pressing need at this time for about & .5 million
To support pi JoL projects in the pueblos jovenes through the urban
departiment of rROCOM and through other GOP agencies concerned with
puenlos Jovenes. OGuch pilot projects would be carried out pursuant
to tie Tollowing preliminary plan, generally paralleling, subject
to the crxecepliors irdicated, the implementation procedures previously
descrived Yor the rural progranm.

The projects would provide the needed community infrastructure
(i.e¢., water, sowege, and electricity) to pueblos jovenes and
TTC;ILLG tnis with the construction of low cost self help housing
15l zg arnti-sesmic desisns and construction techniques which have
een aeveloped in Peru bty both PROCOM and other international
a:encies as o result of the earthquake reconstruction effort. The
project would e "pilot" in that the construction of self-help
Iirfragiructure and low cost anti-sesmic housing would be combined
irto one project, and that this would be effected in the pueblos

e of the martnquake zone for the first time or a significant
icivie” scale. WMost if not &ll of the construction materials will
e provided to community residents through long term credits administered

: e ﬁ,nAJtIJ of Housing or OROCO as an intermediate
crediv irstitution. The AI.D. loan proceeds would be used to fund
these crediis in & warner similar to that descrived for the rural
program.  FRCCOM would provide the tecnnical plans and supervision
Tor construction &s well as the required skilled labor

It is vprecently contemplated that loan funds and counterpart

resources would be used to develop 2 or 3 low cost self help
integrated infrastructure and housing projects in selected pueblo
oxer of the coastal cities of Chimbote and Trujillo.

* LUALL (Erpresa Publica de Administracion de Immueblas). is
a puclic entity within the Ministry of Housing with
responsibility for the maintenance of ministry properties
and for the ministry's lending and collection activities
for publicly financed housing.
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Proprom Llewments

a. Gelf-help lebor input

S¢lf-hielp labor would be used for the construction phase of

& pilot project as is customary, but could go well beyond the usual
uruui*b( £y ;uv‘vw howe owners produce their own materials through a
process ealled Mawido-munuiacture”. This technique has bheen used very
successldly i Clile end & Cnllean consulting firm called QUASAR

whosc prjuc1w;lz were respongible for devising the technique, is
discussing with the Ministry of Housing its applicability for Peru.

b. Emall ITndustries in Pueblos Jovenes

Lmonpy the factérs to be taken into account in developing
sub-projects will be the availability of employment for the inhabitants.,
To the extent that outside opportunities are not available small
businesses and industries could be created to complement the housing
and urbarization effort.

¢, Coordiration with other Ministries

Thic project will be closely coordinated with the National
Office for the Development of Pueblos Jovenes (ONDEPJOV) with whom
PROCOM it presently working in other cities of Peru. ONDEPJOV will,
TROCCL particularly in the selection of Pueblos Jovenes for
project lwmplemertation as well as the promotional efforts required tc
organize the communities for participation in the project.

oo e

as _)i St

d. ¥xterscion of Credit

PROCOM &nas indicated a preference to utilize EMADI of the
Winistry of Housing as the credit institution to administer this
wroject, sirce it is presently being utilized by the Ministry in
this cupacity with 1ts other housing programs in the urban areas.
LIADT would assist PROCOM in the review of loan applications of PJ
residents, make trhe loan contract with the borrower, and assume
respon 221ty for locan collection. Loans would have a maximum
repa;uent vericd of 20 years with a small interest charge primarily
to cover wdministrative expencses.

The loan agreement conditions precedent will provide that
rio funds will be made available for the urban projects until a
detailed implementation plan, acceptable to the USAID, is in hand.
To the extent tnat the estimated $0.5 million is not required for the:
urban program the balance would be utilized in the rural program.
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SECTION F - FINANCIAL ANALYSIS

1, Project Financial Plan

The overall financing for the project is set forth below in
terms of foreign exchange and local currency needs.

Most of the loan would be used for local currency costs and
a remainder of probably not more than $400,000 would be used for
foreign exchange costs, These costs would be in the form of
imported equipment (estimated to be about half of the total
equipment procured by PROCOM with loan funds) and $50,000 for
technical assistance to PROCOM from outside Peru during the
implementation of the project.

FINANCIAL PLAN (in US$ equivalent)

uss Soles Total
AID 400,000 2,600,000 3,000,000
PROCOM 1,000,000 1,000,000
COMMUNITY 2,100,000 2,100,000
TOTAL 400,000 5,700,000 6,100,000

2. Subloan Terms and Criteria

a, Subloan Terms

The terms proposed by PROCOM for subloans under the rural
program reflect PROCOM's recognition of the basically social
orientation of the credit program. In setting the terms PROCOM
gave primary importance to the fact that the individuals contract-
ing the credits have little income and limited earning capability
and can support only a minimal monthly amortization payment. At
the same time, it should be remembered that PROCOM, through this
loan program, hopes to organize, educate and provide small industrial
facilities to these marginal communities so that their inhabitants
are increasingly better equipped to take advantage of profit making
opportunities, '

A maximum amortization period of 20 years will be available
for all categories of subprojects, yet PROCOM intends to study the
feasibility of setting considerably shorter amortization periods
in the case of the revenue producing subprojects such as are included
in the small industry and agriculture categories, An analysis of
this question will be made as part of the information gathered to.
meet conditions precedent, '
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In the case of housing subprojects, subloans will all
probably require 20 year repayment periods. PROCOM's staff
investigated the debt servicing and repayment capacity of
campesinos in sample rural communities. An annual payment
burden, including principal repayment, interest and service charge,
of 1200 soles (about $30) was thought to be about the maximum
permissible for these individuals. This amount is adequate to
repay a 20 ycar loan and was arrived at in the following way. The
dwellings to be constructed are designed to cost about 45,000 soles,
or roughly $1000. Of this value 15,000 soles will be the average
amount of credit extended by PROCOM to the campesino using AID loan
funds foythe purchase of construction materials. Roughly 22,000
soles is the estimated value of the self-help labor provided by the.
campesino in building the dwelling. An average amount of 4500 soles
will be donated by PROCOM from the AID loan (See Section D 1. f. for
discussion). The cost of the technical supervision estimated at
3000 soles per unit will be absorbed by PROCOM from counterpart funds,

The 15,000 sole credit will be paid through the community
organization over the 20 years in 20 equal installments, or 5%
(750 soles) of the loan principal each year, In addition, a small
service charge for administering the subloans will be made by the
community organization receiving the loan, This charge which will be
determined by PROCOM in the conditions precedent, when added to the
750 soles amortizatiou payment, will not exceed the approximate 1200
soles monthly repayment thought to be the maximum permissible for
individual sub-borrowers,

Because this program has an important social development
function and is aimed at more marginal rural communities, PROCOM
does not intend to charge any interest on the subloans, A minimal
service charge will be made by the sub-borrower entity (coop, asso=
ciation, etc.) to cover expenses incurred by that organization in
collecting from its members,

Infrastructure subloans relating to the housing, and those
for community infrastructure (e.g., markets and access roads) will
probably bear the same 20 year amortization term, As stated above,
small industry and agriculture projects which are intended to generate
revenue will have shorter amortization periods.

All subloans will carry a suitable grace period. The terms
recommended by PROCOM are based on the preliminary analyses and
studies already made. More detailed investigations of the appro-
priateness of these terms will be required as a condition precedent
in the loan agreement,
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The additional studies done following loan authorization
should also indicate the extent to which communities or sub-bor-
rower organizations participating in the program could and would
contract the credits on shorter repayment periods,

b. Sub-borrower Contributions

At the community level, sub-borrowers will be expected tc
provide their own unskilled labor during the construction phase
and any materials (e.g., clay, gravel, wood) available in the
locale, No requirement will be made for communities to provide
any monctary contribution,

In the case of housing projects, individuals will contribute
about 50% of the cost of the 45,000 sole house, or about 22,500 soles
($500) in labor and materials,

For infrastructure projects a gross value of self-help labor
and materials of about 11,000,000 soles ($250,000) has been projected
by PROCOM, which would match the 10,500,000 soles amount of the AID
loan expected to be invested in this category of subproject.

Projects for small industry will have a ller proportion of
unskilled labor input, the value of which is est: . :ed at about
5,400,000 soles ($125,000)., PROCOM projects the use of about
19,000,000 soles ($435,000) in AID loan funds for this category.

A high content of unskilled labor and lLocal materials is
involved in the agriculture subprojects. Accordingly, for the
4,900,000 soles from the AID loan tentatively allocated for inves.-
ment in this category, 5,400,000 soles is the estimated gross value
of self-help input requited of the communities,

Naturally these values are simply estimates and the contribu-
tions of individuals, cooperatives, or communities will vary with
specific projects, Nevertheless, the emphasis is quite clearly on
the self-help nature of the subprojects so sub-borrower contributions
should be high., (See Table A for additional details related to
funding sources and purpcses.)

¢, Subloan Repayment Prospects

Prospects for repayment of subloans are considered reasonably
good yet both the USAID and PROCOM recognize that the kind of rural
community credit prugram envisaged is one of the most challenging
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types, I the promotional end prevaratory work is done properly
by TROCOM at the comminity level, repayment prospects should be
prood,  Thi: especially lenient uublo n terms proposed by PROCOM
vere sclected Lo muke the repeyment of subloans a rcal1 stic !
crpectabion,

By their own culbtural code, the sierra campesino or 'serranc'
_u.rll! ohligations; as & result, he has earncd a reputation es
a pood credit risk so IROCOM. does nol anticipate serious repayment
- protilems,

3. Repsyment of ATD Toun

AgBorrower of the ALD loan the Goverrment of Peru will assume
full repeayment obligation to ATD and will me&ke all interest payments.,

Jlowever; the GOP has rccnw*ly adopted & policy of looking to
the individual GOP entity for assistance in repayment of external
credits when such are obtained for projects.

Tn this case PROCCM intends to pursue this policy to the
eztent possible bul recognizes that no strict tying of subloan
ayments to AID loan repayments can be established. In any case, :
FROCOM will not be in a position to essume the full burden of : ‘ !
repaymert Lo ATD because of (1) exchange devaluations and : :
(2) the fect that some AID loan funds will be disbursed. as grants
aid nofl recovercd., According to Teble A on Page 20, TFOROCO will
adninister the estimated /fw,OOO 000 (& rozlmately WS Vl,680 OOO)
to be mude available as credits under the rural program. Of the
U.8, 500,000 allocated to the urbsn program, it cstimated that up
1o ﬁSOO GO0 would also be made availeble. as credit fog'sub project
Dimplementation. PROCOM would tnerefore have up to approy¢matelj
$2.17 million available for repayment of the USAID loan.

The ALD lozn, once disbursed f'or relief in the disaster area, .
will have served its principal objective and the desirability of
subsequent relending of the AID funds for PROCOM activities should
be weighed end decided upon by the GOP in light of its debt
servicing and balance of rpayments obligations. The loan agreement
wvould permit repayments of subloans to be used for either
(1) relending by PROCOM for similar activities or (2) paying interest
or principal of the AID loan. ; ;
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SECTION G - SO0CIO-ECONOMIC JUSTIFICATION

1. Place or Project in the Country Program

Under present U.LS. policy all new major capital assistance activities
ol &4,I.D, in Peru will be directed at relief and reconstruction of the zone
' c y the May, 1970 earthquake.

The rneed for the U.S. to assist the GOP in the aftermath of that
disuster was compelling. -A.I,D., responded to that need with a $l0,000,000
crant for immediate relief of the victims in the form of temporary
ghelter construction progrems, road opening and debris clearance, etc.

The grant funds have been cntlrely committed but there is continuing need
Lor aosistance in reconstruction of the infrastructure of cities and rural
comnuritics of the zone.

For the citles, vhere the largest numbers of people have been
affceted by the carthouake, the GOP has alrecady allocated substantial
resourees, including half of the $35 million IDB earthquake reconstruction
lown and all of the $28.5 million AID guaranteed housing reconstruction
Joans,., Tne remainder of the IDB loan is destiaed for major projects in
caucation at the unlversity level, transportation, communications, and
cericultural infrastructure projects. Also, the IBRD has made a
230 willion lown for highway reconstruction in the affected zone. The
tes is extending a $10 million PL-480 agricultural commodity
r wnich about *9 million of counterpart will become available
uake projects principally agricultural credit and loans to

csses. As counterpart for the IDB, IBRD and AID guaranteed
lours ard ror other regional infrastructure and urban programs, the
CEYRZE has programed most of the $/3,467,000,000 ($79.7 million) of
GOY revenues budgeted for the earthquake reconstruction program during
1971-—{:.

;,‘ f’
[&]

: rccons‘ruct*on assistance has been primarily focused on
ithe urtarn disuster arcac of greatest population concentration, the GOP
iz &iso fiwnly ccnm;tbed to improving the social and economic condition
o3 thnu rural irhobivants. In support of this objective, the proposed
23 uillion lowr. with ratching GOP counterpart would help the GOP extend
to reconstruction mrogream dirrntly into the rural communities. In so
olrng it would uqu’LﬂCUb the $7.4 million AID grant described on pages
& 7 waich includes over £2 million for temporary shelter and hand
colz Tor the ruw.. areas. It will also serve social impact priorities
of the COP wy &sslsting the rural poor to organize for community action
t0 mect thelr own needs with thelr own resources. The proposed program
for these rural communities is desipgned primarily as a social impact
program. As this will be the first A.I.D. loan to Peru since the 1668
Revolution emphasizing social reforms, it is impcrtant and appropriate
that & socisl impact program be the object of the loan.
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As Tor the urban part of the loan program the problem of growing
urbun slwns and the aggravation caused by dislocatiuns of people after
tue disuster is belng given top priority by the GOP. Again, the social
luplicutions of resolving some of the housing inadequacies in these slums
chrouph inupinative projects wre substantial. A,ILD. support for
developingg pilot programe in urban disaster areas would, as in the
Case o the rural program, support a principal A.ID. goal of assisting
the GOP with ito coeial reforms.

The Too s will wlso strengthen the GOP agency, FROCOM, charged with
importunt resvonsibilities in the area of community development. The
(02 programs and social goals in this area are ambitious. A principal
intercet o1 A.I.D. in its country program is to seek ways in which
GOP drstivutions cun be strengthened to meet this challenge.

Z, Other Zources of A.I.D, Financing

As indicated below, the USAID has considered other
possible sources of A,I.D. financing to accomplish the
purposes of this community reconstruction program but
none is secn to be fTeasible considering the need to move
repidly.

't is planned to provide about $5,000,000 worth of
L8O Title I commodities to PERU before the end of FY 1972,
local currency proceeds of which will be used to help
ablilitate the disaster area., Consideration was given to

izing some of these proceeds for this project in lieu of

lizr loan but general agreement has already peen reached
1 : to use these funds on more sizeable projects

1 business and agricultural credit and for infrastructure

c¢ To permanent housing.
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Tne A.1.D. nousing guaranty program contempleted for
FY 1971 amounts to some $23,000,000 which will be used to
f ce housing arnd related infrastructure projects in the
r urban centers of the disaster zone., The relatively high
or of subsidy in this socially oriented progrem for
1l rurzal communities requires that the external financing
provided on the most concessional terms. This consideration
recludes the use of relatively high cost housing guaranty
firancing. ‘

Funds from the $7,400,000 A.I.D. grant are entirely committed
to specific purposes, :
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SECTION H - CONDITIONS AND COVENANTS

The loan agreement for the proposed loan would include, in addition
to standard provisions, the following special conditions precedent and
covenants,

i. Conditions Precedent

a., Prior to disbursement of any loan funds for the Project,
Borrower to submit satisfactory evidence (1) that sufficient budgetary
funds will be furnished PROCOM in addition to the loan proceeds to
provide for additional personnel and cperating costs estimated at $1
million for execution of the Project, (2) that Borrower will review
salary schedules of PROCOM, and make such adjustments as necessary to
make them reasonably competitive with those of other Borrower agencies
for comparable work,

b, Prior to disbursement of any loan funds for the rural portion
of the project, Borrower to submit a satisfactory detailed time phased
implementation plan therefor,

c., Prior to disbursement of any loan funds for an urban portion
of the Project, Borrower to submit a satisfactory detailed time phased
implementation plan therefor,
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SECTION T - TM?LEMENTATION PLAN

Since the A.I.D. assistance proposed herein is designed to help
reconstruct comnuaities damaged by the earthquake, it is most important
that the program begin as soon as possible, In view of this, some
aspcets of the program by nacessity have been described in more general
terms in this paper and left to be defined in detail following loan
authorization. Furthermore, the'usz of USAID grant funding for tech-
nical assistance to support the loan program is specifically designed
to meet the need for funding while nzgotiation of the loan agreement
is underway.

The bar chart on the following page identifies the events which
are to occur in connection with implementing the program and the time
scquence of each.,

The USAID hopes to have the loan authorized in May and the loan
agrecement under negotiation by the end of June. The USAID will press
to have conditions precedent met by mid-August which will permit the-
program to be initiated prior to the end of 1971,

The PROAG-financed tcam will be recruited by the time the loan is-
authorized and with the immediate availability of grant funds the
team can begin work in June, or, at least, July, This same team will
help PROCOM meet the conditions precedent which call for detailed
implemencation and operational plans for the program,
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DRAFT
' LOANW AUTUODTAATION

Provided from: Alllonce for FPropress Munda
PARU: Comgunity Dovelopment ond Reconstruction

Tursusut to Che authority vested in the Deputy U.8, Coordinstor,
Mllicnce fov Pecnrens, by the Forclpa Aasistonce Act of 1961, as
wﬁva, und the deleaticns oX authority icsued thereunder, I
horoby vuthacize the catabliskment cf & lein ("Loan"), hu:chant to
P Bt Luﬁntcr e, Mtvls VL, Allinnce for Pronvess, to the Government
of Poru ("Zorrores”) of not to Q'“\Ld thraee millicn Uni*cd Htateas
dollnvs (83,000,000) 1o escict in linancing tha United States doller
andileeal C”“'U'LJ copts ol icen ;vV developasnt and reconstruction
aeLivities of tho Rx*»n‘v- in {he arsa effcoted by tha sarihquake .
ey 31, 1970 (U Projectl), the Loan phatl be subject to the

olleuing teoms and cunritionsz

.

W d ANt . = 1 ) !
1, TIrntercest apd Merms of Hanayirent,
pa b

Dorraier ehall xepay the Yoen to A,ILD: in United States
Qollars withia fooky (10) roors feem the date off the Tirat
aicburgenont uwndee the Losn, including a grace pericd not to
excead ten (10) yotra. Bavrewer chall pay to A.I.D. in
Unived States collars on the digbursed balonee oi the Isan

intercat at the rate orf two percent (257) per atnum during
the grace perled and three percenty/(35) per anaus thoreafter.

n . NP 24
2, Othor Terms and Conaltiona,.

(0) TBicent for marine insurance end ocean shipping,
poods and services Uingncced under the Loan shall have their
sourca and origin in Poru end countries included in A.I.D.

Gzozraphic Code Yil., arine insurance financed under the
LJM. chell have ite gource and origin in Peru or any
counbzry included in A.I. ). Geographic Code 941, providea,
howaver, that uugh insuranee may be {inanced under the Loan
only if it i3 ovtained ou u cempetitive basis and any cleinms
tharcunder are 1yaolc in cenvertible currencics. Ocean
chlpping ”Lnanced under the Loan shall be procured in any
country included in A.I,D. Geographic Code G4l.




(b) United &

Lates 1
frenge locel ‘surrancy cogls umll be m.m. avitileole
\ { C. ] ): i- u.C‘CGZ‘J' tO JLO-AD.

() Felor to any dlsburcement of Joan funds or tha
ANGE f»; s robber of Comnltncnt under {ho Loon Dorzower
Luwll evidence I form cud substance saticfactory to

.

(i) pwillelont budzetsryfiunds will be Durniched
Lha luonlonctdiiig Lreney o rorouecr in acddition to the
soceeus o provide Yor additienal personnel and
Ocorubing costs, (estitabed ot $1,000,000), necessery

4

{ox cxacution oif the Iecjeet, and

L34 review salery schedules of
v opnd moke guch adjustncuts as
DEGRssary i,rx :.A.Z,e : &'.Jc,""‘u.\ll)j coupetitive with
0L other ¢.:u~c::cr arencies .

Peior to any alohursenent of ldan funds or the
J o1 & Lethoor (u Conzitacnt for the rurasl porticn of .
Chis Proioecs, Doreovor ghall susmit o detarled time-phased

inlonziiatlioni plen in ;.u;:;s end egubstance satisiactory to

(:) Price to dishurscaent of loau funds or ths iscuance
Teoter of Coaviitimaat £o the urban pertion of the
Borrcuay shall sutmit & detoiled tive-phaced inplee
plen setistaetory i Parm cad aubstance to fi.1,.D.

Toen ghall be supject to such eother terms and
iona as ALL.D, moy deen vdvisodle,

Deputy U.6. Coordinator

Date




UNCLASSIFIED
AID-DIC/P-970

ANNEX II

Exhibit A, Page 1 of 1

MEMORANDUM

TO: + Mr, Louis V, Perez
Director

FROM :  Arthur Mudgeét ;:‘.)/)4
Assistant Difrector for Capital Project
for
SUBJECT: Section 611(e) Certification/Proposed Community
Reconstruction Loan

PROBLEM:

Scction 611(c) of the Fereign Assistance Act requires that before devel-
opment loans are made for any capital assistance project estimated to
cost in excess of $1,000,000, the Administrator of A.I.D. must have
reccived and taken into consideration a certification from the principal
officer of such agency with the country in which the project is located
as to tha capability of the country (both financial and human resources)
to effe crively maintain and utilize the project taking into account
among «ther things the maintenance and utilization of projects in such
country previously financed or assisted by the United States,

DISCUSSTON:

The loan paper attached at Annex A reviews favorably the past performance
and preseat capability of the proposed executing agency. See Sections
A.3, C.1 and C.2. The loan paper at Sections D and E also indicates the
adequacy of the resources to be committed and procedures to be adopted

by the Borrowcr and the implementing agency in carrying out the project.

R¥WCOMMENDATION:

On the basis of the information contained in the loan paper I recommend
that you sign the certificate attached at Anmnex II(B).
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Exhibit B, Page 1 of 1

CERTTFICATION PURSUANT TO SECTION 611 (e) OF THE FOREIGN
ASSISTANCE ACT OF 1961, AS AMENDED,

I, Louis V, Percz, the principal officer of the Agency for International
Development in Peru, having taken into account among other factors the
maintenance and utilization of projects in Peru previously financed or
assisted by the United States, do hereby certify that in my judgement
Peru has both the financial capability and human resources capability to
cffectively maintain and utilize the capital assistance project:
COMMUNITY DEVELOPMLNT AND RECONSTRUCTION LOAN,

This certification is based inter alia on the Government's and PROCOM's
performance in the execution of a comparable community development
project financed by A,I,D. Loan 527-L-045 and an emergency relief and
reconstruction project financed by A.I.D. Grant No.527N601.

/<’M// v /C_.' 7

/7 Louis V, Perez
Director USAID/Peru
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CHECKLIST OF STATUTORY CRITERIA

(Alliange foux Progwodd)
In the vight-hand margin, for cach item writo answer i, w> wpprepriate,
a summary of required discussion., As nccessary, reforoncoe the scction(s)
of the Capital Assistance’ Paper, or other clearly identificd and availablc
docunent,” in which the .matter is furthor discussed. This form may be made
a part of the Capital Assistance Paper, '

The following abbreviucions are used:

Fhv =« rorcign Assistanco Act of 1961 , as amend

App. - Forcign Assistance -and Relatod Agencies Appropriations Act, 1
MYA - Mcrchant Marine Act of 1936, as amendod

COUNTRY PERFORMANCE

Prograeca Towards Country Goals

1,7 FAA & 208;.8.251(b),

A. Desoribe axtant to which
ccuntry 18:

(1) Making appropriata efjorts The GOP has an actlve agr;cg;ta:tﬁa}[_aizzcrl:
to increase food production program for both large anf ihe COP is
cnd improve means for food A ‘top priority activity o e COF 19 e
atorega and distribution,” the Agrarian Reform program

signed to bring new jands under cultivation.

(2) Craating a favorable olimat In the context of its industrial reform pro-

for foreign and domestie privat - 83T (Industrial Law) and its balance of

ment, the GOP is actively
Lga and T £ payments manage _ : . oLy
eriverprios fl-nveabr.en seeking foreign and domestic private 1n-.

restments in areas identified as being
.essential to. growth.
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AID 1240-2

(3) Increaairg the puwlic's
mole in the developmental
proccag.

(4) (a) Allocating avatlable
budgetary regourcesd to
dovelopment.

(D) LLvertiryg such
reaources for unneccessary
military expenditure (see
clso Item No. 16) and
intervention in affatrs of

other frce ond indcp{z_ndent

nations. (See algo Xtem No. 1k

(5) Willing to contribute funds to
the project or progran.

ANNEX III, Page 2 of 19

Newly decrced programs in Industry
(Industrial Law), fishing (Fishing
Law), and Agrarian Reform are
specifically designed to achieve
this objective,

Sizeable portions of the GOP mational
budget are being allocated to the top
priority programs of educational,
agricultural and industrial reform..

GOP Military expenditures for the
years 1971 and 1972 are $ 433 million
or 164 of the total two-year budget,
No known intention in affairs of othe:
nations.

The GOP commitment of $ 1 million to
the project is ccnsidered ample and
demonstrative of interest.
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AID 1240-2
(6) Mzi . while freedom of press and/ggpres-
.~.ung cecornmLe Baciaz A 50 leh T :
and volitical P"fbr; ’ sion has been/curtdl éd in recent
tax colleeotion Envr w such ao years tax collections have impro~
changes in land ; overents and ved, laws aTe enforced and land
ard making D’:rmncnupa arrangcnen; 1, rteform has been given high
1tny proyrosa toward respeot priority.

5,
the

ry £, " ~»

é‘oﬂr;w:}n.c..ule of law, frcedom of
wprecuion and of the prese, and
r-'aiqgr.n::ing the irporiance ;f
individucl freedom, initiativ

and private enterprigd. >

57) Adnering to the principlea Sound monetary and fiscal policies

the Let of Bogota and Charte of 1eading to real growth in GNE,

Punta del Esta, - r of stable prices, and a balance of
payments surplus, coupled with
significant economic and social
reforms designed to restructure
the Peruvian society along more
equitable lines, clearly indicate
Peru's compliance with Alliance

(8) Attempti
pting to repatria . __for Progress poals.
ol repatriate capital = fecent decrees Tequiring ifull re=

invested in otr . .
own citizens?tner countrics by ito patriation of foreign capital of
Peruvians have had an important
impact on the balance of payments
and make available Tesources for
jnvestments in Peru.

(3) Otherwise responding to th .y The GOP appea:s to be responding

gconomie, poiitical ang o the iial to the econom.c,political ang

concerns o} ita pvogle Bzczal social conceris of its peopl%,

a clear datcrminatiin zaaZakdcmonctr?ti”Gparticularly the poor, and has

self-help measwures. ¢ effective  raken strengih self-help meafures
as indicated above.

Are tora té :
g 5 izge factora tcken'into account in
wrnishing of the cubject assistanca? Yes:
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ANNEX III
Page 4 of 19

Irontment of U,S. Citizens

i}

Fia v éovle), I assictonce 19 N )

Lo gevernment, to the government No known recent instance,
1iciic au debtor or wunconditional

Tarantor on @iy debt to a U.S.

tiizen for goods or serviccs

fwatshed or ordered where (a)

such citizen has ezhauzited

avatlicble legal ramedies and

(b) dobt 16 not dented or

contested by cuch goverrmeni?

-~

FAA & 620(cj(1). If ascistance In 1968 the GOP expropriated the

15 to a.goverrment, has it holdings of IPC, a company,benefi-
(ineluding goverrmcont agencies or cially owned by U.S. citizens. It
suwdivietons) tclicn any action has been determined that appropriat

wnich hag the cffect of nattonal- steps to discharge its obligations
tzing, exzprepriating, or otherwisd have been taken by the GOP, within
geizing-curncrohip or control of  the meaning of the statute.
property of U.S. eitizcng or

cneitics benefictally cwnad by

them withouwt taking steps to

discharge itc obligavions

toward such ciiizens or entities?
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Mehenneils Mrofective

Je 57 " .';.'"{—/L:. aetned, or
ety poncil iy on GanReelon n,“bhdt,
Y Jtauihy veonel on aecount of
4.h.u; ocoevibics in Tnternational
Vi,

a. Dhas any deduction reguired by

Flolhersans Drolective AdL been made?

b, TLoes connleita dental of aselstance
o
o

Leci conumownfﬂ by AJI.D. Aduinistrator?

U, 5. Goverrment and Ofhar

.
I ~ S rinn Ao Fne
LT QOB LE VRG22 1Y or
. v
s ~

priec whiich will
e VLSO with VLS. entere
13

tivere an agrecment by The

wiilry o rreveni cxport
HOPS than ”77 of the
enterpriece's el produciion during

the 1</c of the Lon?

G. ¥4 ﬁ an( i), Fes the Pourfry
o, or Jaiied to take

1
'ﬂaamuta measwuires to prevent, tne
or cdusitrveiion by mob action,
propeariy?

ANNEX IITI, Page S5 of 19

o claim has been made and
therefore no deduction ic
required by the Fisherman's
Protective Act.

As requested by the statute,
the Administrator shall
consider the recent seizure
of a U.5. fishing vessel by
the GOP in determining -vhether
or not to furnish this
assistance.

No such enterprises to be
assisted,

No known recent instance.
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7.

10,

FAA S g20(1). If the cowntry has

Faiicd to inatitute the investment Yes.
guaranty pregram for the specifie

rigks of cxzpropriatior, in cone

versibility or confiscation, has th

AT D, cdwiniutration vithin the pa

year corsidered derying assistance

suck goverrment for this reason?

A 8 620(q)., Is the goverrment of
the reoiptent country in default on No.

intercct or principal of any Adl.D.
loan to the country?

FAA & 620(¢). Haa the cowntry |

scvered diplomatic relatiors with

U.S.? If so, have they been reewmed No,
and have rnaw bilateral cssistance

agreements been negotiated and entered

into gince such resumpiion?

As of July 1, 1970, Peru's
FAA S ©20(u). Vhat i3 the payment arrearages to the U.H{. totalled
status of the country's U.N, $317,809 including $166,000 for
obligatiorg? If the country ie in UNEF and UNOC. GOP Foreign Officer
arréars, vere cuch arrearcya taken reported that Peru paid its 1969
into cecownt by the A,I.D. Adnintatrator budget dyes in September
in determiining the current A.I.D. 1970. Since the latest, figures
Operatirg Year Budget? available to ,ALD/V &0 not reflect
: that payment, an accurate figure .
for! Peru's curreni stetuws=is—imposvible.' However; the
ran 8 620{a). Does rceipieat country GOP has stated its intention to:
furnish cosistance to Cuva or feil toliquidate delinquent ob¢1ga1':10n~s ’
toke enpropricte sheps Lo prevent Peru's arrearages were considered

e

chips or circroft wnder its Tfleg frog? determining the current OYB.
carryling cargoes to or fream Cuba?

‘w0 known ussistance to Cuba
or carriage of catrgoes to or fr
Cuba by Peruvian flag shipS...—
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12, VAR E ansintance s to a
COveon. the Scerot ary of Sicte Yes.
debtermined hot it is uol? conbrelled
by the lunternotionsd Communist movement?
13. ceipient country No.
l\r'?
A, Al crodd). Te wcip'cnt country No.
in any Frvolved <n (a) subversion
ofs avy ggreneton ogainst, the
U..;'fz'. QY oLty 1"‘6(,‘1»4?4/"" U.S.
caniniance, or (b) the plawing of euch
silvereion or cjgresclon?
15, FAA L 8hotn), _
Dazz-;Zcipicnﬁ country furnish goods No known instances. .
to Novyih Viet-Nem or poanit ships or
aireraft wider tts flag to carry
ccrgoes 1o or from Novth Viet-lNan?
Militory Maponcitires In 1970, Peru's defense expendi-
tures represented 18.7% of central
16 . Whet percentage of governments expenditures, - Of the
2 for military two-year 1971-72 budget, 16% is
ow much of foreign earmarked for military expendl-
RChans2 reeouiels ”pPﬂL or. nmlmtary tures. ’
col;ﬂuz,éz iiow ren spent for the In 1969 {(the latest year for which
se of uopuuoLucatcd weaponse data is available), the S0P spent
cysLaiis? (Cor ideration of these 12k9 million in foreign exchange

points Lo be coordinated with PPC/MAS)on military imports.
With respect to sophisticated
weapons systems, Peru purchased
16 mirage type aircraft, plus
spare parts, for a total of 28
million in 1968, repayable over 8
years beginning as of 1970.
As requested by the statute, the
Administrator shall take these matters into -
account in determining whether er not to furnish
this assistance.
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NI IV AT AT e ) 1
CONNTTroNy OF THDR LOAR

Generzl Sowrdresg

R/
d-l.

18.

FAA Y 201(d), T Information and

corcluston on reasonablencss and
legality (wnder lais of country and
U.S.) of lerndirg and relending terms
of the loan.

FaAd 3 251 )(2): R.251(e).

Invormation and corclusion ?n.
cetivity's ecoromic and technical

soundness., If lean 18 rot made pursucnt

to a multilateral plan, and the amount
of the loan execzeds'$§100,000, has country
swbmiticd to A.I.D. an application for
such funds togcdicr with acsurances to
indicate that funds will be wsed in an

cconomically and technically sound
monner?

ANNEX III, Pace & of 19

The Sub-loan terms for 'this
Project are proposed by the GoP
and considered reasovnable and

legal in al1l respects, See
Section F. 2.a.

The project is economically and
technically sound. (See Section
C&G ). An application has bee
received and is included as an
annex in this paper,
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20

21~

23.

L o I 4 T

svas
."/‘{h ” wai b)),

Injormaticn and
ecoraluricn on capacity of the
cowtry to repay the loan,
Trucluding resorableness of
repayment prospects.

FAA £ $11(a)(1). Prior to signing
of loan will therc be (a) aergineer-
irg, firancial, and other plens
neecsssary to carry cut the aseistanc
and (b) a reasonably firm estimats
of the cost to the U.S. of the
assistanca? '

FAA S 612(a)(2). If further
legyrslative action is required within
recipient country, what is bagis for
reasonable expectation that such
action will be completed in time to
purmit orderly acgomplishment of
pixrposes of loan?

P4 L 811(2), If loan is for capital
assietance, and all U.S. assigtance

to project now exceeds $1 million, has
ficsion Director certified the country's
capability effectively to maintain and
utilise the project?

FAL Z 2510). Information and
conelustion on aveilability of finanoing
from other free-world sourccs, ineludi
private scurces within the United States.

ANNEX III, Page 9 of 19

Foreign exchange reserves of . GOP

at close of 1970 highest ever.

Peru's long term foreign debt appears
manageable.

Yes,

No special legislation actions
believed to be required.

See Annex 1I

See page 35 of loan paper.
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lom1's Relaiionnhip to Achievement

of Cowmlry ond Regtonal Goals
Dt p— A

]
ete

FAA S 72, & .'357((12. Extent to
WhieT woszatanes refleeta
appropricic emphasia on; (a)
encouraging development of dem-
oeratic economic, political, and
coctal tnstitutions; (b) self-
help in meeting the cowntry's
Jood needs; (c) “mproving aqul-
ability of trained manpower n

the country; (d) prograrnc designed

to meet tha country's health neads,

or (e) other important creas .af
cconomie, political, and coctal
duvelopment, including induqtry;
free labor unions, qooparatzves,
and voluntary agenctes; ‘ )
transportation ard commuriecation;

plannirg and publice administrqtmo§;
wban development; and modernicatic

of extsiing laws.

25, FAA T 209. 2
of execution as part of reqtonal
project? If so why is project vot

so executed?

FAA § 251(b)(3). Infornation qnd
concluaion on activity's relation-
ship to, and consiatach&qzth,
other dovclopment activities, and
ita contribution to realizsable’
long-range objectives.

Is project susceptible

10

ANNEX ITI, Page 10 of 19
a) Community sub-loans will be ad-
miniscered by local cooperatives or
governments,
b) The program emphasizes restoration
of ag. communities by the communities
themselves, ‘
c) Communities participating in the pro-
gram will receive instruction in
building a strutturally superior
house, ’
d-e) Cooperatives, local governments, and
other rcpresentative groups will he
strengthened by planning and ad-

ministrating appropriate uses of the
loan funds, ‘

No,

The proposed program will improve rural
living conditions and thereby reduce
migration to urban centers, This
complements the GOP's agrarian reform .
program and efforts to directly involve
the people in development programs.
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27. FAA B 251(b)(7). Informggion Not significantly. Loan is designed
and concelusion on whether or .largely to rebuild physical properties
not the aetivity to be financed of subsistance farmers.

will contribute to the achievement
of self-sustaining growth,

28, FAL ] 281(a). Degcribe extent
to which the loan will contrtbutsa Cooperatives, by their very nature,
to the objcetive of assuring are private and democratic. This type
maxtimun particiration in the task  of institution will be strengthened by
o economia development on the part theloan.
of the pcople of the country, through
the encourcjcment of democratics
private, and local govermmental

ingstitutions.,

29, 4 1 231(b). Describe extent to Program contemplates a significant self-
wrnrch program rccognizes the help input at the community level to
particular needs, degsires, and satisfy needs of the highest priority
capacities of the people of the in the disaster zone. By promoting
country; utilizea the country's a cooperative effort, the program
intellectual resources to encouycje strengthens democratic processes at
wistitutional developicnt; and the grass-roots level.

supporss civic educaiion aid
traintng tn ckills reoquinred for
affective partict Jatwr: in
govazv.“vntau ard ,oZzbwaZ procesacs
csoenivial to eclj-joveivansnt,

11
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31.

32.

FAA G c01(a). Information “a) not significantly; y

and econclumions whether b) yes - in part, loan will help to
loan wlll ancourcge cfforta restore the economic life of several
of the country to: (al communities,

inercase the flow of c) yes - see 33 below.

internaiional trade; (b) d) not applicable.

foster private initiative e) Yes, by assisting communities with

card cempetition; () the reconstruction of ag. and com-
encourage development and mercial pursuants.

wre of cooreratives, credit f) No.
unions, and bauirju and
loan ascociations; (d)
liscouraye m0noro,,atia
practices; (e) improve
technieal efficicncy of
industry, agriculture, and
cormerce; and (f) strengthen
free labor unions.

PAL R 619, If ascistance is
for newly independent country;
16 1t furnished through
multilateral organizationa or
plans to the maximum extent

Peru not newly independent,

¢ppropriate?

P4 B 851(h).  Inforimation and The recent CIAP review of Peru empha-

Cunclusion on whether the sized the justificable need of inter-
ctivity t6 constetent with the national financial assistance to Pefu's

fzrdznga and rccoirnendations of development programs. In addition,:

the Inter-tmerican Committee for CIAP endorsed the need for strengthéning

the Alliance for Progrecs in its campesino groups and organizations to

cnnual revicw of national devel=- better cope with their development pro-

cpment activities. blems.

FA4 G 251(g). Information cnd Sub-loans will generally be made to loca

concluston on wie of loan to cooperatives, thus enhancing the cooper-

¢gotat in promottng the coop- ative movement in Tatin America.

erative movement in Lutin fmerica.

12
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3, FALE 08, B 251(b)(8),
Irnfomaiion and concluaion
vhether azolstance will
cncouraye regional development
programs, and contribute to th
ceonomic and political
integration of Latin Ameriea.

Loan's Effcet on U.S5. and AJI.D

Progran
[ESRERE - SO

FaA & 251(b)(4); § 102,
Information and conclusion on
possible effects of loan on

U.S. economy, with gpecial
reference to arcas of dub-
stantial labor surplus, and
cztent to which U.S. commoditiet
and assistance are furnizhed in
a manner consistent with improv-
irg the U.S. balance of payments
poaition.

&

35

36 FAA U 801(b). Information and
corelusion on how the loan will’
cncouwrcge U.S. private trade
crnd investment cbroad crd how
it will cncourage private U.S.
pariicipation in forcign
acsistance progrens (iieluding
use of private trade channgla
arnd the cervices ~f U.S. privata
cntaroriae),

13

ANWEX III, Page 13 of 19

Not directed toward regional
development.

Apart trom poss_ible'purchase o’f' some
u.s. goods and services, }oa.m is crect
for local costs with negllgl_,ble ef c
on U.S. economy, slight adverse effec

on U.S. balance of payments,.v

See item 35.



AlD

38.

39.

Lo

240-2

#id # 69104). 1) a capital

cr:4v¢v, are ergingering

il .hJ"uaional services of
S. firmar and their affil-

Tares wied o the mazimen

cutont constistent with the

nacional intercst?

FAA § 602, Information and

PR TPy o

conclision vhcther U.S. small

bustness will participatas

cqguitably in the funnishing of

goo ds and services finance by
e loan.

FAA G 620(h), WILLl the loan

pmn’o ¢ or asoilet the forazgn
atd projects or activities of
tha Communigt-Bloe countrieg?

ras B 621, If technical
asstistance 18 financed by the
loan, information and comelusion
whether such asststance will be
furmished to the fullecst cxztent
practieable as goods arnd projfes-
stonal and otncr services firom
pvﬂ'va"o enterpriec on a contract

bazie. If the factlitiea of othor

Federal age neies will be utilized
injorination and conclusion on
whether they arc particularly

sutteble, are not competitiva with

private entcrprise, and can be made
avatlable without unduz interferences

with domesiic programs.

14

ANNEX ITI, Page 1k of 19

U.S. contractors will ke .able to
compete for furnishing of consultaqt
and personal services.

‘Loan agreement will so specify

‘Loan- agreement will specifically

provide against such eventuality.

It is contemplated that technicas
assistance will be provided bv pI‘1Vat1

1ndustry on a contradt basi-
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L1,

Loan’a

FAal 2sota).  Total amownt of money

S
wider loun which 1g gozrg dircatly
te private Lrturp*Lau, 18 going to
intermeediate eredit institutions

or othker borrowers for use by pri-
vate un.,t.om"c, 13 beilrg used to

Jirarce irports from private gources,

or ig othcmwc being uscd to
firance procurcments frem priveta
gourcce.

Compliance with Spectfic

Requiranents

42,

L3,

Ly,

FAA S 201(d), ls interest rats

of loan at least 2% per awum
during grace period and at least
3% per annun thareafter?

raA 3 ¢08(a). Information on
mecswwres to be taken to utiliase
U.S. Goverrment czcess personal
property in Z:icu of the procure-
aent of new itoma.

FA4 3 604{a) . A
all cormodity procurcnent finanead
wider the loan be frem U.S. cxocpt
ag otherwige determined by the
Pregident?

ANNEX III, Page 15 of 19

It is contemplated that a}l loan:
funds will be used to finance pro-

.curement from prlvate sources, with

much of its going through an intermediate
credit institution.

" Yes.

Loan agreement will so specify.

Procurement will be from Code 941
countris as permitted by Presidenti

- determination
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L&,

4 804(b),  What provieion 18

e to "ﬂov-rt financirng cormodity
romaemens Ln bulk at priees highon
v adjusted U.S. market price?

5
-
%

FAA S 604(d). If the host country
dicorimirates aqaznat U.S. muring
awrascs companies, will loen agreo-
mINE require that marine insupanoc
be placcd in tha U.S. on ocommoditics
flnancoa.)y the loan?

FAA 8 604(c), If off-chore procure-
ment of agricultural conmodity or
product Zc to be financed, is there
proviaion ajainst such procurement
when the domeatic price of such
commodity <o lese than parity?

24 B 611(b); App. S 101, If loan
inances water or water-related land
source construction projeet or '
]N@7, 1s there a benefit-cost

'U "5 ‘v; "3

computation made, insofar as practicablae,

in accordance with the proccdurcs sct
Forth in the Memorandun of the President
ted May 15, 19627

s S 611(e). If contracto for
congtruction are to be financed,
what provieion will be made that
they be let on a corpetitive

basis to maximwn extent practicable?

16

ANNEX III, Page 16 of 19

Loan agreement and implementation
letters shall so provide,

Loan agreement will so specify.:

No financing -of such procurement
is contemplated,

No large scale water or water related
land resource construction project qr
program will be financed..

Loan agreement will so specify)
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53.

'Slo

52.

249-2

PAA B 620(z).  Vhat provision 18

trnurne coatet uce of subjeat
angtatance to ccmpensate ocwners
for capropriated or naticnalized
property?

FAA 5 610(b): 8 636(h). Describe
stepo taxen to esgure that, to the

maximun extent posceible, the cowntry
15 contribuiing local currencies to

meat the cost of contractual and

other services, and forecign currcncica

owned by the U.S. arc utilized to

meet the cogt of contractual and othor

sermnees,

Arp. B 104, Will awry loan funds

be used to pay pensiona, ato., for

milrtary pergonncl?

17

ANNEX III, Page 17 of 19

Loans proceeds will not be used. for
procurement of land.- Loan agreement

Will so specify.

GOP is contributing $ 1,000,000 in
counterpart local currency to project.
No U.S. owned foreign currencies avail-
able,

No,
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If lcan 13 for

b EA . " L . N
vVl profect, 1o there oan Agreement will so specify.
ceovteion jor AJILD. approval

of ali contractors and contract

Lerng?

Arn. §i08. WILL arny loan
Jwnds be used to pay U.N.. No.
aaseaaments?

5l;,

55. App. # 109. Compliance with

regulations on amployment of Loan Agreement and implementation

) - ; n
U.S. and local personnel for letters will provide for applicato? of
Jurds obligated aftar Reeulation 7

April 30, 1964 (Regulation 7).

56. FA4 8 036(i), WLl any loan funds No,
be used to finance purchase, lorg-
tern lease, or cxchaige of motor
ventele manufactured outotde the
United States, or wny guaranty of
such a trarsaction?

57. Awp. & 401, W1l oy loan funds
be used for publicity or propcganda No,
purpoace within U.S. not authorized
by the Congreaal

18
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If congtruction
entcrprica, will
agreges: value of asstatance
to e fumdehad by U.S. exceed
8100 million? '

a4 e1o(d). Does the U.S. aum

czecan foreign currency and, if eo,

what arrangcements have been made
for 1és relecse?

MHA § 001.b. Compliance with
“qiirement that at least S0 per
centum of tne grose tonnage of
commedities (computed separately
for dvy bulk carriers, dry cargo
liners, and tankers) financed
witn funds made avaetlable under
this loan shall be transportaed
on privately owned U.S. flag
commerceial vessels to the extent
that suech vessels are available

at fatr cnd reasonable rates.

- ANNEX III, Page 19 of 19{

- No.

No.

Loan Agreement will so specify.
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60,

ssh 3 cLo(k) . If econotruction
Cf productive entcrprica, will
Gogregele value of asststance

to be jfumdshaed by U.S. exzceed
$100 million?

Fas o eln(d). Does the U.S. own
czeean Joreign currency and, if eo
what arrangecments have been made
for its relecse?

M4 8 901.b. Compliance with
roquirement that at leagt 50 per
centum of cne gross tonnage of
commodities (computed separately
Sor dry bulk ccrriers, dry cargo
liners, and tankers) financed
witn funds made avatlable under
this loan shall be transported
on privately owned U.S. flag
comnereial vessela to the extent
that gsuen vessels are available
at fair cnd reasonable rates.

19

ANNEX III, Page 19 of 19

No.

No,

. Loan Agreement will so specif‘y.»
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TR/NETATION

Iy, John Hamnah
Tiweetor, ULATD
Vachirgton, D.C.

Tom plonsed o weite you for ilie purposc of reguesting from
ATD, Dinaccicl casistonce Tor the projects "Project for the
Conclruiction wd Bohehilitabion, of Rural Town. on the Arca Affccted
by the surchgoshe' and "Prosrow for the Urban Reliabilitation oi' 2,000
Tots wnd construction of 324 Houses in Trujillo and luacho", which have
beor, preparaed by Lhe Directorate Cerceral for Comrnunity Promotion of
the Ministry off lowsing in coordination with the Commission {for the
Recoroctrietion ard Lehobilitation of the zone affected by the earthquake
of Fuy 30, 1970 (CRITZA).

The referenced proprans will require financial assictance of up
W« e ¥ \ . &l o » L) ) -
to 57100,000,000.00 (anproxizately U.S, £2.3 million) and S/j0,000,000

o

(erpcowimescdy U0, 50,7 willion) respectively, for a total of
$/130,000,000 (U.S. 3.0 nillion).

SN

The Governus

reforereced Hrog

w0 of Poru grants its hiphest priority to these
wi, baking invo consideration their soclo-cconowic
e vone devastated by the May 31, 1970 earthquake.

inportancs Tor b
Por 1his wreascon my Goverrnment will be extremely pleased with
AIDt s cooperwtion wrniceh vould permit the implementation of the
reierenced projects to comnence as soon as possible.

Very truly yours,

General de Bugada E.P.
Francesco Morales Bermudez C.
Minister of Economy and Finance
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Lima, 18 de Mayo de 1971

Of.N2 296-71-EF/75-DGC

Sedor

Jdohn A, Hannah

Director de la Agencia para el
Desarrollo Internacibnal (AID)
Washington D.C.

U.S.A.

e es grato dirigirme a Usted, con la
finalidad de solicitar de la Institucién de su digna
Direccibén, apoyo financiero para los Programas denomi
nadgos: ”°royec;o de Construccién y Rehabilitacién de™
Centros Poblados en el Area Rural de la Zona Afectada"
y "Programa pera’la Habilitaci6n Urbana de 2,000 Lotes
y Habilitacion de 324 Viviendas en Trujillo y Huacho",
cstructurados por la Direccidn General de Promocién Co
munal del Ministerio de Vivienda, en coordinacién con
lc Comisidn de Reconstruccidn y Rehabilitacién de 1la
Zona Afectada por el Sismo del 31 de Mayo de 1970 ---
(CRYRZA).

Los Programas en referencia requieren
apoyo financiero hasta por un monto equivalente a S/.
100'050,000.00 y a S/. 30'000,000.00 respectivamente,
1o que hace un total requerido del equivalente a S/.
130'000,000.00.

£l Gobierno del Perid otorga a los men-
cionados Programas la mas alta prioridad, teniendo en
consideracién la importancia socio-econbémica de los -
mismos, por su aplicacién en la zona desvastada por
el sismo acaecido el 31 de Mavo del afio 1970.

Es por ello que mi Gobierno verd con
sumo agrado la cooperacién del AID, de tal manera que
se viabilize al mds breve plazo. la ejecucibn de los
Programas antes citados.

ANNEX IV, Page 2 of &
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MISISTERIO BE LCOAGAIA Y [IVARTAS

Er————————

. Con este motivo, aprovecho la oportunidad pa-
ra reiterar a Ud. los sentimientos de mi especial con-

sideracifn.

Dios.guarde a ud.

G éﬁt‘&‘x de Hrigada K, P,
Lociwen Moralos Bormuder €.
Vimstio de Feonemis y £i0a02a8
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AGENCY FOR INTERNATIONAL DEVELOPMENT
UNITED STATES AID MISSION TO PERU
C/O AMERICAN EMBASSY
LIMA, 1
PERU

May 19, 1971

Dear Mr. Minister:

Thank you for your Of, N¢ 296-71-EF/75-DGCP of May 18, 1971

to Mr, John Hannah, Director of the U.S. Agency for International
Development in which you request AID loan financing of approxi=
mately US$S3 million for a Community Reconstruction Program in
the areca affected by the May 31, 1970 Earthquake, It is our
understanding that the Government of Peru is disposed to under=-
take and finance the program with AID assistance in the manner
described in the project documents "Proyecto de Reconstruccidén

y Rehabilitacidn de Centros Poblados en. el Area Rural de la Zona
Afcctada" y "Programa de la Habilitacién Urbana de 2,000 Lotes y
Habilitacidn de 324 Viviendas en Trujillo y Huacho", which you
ericlosed with your letter.

Your loan projecct request will be formally reviewed in Washington
during the next two weeks, and we shall inform you soon thereafter
of the decisions and recommendations made resulting from this

revieuw.
Sincerely,
Oig U ) (~7
Louis V. Perez
Director
General

Francisco Morales Bermidez C.
Minister of Economy and Finance
LIMA
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TABLE 1

Cronological Couposition of Annual Budpgets of FPROCOM

(Millions of Soles) (43.5 Soles = U.S. $1)

1967 1968 1969 1970 1971-72 L/
1. Wages and Salaries 9.28.8 g.21.9 q.42.6 9.79.6 9.144.6
2, 'Eprnditures in Goods and Services 27,8 15.2 26,6 42,6 36,3
3. Works by Contract and Adminjstration 191,7 207.,7 7.3 188.,0 220.0
4, .Financial Payments - ~ - 20.8 -
5. Transfers 2.9 2.1 4.3 6.5 11.3
251,2 80.8  337.5 012,2

sl/

— Biennial budget for 1971-72, Not included in this budget is loan and grant assistance
(totalling approximately s/20L,000,000 for 1971-72) being provided to PROCOM by

International and External Assistance agencies.

The 1969-T70 budgets do include administrative support costs and other counterpart
requirements for prior AID and IDB loans.
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TABLE II

Analytical Budget of the Direccion General de Promociém Comunal for 1971-1972

Wages and Salaries
Expenditures in Goods and Services

Transfers

Investment Projects

4,1 Studies by AdministrationgProjects

~Rural Infrastructure
=-Rural Housing
~Micro-plznning

4.2 Works by Administration

~R-val Infrastructure
~Remodeling of lots
-GOP Counterpart 1/

Total (4.1) + (4.2)

Grand Total

figures in millions of soles) (43.5 Soles = U.S. $1)

A L L 0 C A TI o N 2/
Promocidn Promocion ] ,
Direccion Comunal Comunal ' Regional Offices
Total General Rural Urbana Trujillo Huaraz Lima Huanuco Others
144.6 44,9 12.1 56.8 2.8 4.0 4.3 2.6 17.1
36.3 10.5 0.9 2.1 2.9 2.3 15.7
11.3 4,4 0.9 3.6 0.2 0.3 0. 0.2 l.4
192,2 59.8 13.9 60.4 S.1 7.2 ’ 5.1 34.2
.
8.0 1.6 2.1 4.3
3.0 1.0 2.0
10.5 1,9 8.6
21.5 1.6 1.0 2.1 1.9 14.9
134.0 9.8 3.3 16.8 12,9 91.2
9.0 9.0
55.5 55.5
198.5 55.5 9.0 9.8 3.3 16.8 12.9 91.2
220.0 55.5 9.0 11.4 4.3 18.9 14.8 106.1
412.2 115.3 13.9 69.4 16.5 11.5 25.4 19.9 140.3 g
I

1/ GOP counterpart for miscellaneous agreements.

2/ Does not include resources made available under external assistance agreements,

2302 8wg ‘g
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Annex N° VII

The attached proto-type sketches are examples of the detailed work
done by the ProCom Engineering Department intended to portray specifically
and graphically the procedures necessary in the construction of an adobe
house (Diagram #1 and #2) and a brick oven (Diagram # 3):‘ These are
mere extracts of a detailed step-by-step operation from folders they have
prepared.  Other proto-type folders include three other models for adobe

housing,and others for small industry type projects,
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SUB-LOAN DISBURSEMEMT SYSTEM
1) The Credit Committee approves the sub-loan package submitted
by the Community Organization.
2) The Community Organization communicates to its members the
approval of theilr respective sub-loans.
3) The Community Orpanization requests issuance of purchase

order to the credit committee. The purchase order will also
function as (1) '"receiving document" and (2) "order of pay-
ment, "

4) The Credit Committee issues a "purchase order' to the
Community Organization designating supplier (original and
copies). The Community Organization purchases materials in
volume to realize economies of scale.

5) Commercial firm delivers materials to warehouse of the Community
Organization and the latter acknowledges receipt by signing in
the space of the purchase order (original) provided for that
purposa.

6)-7) The Commercial firm attaches to the 'purchase order” the bills
of the sale and presents them to the Bank for payment.

8)-9) The Bank makes payment to the commercial firm and reports to
the FOROCO.

10) FOROCO reports to the Committee.
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ILLUSTRATION OF HOW TYPICAL PROJECT WILL BE PLANNED AND
IMPLEMENTED

I, Pre-Sclection of Communities to be studied for possible
sub-projecct Implementation:

Selection will be made at the Regional Office level of
PROCOM based upon previous PROCOM and other GOP Agency field
experience and contacts with small rural communities at the zone
level. Selection will bz based upon such factors as the size of
town. its importance as a social/economic focal point for the
surrounding areas, present and anticipated housing and infrastruc-
ture demand, and the individual and organization capacity within
the community to undertake self-help credit programs.

II., I:e-Feasibility Study

A PROCOM interdisciplinary planning team will make a more
in-depth field study on those factors previously described above
in order to determine project pre-feasibility,

a) Existing community and cooperative crganizations will
be contacted; development priorities, particularly
focused on housing, community infrastructure, and
agricultural production will be explored by these
organizations with the assistance of the team; organi-
zational strength and weaknesses will be identified.

b) Surveys of agriculture, housing, and community infra-
structure conditions will be conducted and analyzed.
Relevant data from other studies and GOP agency sources
will be collated,

¢) Basic findings will be discussed with community groups
and with relevant other GCP agencies (i.e. Reforma
Agoraria, ONDECOOP, CRYRZA, etc.) Project priorities
will be determined by community with assistance of
PROCOM.

d) Determination by PROCOM if community needs and resources
are appropriate for more detailed project planning focused
on one or more specific sub-project categories (i.e.
housing, infrastructure, production credit, agricultural
credit).
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I1I., Project Planning

Project Planning, which will be focused on the priority
activity identificd in the pre-feasibility phase, wmay also include
wmorg than one kind of category of sub-project activity; for example
anciliary activatics in infrastructure construction and production
o housing waterials might be included in the basic housing project.
However, since the wmajor portion of total loan resources will be
devoted to housing, this activity will be illustrated in further
detail, Project planning for housing will include the following:

a) Detailed eniincering and community plans - including
numbers, types, locations, etc. of housing and infra-
structurc (if applicable) to be constructed, construc-
tion wethod and implementation schedule, source of
construction materials and their delivery schedule, etc.

b) Formation of coopecratives or other appropriate legalized
groups 1/ for housing construction:
In the case where such a C.0, already exists in the
community, the C.0., will be required to demonstrate its
tinancial, administrative/management, and legal status
to PROCOx, and will be required to receive further
training in management and accounting, particularly
regarding the sub-loaning system to be employed in the
housing project. In the casc where no C.0, exists in
the community, PROCOM will assist 'e community to
1) receive training in cooperatives and community organi-
zation, 2) Iorm promotional/organization committees,
3) promote initial savings, 4) elect oificers, 5) obtain
legal status, and 6) receive management/accounting
training particularly regarding the system to be employed
in zhe proposcd housing project.

¢) Revicew of housing loan applications by C.0.:
Applications will be prepared by individual C,0, members
and will be reviewed by the C.0. to insure that the
applicant 1) is in good standing, 2) has capacity to
repay loan without depriving himself of other essentials,
3) is guaranteced by two other members, 4) has prescribed
amount alrcady saved (usually 5-10% of loan applied for),
5) cnrees to sign promisory notes for amount being
borrowed, specifiying repayment terms. All applications
arc ten’atively approved or disapprcved by the C.0. credit
committee,

1/ Recipients of loans will be those categories of groups previously
described in the Loan Paper. These categories will be collectively
called community organizations (C.0.).
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d) Loan Application by the C.O.:
The C.0. with the assistance of PROCOM will £ill out
a standard loan application form: application will
include summary of basic data gathered in project
plaaning stages previously described. Accompanying
the application will be more detailed reports prepared
by PROCOM on project planning and implementation, and
the member loan applications tentatively approved by
the C.O.

IV, Anproval of Loan

A, A PROCOM Loan Committee will review the loan application
and accompanying documents, This will be essentially a check of £
type of opcration since promotional work and project planning has
been supcrvised by PROCOM prior to submission ofthe loan application.
Essential critecria which must be met are:

1. Legal - To confirm a) that C.0. is legally recognized
by GOP or in process of legalization - its titles,
charters, other documents are in order, and b) that
land rishts necessary for construction have been ob-
tained,

2., Accounting/Administrative Capacity of the Community
Organization -
- review financial statcment/conditions of the C.O.
- ensure that minimum required training for the loan
has becen received by the organization,

3. Tecchnical Plans -
To cusurc that cngineering plans are technically

sound and feasible.

B, Preparation and signing ot loan contract between the C.O.
and PROCOM (or Fiduciary agent assigned by PROCOM).

C. Signing of contracts or promisary notes between the C.0.
and individual mecmbers,

V., Project Implementation

Implementation will follow the project plan prepared prior
to loan approval; it will essentially consist of phased construction
steps with phased purchasing and delivery of materials, PROCOM
training of sclected C.0. members in construction techniques to be’
utilized will take place prior to initiation of construction, and
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on-site supervision and training will be supplied by PROCOM construc=
tion foremen during construction,

VI, Projcct Completion and Follow-Up

A.

Upon completion of all construction, PROCOM will prepare
a completion of project report which include data on the
quality and quantity of construction, the effectiveness
of community participation, problems encountered, etc,

C.0. mcmbers will begin monichly ican repayments after
stipulated grace period, The C.0. will begin periodic
(period to be determined) loan repayments to PROCOM or
the assigned fiduciary agent,

PROCOM (or fiduciary agent) will prcpare cuarterly reports
on status of loan repayments,

PROCCM promotores or other technical assistance staff will
make periedic follow-up visits to the community in order
to assist them either on other development projects to be
undertaken by the C.0. or to assist in resolving problems
which may arise concerning the completed housing project.





