ANNUAL REVLEW AND LVALUATION - HG-009
(as of January 31, 1978)

The following report is the result of joint discussions botweun
the BVP and USATD held during January and February 1978, and includes
a status summary of the subjoct program as of January 31, 1972, and
recommendations as to how the program should be directed toward assuring
its timely development. The report is divided into sections which
present the status of the program, analyze spccific program components,
and make recommendations intended to accelerate program activities,

[. Program Status Summary

As of January 315t, Usa1nv had approved # provision of services
projects and thirtecn additional projes 5 had been presented and were
actively being processcd, In thie main, more information was required
before these preojects could be approved. (Tables 1 and 2, attached
hereto), The total cost of the twonty-one projects is cstimated at
£/.764.,5 million, which is equivalent te approximately 56 million.

The BVP and the Ministry of Housing and Construction (MOIHC) were
also finalyzing documentation for tha 720-unit PREVI-Bocanegra basic

housing project in Lima. This project is estimated to cost S/.348 million
(52.7 million).

T addition to these projects on which documentation was fairly well
advancod, there were provision of services projects being developed for
Prugillo and Ica which, 1 f approved, would rerquire an additiona)

S$/.920 wmillion ($7 million). However, it was uncloar whather these pro=
jucts would be ready in time for inclusion in the first tranche, due to
technical considerationn (the adequacy of the water supply in Trujillo)
and the need for cperating agreements with the sponsoring entities.
Addlitional projecte being developed by othier wmplementing agencies in-
¢luded three minimum housing projocts (MOHC) at an estimated cost of
G7.404 aillion (4.9 million), and additional wator and sewer projects
i Areuipa at an as yet andeterminied cost,

tn filoanca sl tarms, peotects at an sdvanced ctanqe wf preparation
v badldang conruetion will reguire approximataely 54,7 million and
abtbor projects abl more meliminary (tages would, if approved, utilize
more toan S1) million ob progeem funds, ‘Tre BVO and USALD will continue
LG prwcess projocts until the £15 million limit of the first tranche
L8 roavhod, me.mmlpnnwnuwlnlw(mnqmﬂtotheqmmmryemmg
G U1 atiion,

Wl perrd Lo s teocicam 111, Home Tprovement Loans, BVE and
hove worked togothior to obtawn roquiced approvals of an Operational
Poogran Grant (00G) whieh vl L provide o pegddent tacimicran to work
frreetly with BVE in sttt ing up tha Program,  Tho ti'ml docimenfig, worg:
s dant cayy ared Lhie necesnary atope wore boling taken o prepare
March aicival of thn resadent eenoician,
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I1T. Evaluation

Although tha program got off to a fairly slow start its pacc is
beginning to accelerate. It is apparent, however, that target. goals
incorporated in the Implementation Agreement, will not be met. Chief
among these is the requirement that all contracts for Sub-Program 1
and 11 projects be signed by March 22, 1978, and that operating agrec-
ments for Sub-Program I1II, Home Improvement Loans, be formalized by
the same date.

With ragard to Sub-Program T - Provision of Services, the re-
quirement was probably initially unrcalistic, and the problem was
canpounded when the BVP determined to use an earlier Concessional
loan (527-L-055) scheduled to be completed this year, to £ind new
projects in Chimbote, which werw beiny nrepared for HG-009 financing.
This option was a direct result of continued devaluation without
parallel inflation creating an excess of solos in a loan which had
previously been fully committed., The Mission concurred in the addition
of projects to the concessional loan as a logical managerial decision;
albeit no projects were availanle to rapidly substitute in HG-009,

Fxperience to date with Sub-Program II -~ Basic Shelter, has
demonstrated the difficulty in designing minimum housing which mects
the paramoters of the 11G-009 Proxjram with regard to cost structure
and income limitations. For example, Mutual Ica had submitted a
projuct for the town of Chincha based on tlie expandible house theory.
Howaever, our review indicaced that its cost was in excess of that
which could be afforded by families below the probable median :dncome
level, It is unlikely that the project can be redesigned to fit
program standards, nor will it be possible to substantiate a median
incomc, that would permit its financing., We are more hopeful that
the combined BVP-MOHC effort to present the PREVI-Bocanegra project
will be successful, as woll as activity of other organizations such
as "l'ostar Parents" in Chimbote, who are trying to utilize thisg
Sub«lrograms.

With regard to Sub=Program 111 -~ llome lmprovement Loans, BVP
intorms us that thev have already bogun designing regulations, con-
tracts, fourms, ete,., in wdvance of the arrival of the technician.
Although the delays in procossing the OPG foreclose tha possibllity
of meeting the goal of the Implementation Agrecment which was to
have Oporating Agreements with participating Mutuals within the first
Viar, b o hwoped that pvr's progreas to date will allow some of thoe
oL tine to be made up.

A basice ropasite of tho G as that no more that 0% of the Lund

iliocated to projects in Lima, To date, five of the cight project:
aptroved e located o Ldma. These five projects are estimated to

wut CAuddbmillion or L of the financing required for approved pro=
joot o Wien the 1Y) projects in processing are considered, we find
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that 8 of 21 projocts are iu Lima and they represent 51% of the total
$6,0U0,000 funding requircd, While the ratio is improving it is apparent
that more projects in cities other than Lima will have to be submitted
for financing in the first tranch., USAID has reiterated its intention
of withholding approvals for projects in Lima when 40% of the total
funding availablae has been committed to the capital city,

The Tmplementation Agrecment also allocates the funds as follows:
Sub=Progyram I, Provision of Scrvices - u5%; Sub-Program II, Basic Shelter
20%; and Sub-=Program 111, Home Improvement - 5%, It is likely that less
than 35% ($5,250,000) will be used for basic shelter projects. However,
the neod for utility services in pucblos jovenes and similar areas is
axtreme, and we sce no dirficulty, policy or cotherwisa, in shifting funds
to SHub-Frogram I.

During the coursce of the past year, the GOI decided to forgo a
special program in the Canto Grande area. fpecifically, the MOHC opposed
concentrated funding at any one location and also felt that such an
approach would create cxpectations which could not be fulfilled. Upon
conuideration, USAID is in the process of preparing an Implemcntation
letter voiding Section 2.01 J of the Implementation Agroement which
required BVP to ugse €3 million in Canto Grande.

The first two dishburdements totalling 53 million represented a
projgram advance. All conditions procedent to thege advances have been
met and the disbursements were made on June 1, 1977 (81 million) and
December 21, 1977 (82 million), Subsequent disburscments will be made
against construction progress and will replenish the original advances,
The Loan Agreement requires the BVP to draw down at least $5 million
by March 1, 1978. Bccause of delays in starting construction, it is
apparuvnt that the pve will not be in a pouition to draw down another
$2 million by thot date, However, at BVP's requost, the Investor agrecd
to extend thig vegquirement to June 1, 1978. Nevertheless, since only
two projects arc proscntly in construction there is still a strony pos-
“ibility that BVP will bo unable to justify the full draw down by the
nw datu,

Although progroecs 14 baing made, the likelihood that the program
can be accomplishod within the two years allotted for program execution
is nil., Normally, at least two ycars have been required to establish
working rolationships among the participating Peruvian entitics, sclect
the progects to be funded, and conmence dasign, ‘The probability then
i that projects will gtill be in construction at the conclusion of
Lo cxecution pericd, and that tunds will have to be disbursed to
ascron . The arount placed in oscerow should be a reciprocal of the
vork that can be gecomplishod within a reasonable timo after tne tormis
nat 1o ot Lhe oxceut ion poriod; while it 18 too carly to detormang
cka by Low much poney should be placed on escrow, it in important that
Weoare aware ot the probability and that the situation is monitored
Ciooadye dn ordor to modnbain prassure on the BVP and othier institu=
thoit oo commibiwent srould be mado with regard to dishuvding to ¢scrow,

to b the und of the ten poar esecut ton poriad,
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Bespite the ditfficulties indicated above, it should he stressced
that tho program is making progress and the pace of activity is ac-
gelevating. The participation ol the MOHC has been rather limited
ard much loss than had been anticipated at the time of dusiyning the
program. It is hoped that during the coming ycar the MOHC will im=-
prove its performance and present projects more rapidly. The par-
formance of other implementing agencies has voried; however intoroct
level i the program is high and the ability of the agunciceg to mect
the terms and conditions should incrveasc as they be come more familiar
with the program,

111. HRecommendat ions

———a

1, Project Contracts

BVP and MOIC officiale should reach an understanding ot the
requirements to sign oxecution agrecments foxr water & sower projects
with the Direccibn General de Obras sanitarias (DGOS) of the MOHC.
pVP should also determine if the MOHC's proposcd housing projocts will
b acceptable. I1f the decinion is pesitive execution aqrecments should
then be signed.

The Trujillo and Ica prejects should also be closely examined
by the BVP and the outstanding questions resolved so that a decision
can be made as to whether these proposed projects will be devaeloped.
In our opinion it is unlikely that water & sower projucts in Trujillo
can be funded since thore appoars to be no roadily avai table and aco=-
nomic solution to the water supply question.

2. USAIL Approval of PREVI-Bocanaqgra

pvpe shiould prescnt the PREVI-Bocancgra housing project to USAID
for review and approval, BVP's board of dircctors has already approved
the project, and the BVE nas provided an advance of 6/.1,5 million Lo
L Houe for projoct development.  USALD cannot recognize that advance
urt sl the nreject has been fully considorad and approved,

'\, Sacond Tranchd of 1GZO0Y

fhe BVP hould basgin assigning projecty to the geecond l_g'anchu.
Since projects now being processed have a value i1 oxcess of the $15 million
availabde in the first tranche, This assignment ahould be basced on tho
proposed doeve lopeent o edndo of coch project,  USALD B avallable to
datnl the Donk 1o wakang theso determinat Lont, The schedule for i
wocond tranche shonld e propated and an dnvestor should be sought in tha
Beat Cuttre.s  Dshburgenont progress should be uged as a quide in ordor to
detorem oood prociooly whon the second trandie shiould comnenoe,
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HG=009 = AID APPROVED PROJECTS

Total Estimat

Project Type location Agency Connections s/?gg;
El Progreso E Lima Flectrolima 2732 49'326
Virgen de Lourdes E Lima 4 1182 22'634

7 de Octubre E i 2 291 5'150
José Olaya E 5 s 384 4'826
San Bartolomé E Huacho ElectrobPeru 242 5'862
Sangarara W&S Lima Cooperative 1760 139'000

. San Martin E Piura Nlectroperu 328 8'300
Pp.JJ, Talara E l'alar o 1999 65' 589
8918 300'687
g'g_nu; II
1G-009 - PROJECTS BEING PROCESSED BY AID

Total Estima

No, of Cost

Project Ty lLocation Aguncy Connect ions 5/ .000
. Buenos Aldres de Villa WaS [lima ESATL 1400 : 64' 000

C.Malaga=I,a Merced-

Manco 1nca ¢ 4 " 744 23'171
Julio ¢, Tello i Lurin 3 1051 35'000
Nuvidad=Josue Maria 4 Tacna DGOS 1049 61'5085
Parachico«laoquia A 4 4 646 42'290
Alto d¢ la Alianza-

San Martin 4 4 " 1342 27'630
Sta. Julia o rivra ? 1702 04'112
Gta, Luznila 1 Lima JCCHA 2472 #82'000
LAuCarcibn=hl Camot=

Zona L.untoer Wi Areclpag PGAR 155 11'134
dotiu e Huntar 48 o " 13 J'721
N TR P T 41 " o Ty LYY
Pan pa dis Camaro e =

UGt altgiid e 4 " i Hoh 361941
Peasro 14 i 0 4 g 144 3'4%

Total 1 12,048 5/.463' 725
plus ALD appev, ¢ 1,918 _300'687

POPATL, PROGRAM 201,906 5/.764'412
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