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I. EXECUTIVE SUMMARY

This Project Paper Supplement for th:e National Shelter Delivery System
Program (518-HG-007) responds directly to the issues and concerns raised by
AID/W at the September, 1988 DAEC review of the Mission's request to amend the
Program to finance an expanded infrastructure component. The Mission is not
seeking HG authority beyond the level of $35 million approved in FY 88. The
$10 million required to finance the infrastructure activity wili be obtained
by a reduction of $5 million in HG authority previously allocated to finance
other Program components.

On the basis of this revised PP Supplement, USAID/Ecuador is requesting
LAC approval to amend the Program Implementatirn Agreement:

- to reflect the increase of $5 million in HG funding that was
authorized in September, 1988
- to authorize the use of HG advances by the Ecuadorian Development

Bank (BEDE) to provide construction financing for municipal
infrastructure projects; and,

- to expand the definition of eligible beneficiaries to include
commur.ities in which no less than 75% of the residents have incomes
below the median.

Once signed, the amendment will enable the GOE to seek reimbursement for
eligible infrastructure expenditures, and to negotiate the corresponding $10
million HG loan as and when required, bringing total HG loans to $20 million.
No further borrowing on the remainiang $15 million in HG authority will be
approved until there is significant, measurable progress toward use of market
interest rates in the operation of the FFH.

In addition, following AID/W review of this PPS, the Mission will amend
the Program technical assistance component to:

- authorize an increase of $500,000 in grant funding for a total of
$1,500,000 to fund technical assistance and training in support of the
broader policy reform and the institutional strengthening agendas of the
project, and

- extend the Project Grant Agreement PACD, from 8/31/89 to 12/31/91, inmn
order to meet the objectives of the TA ;ian.

A. kgroun

The original design of HG-007 included a pilot urban upgrading
component. The focus and the emphasis of the original Project Paper clearly
was on the production and sale of new shelter by the private sector and on
home improvement lending. Investments in infrastructure to upgrade existing
settlements, while contemplated in that Project Paper, are mentioned briefly
and not treated in any detail (see, for example, pages 35 and 48). Based on
continuing studies of the shelter sector in Ecuador, the Mission has come to
realize that upgrading deserves greater emphasis in the implementation of a
national shelter delivery system in Ecuador.
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There is both an urgent need and a real opportunity to support the
self-help efforts of poor urban families to improve their living conditions in
the growing number of spontaneous settlements on the periphery of cities in
Ecuador by funding residential infrastructure projects in those municipalities
willing to adopt cost recovery measures and to undertake other reforms to
strengthen the financing and delivery of such services. A national shelter
delivery system, such as that contemplated in HG-007, must respond to the need
and to the opportunity.

X

In September, 1988, The Mission requested $10 million in additional
Housing Guaranty authority earmarked to finance the infrastructure investmerts
of the supplemental project. At that time LAC authorized $5 million and asked
the Mission for additional information on the Program status and on the design
of the supplemental project. In preparing this response to the Bureau's
concerns, the Mission has decided not to seek authorization of the additional
$5 million to complete funding of the supplemental project, as requested in
September, 1988. The decision is not based on a change in the projections of
demand for Program resources. Rather, it reflects a more conservative
approach to the management of those resources.

Current estimates still show a need for over $30 million in HG
financing for FFH discount of home improvement and new housing loans.
However, the Mission and the BCE have agreed that Housing Guaranty funding for
new housing and home improvements will be reduced from $30 to $25 million,
freeing up the HG authority to complete the $10 million required for
infrastructure. This leaves $15 million available to finance new private
sector housing projects or home improvement activities beyond those already in
process.

This reallocation is not intended to become definitive or
inflexible. Rather, the BCE will re-evaluate use of FFH funds based on actual
performance and new projections of demand. Adjustments will be made by the
Bank as necessary in the normal course of its management of the FFH.
Notwithstanding, the reallocation will not be used to proceed with HG
borrowings for housing and home improvements in excess of $10 million until
there is significant, measurable progress toward use of market interest rates
by the FFH,

B. DAEC Issues

The September, 1988 DAEC review of the PP supplement focused on key
issues regarding the financial policies of the GOE and their impact on the
Program's ability to lend long-term for housing projects; the ability of the
municipal entities to recover the costs of infrastructure improvements and
residential connections in terms of investment, maintenance and financial
costs; and the development of a technical framework for the institutional
strengthening of project entities to enable them to effectively carry out the
Program. The DAEC review questioned the progress made to date in policy
dialogue with the GOE, especially the capacity for sustaining & financial fund
to meet the demand for long-term shelter financing given the current economic
environment and interest rate subsidy issues. To address these concerns, the
DAEC advised of the need for a clear set of objectives which could identify an
approach to decreasing water tariff subsidies and concessional interest rates.
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HG authority for the Program was increased by $5 million. The
results of the DAEC review, however, required the Mission to respond to the
following major policy issues prior to signing a new or amended implementation
agreement with the GOE, and before proceeding with any further borrowings
under the original HG authority.

To fully address the policy issues identified during the DAEC, the
Mission was asked to submit a detailed Program implementation plan for AID/W
review that would include: 1) a revised policy agenda, including a report on
progress to date and performance benchmarks; 2) a more complete policy agenda
for the new municipal component of the Program, also including performance
benchmarks; 3) an institutional development plan defining the roles and
capabilities of the municipalities and utility authorities, and the technical
assistance necessary for the success of this component; and, 4) an overall
technical assistance plan for the Program, addressing both policy dialogue and
institution building components.

The following summarizes the Mission's response to these DAEC issues
as addressed in this revised Project Paper Supplement.

1. Policy agenda

»

The Policy Agenda for Program 518-HG-007 will focus or three areas:
- financial policies of the FFH
- financial management of municipal infrastructure

- expanded private sector low-cost shelter programs

Financial Policies of the FFH

The FFH has become an important and valuable mechanism to facilitate
and promote greater participation by the private sector in shelter programs
affordable to the urban poor. Yet, this cannot be considered a complete
success until the financial policies of the Fund are revised to prevent its
decapitalization through the effect of inflation and to make investment in
housing finance attractive to private capital. The President of the Monetary
Board and other top public officals recognize and accept the need to avoid the
erosion of the capital of the FFH through inflation. In fact, they see this
as a small part of the larger problems faced by other institutions, such as
the social security and savings and loan systems, which are also dependent on
the creation of a viable long-term capital market. The World Bank and the IDB
have raised the same concerns with the GOE.

At the moment, the overriding priority of the GOE economic team is to
bring down inflation. Lower inflation, in their view, is the quickest way to
achieve positive interest rates. On April 20, the Monetary Board approved a
complete restructuring of the interest rates which it charges on its various
lines of credit. The yield to the Financial Fund for Housing was increased by



50% from 18 to 27%. This is the rate charged by the FFH on its discounts.
The lending rate to FFH beneficiaries for all activities - new housing, home
improvements and infrastructure - was set at 32N, vhich approximates freely
negotiated interest rates for private-sector housing loans in Ecuador today.
The mutuales originated over §4.0 million in housing loans at an average rate
of 32% between January and March of this year. 1In the last twelve months,
they have originated over $13 million in housing loans at an average rate of
29%. The credit unicns, which lend for shorter terms than the mutuales,
originated nearly $6 million in housing loans in 1988 at an average rate of
32N. Under these circumstances, requiring further increases in the rates
charged by the FFH would produce the anomaly of making these loans more
expensive than those of comparable maturity and purpose freely contracted
under current market conditionms.

The fact remains that the Monetary Board kept the FFH rates at 23%,
well below market rates, for months after the increase in inflation demanded a
change. A large part of the problem derives from the dependence on the
Monetary Board to set the FFH {and other BCE discount line) rates, which muikes
it as much a political as a financial process. The issue is the process for
getting rates and not the particular level of interest rates at a point in
time. The Mission and LAC agrecd during the Action Plan review that HG
borrowings beyond the current $10 million loan and the additional amount
required to finance the infrastructure component of HG 007 will not be
approved until there is significant, measurable progress toward use of market
interest rates in the operations of the Financial Fund for Housing. Despite
the recent increase in FFH rates, the Fund is still not driven by decisions
made in the financial markets. As a conditicn to further HG borrowings, the
Mission is seeking a decision by the Monetary Board to allow the financial
markets to determine the interest rates for loans to be discounted with the
FFH. Rather than dictating interest rates, as it does currently, the FFH
would operate on spreads betwcen market rates &nd its discount rates.

An early opportunity to implement such a decision would be provided
by the acceptance of the portfolio of home improvement loans generated by the
credit unions in the open markets. The Central Bank has initiated studies to
develop a more sophisticated understanding of the issue and to initiate a
dialogue with the private sector to try to form a consensus on the measures
that could and should be adopted to create a viable long-term capital market
in Ecuador. The timing of the decisions on new measures is critical since it
bears on the process of HG borrowing. Decisions taken by December, 1989 will
allow new borrowings to proceed normally without interrupting the flow of the
Program,

ncial man men £ i nf

The policy agenda of the infrastructure component of the Program has two
major aspects., The first is central govermment guidance, primarily through
the Economic Development Bank (BEDE), of an efficient system to finance urban
infrastructure in Ecuador. The objective is to strengthen the capacity of
BEDE and IEOS (the Sanitary Works Institute) to lead and advise municipalities
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in the design and implementation of financially sound municipal infrastructure
systems. Therefore, BEDE and IEOS need to employ criteria that require
affordability and cost recovery issues to be addressed in project design.
Design norms and standards need to be reviewed ani revised to make them
consistent with affordability and cost recovery criteria, and a better system
of local socio-economic data collection than now exists needs to be designed
by BEDE and IEOS and implemcnted by municipalities in order to verify
affordability of project proposals. Both BEDE and IEOS need to be
strengthened institutionally in order to augment their capacity to properly
evaluate municipal infrastructure proposals, particularly for urban upgrading
in low-income communities.

The second aspect of the policy agenda has to do with policies directly
at the municipal level. The objective is to strengthen the financial
self-sufficiency of municipal infrastructure agencies. These agencies will be
made more self-sufficient with changes in management and operating practices
within the agencies and changes in municipal tariff policies. The policies
necessary for reform internal to the agencies are those that will lead to the
capacity for financial planning on the basis of commercial standards; i.e.,
syitems of inventory control, an inventory of fixed assets, and cost center
accounting. The tariff retorms needed are of two dimensions; first, a
restructuring of the formula guiding tariff formulation so that all relevant
operating and maintenance costs are taken into consideration, but particularly
an allowance for asset depreciation at constant costs so that the system can
be replaced as it loses economic value, and an allowance for the costs of
investment so that the costs of extending system service to new households and
firms can be recuperated through tariffs; second, an increase in the frequency
cf tariff adjustment from a yearly to a quarterly or monthly automatic
adjustment that is based on changes in costs from the previous billing
period. Progress in this area will be demonstrated by:

- The adoption by BEDE of project evaluation criteria for infrastructure
projects for urban communities, which stress the need for cost-efficient
designs and for full recovery of investments. By establishing such
procedures, BEDE's position as the principal GOE financier of municipal
infrastructure development will be rationalized and strengthened.

- The adoption and diffusion by IEOS of technical and environmental
standards that are appropriate for water and sanitation service
extension in rapidly-growiag urban communities.

- The acceptance and implementation by municipal infrastructure agencies
of new technical standards for low-cost infrastructure design, reducing
average investment per comnection in peripheral urban communities to the
range of US$200 to US$300, at current costs.

- The implementation of a restructured tariff formula for calculating the
average cost of operating, maintaining, and expanding water and sewer
services in urban areas, and an increase in the frequency of that
adjustment. The restructured formula should include recovery of the
portion of the capital investments that are not recovered directly



-6 -

through connection charges to new users. The water authorities of Quito
and Cuenca (EMAP-Q and ETAPA) have already adjusted tariff levels in
1989 to levels that are respectively 65 percent and 30 percent higher on
average than 1988 levels.

The acceptance by the GOE Controller General of the system of cost
accounting being developed by EMAP-Q and his suggestion that it would be
suitable for all municipal infrastructure agéncies. By providing
systems for inventory control and cost center accounting, the new
systems will greatly improve the municipal infrastructure agencies'
ability to control costs and to calculate costs in a timely manner for
tariff adjustments.

n . L) n

The growing gap between the shelter needs of the urban poor and the
response offered by the government and the private sector is being addressed
through the efforts of the urban poor themselves in what is called the
informal shelter sector. These spontansous, largely unassisted efforts
account for over 70% of the housing in urban areas in Ecuador. The informal
shelter process s slow and costly, frequently reguiring ten or more years to
reach minimal levels of basic services and often characterized by problems of
land titling. The Mission believes that private, non-governmental
institutions can provide valuable support to the spontaneous efforts of the
urban poor, helping them to achieve minimally acceptable conditions sooner and
through a more orderly process. Key to this effort are housing cooperatives
and credit unions which are already employed actively in responding to the
shelter needs of the urban poor.

Housing cooperatives can become an important link between the
informal shelter sector and the private construction, building materials, and
banking industries by organizing the existing demand, which is enormous but
scattered and random, and articulating that demand in the form of coherent
proposals which are technicaliy sound and viable from the perspective of
private lenders. As they operate today, housing cooperatives serve largely as
advocacy groups, gathering many families' individual expressions of need into
request for help: esking city governments to give them water and sewer,
clamoring for soft loans or donations, sending dozens of letters to charities
and international aid organizations. Housing cooperatives are active today
despite their shortcomings. They can do much to improve the links between
AID's target group and Ecuador's formal private sector now. Those improved
links are possible, are desirable, and will benefit both the families whose
living conditions are improved and the private builders and bankers, who will
be able to expand their markets and beccme relevant to the needs of a much
broader proportion of Ecuador's families.

The Cooperative Housing Foundation visited Quito in April, 1989,
CHF met with municipal authorities, officials of the Ministry of Social
Welfare, important private sector leaders, and with a cross-section of
community leaders and cooperative directors in Quito. The CHF visit confirmed
the Mission's sense that with additional organization, assistance and
training, coopesratives will become a more effective means of linking the
formal private sector to the needs of the urban poor.
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CHF has proposed to work closely with the Municipality of Quito to
assist a limited number of existing cooperatives in preparing viable housing
proposals for financing by private sector lenders. For example, CHF can help
several of the cooperatives with infrastructure programs, focussing on two
levels of effort. To speed and reduce the cost of home construction, CHF can
help communities organize the distribution, sale, and financing of
commonly-used construction materials, by private suppliers, in neighborhoods
where a high rate of housing construction is under way.

Within the context of its involvement with private shelter finance
institutions, the Mission will pursue a very promising lead with credit
unions. As with the housing coops, the initiative to develop an expanded
response to the shelter needs of the urban poor has come from the interested
parties themselves, in this case from the Ecuadorian credit uniors and from
their U.S. counterpart, CUNA/WOCCU.

Credit unions make their loans at a market rate of interest. Their
source of funds is members' own deposits, which they lend to members at higher
rates than those they pay for deposits. A major constraint to the growth of
the credit union system, particularly in terms of lending for shelter
purposes, is their total dependeance on members' savings to finance their loan
portfolios., Credit unions are chartered under different legislation than that
pertaining to the rest of the financial system and lack direct access to
discount facilities in the Central Bank. This restricts their loans in amount
and term to ensure adequate liquidity and reserves for their operations.

The principal obstacle to participation by credit unions in BCE windows,
such as the FFH, is the strong perception of both th: BCE and the
Superintendency of Banks that a much more stringent and consistent oversight
of the financial operations of credit unions is required. Currently, some are
under the supervision of the Ministry of Social Welfare and others under the
control of the Superintendency of Banks. There is general agreement (both in
the credit union movement itself and among monetary authorities of the GOE)
that the more suitable home for the credit unions is with the Superintendency,
as long as the special nature and requirements of credit unions are taken into
consideration in any realignment. The Superintendency of Banks has developed
draft legislation to expand its jurisdiction to include all credit unions and
is working on the regulatory requirements, such as accounting systems and
external audits, which they would apply initially to the twenty largest credit
unions. They expect to complete this process in 1989.

Given the demonstrated willingness and ability of credit unions to lend
for shelter at market rates in Ecuador today, the Mission will support the
joint initiative of the credit unions and CUNA/WOCCU to reach agreemeat with
the GOE on measures which will lead to their direct participation in and
access to the broader financial system of the country, with an immediate
objective peing that of access to the resources of the FFH.

The final products of the effort to support to the Ecuadorian credit
unions will be:



- Implementation of measures to strengthen and expand government
supervision of credit unions as a guid pro guo to granting them direct
access to Central Bank discount facilities and especially the FFH.

- Improved and expanded credit union lending sysztems for basic shelter
needs.

i0n
.

The proposed policy reforms in the financing of municipal infrastructure
with its related institutional development program, and the provision of
affordable infrastructure services to marginal, informal urban communities, is
directly related to and will support the Mission's proposed urbanization
strategy, to be presented in the second quarter of FY'90. A future program to
be designed in support of the urbanization strategy would couple HG capitsl
assistance principally for municipal water and sewer investments in unserviced
poor urban neighborhoods, with technical assistance provided for reforms in
urban management. The project would provide financial management assistance
and assistance to mayors for building local coalitions of municipal officials,
private sector representatives, and neighborhood community leaders to
collaborate in finding snlutions and resources for low cost shelter and urban
infrastructure.

2. Infrastructure policy agenda

This issue is covered in the discussion of the overall Program
policy agenda above.

3. Institutional development plan

The roles of key institutions in the proposed supplemental project are
summarized in Table 1.

essmen f Insti ional

Banco Central del Ecuador (BCE)

Arn assessment of the BCE's management of the Financial Fund for
Housing (FFH) conducted in April 1989 by an independent senior housing
finance consultant confirms that there are many advantages to having placed
the FFH in the BCE. On the other hand, the evaluation also concluded that
there are adminicstrative difficulties sffecting the efficient operation of the
FFH. To rectify this situation, the BCTE must take steps to strengthen the
staffing of the FFH as well as to structure a continuing process of
communication with the institutional clients of the Fund.

These administrative problems do not reflect a lack of interest in
the FFH. The approved GOE monetary program for 1989 identifies credit to
finance private housing construction as one of four priorities, together with
agriculture, small business and non-traditional exports. ITwenty-eight percent
(28%) of the total Central Bank credit, or S/. 10 billion of their own funds,



Takle 1

Institutional Roles ip Supplemental Project

Institution/ Role
BCE (Central Bank)
1. Promote National Shelter Delivery System Program.
2. Manage all technical assistance grants for Program.
3. Manage Financial Fund for Bousing (FFH) and receive loan packages
for discounting from BEDE and private financial institutionms.
1. 1Initiate proposals to address infrastructure needs of informal
settlements.
2. Design and contract infrastructure projects.
3. Operate and maintain water and sewer systems.
BEDE/IEQS
1. Manage and provide oversight for technical, environmental and
financial aspects of the infrastructure projects.
EDE (E rian D lopment Bank
1. Act as Intermediate Financial Entity (IFE) for municipal
infrastructure loans discounted through FFH.
2. Analyze technical and financial soundness of municipal
infrastructure project proposals.
3. Provide construction and/or long-term financing to municipalities
for projects.
rian Insti n W
1. Set design standards for urban infrastructure projects.
2, With BEDE, review environmental soundness of project proposals.
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has been allocated to provide construction financing for private housing
projects. The intention is that the long-term loans to finance the purchase
of the housing will come from the FFH. In addition, the GOE has deposited
nearly $4.5 million as counterpart funds in the FFH, well in excess of the
one-to-three ratio required for the recent $10 million HG loan. These are
significant actions at a time of fiscal and monetary austerity.

The administrative problems of the FFH reflect the ambivalent attitude
of the BCE toward activities wvhich are not strictly central banking functiosns,
auch as the development banking function implicit in the various financial
funds currently operating out of the BCE. The Bank's structure, its
procedures and its staff can handle the discounting of loans by the FFH and
all related paper work and accounting. There is no provision for those
efforts which fall outside of this routine. All of the staff currently
involved in the operation of the FFH have other duties and responsibilities.
Aggressive pursuit of pending actions is often lacking. For example, there
are innumerabl cases when both builders and inturmediate financial
institutions have had to wait for months to receive a simple response from the
BCE when they have inquired on the status of an application for FFH funding or
any similar matter. There is no systematic, on-going contact among the
parties and very little consultation of the clients by the BCE before
decisions affecting the rules and procedures of the FFH are taken.

To address these problems, the BCE must put in place an advisory board
with representation from potential FFH institutional clients and contract a
full time manager for the Fund. The creation of this coordinating entity and
the contracting of the full-time manager for the Fund, both under the BCE's
oversight, will enable the Bank to count upon new capability to act
agressively on pending actions, draw npon inputs from the different public and
private sector users to improve its curreunt operational efficiency, and
enhance its process of communication with the FFH's institutional clients.

BEDE, IEQS, MUNICIPALITIES

Initial infrastructure project proposals were submitted by EMAP-Q and
EMA-Q in lace 1988 for evaluation by BEDE and IEOS. The Mission has initiated
the infrastructure component of the Supplemental Project with analyses of the
situation in the cities of Quito and Cuenca. FFH funding for infrastructure
may be made available to other cities willing to comply with the Program's
policy agenda and eligibility criteria. The feasibility analysis is based on
what the Mission has learned from these initial infrastructure projects. In
turn the Mission has incorporated the results of the assessments into its
technical assistance plan for the Program. The analysis is based on
institutional and financial evaluations performed by two consultants from the
ST/H WASH (Water and Sanitation for Health) Project.

The Mission believes that all of the institutions involved in the
infrastructure component of the Supplemental Project have the capacity to
implement the infrastructure investments and to manage the process of
institutional change the Program requires of them. The Mission believes that
this process of change is best managed as an iterative one, of "changing by
doing".
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The Program's activities are not new ones to any of the institutionms,
but the Program is requesting the institutions to work within relatively new
parameters of cost recovery, technical design, and project affordability.
Therefore the Mission believes that the most effective, enduring way for the
institutions to learn the new process is by proposing a few projects,
evaluating them, implementing them, and then evaluating the results in order
to refine the process further through the subsequent project proposals and
investments. ‘

BEDE has a key leadership role in the municipal infrastructure component
of the Supplemental Program. Its primary function will be leading and
advising municipalities in the identification of feasible projects that reduce
infrastructure deficits in low-income communities. The Mission will assist
BEDE to improve project evaluation criteria and other project propoial
requirements, which BEDE will use to evaluate projects for financing.

IEOS needs to use not one but a range of design standards and norms that
take into account the different requirements for infrastructure in different
community settings in which consumption levels vary with income and shelter
quality. The Mission will provide technical assistance to IEOS, through
consultants and training, to help it develop a range of appropriate standards
and norms for these types of projects.

The municipal wuter and sewer companies of Quito and Cuenca, the cities
in which the Mission will initiate the infrastructure component of the
Supplemental Project, also need to focus on the implications of their project
designs on financial feasibility. These companies have ac:epted this
requirement and have already twice redesigned and resubmitted their project
proposals to BEDE and IEOS for evaluation.

Financial Analysis

The institutions with a finaucial role in the Supplemental Program are
the Development Bank of Ecuador (BEDE) and, at least initally, the Water
Company of Quito (EMAP-Q), the Sewer Company of Quito (EMA-Q), and the
Telephone, Water, and Sewer Company of Cuenca (ETAPA).

From the assessments by the WASH consultants of the financial capacity
of the institutions participating as financial and adminstrative entities in
the Supplemental Project, the Mission concludes that the Program is
financially feasible. Each institution has some weakness in areas of
financial management or financial policy, but none of great enough severity to
impede the achievement of Program objectives.

The water and sewer companies were found to have inadequate accounting
and inventory control systems, and therefore to be institutionally weak in the
area of financial planning. Each of these areas of financial management is
the subject of activities under the technical assistance program. Assistance
will be provided in the areas of planning and management information systems,
tariff policy, inventory management, financial and cost accounting, billing
and collections, and debt management.
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The WASH consultants contracted by the Mission made two specific
observations about tariff policy in the two cities that are probably
applicable to the rest of Ecuador's municipalities. First, that the majority
of water users consume less than 60 cubic meters of water ®sach month.
Therefore, with smaller changes in tariff levels for housenolds in the lower
consumption ranges, proportionately larger increases in total revenues can be
realized. For example, in Quito, the 72 percent of households that consume 6C
or fewer cubic meters per month produce 31 percent of the company's tariff
revenue, while the 9 percent of consumers who consume more than 60 cubic
meters monthly produce 59 percent of the company's tariff revenuvy. In Cuenca,
the 71 percent of households that consume 60 or fewer cubic metei's monthly
produce 19 percent of ETAPA's tariff revenue, while the 29 percent of
households who consume more thon 60 cubic meters monthly produce 81 percent of
its tariff revenue. While some degree of cross-subsidization will continue to
be justified for minimal consumers of water, the water companies will be
unable to avoid raising tariffs in the lower consumption ranges in order to
significantly raise tariff revenues and cost recovery.

The second observation made by the WASH team with respect to tariffs, is
that it would be desirable for tariff adjustments to be made more
automatically, gradually, and in more frequent intervals. The more frequent
the adjustments, the more they can epproximate changes in operating costs, and
the less jolting they are to consumers.

Through its technical assistance program, the Mission will continue the
analyses of proposed changes of tariff policies under consideration by the
municipal water and sewer companies in order to achieve increased
self-sufficiency with an equitable distribution of costs.

4. Technical Assistance Plan

The proposed technical! n.sistance plan is designed to support the
accomplishment of the broader policy reform and institutional development
objectives of the Program. The TA plan will also serve to put in motion a
process through which mechanisms and activities developed as part of the
Program can continue beyond the completion of the Program.

The TA plan for the BCE/FFH will include funding for a series of policy
studies and assessments to be carried out under a contract with one primary
technical expert, supported by other short-term consultancies funded over the
the life-of-project. In addition, workshops and seminars to be organized and
attended by top level GOE economic officials, as well as U.S., Ecuadorian and
other monetary experts and economists, will be implemented in the first year
of the project. It is intended that the results and conclusions of these
studies and policy roundtable sessions will provide the analytical foundation,
and current thinking and experieace from other countries, to better enable the
GOE to formulate its own coherent, equitable interest rate policy. The
primary objective of this policy component is to maintain long-term capital
integrity and strengthen market forces in the economy, particularly with
respect to the operation of the FFH.
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Institutjonsl strengthening of the FFH

The earlier institutional analysis of the FFH identified the need for the
appointment of a full-time manager of the Fund and for the creation of an
advisory board. These measures are necessary to improve the ouverall operation
of the FFH. They will also provide critical support to the housing finance
policy development process. The full-time manager will be available to
coordinate the TA process within the BCE and with other participating
institutions. He or she will also monitor pending actions and providu
follow-up. The advisory board will provide an invaluable forum to debate
issues, consider findings and recommendations and generally to build a
consensus in support of the new policies.

Neither the full-time manager nor the advisory board per gse will require
funding under the grant. They will be supported by the grant-funded long-term
advisor who has been serving under a PSC since August of 1987 at a total cost
over three years of §450,000. His expertise in the design of both new housing
and home improvement programs affordable by the urban poor will complement
that of the short-term advisors in housing finance and economics. The advisor
has become a valuable link between the private sector banks and builders
participating in the Program and the BCE staff managing the FFH. With these
contacts he will be able to support the implementation of new lending
instruments once approved.

A in r f th r r

The primary objective of the technical assistance plan for the municipal
infrastructure program is to develop a capacity within national and local
governments to analyze and address the need for the self-sustainability (i.e.
full cost recovery) of municipal infrastructure systems. By means of a well
coordinated and phased techrnical assistance plan, the following three key
outputs will be achieved: 1) development of BEDE's and IEO0S's capacity to
lead and advise municipalities in the design and implementation of
financially-sound infrastructure systems; 2) the strengthened financial
self-sufficiency of municipal infrastructure agencies, beginning with those in
Quito and Cuenca; and, 3) dissemination of the initial experiences of the
Quito and Cuenca program to other municipalities in Ecuador, through workshops
and seminars organized and carried out by the Association of Ecuadorian
Mrnicipalities (AME) and the Institute for Municipal Development (INFODEM),
AME's technical services organization. The TA will be carried out through a
buy-in to the S & T Bureau's WASH contract.

Credit Unions/Housing Cooperatives

The Mission will support a program to assist the credit union system
to (a) gain direct access to the resources available for shelter investment
through the Financial Fund for Housing, and to (b) develop an improved,
expanded credit union lending system for basic shelter needs. Assistance to
the credit unions will be provided by the Credit Union National Association
(CUNA) and the World Council of Credit Unions (WOCCU) through a Mission buy-in
to the S&T specific support grant to CUNA. WOCCU/CUNA will work with
Ecuadorian credit unions directly, and will also draw on the relevant
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information and experience available from other credit union systems working
with shelter finance as well as from its regional member organization, the
Latin American Confederation of Credit Unions (COLAC). The effort will
include also domestic and international training, seminars, and specialized
technial assistance as needed.

Housing cooperatives are important to this Program because they are
the main source of housing for low-income urban families today. Improving
their performance and making them more reliable actors in the shelter sector
has enormous benefits both for the direct beneficiaries, the families whose
living conditions improve, and also for private lenders and builders who today
cannot figure out a way to work with this huge and growing market.

The Cooperative Housing Foundation has proposed a program of technical
assistance to address these opportunities for which the Mission will be
requesting funding from the Administrator's set-aside for Private Provision of
Social Services for a buy-in to the CHF specific support grant. CHF will
present a definitive proposal which the Mission will preseant to PPC and LAC
for consideration. Should funding from the Administrator's set-aside not be
available, the Mission will examine alternatives, including a re-distribution
of the grant funds attached to this Program.

Summary TA Plan

The total cost of grant-funded technical assistance and training, and its
breakdown by major components is:

Housing Finance Policy Development $ 220,000
Strengthen FFH/other 485,000
Infrastructure 500,000
Credit Unions : 295,000
TOTAL $1,500,000

C. Summary Financial Plan

The Mission estimates that the first FFH discounts of infrastructure
investments will occur during the first quarter of FY 90, and the last
discounts will occur during the second quarter of FY 92. Approximately 44% or
US$4.5 million, of the FFH infrastructure discounts are scheduled to occur
during FY90, approximately 47 percent, or US$4.8 million, of the discounts
will occur during FY 91, and 9 percent or US$0.9 million, will occur during
the first two quarters of FY 92.
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TABLE 2

TOTAL PROGRAM OUTPUTS AND COSTS

COSTS
QUTPUTS {UsS$000°'s)
NQ. DOWN
TOTAL PAYMENT AMOUNT

SHELTER SOLUTION TYPE URITS  PERCENT VALUE  AMOUNT FINANCED PERCENT
New Housing Units 13,780 21 34,875 6,975 27,900 60
Home Improvement Loans 10,000 16 10,000 0 10,000 20
Urban Upgrading Loans 42,150 63 12,700 _2,700 _10,000 ___20

TOTALS 65,930 100 57,575 9,675 47,900 100

TABLE 3
TOTAL PROGRAM FINANCING
SOURCE/APPLICATION OF FUNDS
(US$000°s)
APPLICATION SOURCE
SHELTER AMOUNT IFE FFH

—SOLUTIONS FINANCED _GOE__ _AID  _TOTAL PERCENT
New Housing Units 27,900 2,900 7,000 18,000 25,000 56
Home Improvement
Loans 10,000 0 3,000 7,000 10,000 22
Urban Upgrading
Loans 10,000 0 0 10,000 10,000 __22
SUMMARY JIFE  _GOE _AID _ FFH
Total Financing 47,900 2,900 10,000 35,000 45,000 100
Percent (FFRH) n/a n/a 23 77 100 n/a
Percent (Total) 100 6 21 73 ( 94) n/a
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II. BACKGROUND ANRD RATIORALE
A. Background

Through Housing Guaranty projects 005 (Solanda) and 006 (Low Income
Housing Project) AID has been successful in encouraging the Government of
Ecuador (GOE) to reorient public housing programs to address the needs of the
urban poor more effectively. GOE housing program per family costs are now
lower, reflecting better policies, more efficient program designs and improved
targeting of investments. The Ecuadorian Housing Board (JNV) and the Housing
Bank (BEV) routinely carry out projects involving evolutionary housing
designs, such as core houses, which were first tried out in Solanda. The BEV
also has a nationwide home improvement lending program developed largely in
the implementation of HG 006.

Despite these important improvements, limitations in the capacity of
the BEV/JNV suggest that even with further, necessary reforms, the public
housing programs will still only reach one-third of low-income households.

The approval of Housing Guaranty project 007 in 1984 signaled a shift in
A.I.D. shelter assistance to Ecuador from a narrow focus on the programs of
the national housing agencies -- BEV/JNV -- to a broad concern for the overall
performance of the sector, particularly in providing for the shelter needs of
the urban poor. The objective, as the project name states, is to help create
a national shelter delivery system.

In concept, the shelter delivery system contemplated in HG 007 is
simple:

Create a discount window in the Central Bank, accessible to all of
the banking system, public and private.

Provide financing on uniform terms and on a first-come, first-served
basis for housing investments affordable to the urban poor, whether
carried out by public or private institutionms.

The window was placed in the Central Bank in order to move the
exclusive locus of low-cost housing programs away from BEV/JNV and to
encourage greater participation by other institutions, public and private, in
seeking to address the shelter needs of the urban poor. The Financial Fund
for Housing (FFH) was created by the Monetary Board in August, 1986.

The efficacy of the Financial Fund for Housing in stimulating the
participation of private builders and banks in the low-cost housing market has
been proven. Over 6,700 new housing units, with an average sales price of
about $2,200, are under construction by fourteen private builders and three
housing coops. Six private financial institutions will handle 90% of the
financing. The public Housing Bank (BEV) will handle the remaining 10%, to be
provided largely to the three coops. Through the end of April, 1989, the FFH
had disbursed $3.6 million, all to private banks, to finance 1,400 home
improvement and new housing loans.
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B. Rationale for Program Amendment
1. Need and opportunity to modify project emphasis

The original design of HG 007 included a pilot urban upgrading
component. The focus and the emphasis of the original Project Paper clearly
was on the production and sale of new shelter by the private sector and on
home improvement lending. Investments in infrastriucture to upgrade existing
settlements, while contemplated in that Project Paper, are mentioned briefly
and not treated in any detail (see, for example, pages 35 and 48). Based on
continuing studies of the shelter sector in Ecuador, the Mission has come to
realize that upgrading deserves greater emphasis in the implementation of a
national shelter delivery system in Ecuador. Elected mayors have also
expressed a strong desire to do something about the unattended needs in the
growing number of spontaneous settlements in cities throughout the country.

Ecuador is rapidly becoming a predominantly urban country: its urban
population has grown from less than 30 percent of the total in 1950 to
slightly more than 50 percent at present. Estimates are that it will reach
almost 60 percent by 1995. Urban growth in absolute terms is accelerating.

It took 32 years, from 1950-82, for the urban population of Ecuador to grow by
three million. In the next thirteen years, from 1982-95, the urban population
will grow again by three million.

In 1950, there were only two large urban centers: Guayaquil with
250,000 people and Quito with 210,000. No other city had more than 50,000
inhabitants. By 1995, there will be 13 cities with more than 100,000
inhabitants. Cuenca will be larger than Guayaquil was in 1950. Machala and
Portoviejo will be as large as Quito was then.

The basic housing and service needs of the urban population are not
being met. Some 70 percent of urban families have had to arrange for their
own housing through the informal sector, with resulting problems in land
titling, quality of construction and access to basic infrastructure (notably
water). Guayaquil has long been the prime example of rapid, spontaneous
residential expansion in Ecuador. 1In 1950, "the suburbio” (as the area of
spontaneous settlements in Guayaquil is called) already accounted for 15% of
the city's population. The problem is spreading. According to municipal
records, in 1982 there were 87 spontaneous settlements in Quito. By 1988, a
study prepared for UNICEF put the number at 291, with a population of 660,000
of the total 1.2 million inhabitants of Quito. In Cuenca, the process is just
beginning. The center city can no longer provide for the shelter needs of the
poor. Housing is expanding rapidly along the roads leading out of the city.
Outlying rural settlements are becoming semi-urban dormitory communities for
workers employed in Cuenca. Some 60,000 workers commute to and from the city
daily.

While the pattern and the intensity of the shelter problem varies
from city to city, there is a common factor. Coverage of basic services --
water, sanitation and electricity -- is deteriorating. Water system coverage
dropped from 63% to 57% of the population in Guayaquil, and from B84% to 70% in
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Quito between 1982 and 1988. Cheap and plentiful petrodollars were used up to
the early 80's to expand the infrastructure networks on a virtual grant

basis. The collapse of the o0il boom and of high prices for crude oil ended
this process. Municipal tariffs on basic services had become badly distorted
during the period of bonanza. Subsidized tariffs, which favor the mostly
middle- and upper-income families connected to municipal water systems, make
it impossible to finance the expansion of the systems. The poor, unserved by
the limited existing systems, must buy their water from private vendors who
sell from trucks at rates that can be as much as twenty-five times that
charged to municipal water consumers.

Local officials, whcse election depends more and more on voters
living in the unserviced, spontaneous settlements, have become active in
trying to address this problem. Mayors, such as Rodrigo Paz of Quito, Jorge
Piedra of Cuenca, Leonardo Lépez of Santo Domingo, and Bolivar Castillc of
Loja, are anxious to marshal all resources to improve their cities and provide
services to their constituents. They are practical and understand that they
must reform the approach to financing such services. For example, the water
and sewer authorities in Quito and Cuenca have increased tariffs by 30 to 65%.

Thus there is both an urgent need and a real opportunity to suppcrt
the self-help efforts of poor urban families to improve their living
conditions in the growing number of spontaneous settlements on the periphery
of cities in Ecuador by funding residential infrastructure projects in those
municipalities willing to adopt cost recovery measures and to undertake other
reforms to strengthen the financing and delivery of such services. A national
shelter delivery system, such as that contemplated in HG 007, must respond to
the need and to the opportunity.

2. Financing of the expanded infrastructure component.

In September, 1988, The Mission requested $10 million in additional
Housing Guaranty authority earmarked to finance the infrastructure investments
of the supplemental project. At that time LAC authorized $5 million and asked
the Mission for additional information on the Program status and on the design
of the suppiemental project. In preparing this response to the Bureau's
concerns, the Mission has decided not to seek authorization of the additional
$5 million to complete funding of the supplemental project, as requested in
September, 1988. The decision is not based on a change in the projections of
demand for Program resources. Rather, it reflects a more conservative
approach to the management of those resources.

Current estimates still show a need for over $30 million in HG
financing for FFH discount of home improvement and new housing loans,
However, the Mission and the BCE have agreed that Housing Guaranty funding for
new housing and home improvements will be reduced from $30 to $25 million,
freeing up the HG authority to complete the $10 million required for
infrastructure. This leaves $15 million available to finance new private
sector housing projects or home improvement accivities beyond those already in
process.
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This reallocation is not intended to become definitive or
inflexible. Rather, the BCE will re-evaluate use of FFH funds based on actual
performance and new projections of demand. Adjustments will be made by the
Bank as necessary in the normal course of its management of the FFH.
Notwithastanding, the reallocation will not be used to proceed with HG
borrowings for housing and home improvements in excess of $10 million until
there is significant, measurable progress toward use of market interest rates
by the FFH.

The result of this new approach is that
-~ Participation in the FFH by private builders and banks is unaffected

- The infrastructure component is fully funded at $10 million

- No additional HG authorization is required in FY 89
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IITI. REVISED PROGRAM DESCRIPTION
A. Program Goal and Purpose
1. The Program Goal
The Goal of the National Shelter Delivery System Program remains

unchanged from that enunciated at the time the project was initially
authorized:

2., The Program Purpose

A restatement of the Purpose of the project is needed to reflect
more accurately the focus of the National Shelter Delivery System Program:

The purpose of the Program is to increase the supply of shelter
affordable to th rban r :

motin r i m
production and financing of yuch ghelter.

wer h f pri i r_progr rimar
£ in n th ivi W h 1f-h
r urban famili ir own i

Developing viable, self- inin m inan helter an

basic infrastructure.

B. Progr Poli j i

Action Plan Objective #10, "Improve Housing, Basic Services and
Urban Growth Management", is an integral part of the Mission's development
strategy for FY 90 and 91. The Action Plan states the Mission will accomplish
this objective by focusing on three key areas of concern:

To improve, strengthen and expand the Financial Fund for Housing,
with particular concern that it become a consistent, predictable and viable
source of long-term finance to support activities in the housing sector.

To develop a capacity to analyze and address the need for improved
financial management of municipal infrastructure, as well as to apply these
concepts in two or three municipalities on a pilot basis.

To develop joint public/private shelter programs on a scale
commensurate with need, primarily by focusing on those activities which
support the informal shelter sector.
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The Policy Agenda for Program 518-HG-007 will focus on three areas:
- financial policies of the FFH
- financial management of municipal infrastructure

- expanded private sector low-cost shelter programs

t

Fi ial Polici ¢ the FFH

The FFH has become an important and valuable mechanism to facilitate
and promote greater participation by the private sector in shelter programs
affordable to the urban poor. Yet, this cannot be considered a complete
success until the financial policies of the Fund are revised to prevent its
decapitalization through the effect of inflation and to make investment in
housing finance attractive to private capital. The President of the Monetary
Board and other top public officals recognize and accept the need to avoid the
erosion of the capital of the FFH through inflation. In fact, “hey see this
as a small part of the larger problems faced by other institutions, such as
the social security and savings and lcan systems, which are also dependent on
the creation of a viable long-term capital market. The World Bank and the IDB
have raised the same concerns with the GOE.

At fthe moment, the overriding priority of the GOE economic team is
to bring down inflation. Lower inflation, in their view, is the quickest way
to achieve positive interest rates. On April 20, the Monetary Board approved
a complete restructuring of the interest rates which it charges on its various
lines of credit. The yield to the Financial Fund for Housing was increased by
50% from 18 to 27%. This is the rate charged by th: FFH on its discounts.

The lending rate to FFH beneficiaries for all activities - new housing, home
improvements and infrastructure - was set at 32%, which approximates freely
negotiated interest rates for private-sector housing loans in Ecuador today.
The mutuales originated over $4.0 million in housing loans at an average rate
of 32% between January and March of this year. In the last twelve months,
they have originated over $13 million in housing loans at an average rate of
29%. The credit unions, which lend for shorter terms than the mutuales,
originated nearly $6 million in housing loans in 1988 at an average rate of
32%. Under these circumstances, requiring further increases in the rates
charged by the FFH would produce the anomaly of making these loans more
expensive than those of comparable maturity and purpose freely contracted
under current market conditions.

The fact remains that the Monetary Board kept the FFH rates at 23%,
well below market rates, for months after the increase in inflation demanded a
change. A large part of the problem derives from the dependence on the
Monetary Bor:d to set the FFH (and other BCE discount line) rates, which makes
it as much a political as a financial process. The issue is not the process
for setting rates and not the particular level of interest rates at a point in
time. The Mission and LAC agreed during the Action Plan review that HG
borrowings beyond the current $10 million loan and the additional amount
required to finance the infrastructure component of HG 007 will not be
approved until there is significant, measurable progress toward use of market
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interest rates in the operations of the Financial Fund for Housing. Despite
the recent increase in FFH rates, the Fund is still not driven by decisions
made in the financial markets., As a condition to further HG borrowings, the
Mission is seeking a decision by the Monetary Board to allow the financial
markets to determine the interest rates for loans to be discounted with the
FFH. Rather than dictating interest rates, as it does currently, the FFH
would operate on spreads between market rates and its discount rates.

An early opportunity to implement such a decision would be provided
by the acceptance of the portfolio of home improvement loans generated by the
credit unions in the open markets. The Central Bank has initiated studies to
develop a more sophisticated understanding of the issue and to initiate a
dialogue with the private sector to try to form a consensus on the measures
that could and should be adopted to create a viable long-term capital market
in Ecuador. The timing of the decisions on new measures is critical since it
bears on the process of HG borrowing. Decisions taken by December, 1989 will
allow new borrowings to proceed normally without interrupting the flow of the
Program.

Financial management of municipal jnfrastructure

The policy agenda of the infrastructure component of the Program has two
major aspects. The first is central government guidance, primarily through
the Economic Development Bank (BEDE), of an efficient system to finance urban
infrastructure in Ecuador. The objective is to strengthen the capacity of
BEDE and IEOS (the Sanitary Works Institute) to lead and advise municipalities
in the design and implementation of financially sound municipal infrastructure
systems. Therefore, BEDE and IEOS need to employ criteria that require
affordability and cost recovery issues to be addressed in project design.
Design norms and standards need to be reviewed and revised to make them
consistent with affordability and cost recovery criteria, and a better system
of local socio-economic data collection than now exists needs to be designed
by BEDE and IEOS and implemented by municipalities in order to verify
affordability of.project proposals. Both BEDE and IEOS need to be
strengthened institutionally in order to augment their capacity to properly
evaluate municipal infrastructure proposals, particularly for urban upgrading
in low-income communities.

The second aspect of the policy agenda has to do with policies directly
at the municipal level. The objective is to strengthen the financial
self-sufficiency of municipal infrastructure agencies. These agencies will be
made more self-sufficient with changes in management and operating practices
within the agencies and changes in municipal tariff policies. The policies
necessary for reform internal to the agencies are those that will lead to the
capacity for financial planning on the basis of commercial standards; i.e.,
systems of inventory control, an inventory of fixed assets, and cost center
accounting. The tariff reforms needed are of two dimensions; first, a
restructuring of the formula guiding tariff formulation so that all relevant
operating and maintenance costs are taken into consideration, but particularly
an allowance for asset depreciation at constant costs so that the system can
be replaced as it loses economic value, and an allowance for the costs of
investment so that the costs of extending system service to new households and
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firms can be recuperated through tariffs; second, an increase in the fregquency
of tariff adjustment from a yearly to a quarterly or monthly automatic
adjustment that is based on changes in costs from the previous billing

period.

Progress in this area will be demonstrated by:

The adoption by BEDE of project evaluation criteria for
infrastructure projects for urban communities, which stress the need
for cost-efficient designs ard for full recovery of investments. By
establishing such procedures, BEDE's position as the principal GOE
financier of municipal infrastructure developmeat will be
rationalized and strengthened.

The adoption and diffusion by IEOS of technical and environmeutal
standards that are appropriate for water and sanitation servi:
extension in rapidly-growing urban communities.

The acceptance and implementation by municipal infrastruitura
agencies of new technical standards for low-cost infrastructure
design, reducing average investment per connection in peripheral
urban communities to the range of US$200 to US$300, at current costs.

The implementation of a restructured tariff formula for calculating
the average cost of operating, maintaining, and expanding water and
sewer services in urban areas, and an increase in the frequency of
that adjustment. The restructured formula should include recovery
of the portion of the capital investments that are not recovered
directly through connection charges to new users. The water
authorities of Quito and Cuenca (EMAP-Q and ETAPA) have already
adjusted tariff levels in 1989 to .evels that are respectively 65
percent and 30 percent higher on average than 1988 levels.

The acceptance by the GOE Controller General of the system of cost
accounting being developed by EMAP-Q and his suggestion that it
would be suitable for all municipal infrastructure agencies. By
providing systems for inventory control and cost center accounting,
the new systems will greatly improve the municipal infrastructure
agencies' ability to control costs and to calculate costs in a
timely manner for tariff adjustments.

Expandad private sector low-cost shelter programs

The growing gap between the shelter needs of the urban poor and the

response offered by the government and the private sector is being addressed
through the efforts of the urban poor themselves in what is called the
informal shelter sector. These spontaneous, largely unassisted efforts
account for over 70% of the housing in urban areas in Ecuador. The informal
shelter process is slow and costly, frequently requiring ten or more year. to
reach minimal levels of basic services and often characterized by problems of
land titling.
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The Mission believes that private, non-governmental institutions can
provile valuable support to the spontaneous efforts of the urban poor, helping
them to achieve acceptable shelter conditions sconer and through a more
orderly process. Key to this effort are housing cooperatives and credit
unions, both of which are already active in addressing the shelter needs of
the urban poor. Housing cooperatives can become an important link between the
informal shelter sector and the private comnstruction, building materials, and
banking industries by organizing the existing demand, which is enormous but
scattered and random, and articulating that demand in the form of coherent
proposals which are technically sound and viable from the perspective of
private lenders. There are many housing coops today: the Ministry of Social
Welfare, which issues their charters, has over 1,100 on its rolls today and is
aware of many others that are still being formed. Their membership is
comprised largely of lower-income families. There are exceptions, but the
great bulk of families are in the S/20-45,000 per month income range. In this
respect, Ecuador is unusual; housing cooperatives in most Latin American
countries are much more a middle-income phenomenon than a lower-income one.

The performance of these cooperatives in addressing the shelter
needs of their members is mixed. Most acquire land, but they tend to have
less success in securing basic infrastructure services, in part because they
usually want to have it provided to them by the public sector. Thus, too,
their record in securing credit has been poor: they have difficulty
presenting the payment capacity of their membership and the guarantees they
can offer in a way that is technically complete and satisfies a private banker
that he can extend a reasonably safe loan. Housing cooperatives face
important limitations, internal as well as external. They are poorly
organized; members and director have received little training on the
principles, organization and operations of cooperatives. With scarcely 30
professionals to look after 6,000 cooperatives of all kinds across the
country, the Ministry of Social Welfare has very limited outreach. The
eventual answer to this problem should come from the housing cooperatives
themselves, as it has in other countries.

As they operate today, housing cooperatives serve largely as
advocacy groups, gathering many families' individual expressions of need into
request for help: asking city governments to give them water and sewer,
clamoring for soft loans or donations, sending dozens of letters to charities
and international aid organizations. To a degree, unrealistic expectations
drive this behavior. More important, though, is a lack of technical and
financial expertise to put together the elements a private builder or banker
will look for in a proposal. This is so even though many of the coops have
some or all of the most crucial ingredients, such as land which can serve to
secure a loan. For example, dozens of cooperatives in Quito alone have
acquired a site but have been unable to secure financing for infrastructure,
even though the cost to repay a credit to install water and sewer are lower
than the payments the families now make to a minimal amount of water from
tank-trucks.
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Housing cooperatives are active today despite their shortcomings.
They can do much to improve the links between AID's target group and Ecuador't
formal private sector now. Those improved links are possible, are desirable,
and will benefit both the families whose living conditions are improved and
the private builders and bankers, who will be able to expand their markets anc
become relevant to the needs of a much broader proportion of Ecuador's
families,

The Cooperative Housiag Foundation visited Quito in April, 1989.
CHF met with municipal authorities, officials of the Ministry of Social
Welfare, important private sector leaders, and with a cross-section of
community leaders and cooperative directors in Quito. The CHF visit confirme:
the Mission's sense that with additional organization, assistance and
training, cooperatives will become a more effective means of linking . e
formal private sector to the needs of the urban poor. CHF has proposed to
work closely with the Municipality of Quito to assist a limited number of
existing cooperatives in preparing viable housing proposals for financing by
private sector lenders. For example, CHF can help several of the cooperatives
with infrastructure programs, focussing on two levels of effort. At a first
level, it can help the community accelerate the process by determining income
levels, willingness/ability to pay on the part of the coop members, and
preparing in advance the technical and financial design of an infrastructure
program by contracting the design process out to a private engineering firm,
to present the municipal utility companies with a fully developed project.

With a further extension of the same approach CHF can help the
community seek its own financing for the project from private lenders, withou
having to rely on the municipality for these functions. Private, for-profit
infrastructure firms have said time and again that they can do projects
faster, at lower costs, and at the same or better standards of quality as
municipal projects. To join this kind of initiative in a supporting role to
community's efforts to improve their neighborhood is very promising. To spee
and reduce the cost of home construction, CHF can help communities organize
the distribution, sale, and financing of commonly-used construction materials
by private suppliers, in neighborhoods where a high rate of housing
construction is under way. A further extension to this effort is linking
housing cooperatives more directly with credit unions to provide direct
financing, either for individual family credit needs or for larger, community
projects.

As an additional benefit, after a time of close involvement in
providing project-specific technical assistance to pilot housing cooperatives
CHF will be able to make recommendations on the best approach for
institutionalizing within the cooperative housing movement their own source o
financial and technical services, based on the experiences of working with
specific cooperatives in Quito.

Within the context of its involvement with private shelter finance
institutions, the Mission will pursue a very promising lead with credit
unions. As with the housing coops, the initiative to develop an expanded
response to the shelter needs of the urban poor has come from the interested
parties themselves, in this case from the Ecuadorian credit unions and from
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their U.S. counterpart, CUNA/WOCCU. Credit unions are an important element
among the financial institutions in Ecuador. There are well over 100 credit
unions, with 650,000 members, and total savings of U.S. $72 million (6/88).
The average outstanding loan is $180. Roughly 25% of the average portfolio is
in housing loans. Unlike all other private financial institutions in Ecuador,
the credit unions are primarily owned by (and provide services to) low income
familijes.

Credit unions make their loans at a market rate of inter~:t. Their
source of funds is members' own deposits, which they lend to members at higher
rates than those they pay for deposits. A major constraint to the growth of
the credit union system, particularly in terms of lending for shelter
purposes, is their total dependence on members' savings to finance their loan
portfolios. Credit unions are chartered under different legislation than
that pertaining to the rest of the financial system and lack direct access to
discount facilities in the Central Bank. This restricts their loans in amount
and term to ensure adequate liquidity and reserves for their operationms.

The principal obstacle to participation by credit unions in BCE
windows, such as the FFH, is the strong perception of both the BCE and the
Superintendency of Banks that a much more stringent and consistent oversight
of the financial operations of credit unions is required. Currently, some are
under the supervision of the Ministry of Social Welfare and others under the
control of the Superintendency of Banks. There is general agreement (both in
the credit union movement itself and among monetary authorities of the GOE)
that the more suitable home for the credit unions is with the Superintendency,
as long as the special nature and requirements of credit unions are taken into
consideration in any realignment. The Superintendency of Banks has developed
draft legislation to expand its jurisdiction to include all credit unions and
is working on the regulatory requirements, such as accounting systems and
external audits, which they <ould apply initially to the twenty largest credit
unions. They expect to complete this process in 1989.

Given the demonstrated willingness and ability of credit unions to
lend for shelter at m rket rates in Ecuador today, the Mission will support
the joint initiative ¢ the credit unions and CUNA/WOCCU to reach agreement
with the GOE on measures which will lead to their direct participation in and
access to the broader financial system of the country, with an immediate
objective being that of access to the resources of the FFK.

The final products of the effort to support to the Ecuadorian credit
unions will be:

- Implementation of measures to strengthen and expand government

supervision of credit unions us a guid pro quo to granting them
direct access to Central Bank discount facilities and especially
the FFH,

- Improved and expanded credit union lending systems for basic
shelter needs.
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4. Relation of policy objectives to other Mission objectives

The proposed policy reforms in the financing of municipal
infrastructure with its related institutional development program, and the
provision of affordable infrastructure services to marginal, informal urban
communities, is directly related to and will support the Mission's proposed
urbanization strategy, to be presented in the second quarter of FY'90. A
future program to be designed in support of the urbanization strategy would
couple HG capital assistance principally for municipal water and sewer
investments in unserviced poor urbLan neighborhoods, with technical assistance
provided for reforms in urban management. The project would provide financial
management assistance and assistance to mayors for building local coalitions
of municipal officials, private sector representatives, and neighborhood
community leaders to collaborate in finding solutions and resources for low
cost shelter and urban infrastructure.

C. Supplemental Project Description

1. lemen roj

Additiounal resources provided by the supplemental autchorization
will finance the extension of basic services to low-income neighborhoods in
urban areas. While the range of urban services required in spontaneous
residential neighborhoods is broad and includes not only water/sewage
improvements but also improved access roads, public lighting, storm water
management, and others, the supplemental activity will focus on the extension
of potable water and sewerage systems to neighborhoods not currently served.

The emphasis on potable water reflects a sense of urgency on the
part of municipalities to address a very basic and pressing need facing
growing numbers of low-income urban families. The municipalities are also
aware that important benefits can be achieved with a relatively low per-capita
cost, which is essential if full cost recovery and the elimination of
subsidized infrastructure services is to be achieved in a self-sustaining way
for low-income urban communities.

The Loma de Puengasi project submitted by the water authority in Quito
(EMAP-Q) is typical of the type of investment to be funded under the
supplemental activity at the community or "barrio" level. Loma de Puengasi is
an area containing about twenty separate communities, but it is being treated
as one project by EMAP-Q. Information about the barrios is derived from a
survey conducted by EMAP-Q in February 1989, sampling 610 households, or
approximately 20 percent of its total population of approximately 12,000
persons,

Many of the families in Loma de Puengasi are employed in the
construction sector. Familiy incomes range from S/ 28,000 to S/ 61,000 (US$56
to US$122), with income averaging S/ 34,000 per month (US$68). By comparisoa,
the April 1989 monthly median income is S/ 90,326 (US$181). Residents are
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typical of the large numbers of families who today camnot purchase even the
least expensive house built by public and private developers in Ecuador.
Nevertheless, houses built by themselves over a period of several years are in
many cases much larger (though of less expensive materials) than those
available from the developers.

Loma de Puengasi is about 20 minutes southeast of the center of Quito.
The area was first settled in 1950. Each community has a different history
and developed its shelter and community facilities in different ways. The
largest section of Loma de Puengasi was developed when the original landowner,
in order to retire a loan with a bank, sold the land in large parcels to
individuals and to housing cooperatives. The parcels were sold with promises
that the developer would furnish roads, water, and sewer service "as soon as
he could work out the details".

One of the "details" not worked out at the time was legal title to the
land. Since 1982, about 60 percent of the landowners have by now received
proper title to their land. The Municipality of Quito is now helping to sort
out tenure issues for the remainder of the landowners, as it is doinqg for many
other communities in similar circumstances.

Previous municipal administrations were not willing to approve the
extension to Loma de Puengasi of municipal water and sewer services. The
community has solved the problem of not having potable water by obtaining
water in other ways. About one-third of the barrio's residents currently
obtain water from systems built by individual communities, which capture
and store water from springs and distribute it by gravity feed through a
PVC pipe network to public standpipes. About one-quarter obtain water
from water vendors, one-quarter from rain collection, and the remainder
of residents obtain water from springs, wells, or other sources.
Approximately 36 percent of households are connected to some form of
sewage disposal: the remainder dispose of their sewage through drainage
ditches running alongside streets, eventually emptying into the
municipality's sewage system.

Quito's current administration is anxious to find ways to assist
Loma de Puengasi with its infrastructure problems as well as its other
needs: including the need for schools and community facilities, and
improved access roads to facilitate bus service. One such response will
be the construction of potable water system to be financed under the
supplemental activity of HG-007. As part of its water project in Loma de
Puengasi, the Municipality of Quito, in keeping with both its own and the
Mission's concern about the environmental soundness f the projects, will
make available latrines to those residences without uther
environmentally-sound means of sewage disposal.

The cost of the Loma de Puengasi water project is estimated at
§/618,947,600 (US$1.24 million) in May 1989 prices, including designs,
materials, labor, contingencies, management, and inspection costs.
Construction is scheduled to start in June 1989. EMAP-Q estimates that
the project will take six months from start of comstruction to completion.
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The project has been designed to be consistent with the future
development of neighborhood streets as well as parks and community
facility areas. Approximately 3,005 residential connections will be
made. The project is also designed to accommodate future population
growth which will occur in the area, as several other neighborhoods are
under development.

No unusual features need to be addressed in the system design.
Rates of flow, slopes, sizes, and other factors are¢ well within the
normal range. EMAP-Q does not expect any difficulties with the
subsequent operation or maintenance of the system. With few exceptions,
all the elements for the project are manufactured in Ecuador and
available on the local market.

EMAP-Q will carry out the project through its Construction Unit and
through contracts with private construction companies. The
Municipality's Public Works Inspection office will carry out on-site
inspections, and BEDE will oversee the financial management of the
project. Families will pay between 10 percent and 20 percent of the
total project cost as a downpayment, which will be deposited with EMAP-Q
before construction of the project begins and used as a source of
construction financing. EMAP-Q and, if necessary, BEDE will provide the
balance of the funds needed for construction financing.

Once the project is completed and water service is available to
households, long-term financing will be provided to beneficiary
households by EMAP-Q to pay for their connection cost. For the
average-sized lot in Loma de Puengasi, this amounts to between $318 and
$357. That amount, in turn, will be provided as a credit to each
beneficiary, with a term of ten years, at an annual interest rate of 32
percent. This generates monthly payments of between $8.86 and $9.94 at
today's exchange rates, or 13 percent to 14.6 percent of the average
monthly income of the barrio's average family. In section B.2 of this
PPS, the long-term financing options presented by EMAP-Q are discussed.
Most of the payment alternatives are shown to be within households'
stated willingness-to-pay for water connections.

EMAP-Q has developed several alternatives for long-term financing,
so that households will be given a choice as to how they wish to finance
the acquisition of their potable water connections. Each option has in
common that the loan interest rate is 32 percent per year and that the
household makes a down payment of at least ten percent of the project
cost. EMAP-Q will provide long-term finance for up to ninety percent of
the project cost. When necessary, EMAP-Q will also finance up to ten
percent of the project cost with its own income from other sources, in
order to make the project more affordable to some households. Households
will be given choices of loan terms of five to ten years, with either
constant monthly payments or payments that are discounted in the earlier
years of the loan-term and that escalate at rates betwaen 20 percent and
32 percent per year over the loan-term. Loan principal pre-payment will
always be an option for any loan structure chosen.
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Once BEDE has certified that the infrastructure improvements
provided to the eligible communities have been completed and are in
operation, it will present the project loan to the Central Bank for
discount with the FFH.

2. Institutional Roles in the Supplemental Project

All of the public and private institutions currently involved in the
National Shelter Delivery System Program described in the original Project
Paper remain important to the Program. The supplemental project adds
significantly to the institutional development objectives of the project
through the participation of those entities which respond to the basic
infrastructure needs of urban communities.

CENTRAL BANK OF ECUADOR _(BCE)

The main functions of the BCE as they relate to the project
are: to promote/coordinate the National Shelter Delivery System Program and
to administer the Financial Fund for Housing.

The BCE has moved quickly to approve the changes in the
operations of the FFH which were required to implement the proposed
infrastructure component of HG-007. The Bank has agreed to accept loans made
for urban upgrading programs in low-income neighborhoods. It has secured
approval from the National Monetary Board for the required amendments to
qualify the Ecuadorizn Development Bank (BEDE) as an eligible intermediary,
authorized to channel FFH resources to municipal programs.

MUNICIPALITIES

Municipalities, as embodied in the direction provided by their
respective elected mayoral officials, will play a role which is similar to
that of the entrepeneur/developer in the private sector. That is,
municipalities will be directly in touch with the needs and demands of their
market and clientele--i.e. the residents of the spontaneous settlements-- and
be in a position to identify constraints, recommend solutions and help
generate the resources needed to meet the demand for services in the
settlements.

Among the functions fulfilled by municipalities in Ecuador is
the provision and regulation of water and sewerage services to their
residents. This responsibility includes the planning, the design and
construction of systems either directly through contracts with private
providers, or through other GOE institutions, and the operation and
maintenance of constructed water and sewer systems.

Quito and other large cities in Ecuador have autonomous water
and sewer authorities to operate their infrastructure systems. Water/sewer
authorities are found in twelve other municipalities in Ecuador, and five more
are currently in the process of establishing water/sewer authorities. In the
other 133 municipalities in Ecuador, water and sewer services are managed from
a department within the municipality itself, usually with the direct
management of local IEOS staff.
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The Mission has found that the technical and managerial
capabilities of municipalities to deliver adequate services to their residents
varies greatly. Some are adequately equipped to deliver a minimum level of
service to the communities, while others, especially smaller municipalities,
are almost completely lacking in ability to plan and manage water and sewer
services,

BEDE AND IEQS

In connection with the infrastructure projects to be financed
under this supplemental authorization, BEDE and IEOS will review and evaluate
the technical, environmental and financial soundness of the municipal
proposals, and monitor and supervise project execution. As they strengthen
and expand their ability in these areas, BEDE and IEOS will become better able
to assist and quide municipalities in those aspects of project design in which
they are most lacking in expertise.

BEDE is charged with the analysis of both the financial and
technical soundness of projects submitted by the municipalities for
discounting in the FFH. As the Intermediate Financial Entity (IFE) of the
municipalities for accessing the supplemental program's resources, BEDE, in
conjunction with IEOS, will ensure that project proposals are supported by
adequate studies and that they are technically, environmentally, and
financially sound and meet Program objectives.

For all water and sewer systems in the country, whether or not
IEOS carries out the design and construction, it is the responsibility of IEOS
to set technical standards and analyze the environmental soundness of each
project. It is with regard to these two functions of standards-setting and
environmental analysis that IEOS has a primary and important role under the
supplemental project. An important indirect benefit of the Program will be
increased institutional coordination and mutual support between IEOS and BEDE,
which are the two GOE institutions having the greatest involvement in the
design, finance and analysis of urban upgrading projects.

EV/

BEV and JNV are the principal public institutions in the shelter
sector. At this point, however, the two institutions are only interested in
activities or programs which they carry out directly. They do not or will not
accept acting as the coordinating body for initiatives undertaken by other
entities, public or private, in the shelter sector. The Mission reached this
conclusion after numerous meetings over the last few months at which we
encouraged BEV/JNV to assume a leadership role in the policy and institutional
dialogue. Accordingly, BEV will participate as one more intermediate
financial entity financing home improvements and projects developed by private
builders activities which they started under HG-006. Since BEV received
technical assistance in these areas under HG-006, no further TA will be
required for them to carry out their part in the implementation of this
Program.
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Table 1 below summarises the roles of the primary institutions
involved in the infrastructure component of HG-007.

3. Outputs

The Program will finance approximately 13,780 low cost housing units
through the FFH discount mechanism. This is calculated based on an average
sales price per home of $2,200 (discounted at $1,810), with utilization of $25
million in total HG authority and GOE counterpart financing ($18 million AID,
and $7 million GOE).

Support for home improvement lending under the project, implemented
primarily by credit unions and housing cooperatives participating in the FFH
mechanism, will be provided through $7 million in AID HG authority and $3
million in GOE counterpart funds to finance approximately 10,000 home
improvements. These home improvements are calculated at an average cost of
$1,000.

The project will provide $10 million in HG authority to finance
domiciliary connections and improvements in basic infrastructure services in
potable water and sewerage systems for 42,150 low income families residing in
the marginal urban areas of Quito and Cuenca. Average construction cost per
residential connection will be $300 and the average loan $240.

4. End of Project Status

The following is the anticipated end-of-project-status (EOPS) in the
major areas of institutional development and policy reform.

inancial Polici n n m
- Interest rates on loans discounted with the FFH to finance new

housing, infrastructure and home improvement, are being freely
determined in the financial markets.
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Table 1

Institution/ Pole
BCE (Central Bank)

1, Promote National Shelter Delivery System Program

2. Manage all technical assistance grants for Program.

3. Manage Financial Fund for Housing (FFH) and receive loan packages for
discounting from BEDE and private financial institutions.

1 n ni 1

1. Initiate proposals to address infrastructure needs of informal
settlements.

2. Design and contract infrastructure projects.

3. Operate and maintain water and sewer systems.

DE/IE

1. Manage and provide oversight for technical, environmental and
financial aspects of the infrastructure projects.

E ian men nk

1. Act as Intermediate Financial Entity (IFE) for municipal
infrastructure loans discounted through FFH.
2, Analyze technical and financial soundness of municipal infrastructure
project proposals.
3. Provide construction and/or long-term financing to municipalities for
projects.
E ian i i W

1. Set design standards for urban infrastructure projects.
2. With BEDE, review environmental soundness of project proposals,
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- The PFH has extended its market to a broad range of IFEs, including
credit vaions, and indirectly to housing cooperatives, and improved
its efficiency as a discount window for low cost housing,
infrastructure and home improvement projects for marginal urban areas.

Infrastructure Financing and Management of Municipal Water
and_Sewer Companjes

- BEDE and IEOS have appropriate design standards and project review
criteria in place, as well as trained staff, to promote and direct
sound technical and self-financing municipal infrastructure projects.

- Within the municipal water and sewer companies of Quito and Cuenca
(EMAP-Q, EMA-Q and ETAPA), recovery of operational, maintenance, and
investment costs by the municipal companies is at or near full cost
recovery; and new operational procedures and more efficient design
standards reduce residential infrastructure project costs by up to 25%
over the LOP.

Low Cost Shelter (Credit Unions/Housing Cooperatives)

- The FFH is being utilized by private sector IFE's, including credit
unions, which are engaged actively in lending in support of the
self-help housing efforts of urban low income families and communities.

- Housing cooperatives in Quito are serving as an effective link between
the informal and formal private sector, facilitating access by the
urban poor to credit, constzruction materials and serviced land.

5. Consolidated Program Financial Plan

TABLE 2
TOTAL PROGRAM OUTPUTS AND COSTS

COSTS
—OUTPUTS (US$000's)
NO, DOWN
IOTAL PAYMENT AMOUNT
SHELTER SOLUTION TYPE UNITS  PERCENT VALUE  AMOUNT FINANCED PERCENT
New Housing Units 13,780 21 34,875 6,975 27,900 60
Home Improvement Loans 10,000 16 10,000 0 10,000 20
Urban Upgrading Loans 42,150 __ 63 12,700 _2.700 _10.000 __ 20

TOTALS 65,930 100 57,575 9,675 47,900 100
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TABLE 3
TOTAL PROGRAM FINANCING
SOURCE/APPLICATION OF FUNDS

(US$000's)

—— APPLICATION SOURCE

SHELTER AMOUNRT —IFE FFH
—SOLUTIONS  FINANCED _GOE  _AID _ _TOTAL PERCENT
New Housing Units 27,900 2,900 7,000 18,000 25,000 56
Home Improvement
Loans 10,000 0 3,000 7,000 10,000 22
Urban Upgrading
Loans 10,000 0 0 10,000 10,000 __22
SUMMARY IFE = _GOE AID FFH
Total Financing 47,900 2,900 10,000 35,000 45,000 100
Percent (FFH) n/a n/a 23 77 100 n/a

Percent (Total) 100 6 21 73 ( 94) n/a
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IV. PROJECT SUMMARY ANALYSES

A. Institutional Analysis

This section covers the assessment of the administrative, technical, and
financial capacities of the institutions involved in the infrastructure
component of the Supplemental Program to carry-out project activities
successfully. ‘he institutions involved are: the Central Bank (BCE), the
Development Bank of Ecuador (BEDE), the Ecuadorian Public Works Institute
(IEOS), and the water and sewer agencies in Quito--EMAP-Q and EMA-Q-- and in
Cuenca--ETAPA.

Initial infrastructure project proposals were submitted by EMAP-Q and
EMA-Q in late 1988 for evaluation by BEDE and IE0QS. This feasibility analysis
is based in large part on what the Mission has learned from these initial
activities, and in turn the Mission has incorporated the results of the
assessments into its program of technical assistance for the Program. The
analysis is based on institutional and financial evaluations performed by two
consultants from the ST/H WASH (Water and Sanitation for Health) Project
(Annex C).

n n 1 1

An assessment of the BCE's management of the Financial Fund for Housing
(FFH) conducted in April, 1989 by an independent senior housing finance
consultant confirms that there are many advantages to having placed the FFH in
the BCE. On the other hand, the evaluation also concluded that there are
administrative difficulties affecting the efficient operation of the FFH. To
rectify this situation, the BCE must take steps to strengthen the staffing of
the FFH as well as to structure a continuing process of communication with the
institutional clients of the Fund.

These administrative problems do not reflect a lack of interest in the
FFH. The approved GOE monetary program for 1989 identifies credit to finance
private housing construction as one of four priorities, together with
agriculture, small business and non-traditional exports. Twenty-eight percent
(28%) of the total Central Bank credit, or §/. 10 billion of their own funds,
has been allocated to provide construction financing for private housing
projects. The intention is that the long-term loans to finance the purchase
of the housing will come from the FFH. In addition, the GOE has deposited
nearly $4.5 million as counterpart funds in the FFH, well in excess of the
one-to-three ratio required for the recent $10 million HG loan. These are
significant actions at a time of fiscal and monetary austerity.

The administrative problems of the FFH reflect the ambivalent attitude
of the BCE toward activities which are not strictly central banking functionms,
such as the development banking function implicit in the various financial
funds currently operating out of the BCE. The Bank's structure, its
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procedures and its staff can handle the discounting of loans by the FFH and
all related paper work and accounting. There is no provision for those
efforts which fall outside of this routine. All of the staff currently
involved in the operation of the FFH have other duties and responsibilities.
Aggressive pursuit of pending actions is often lacking. For example, there
are innumerable cases when both builders and intermediate financial
institutiorcs have had to wait for months to receive a simple response from the
BCE when they have inguired on the status of an application for FFH funding or
any similar matter. There iz no systematic, on-going contact among the
parties and very little consultation of the clients by the BCE before
decisions affecting the rules and procedures of the FFH are taken.

To address these problems, the BCE must put in place an advisory board
with representation from potential FFH institutional clients and contract a
full-time manager for the Fund. The creation of this coordinating entity and
the contracting of the full-time manager for the Fund, both under the BCE's
oversight, will enable the Bank to count upon new capability to act
aggressively on pending actions, draw upon inputs from the different public
and private sector users to improve its current operational efficiency, and
enhance its process of communication with the FFH's institutional clients.

BEDE

Since its inception, BEDE has been one of the primary GOE sources
of finance for municipal development. It has over ten years experience in
evaluating and financing municipal infrastructure projects. Of the total
loans granted by BEDE since 1979, 16 percent have been granted for municipal
water and sewer projects. Fully 50 percent of BEDE's total loan portfolio has
been granted for municipal development projects including water and sewer
projects, housing, roads, and communications.

Based on the institutional assessment of BEDE conducted by th~ WASH
consultants, the Mission finds that BEDE has adequate technical capacity to
evaluate municipal projects, a conclusion shared by the IBRD/IDB assessment of
BEDE (attached as part of Annex C). Rather, the Mission has concluded that in
BEDE's initial round of evaluaticn of projects, BEDE had not paid sufficient
attention to the impact of the project's technical design on the affordability
of the infrastructure solutions to project beneficiaries--low-income
households. BEDE technical and financial staff had accepted the project
proposals of EMAP-(Q and EMA-Q without probing for the assumptions behind
design decisions. For example, BEDE had not requested from the municipal
agencies justifications for the design dimensions of the project proposals.
The Mission found the submitted projects to be over-dimensioned, using pipe
diameters, for example, significantly larger than necessary to serve the
typical consumption levels of low-income households. This over-design in turn
unnecessarily increases the per-connection cost of the project, making the
project less feasible financially in the context of direct cost recovery from
project beneficiaries. Furthermore, the household income data used to
demonstrate community eligibility for HG-financing and to demonstrate
ability-to-pay for service extensions were either defined over income ranges
too broad to be useful for purposes of determining eligibility or were taken
from income surveys for all of Quito's peripheral low-income communities, not
the community for which the project was proposed.
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Both BEDE and the municipal agencies accepted these observations.
BEDE accepted the conclusion that it needed to take a more proactive role in
managing the Program. It has already required EMAP-Q and EMA-Q to resubmit
twice their project proposals, requesting additional information to be
submitted on, for example, existing community facilities and household
installations and further socio-economic data for proposed project
beneficiaries. BEDE has recently convened technical working groups, with
representatives from BEDE, IEOS, and the municipal infrastructure agencies, in
order to clarify and accelerate the project evaluation process.

The Mission, through its technical assistance program, will support
this process by providing consultants to work with both BEDE and the
municipalities on the initial project proposals, in order to strangthen BEDE's
capacity to develop more appropriate technical designs consistent with project
affordability guidelines which will then be used for the rest of the Program.

1EQS

Based on the WASH institutional assessment of IEOS, the Mission has
concluded that, as in the case with BEDE, the problem with IE0S's evaluations
of project proposals was not in their technical sufficiency but in their
neglect to consider their financial impacts on project beneficiaries. The
standards used by IEOS to evaluate the initial project submissions were
inappropriate for low-income urban community infrastructure projects. IEOS
did not adjust its design standards for these types of projects. For example,
it used projected demand based on population growth figures of up to 30
years. With regard to sewage systems, acceptance of IEOS's norms generally
lead to the choice of large-scale sewage collection systems, when more recent
innovations have accepted smaller-scale, usually lower-cost sewage treatment
collectors decentralized throughout the sewage system.

With respect to the environmental assessments, the WASH consultants
concluded that IEOS has the appropriate knowledge to evaluate the
environmental impact of projects in urban areas of Ecuador and that technical
assistance in this area would be unnecessary.

The Mission, in its technical assistance program, will provide
consultants and training to IEOS staff in order to develop a set of
approprizte technical standards for water and sanitation projects in
low~-income communities, that take into account issues of affordability and
cost recovery. IEOS has reviewed and accepted both the WASH consultants'
assessment of its need to review and revise its technical desigan standards,
and the Mission's proposal of technical assistance to support IEOS in the
development of more appropriate standards.

nicipal W r an wer m

Each of the three infrastructure agencies in Quito and Cuenca
produced technically feasible project proposals. As with BEDE and IEOS,
however, the municipalities had not considered adequately the impacts of their
project designs on project affordability to low-income households. The
Mission recommended to the water and sewer companies of Quito that they agree
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to coordinate their project planning, to jointly identify communities and
schedule project comstruction. s indicated in the “Agreement of Cooperation"
presented in Annex C, both of the infrastructure companies accepted this
recommendation and, along with redesign of the projects, will resubmit a
schedule of projects for BEDE and IEOS review.

2, Recommended Institutional Strengthening

The Mission believes that all of the institutions involved in the
infrastructure component of the Supplemental Project have the capacity to
implement the infrastructure investments and to manage the process of
institutional change the Program requires of them. The Mission believes that
this process of change is best managed as an iterative one, of “changing by
doing".

The Program's activities are not new ones to any of the
institutions, but the Program is requesting the institutions to work within
relatively new parameters of cost recovery, technical design, and project
affordability. Therefore the Mission believes that the most effective,
enduring way for the institutions to learn the new process is by proposing a
few projects, evaluating them, implementing them, and then evaluating the
results in order to refine the process further through the subsequent project
proposals and investments.

BEDE has a key leadership role in the municipal infrastructure
component of the Supplemental Program. Its primary function will be leading
and advising municipalities in the identification of feasible projects that
reduce infrastructure deficits in low-income communities. The Mission will
assist BEDE to improve project evaluation criteria and other project proposal
requirements, which BEDE will use to evaluate projects for financing.

IEOS needs to u=e not one but a tange of design standards and norms
that take into account the different requirements of infrastructure in
different community settings in which consumption levels vary with income and
shelter quality. The Mission will provide technical assistance to IEOS,
through consultants and training, to help it develop a range of appropriate
standards and norms for tkzse types of projects.

The municipal water and sewer companies of Quito and Cuenca also
need to focus on the implications of their project designs on financial
feasibility. These companies have accepted this requirement and have already
twice redesigned and resubmitted their project proposals to BEDE and IEQS for
evaluation.

B. Financial Analysis

The institutions with a financial role in the Supplemental Program
are the Development Bank of Ecuador (BEDE), the Water Company of Quito
(EMAP-Q), the Sewer Company of Quito (EMA-Q), and the Telephone, Water, and
Sewer Company of Cuenca (ETAPA).
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From the assessments by the WASH consultants of the financial
capacity of the institutions participating as financial and adminstrative
entities in the Supplemental Program--i.e. the Development Bank of Ecuador
(BEDE) ané the Quito and Cuenca water and sewer companies--the Mission
concludes that the Program is financially feasible. Each institution has some
weakness in areas of financial management or financial policy, but none of
great enough severity to impede the achievement of Program objectives.

This section describes the financial aspects of the Supplemental
Program, summarizing findings of financial assessments of the institutions,
explaining project cost recovery proposals, and analyzing project
affordability to beneficiary households. (A full description of the financial
assessment of the municipal water and sewer companies are found in pp. 44-92
of the asnexed WASH report). A financial analysis of BEDE by a World
Bank/Interamerican Development Bank mission to Ecuador, carried out in March,
is found in Annex C.

1. Institutional Financial Capacity
h lopmen nk of DE

BEDE has since its inception been the primary GOE source of finance and
technical assistance for urban water and sanitation infrastructure investments
as well as for other loans for municipal development projects. BEDE is a
central government financial entity created in 1976. It was created in order
to finance economic development projects that wouid strengthen economically
depresseC areas and provide opportunities for economically disadvantaged
persons. It is both a financial and a technical service organization. 1Its
shareholders are the GOE and those GOE financial funds that contribute to
BEDE, principally the National Development Fund (FONADE) and the Municipal
Development Fund (FODEM). 1Its capital base consists of central government
contributions, undistributed profits, and loan reflows. The authorized
capital of BEDE is S/100 billion (US$200 million) which has deteriorated in
real terms since 1979 due to inflation. In March, BEDE began negotiations
with the GOE for an increase in its GOE capital to §/500 billion (US$1
billion) over the next eight years, beginning with a §/100 billion (US$200
million) increase in 1989 or 1990.

In 1988 BEDE generated S/ 7 billion (US$14 million) in earnings, granted
new loans totalling S§/11 billion (US$22 million) and made loan disbursements
totalling S§/22 billion (US$44 million). BEDE grants loans in two areas,
"social infrastructure" and "economic infrastructure". Social infrastructure
projects include urban roads, water and sewage systems, housing, education,
health, and recreational facility projects. Economic infrastructure includes
projects that directly support agriculture, fisheries, forestry, mining,
manufacturing, electricity, communications, and transportation. 1In 1988, 94,2
percent of BEDE's new loans were in social infrastructure projects, and 5.8
percent were in economic infrastructure projects. More than 24 of BEDE's
loans in social infrastructure in 1988 went to urban development projects;
these lcaas totalling S/8.3 billion, represented 74.8 percent of BEDE's total
portfolio in 1988. Loans for water and sewage projects amounted to S/ 5.8
billion (US$ 11.6 million), or about 52.5 percent of its 1988 loanms.
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As part of its March 1989 joint mission, the IBRD/IDB conducted an
institutional and financial analysis of BEDE (attached as part of Annex C).
The overriding concern of the analysis is the increasing decapitalization that
BEDE faces as result of its having charged negative interest rates over the
period 1979-1988.

Ir real terms, BEDE has suffered a decline in its income since 1984; its
real income in 1988 is less than its real income in 1980, due to the effects
of high inflation and negative rates of interest. The weighted average
interest rate charged by BEDE for its various classes of loans between 1979
and 1988 is 12.60 percent. Only 9.2 percent of its loans to municipalities
have had interest rates above 15.1 percent; the maximum rate of interest
charged for municipal projects has been 18 percent. BEDE's on-lending under
the Supplemental Program, at a rate of 32 percent, will represent the highest
interest rate BEDE has yet to charge for any loan.

Notwithstanding the erosion in the real value of BEDE's capital due to
inflation, the development bank remains a solid, solvent financial institution
capable of managing the finance of the infrastructuce component of the
Supplemental Project. In 1988, BEDE financed 80 percent of its operations
from its own resources, allowing the bank to address its financial commitments
adequately. The issue for BEDE thus is not its internal operation nor its
ability to meet existing commitments, including the infrastructure projects
under the Supplemental Project, but rather the magnitude of development
finance needs for the country as a whole, for which BEDE's capital base is
still insufficient, and for which it has requested an additional capital
support from the GOE, as mentioned above. It is this greater national demand
for development finance that will be addressed by the IBRD/IBD program.

The key recommendations of the IBRD/IDB mission are that BEDE must
eliminate its policy of subsidizing projects through interest rates; and that
BEDE be recapitalized by the GOE while changing the financial conditions that
govern its operations, in order that it earn a return on investment that
covers its operating and financial costs. These changes in BEDE's operating
procedures, certainly consistent with the Mission's broader policy agenda on
interest rates, are part of the policy agenda of the IBRD/IDB municipal
development program which will provide technical assistance to BEDE.

icipal W w i

Although municipal infrastructure agencies in Ecuador have separate
management structures and financial status, they are in fact very dependent on
decisions taken by their municipal leadership or Board of Directors. Their
sources of income tend to be relatively volatile, reacting to the plans of
their municipalities. In each evaluation of the water and sewer companies of
Quito and Cuenca, the Mission has identified the need for improvements in
financial procedures, particularly in the budgeting, inventory, and accounting
practices of the companies.



- 42 -

Quito Water and Sewer Companies (EMAP-Q apd EMA-0)

The Quito Water Company, EMAP-Q, currently has 92,726 domestic water
connections, which represents 94.8 percent of total connections (commercial
and industrial connections amount to 4.2 percent of the total, and municipal
and official connections 0.8 percent).

EMAP-Q has four main sources of incone: water tariffs, municipal tax
contributions, GOE and municipal transfers, and charges for new water
connections. Of its 1988 income of $5.8 million, tariff and new comnnection
income represented 57 percent, municipal tax contributions 23 percent, and
transfers the remaining 20 percent. 1Its 1988 income grew by 47 percent from
its 1987 level. The net worth of EMAP-Q increased from $2.6 million in 1986
to $3.8 million in 1987, an increase of 45 percant.

The Quito Sewer Company, EMA-Q, has three major sources of income:
municipal property tax contributions, GOE and municipal transfers, and special
improvements charges for service connection. 1Its participation in municipal
property taxes, at the rate of 5 per 1000 valuation, represented 38 percent of
its 1988 income. GOE and municipal transfers, usually for specific investment
projects, represented 32 percent of its 1988 income. Special improvements
charges represented 12 percent of its 1988 income. The remaining 18 percent of
1988 income derived principally from income earned from EMA-Q's sewage and
drainage pipe factory.

Operating, maintenance, and administrative costs have grown less rapidly
than income, allowing EMA-Q to maintain an operating surplus over the last
four years. In 1988, EMA-Q's operating surplus was $220,428.

h n Teleplion W r n wer n TAPA

Unlike Quito, Cuenca has only one infrastructure agency charged with the
planning, design, construction, operation, and maintenance of water, sewage,
and telephone systems in the city. It has long been considered the
best-managed municipal infrastructure agency in the country.

ETAPA has 26,575 domestic water and sewer connections (95 percent of the
total connections), 1,329 commercial and industrial connections (4.7 percent
of the total), and 69 "special” connections (0.3 percent of the total).

In each of the most recent years for which ETAPA has had financial data
prepared, 1985-1987, ETAPA has achieved an operating surplus and, except for a
loss in 1985, also an overall surplus of total income over total costs. With
its internal generation of funds, ETAPA has been able to internally finance a
portion of its investments and to pay debt service. 1In 1988, 50 percent of
its current income financed capital costs, still leaving current income to
cover current expenditures.

Summary

The principal financial weaknesses of the municipal infrastructure
agencies are their inadequate generation of internal revenues from tariffs and
other charges, and their exposure to exchange-rate risk on dollar-denominated
loans from the Interamerican Development Bank.
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Own-source revenues from tariffs, betterment charges, and municipal tax
contributions (in the case of the Quito Sewer Company) ranged between 30
percent and 50 percent of current income for the three infrastructure
agencies. As shown in Table 4 below, these amounts cover from 41 percent to
59 percent of total (current plus capital) costs. If only curremnt
costs--costs of administration, operation, and maintenance--are considered,
then, with the exception of the Water Company of Quito, the other two
companies have operating surpluses.

t

Table 4

OPERATING RATIOS FOR QUITO AND CUENCA
WATER AND SEWER COMPANIES, MOST RECENT YEAR AVAILABLE
(Thousands of Sucres)

EMAP-Q EMA-Q ETAPA

—{1988) {1988) —(1987)
(A) Own Income 2,047,203 368,311 675,929
(B) Total Costs 3,916,153 620,025 1,646,126
(C) Current Costs 2,652,922 288,162 338,765
(D) Overall Coverage (A/B) 52% 59% 41%
(E) Current Cost Coverage (A/C) 77% 128% 200%

All three of the water and sewer companies received dollar-denominated
loans from the Interamerican Development Bank in the late 1970s. Principal
payments on those loans began in 1987 for ETAPA and in 1988 for EMA-Q and
EMAP-Q. Servicing these loans has become a problem for tke companies as a
result of the large devaluations in the exchange rate over the last several
years and would appear to be the primary cause of the need for large GOE
transfers to cover capital costs. This is a cost which the water and sewer
companies will need to continue to bear. In the last two years, when
repayment of interest and principal on these IDB loans became burdensome, the
GOE provided transfers to the municipalities to cover the debt service
payments. EMAP-Q, EMA-Q, and ETAPA expect the GOE to continue to provide
transfers to service this debt. 1In the absence of alternative actions by the
GOE and/or the IDB to deal with this issue, the Mission assumes likewise.
Using an analogy to US Government, IMF, and IBRD policy prescriptions to
debt-burdened countries, the municipalities debt problem need not stand in the
way of internal policy reforms to increase the internal generation of
revenues, policy reforms to which each institution is firmly committed.

The water and sewer companies were found to have inadequate accounting and
inventory control systems, and therefore to be institutionally weak in the
area of financial planning. Each of these areas of financial management is
the subject of activities under the technical assistance program. Assistance
will be provided in the areas of planning and management information systems,
tariff policy, inventory management, financial and cost accounting, billing
and collections, and debt management.
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2, Project Cost Recovery

Tariff Policies

Municipal infrastructure authorities generally use two methods to
recover costs of providing services: a charge for the capital cost of making a
water or sewer connection, in Ecuador called a “contribucion por mejoras" or
capital improvements contribution, and a tariff charge for consumption of
water or sewer services through which, in the past, the infrastructure
authority has recovered primarily the costs of operating and maintaining its
infrastructure network and only minimally the capital investment in the
overall system.

Water and sewer projects constructed using funds provided by the
Cupplemental Project will be borrowed with an interest rate of 32 percent.
This rate is currently within the range of market rates in Ecuador for
long-term housing finance. As part of the broader Program, and using the FFH
for loan discounting, the infrastructure component will benefit as much as any
other component of the Program from progress in the policy agenda with regard
to finance and interest rates. But the Mission firmly believes that reforms
$n the area of tariff policies and structures will yield the most direct,
widespread, and lasting improvement in the financial strength of the municipal
water and sewer companies and in reduction in subsidies to consumers.
Asgistance in this area is a major component of the technical assistance plan.

Tariff reform and cost recovery generally are the most productive ways to
achieve the Program's policy agenda in the area of municipal financial
self-sustainability. Up to the early 1980's, water ond sewer infrastructure
coverage rates increased steadily in Ecuador. This increased extension of
infrastructure was financed to a very large degree by transfers from GOE
petroleum revenues to the mu:icipalities, as grants or at highly-subsidized
interest rates from GOE financial institutions such as BEDE. Ecuador's
macroeconomic context no longer affords it the luxury of subsidizing
development projects. Municipalities can no longer depend on transfers to
meet their growing infrastructure needs, but must instead finance them
directly and therefore focus on the recovery of capital costs. The
communities to be served under the Supplemental Project are living evidence of
the diminished ability in recent years of municipalities to maintain coverage
of basic services, particularly for the urban pocc. The municipalities have
recognized this fact themselves, and the Mission has had a promising, fruitful
dialogue with them on the need for reforms in financial management practices
and in tariff policies so that they can finance the needed expansion of
infrastructure systems.

Water tariffs in Quito and Cuenca are adjusted using a polynomial formula
that provides an average tariff per cubic meter based on changes in underlying
costs of collecting, treating, and distributing water. The formula is the
following:
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where: Pp = average cost-in-force for cubic meter,of water;

Pg = average cost for cubic meter of water in prior period;

Py - Pgy = price weights for cost factors of,
respectively, labor, electric energy, fuel
oils, treatment chemicals, fixed asset
depreciation, and consumer price index.

The designation of a "Py" coefficient in the formula is an indication
that the municipal law allows for flexibility in adding cost factors to the
tariff adjustment formula. In EMAP-Q's case, in its latest tariff adjustment,
it has added an inflation adjustment. factor as Py. This is perhaps the most
direct way in which the utility can keep its tariff income in line with
inflation.

The other variable besides the consumer price index variable that is
worth particular note is the cost adjustment factor for fixed asset
depreciation. Although this cost factor has historically been a variable
included in the tariff formula, EMAP-Q has not until now had adequate capacity
to accurately calculate the value of its assets. With the addition of a
financial analyst to its staff six months ago, and the financial programming
she has achieved, EMAP-Q is now in a position to use fixed asset depreciation
to recover its investment in the overall physical network of infrastructure
throughout the whole city, whose value far exeeds the $10 millions to be
invested in neighborhood systems under the Supplemental Activity. EMAP-Q's
financial projections for the period 1988-1998 show increases from fixed asset
depreciation growing at an average of 98.( percent annually. Nonetheless, the
depreciation factor would still constitute only 4 percent of the total
weighting of costs, in the tariff formula. 1Its weighting needs to be
increased significantly and depreciation must be caluculated at constant value
in order to make it a significant source of investment cost recovery, an item
that will be investigated through the Program's -technical assistance to the
municipalities,

The Supplemental Project will assist the municipal infrastructure
authorities to develop and implement reforms leading to increased internal
generation of funds both for investment purposes and for operating and
maintaining the existing system, in a manner that recovers the real costs of
extending and providing services. It is important not to lose sight of the
fact that the much greater subsidy for infrastructure services is built into
the tariff structure, which subsidizes middle and upper-income households,
much greater than the use of a rate of interest of 32 percent to finance the
extension of infrastructure services to the lowest-income customers in the
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municipal system. By continuing to work with municipal counterparts on the
need to reform their financial and tariff systems, the Mission believes that
it has helped them to understand the relationship between system financial and
tariff reform and the capacity to extend services to low-income communities.

Qujto.- By current municipal ordinance, EMAP-Q is to adjust its tariff
structure annually to keep tariff rates aligned with the company's operating
costs. Applying the tariff formula in March 1988, EMAP-Q determined its
average cost of water to be §/20.63 per cubic meter. This was the cost in
force until early April 1989, when the cost of produciny water was determined
by the formula to be S§/31.57, which is the average cost now in force.

The tariff structure of EMAP-Q is based on the increasing block model of
tariffs: higher tariffs for higher levels of consumption. As of April 1989,
the minimum tariff was §/20.63 per cubic meter for monthly water consumption
in the range 1-15 cubic meters, and the maximum tariff was §/64.41 per cubic
reter for monthly consumption in the highest consumption range of 1000 or more
cubic meters. This tariff increase represents an average increase of 65
percent in tariff levels in Quito since the period March 1988 - March 1989.

EMAP-Q has a relatively high level of non-revenue water (water not billed,
water lost to leakage, and water contributed at not charge to other
governmental agencies) of 30 percent. EMAP-Q is taking several measures to
reduce non-revenue water. Foremost among them is a substantial program of
metering for water connections. Curreantly, 60 percent of EMAP-Q's water
connections are metered. The company plans to add 27,000 metered connections
to its system by March 1990, raising the coverage of metered connections from
60 to 85 percent. Increases in metered connections and a campaign of leak
detection will reduce non-revenue water.

With both of these increases, and given the 65 percent tariff increase,
the WASH consultants estimated that EMAP-Q's tariff income will increase by
§/840 million (US$ 1.7 million) per year, a 41 percent increase in tariff
income over its 1988 level. Compared to an average annual increase of 48
percent in its operating costs over the last four years, this estimated
increase in EMAP-Q's income is still short of the objective of full cost
recovery. But the gap is closing.

The Quito Sewage Company, EMA-Q, does not currently receive income from
tariffs charged to customers, but instead receives an allotment from municipal
property tax revenue. EMA-Q expects its income from municipal property taxes
to double in 1989, due to the property tax rate increase decreed by the
municipality in 1989. EMA-Q is disturbed, however, by its lack of autonomy to
generate revenues, and has requested a revision of the municipal ordinance to
permit it to directly charge for sewage services through a tariff. It expects
a decision on this request by June, 1989, If granted, EMA-Q will begin
charging a service tariff in December, 1989 and will bill for service through
the Quito electrical company, whiich currently has the most effective
collection rate among municipal utilities in Quito.
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Cuenca.- ETAPA has 26,575 domestic water and sewer connections (95
percent of the total connections), 1,329 commercial and industrial connections
(4.7 percent of the total), and 69 "special"” connections (0.3 percent of the
total). As of January 1989, when a new tariff structure went into effect in
Cuenca, the average cost of water is §/18 per cubic wmeter. Residential
tariffs range from §/5.68 per cubic meter for monthly consumption in the
lowest range of 1-20 cubic meters, to §/26.98 per cubic meter for monthly
consumption greater than 200 cubic meters. BSewer service is billed with water
service in Cuenca, at a rate indexed at 50 percent of the water bill. ETAPA
has achieved an admirable rate of bill collection, increasing it from 60
percent in 1986 to 80 percent as of March 1989. ETAPA's new tariff structure
is adjusted and applied automatically each month. The company has already
achieved an increase in tariff income of 30 percent since January 1989 and
expects tariff income to increase by 90 percent by the end of the year.

ETAPA has had a very active program of residential metering over the last
several years that is worth describing. Currently 85 percent of Cuenca's
residential water and sewer connection are metered. Those households without
meters are billed a flat rate based on average consumption levels of metered
connections in their neighborhoods, the same procedure used by EMAP-Q in
Quito. Average residential consumption in Cuenca in 1988 was 64 cubic meters
per month. Cuenca's high level of metered comnections, vigorous program of
leak detection, and gradual increased in tariff levels has led to reductioms
in average domestic water consumption over the last three years and thus
higher returns on ETAPA's fixed assets.

Between 1986 and 1988, ETAPA increased dramatically the level of metered
connections from 20 percent to 85 percent. With an 8.3 percent increase in
water production, ETAPA has been able to add 23.4 percent more water
connections. With greater accuracy in billing and increases in tariff
levels--and thus greater customer awareness of consumption--average monthly
consumption has declined by 17 percent between 1986 and 1988, from 77 cubic
meters per connection per month to 64 cubic meters per connection per month,
ETAPA expects that when it reaches its goal of 100 percent metered
connections, and with further tariff increases, it will achieve even greater
reductions in average consumption to approximately 50 cubic meters per
connection per month. This in turn could lead to reevaluations of the
necessity of adding primary system capacity to Cuenca's water network, leading
to substantial savings in future borrowing levels and debt burdens.

Beyond these significant changes in municipal financial management
practices, in Quito and Cuenca, attention will still need to be addressed at
the national level to removing legislative ambiguities and putting into effect
existing national legislation that gives municipalities the ability to recover
costs for service improvements. Articles 407 and 411 in the Law of Municipal
Regulations, which state that municipalities are prohibited from charging
tariffs or user fees that are greater than the unit cost of operating and
maintaining the service, are often cited as the major legal obstacle to
investment cost recovery. There exist other laws, however, that offer legal
avenues to capital cost recovery for municipal projects. One example is the
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“Special Contribution for Improvements”, Title VIII of the Law of Municipal
Regulations, which authorizes municipal charges for investments in community
public works. Another example is a stipulation in Article 411 in the same law
that allows sewage authorities to charge service fees indexed to the user's
consumption of water, a mechanism currently used only by ETAPA, the water and
sewer authority in the city of Cuenca. These examples would seem to indicate
that the policy agenda in this area is as much a matter of political will as
of legislated obstacles.

In March 1989 IEOS submitted to CONADE, the National Planning Board,
requests for changes in those articles such as those above in the national
municipal law that govern municipal cost recovery for infrastructure
services. The requested changes would allow water and sewer tariffs to
recover not only operating and maintenance costs for service production, but
also to charge for the recovery of investment (i.e., capital) costs. Combined
with improved management practices within the municipal water and sewer
companies, these legal changes will be the most effective, long-lasting manner
in which to achieve real cost recovery for both operation and maintenance and
system expansion of municipal infrastructure. The Mission's technical
assistance program includes assistance to the GOE in studying how ts change
the municipal law to achieve real cost recovery for infrastructure, changes
that the Quito and Cuenca water and sewer companies are committed to implement.

The WASH consultants contracted by the Mission made two specific
observations about tariff policy in the two cities that are probably
applicable to the rest of Ecuador's municipalities. First, that the majority
of water users consume less than 60 cubic meters of water each month.
Therefore, with smaller changes in tariff levels for households in the lower
consumption ranges, proportionately larger increases in total revenues can be
realized. For example, in Quito, the 72 percent of households that consume 60
or fewer cubic meters per month produce 31 percent of the company's tariff
revenue, while the 9 percent of consumers who consume more than 60 cubic
meters monthly produce 59 percent of the company's tariff revenue. In Cuenca,
the 71 percent of households that consume 60 or fewer cubic meters monthly
produce 19 percent of ETAPA's tariff revenue, while the 29 percent of
households who consume more than 60 cubic meters monthly produce 81 percent of
its tariff revenue. While some degree of cross-subsidization will continue to
be justified for minimal consumers of water, the water companies will be
unable to avoid raising tariffs in the lower consumption ranges in order to
significantly raise tariff revenues and cost recovery.

World Health Organization standards for 'water tariffs stipulate that an
acceptable tariff level for potable water is the equivalcnt of one day's
monthly minimum salary for 20 cubic meters of water. Given a minimum monthly
salary in Ecuador of S§/22,000, the monthly charge for 20 cubic meters of water
could be S/733, or S/37 per cubic meter in the consumption range 1-20 cubic
meters. This is in fact the average charge in Quito under its new tariff
structure that becomes effective in April 1989. The tariff for the smallest
consumers in Cuenca, at an average of S/.5.68 per cubic meter for consumption
below 20 cubic meters, is still substantially Lelow that standard.
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The second observation made by the WASH team with respect to tariffs, is
that it would be desirable for tariff adjustments to be made more
automatically, gradually, and in more frequent intervals. The more frequent
the adjustments, the more they can approximate changes in operating costs, and
the less jolting they are to consumers.

Through its technical assistance program, the Missioz will continue the
analyses of proposed changes of tariff policies under consideration by the
municipal water and sewer companies in order to achieve increased
self-sufficiency with an equitable distribution of costs.

3. Project Affordabilit

The Quito water and sewer authorities have submitted detailed project
proposals for approximately US$2.9 million worth of projects, or 28 percent of
the projects they plan to discount through the FFH.

The average cost of a water connection among the 14 water projects
submitted by EMAP-Q is S/ 198,552 (US$397) per residential lot. The average
cost of a sewer connection among the initial 6 sewer projects submitted by
EMA-Q is S/ 204,816 (US$410) per residential lot.

Community surveys conducted by EMAP-Q in the communities in Loma de
Puengasi, which will be the first to receive water connections through this
Supplemental Project, provide information on household income, current
household expenditures on water consumption, and household willingness-to-pay
for water connections. Those surveys indicate that average monthly household
income, as of February 1989, is §/ 34,000 (US$68); that the "average"
household spends S/ 2,700 (US$5.40) monthly on the 3 cubic meters of water it
buys monthly; and that the "average" household is willing to spend S/ 3,000
(US$6) monthly to finance a residential water conmnection. Information
obtained by EMAP-Q from city-wide surveys of water prices from private water
vendors indicate that the average monthly expenditure for water by families
that obtain all their water from water vendors is approximately S/ 4,500
(US$9.00) at S/ 863 per cubic meter. City-wide, therefore, unserviced
households are purchasing, on average, about 5 cubic meters of water per month
at 28 times the unit cost of water provided by the municipal water authority.

EMAP-(Q and EMA-Q have provided BEDE with detailed options for the
long-term financing of the water and sewer connections to the beneficiary
households. Both have developed financing options based on beneficiaries'
stated payment capacity. Each option charges an interest rate of 32 percent
on the total loan amount, which has a loan term of 10 years (120 monthly
payments). Some of the financing options use annual payment escalation
factors so that, in comparison to a standard amortization of the loan at
constant monthly payments, monthly payments in the earlier years of the loan
are discounted and then increase as the loan matures.

Both EMAP-Q and EMA-Q have indicated that they will provide long-term
financing from their own resources for up to 10 percent of the project costs
when necessary in order to make monthly payments affordable to beneficiaries.
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The source of these funds will be income generated by the utilities from
city-wide tariff or tax revenues, or other sources of internal revenue. With
the 10 percent of the total project cost paid as a downpayment by the
beneficiary households before project construction begins, and in some cases a
10 percent contribution made by the utilities, between 80 percent and 90
percent of the total project cost remains for long-term financing by the
beneficiary households. Based on the average project costs per lot indicated
above, this means between S/ 158,842 (US$318) and S/ 178,697 (US$357) will be
left for long-term financing of water projects and between §/.63,853 (US$328)
and 5/ 184,335 (US$369) will be left for long-term financing of sewer projects.

Both EMAP-Q and EMA-Q have developed options for long-term financing
including at least one which is consistent with beneficiary capacity-to-pay as
demonstrated by average expenditures for water from water vendors, which they
calculate as §/4,500 (US$9) per month, From this amount they deduct S§/800
(US$1.60), the amount they estimate households will spend on water
consumption, leaving a monthly capacity-to-pay for long-term financing of a
residential connection of §/3,700 (US$6.40).

EMAP-Q has presented four financing alternatives. Each alternative is
based on financing 90 percent of the project cost, i.e., no contribution from
EMAP-Q for long-term financing. The amount financed is S/ 225,000 (US$450),
which reflects an average project cost greater than those in the first group
of projects submitted to BEDE. The first alternative includes an annual
payment escalation factor of 20 percent. The monthly payment during the first
year is S/ 3,458 (US$6.92) but rises to §/20,955 in the tenth year. The
second alternative also includes an annual payment escalation, but in this
case at 32 percent per year, so that monthly payments in the first year are §/
2,615 (US$5.23) but rise to S/ 31,815 in the tenth year. These first two
options are within current average payment levels for existing water. A third
alternative is a standard amcrtization with constant monthly payments over the
loan term, with monthly payments of S/ 6,266 (US$12.53). The fourth
alternative uses inflation-indexed interest rates that are set each year and
applied to principal payments that are equal in each year. EMAP-Q estimates
that households using this alternative will pay S/ 8,444 (US$16.89) monthly in
the first year and S/ 2,444 monthly in the tenth year.

EMA-Q, the Quito Sewer Authority, has presented three financing
alternatives, similar in structure to those of EMAP-(. Each alternative is
based on financing §/170,000 (US$340) or 80 percent of the project cost. The
first alternative includes an annual payment escalation of 7 percent. Monthly
payments in the first year would be §/ 3,500 (US$7) but would rise to §/12,187
in the tenth year. The second alternative, similar to the water authority's
fourth alternative, would recuperate more of the interest charges in the early
years of the loan, so that monthly payments would be S/ 5,187 (US$10.37)
during the first year but §/ 3,211 in the tenth year. The third alternative
is a standard amortization with constant monthly payments of S/ 4,783
(US$9.57).
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Because project beneficiaries currently cbtain water from other sources,
the most appropriate manner in which to assess the feasibility of the project
at the level of the beneficiary is to compare the costs of the project either
to beneficiaries' current costs of obtaining water, or to their
willingness-to-pay for water as stated directly by them in community surveys.
The Mission has information on both items.

In order to make a useful comparison of the water and sewer projects'
costs and beneficiary ability and willingmess-to-pay, it is first necessary to
make the following adjustment. The water and sewer connections are made to a
residential lot, and the cost estimates prepared by the water and sewer
authorities are based on costs per residential lot. The information the
municipality has on income and on ability and willingmess-to-pay are based on
individual households. In the majority of the low-income barrios, lots are
large, between 300 and 400 square meters each, and more than one household
lives on each lot. City-wide, the average is 1.42 households per residential
lot. The payment capacity per residential lot is therefore greater than
household income. The capacity to pay for a water or sewer connection,
therefore, should not be based on household income or
ability/willingness-to-pay, but rather on household income per residential lot
or ability/willingness-to-pay per residential lot or, alternatively, on a
comparision of household income or ability/willingness-to-pay to project cost
per household, not per residential lot. Because the water and sewer
authorities have calculated monthly financing costs for the initial projects,
it may be easier to make the comparison based on income or ability/willingness
to pay per residential lot.

Using the data from EMAP-Q surveys in the 14 communities in Loma de
Puengasi, average household income is calculated as S$/34,000 (US$68). With an
average of 1.42 households per residential lot, this means average monthly
household income per residential lot is S/48,280 (US$96.56). The surveys alsc
indicate that, on average, households are willing to spend S/3,000 (US$6) per
month for a residential water conmnection. On a per-residential-lot basis,
this translates to a willingness-to-pay of S/ 4,260 (US$8.52) per month, per
lot. Two of the financing alternatives of EMAP-Q and all but the thirad
financing alternative of EMA-Q are below this stated level of S/ 4,260
(Us$8.52).

Given these cost ranges and estimated household incomes and expenditure
patterns, the Mission therefore concludes that project costs are generally
within acceptable parameters of affordability for low-income beneficiaries.
Nonetheless, both infrastructure agencies can reduce average project costs
further still. The team of WASH consultants that came to Ecuador in February
claim that average project costs in the range of US$200 - US$ 300 are
feasible. With these levels of costs, monthly payments would fall to the
range of US$4.46 to US$7.52, well within the current stated payment capacity
of US$8.52. This effort at further cost reduction will require the technical
assistance being offered to the municipalities by the Mission. Nevertheless,
the Mission feels confident that the municipalities are capable now to
construct and discount initial projects with a total value of US$400,000
within the next six to twelve months, with no additional technical assistance
or redesign required. The remainder of the projects, with technical
assistance inputs, will become acceptable technically and financially during
the remainder of the Supplemental Project.
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C. Technical Analysis

The WASH consultants made a technical evaluation of the initial water and
sewer project proposals prepared by EMAP-Q, EMA-Q, and ETAPA. This section is
based on the evaluations of those initial project proposals and the consequent
WASH recommendations., The Mission has reviewed the project proposal
submissions in order to gain information for this PPS, but the Mission has not
evaluated nor advised BEDE, IEOS, or the municipal infrastructure agencies on
project design.

Quito Water Projects

The Water Company of Quito (EMAP-Q) prepared proposals for five low-income
communities in Quito, with a total population greater than 120,000. The WASH
consultants evaluated an initial project proposal prepared by EMAP-Q for the
communities of Loma de Puenguasi, an area of 20,000 persons. The proposal
includes information from a survey conducted by EMAP-Q in Loma de Puenguasi in
February 1989 that covers approximately 60 percent of the neighborhoods to be
served by the project.

The project's feasibility study was flawed by average household water
consumption figures that were too high, particularly given the lack of
sanitary facilities in 60 to 70 percent of the houses in the community. The
project design assumed a household consumption of 250 liters per day per
capita, the consumption norm used by EMAP-Q for all projects in Quito since
1976. This municipality-wide consumption norm is, as a rule, high even for
middle-class neighborhoods in Latin America.

The WASH consultants also found project costs to be inflated by the use of
pipes of large diameter for the secondary distribution network being
constructed to bring water to the low-income communities. The minimum pipe
diameter standard used in the Loma de Puenguasi project was 63 millimeters,
even though it is now common to use pipes of 40 mm diameters for secondary
distribution networks, and in fact smaller diameter pipes increase hydraulic
pressure in the system. Furthermore, 85 percent of the pipes proposed for use
in tke distribution network were greater than 63 mm diameter.

The WASH consultants recommended redesign of the projects based on lower
household consumption standards, reduced pipe diameter standards, installation
of metered household connections, and a reexamination of the criteria used for
assigning priorities to projects, all of the recommendations being made to
achieve less costly, more feasible projects with a more rapid schedule of
execution. As described below, EMAP-Q, as well as the other institutioms
involved in the Supplemental Project, accepted these recommendations and has
redesigned its project proposals and resubmitted them to BEDE for evaluation.

Quito Sewer Projects

The Sewer Company of Quito (EMA-Q) presented to BEDE and IEOS for
evaluation projects in 42 peripheral communities of Quito. The project
documentation did not indicate the conditions of water supply in those
communities. In IEOS's evaluation of these projects, it noted that six of the
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communities do not yet have a potable water supply; in five others the
existing water supply is in need of substantial improvements, and that in tw(
others the majority of houses dc not yet have toilets. In its evaluation,
IEOS commented that it makes little sense to extend sewage facilities to
houses that do yet have a stable water supply or even sanitary facilities.
EMA-Q had not coordinated with EMAP-Q in choosing communities for project
financing.

Two of the forty-two project proposals of EMA-Q contained definitive
designs: those for the communties of Hierba Buena and Santa Rosa. The avera
cost of residential sewage connections presented in the projects for these t
communities were initially US$440 and US$464 respectively. The WASH
consultants found these costs to be high for projects in lcv-income
communities, and attributed the high costs principally to the fact that EMA-
employed a system of combined sanitary and storm sewerage, which necessitate:
very large diameter sewerage pipes, between eight and twenty-four inches in
diameter.

Another contributing factor to the excessive dimensions of projects for
both water and sewage was the long demand horizon used for planning required
capacity. Both EMA-Q and EMAP-Q chose project designs based on community
demand over a twenty to thirty year horizon. The application of such long
horizons, determined by projected increases in urban populations, leads to tl
use of large pipe diameters, and thus more costly pipes, in order to meet
demands for water and sewage facilities twenty or thirty years hence. The u
of demand horizons of ten years is more common and realistic for low-income
community infrastructure projects; furthermore, the sewer proposals would be
made more feasible financially if proposals for szanitary and storm system
connections were prepared separately.

EMA-Q, like EMAP-Q, has resubmitted to BEDE redesigned project proposals
for 16 Communities in Quito based on the initial requests from BEDE and IEOS
for more information or changes in design.

n Water an wer Proj

The Telephone, Water, and Sewer Company of Cuenca (ETAPA) is the
infrastructure agency in Cuenca. ETAPA is rlanning to submit 14 projects
eligible for financing from the Financial Fund for Housing to BEDE. Two of
the projects, in Quinta Chica and Elia Liut, are projects in the central
section of Cuenca; the other twelve are in outlying communities within the
metropolitan area of Cuenca.

The combined costs of the water and sewer projects in the two communitie:
in central Cuenca, which will serve approximately 22,800 persons, ranged fron
US$107 to US$163 per resideptial lot. These costs are lower than those in
Quito principally because the proposals include only sanitary sewage
connections. Cuenca's sanitary and storm sewage systems are separated in
approximately 40 percent of the network.
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The ETAPA projects in the outlying communities, projected to serve
17,450 persons, have higher average costs due to their greater distance from
the city's existing network. These communities are on average fifteen
kilometers outside the city limits of Cuenca. The average cost of these
projects is US$313.

The ETAPA projects use househo. ! consumption norms of 100 to 150 liters
per capita per day, appropriate to the consumption levels of low-income
communities.

The institutional, technical, and financial assessments have been
valuable learning experiences for each institution involved in the proposed
Supplemental Program. Each institution cooperated fully in the assessments
and when presented with the results of the evaluations showed a great
willingness to learn and incorporate past lessons into revising program
procedures and project designs. Evidence of this responsiveness are the two
“Resolutions of Understanding” and the "Agreement of Cooperation”, all
attached as part of Annex C, signed by the directors of EMAP-Q, EMA-Q, and
other chief participants from the two Quito infrastructure agencies.

The resolution with reapect to EMAP-Q states that, among other actionms,
EMAP-Q will reduce the consumption standard used for the projects from 250
liters per day per capita to 150 liters; that it will reduce the design demand
horizon from 30 years to 10 years; that it will increase the length of closed
loops in the system, thereby reducing the number of valves needed in the
distribution network; and that whenever possible it will use multiple or
duplex connections to reduce costs. The resolution also calls for
improvements in the financial administration of EMAP-Q, and notes a number of
actions EMAP-Q has already undertaken to improve its budget control, inventory
control, and accounting systems, including the hiring of a financial adviser
from the private banking sector and the contracting of an external financial
auditing firm.

The resolution signed by thie Deputy Director of EMA-Q states that EMA-Q
will redesign all of its proposed projects with the objective of separating
sanitary and storm systems, giving priority to the provision of sanitary
sewage connections to project households; and that if for techmnical or overall
financial considerations a combined sanitary and storm system is preferable,
EMA-Q will charge project househ :1ds only for their prorated use of the
stormwater collection system.

The Agreement of Cooperation, signed by the General Managers of EMAP-Q
and EMA-Q, acknowledges the necessity of joint planning of project proposals
by the two agencies in Quito; calls for the convening of an interagency
executive group from EMAP-Q and EMA-Q to jointly plan projects and determine
technical and socio-economic parameters for each water and sewer project; and
in cases where household ability-to-pay is limited, to give first priority to
the installation of potable water systems, but only in those communities with
access to some environmentally-sound system of sewage disposal.
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BEDE has also reacted positively to the recommendations of the
consultants, accepting the need to strengthen its rols as the leader in the
infrastructure component of the Supplemental Program and to develop project
proposal criteria to be used by the municipal infrastructure agencies in
submitting projects for financing.

Based on these agreements, and with the offer of technical assistance to
the institutions, the Mission believes it has the basis to conclude that water
and sewer projects can be constructed for per-capita costs within a range
affordable to the Supplemental Project‘'s low-income beneficiaries.

D. Environmental Analysis

The Initial Environmental Examination (IEE) for the HG-007 Program
determined that the Program would not have significant impacts on the
environment and gave the project a Negative Determination. Further review of
the way the Program is now being implemented and is planned to be implemented
in the future has led the Mission to determine that the Program falls within a
category of activities (Categorical Exclusions) for which an Initial
Environmental Examination, Environmental Assessment or Environmental Impact
Statement is not required. Section 216.2 (c) (ii) of AID's Environmental
Regulations states that such analyses are not required when "AID does not have
knowledge of or control over, and the objective of AID in furnishing
assistance does not require, either prior to approval of financing or prior to
implementation of specific activities, knowledge of or control over, the
details of the specific activities that have an effect on the physical and
natural environment for which financing is provided by AID". The HG-007
Program falls within this category because under this Program AID does not
approve separate subprojects prior to financing and has no knowledge of
control over the details of the specific subprojects it is financing.

However, despite approval of the Mission's request for a Categorical
Exclusion in Annex D, the Mission is cognizant that neighborhood water and
sewerage projects can cause significant envirommental impacts in their
localized environments. Of particular concern is the need to assure that all
projects involving expansions of water supply distribution systems take into
account the adequacy of sewage disposal systems in the project area. A
balance must be struck between the affordability of combined water and sewer
projects and the necessity to protect the local enviromnment and public health.

E. Social Soundness Analysis

The additional resources provided under this Supplemental Project will
not introduce a pew activity. Rather it will permit the Mission and the GOE
to place further emphasis on one of the elements that has been part of the
policy agenda since the Program was first developed. This section updates the
Social Soundness Analysis contained in the original Project Paper, with
further information on the status and need for infrastructure services in
low-income neighborhoods.
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Most low-income neighborhoods have been developed by the "informal
sector" operating without official approvals or permits. The families that
constitute these settlements resolve their need for houses by building their
own: a compromise between what they want and what they can afford (but much
more "house" for the cost than those of public programs or those of private
sector).

The need for basic urban infrastructure services is much more difficult
for low-income families to resolve, and the widespread deficiency in
infrastructure, notably water and sewer, is one of the most pressing problems
faced by Ecuador's cities today.

Other important urban services -transport, communications, social
services, police vigilance- are also in short supply. Fo. example, although
over 72% of the families in Quito have some kind of electric connection, 42%
of their connections are illegal and, in most cases, precarious and unsafe.
Only 30% of the population enjoys the benefits of public lighting: greater
convenience and greater security for the neighborhood.

In the summer of 1988, Deloitte, Haskins & Sells performed a study of
financing for housing, infrastructure and services in twenty-four marginal
neighborhoods in four major cities in Ecuador. The rates of water and sewer
coverage in the neighborhoods studied. ar» summarized in the following tables.
It is noteworthy that in the largest cities coverage has dropped well below
the percentage it once enjoyed, as municipalities have been unable to keep
pace with rapid urban growth.
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TABLE 5
POTABLE WATER PROVISION
SELECTED LOW-INCOME NEIGHBORHOODS

CITY SOQURCE

Piped from Tank Well,

Public Water Trucks Stream,

Supply Other#
S h ) S
Quito 19 62 19
Cuenca 58 - 42
Guayaquil - 93 7
Sto. Domingo 17 3 80

*Includes shallow springs and agricultural
irrigation channels (acequias), which also serve
as septic system for many families.

TABLE 6
WASTE DISPOGAL
SELECTED LOW-INCOME NEIGHBORHOODS

CITY MEANS
Through Latrine
Sanitary or
Sewer Other®
h Y S
Quito 22 68
Cuenca 50 50
Guayaquil 17 83
Sto. Domingo 59 41

*Includes depositing wastes in
public streets and in agriculture
irrigation channels {(acequias),
which serve some families as source
of water for household use.

The high cost of trucked water is a very serious _, -oblem in marginal
neighborhoods. The Quito Municipal Water Company (EMAP) has found that the
average cost per cubic meter of trucked water in Quito is §/860, contrasted
with §/ 31 for water from the municipal system. With a very modest average
consumption of 5 m3 per month, families must pay §/4,500 for their water.
This represents 11% to 15% of the incomes of most of the families in these
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neighborhoods, which, according to EMAP's March 1989 surveys, fall into the
§/.30,000 to §/.40,000 per month range.

The above EMAP findings for March 1989 seem reasonable for city-wide
Quito levels in low-income settlements. The July 1988 Deloitte, Haskins &
Sells study found average family incomes of §/.30,000 per month in Lucha de
los Pobres, which is one of Quito's older, more established settlements. The
income levels in neighborhoods are not uniform, but the settlements which will
be served under this supplemental program are those where most of the cities’
lowest income residents live.

The Mission will focus on potable water and sewer improvewments through
this Program. The positive effects of providing water and sewer services are
well known but bear repetition in the context of this section of the Project
Paper Supplement.

Faster provision of basic utilities will benefit low-income urban
families in many ways:

Families will pay substantially less for water than they d~ today. The
direct cost benefits are quantified in greater detail in the Financial
Analysis, (IV-B,2.)

Water of better quality that is subject to less handling and exposure
will be a clear health benefit.

Regular water supplies open new economic opportunities: neighborhood
laundries, cafeterias, etc.

Regular water supplies facilitate essential services: pharmacies,
first-aid posts, fire stations, day-care centers, others.

Basic urban infrastructure is a service known to and understood by the
families to whom it will be provided. It is a service which they want, for
which they are willing to pay, and one which will have definite, positive
effects on the quality of their lives.

Since upgrading programs are contemplated in the design of the original
Program, few substantive changes are needed to undertake the additional
activities. The key ones are the incorporation of BEDE (IEOS and the
municipalities, which was addressed earlier) and a restatement of the
Program’'s eligibility criteria.

As initially approved, the Program defined "eligibility" in the context
of loans to individual beneficiary families. Application of eligibility
criteria on a family-by-family basic is realistic for (a) purchasers of a new
lot or housing unit (b) borrowers of home improvement loans.
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The use of such criteria for urban upgrading efforts is not feasible, as
spontaneous settlements are not homogeneous in their composition. It would be
neither reasonable nor desirable to finance water and sewer for one family and
deny it to a neighbor family because of income differences. For purposes of
HG-funded investments in infrastructure, an "eligible community” will be one
in which not less than 75% of the families have incomes below the median.

The distribution of low-income neighborhoods varies from city to city.
Quito's programs are primarily directed at expansion areas on the existing
periphery of the city. In Cuenca, by contrast, the main thrust of the
Municipality's attention is on outlying areas beyond the immediate boundaries
of the city. Low-income communities are located both in the city's center and
in those outlying communities. In the city center, residential space has
continued to be subdivided as it has been transformed from a middle-class to a
lower-class mixed commercial/residential area with very high population
densities. Housing quality has deteriorated and the the existing
infrastructure network has become inadequate to service the higher population
density.

The outlying communities where services will be furnished are on average
15 kilometers outside of Cuenca's city limits but within its metropolitan
area. These communities are well-integrated into Cuenca's ecomomic activity,
supplying almost all of the city's construction workers and at least one-third
of its industrial workers. None has adequate water or sewer service from
ETAPA's system. Service will be extended to these "satellite communities" to
reduce their infrastructure deficits, to consolidate Cuenca‘'s economic and
residential areas, and to manage urban migration flows within its metropolitan
area.

This activity will not worsen current problems. Some existing
communities are provisional, located in dangerous, inappropriate or
environmentally sensitive areas. The Municipality of Quito does not plan to
grant permits to such neighborhoods and this Program will not finance
activities that might contribute to the permanence of those settlements.

For the neighborhoods where water and sewer services will be furnished,
clear titles are either in hand or in the process of being obtained by the
families. The neighborhoods tend to be very stable. In many cases the groups
which comprise them antedate the settlement itself, as the groups formed to
address the need for land and have maintained their sense of group solidarity
over time.

A reasonable concern in whether beneficiary families may resist paying
for the neighborhood infrastructure systems to be financed. Municipal
authorities, including the staff and directorate of the city utilities, do not
think that this will be a problem. Their conviction stems from more than
good-natured confidence in the communities. Participation is enthusiastic and
sustained whenever the Municipality undertakes activities that will help the
neighborhoods. Many communities are now saving funds to pay part of the cost
of their systems, and the city is aware of a very real and strong
determination on the part of the families to be included in the upgrading
programs. And, of course, the utilities can deny water to neighborhoods that
do not stay current on their payments.
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There is also cohesion among the spontaneous settlements: they belong to
several Associations of Barrios Populares that lobby their collective
interests. They are well aware that any community that resists paying for its
infrastructure will make things much harder for others that are seeking it,
and there is a strong motivation to keep themselves in good standing with the
municipality.

Of interest from a social as well as from a financial perspective is the
emphasis this Program will give to credit unions and housing cooperatives.
The active participation of women in such organizations in Ecuador reflects
women's concerns about their neighborhoods and their willingness to give of
their time and effort in the interest of their communities. Open membership
has long been a standing policy of cooperative organizations, and both credit
unions and housing cooperatives have a high proportion of female members.
Women are well-represented, too, among the officers and professional employees
of both kinds of cooperatives.

The Mission will support this positive situation by ensuring that the
technical assistance to housing coops and credit unions addresses constraints
to full participation by women in these important shelter institutions,
looking not only at their access to the benefits available under the program
(e.g. housing credit, improved infrastructure) but ensuring also their active
involvement in the management of the institutions,
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V. ZTECHNICAL ASSISTANCE PLAN

The proposed technical assistance plan is designed to support the
accomplishment of the broader policy reform and institutional development
objectives of the Program. The TA plan will serve to put in motion a process
through which mechanisms and activities developed as part of the Program can
continue beyond the completion of the Program.

A. IA plan for the BCE/FFH

The Mission proposes to exert strong influence in bringing about a
consensus of opinion on the structure of interest rates in the Ecuadorian
economy and their application to the FFH loan discount mechanism for low
income housing, home improvements and infrastructure systems in marginal urban
areas. Thus, a major thrust of the Program's TA plan is to support the BCE in
its efforts to understand and overcome the contraints to the creation of a
viable housing finance system in the context of variable and unpredictable
inflation.

The TA plan will encompass the following:
1. i inan i m

Following a meeting in April of this year bhetween the Mission and key
members of the GOE economic team, including the President of the Monetary
Board and the General Manager of the Central Bank, the BCE initiated a study
to analyze the effect of inflation on long-term lending for housing and to
recommend measures which would lead to the creation of a viable housing
finance system. These measures would be directed primarily to the FFH,
However, the BCE and the Monetary Board are interested in addressing the issue
broadly. As such, the BCE has invited the social security and savings loan
systems, as well the BEV, to participate in the study.

Approximately twelve person months of short-term technical assistance as
well as related training, funded with $220,000 from the grant to the BCE,
will be provided to support the housing finance policy development process
initiated by the Bank. The short-term TA will be contracted with a single
firm which would be expected to utilize both U.S. and Ecuadorian consultants.
The firm will be asked to designate a chief of party who will assist in
planning and coordinating the various short-term efforts. The major areas of
assistance will be:

Pefining the problem: How has inflation eroded the capital base of housing
finance institutions in Ecuador? How have mortgage loan payments as a
percent of current income behaved over time for a typical home buyer in
Ecuador? How should this be factored in when considering the
affordability of various housing options, particularly for lower-income
families in Ecuador.
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This effort will build on recent estimates of the volume of financing
required to address overall shelter needs in Ecuador derived from the
application by a local consulting firm of the AID Housing Needs Assessment
Model. The idea is to estimate the effect of capital lost to inflation in

reducing the percentage of overall shelter needs which can be addressed in
Ecuador.

Designing a response: What is the appropriate housing loan instrument for
Ecuador? 1Is it sufficient to adjust interest rates in response to
fluctuations in inflation? 1Is some form of indexing of principal
required? If so, which index would be most appropriate? How would
indexing affect affordability?

This effort will benefit greatly from the experience of neighboring South
American countries, including Bolivia, Chile, Colombia and Peru, which have
all tried to confront the same issues. It will also build on work done

recently for PRE/H on the design of mortgage instruments in inflationary
environments.

Implementing the pew policjes: How can the new lending instruments be
made available to the private sector so that they become market driven?
What regulatory changes are needed? What fine-tuning is required before
actually using the new instrument?

The questions obviously are meant to be illustrative, as are the following
estimated levels of effort and cost:

Person/

months _Cost
Understanding the problem : 3 40,000
DPesigning a response 5 60,000
menting th W ici 8 100,000

1 raipni n n/a
observation trips 20,000
16 &/ 220,000

1/ Assumes an average cost per person month of short-term TA of $12.500,
assuming equal efforts by U.S. consultants at $17,000 and Ecuadorian
consultants at $8,000 (($17,0000 + $8,000)/2)
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2. Institutional strengthening of the FFH

The earlier institutional analysis of the FFH identified the need for
the appointment of a full-time manager of the Fund and for the creation of an
advisory board. These measures are necessary to improve the overall operation
of the FFH. They will also provide critical support to the housing finance
policy development process. The full-time manager will be available to
coordinate the TA process within the BCE and with other participating
institutions. He or she will also monitor pending actions and provide
follow-up. The advisory board will provide an invaluable forum to debate
issues, consider findings and recommendations and generally to build a
consensus in support of the new policies.

Neither the full-time manager nor the advisory board per se will require
funding under the grant. They will be supported by the grant-funded long-term
advisor who has been serving under a PSC since August of 1987 at a total cost
over three years of $450,000. His expertise in the design of both new housing
and home improvement programs affordable by the urban poor will complement
that of the short-term advisors in housing finance and economics. The advisor
has become a valuable link between the private sector banks and builders
participating in the Program and the BCE staff managing the FFH. With these
contacts he will be able to support the implementation of new lending
instruments once approved.

The composite technical assistance package to the BCE/FFH thus looks as
follows:

Person/ Cost
Months
- rt-term i n 16 200.000
- ng-term isor 36 450,000
- Related training n/a 20,000
- W N il n/a -35,000
52 $705,000

B. i r f th fr

The primary objective of the technical assistance plan for the municipal
infrastructure program is to develop a capacity within national and local
governments to analyze and address the need for the self-sustainability (i.e.
full cost recovery) of municipal infrastructure systems. By means of a well
coordinated and phased technical assistance plan, the following three key
outputs will be achieved: 1) development of BEDE's and IEOS's capacity to
advise municipalities in the design and implementation of financially-sound
infrastructure systems; 2) the strengthened financial self-sufficiency of
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municipal infrastructure agencies, beginning with those in Quito and Cuenca;
and, 3) dissemination of the initial experiences of the Quito and Cuenca
program to other municipalities in Ecuador, through workshops and seminars
organized and carried out by the Association of Ecuadorian Municipalities
(AME) and the Institute for Municipal Development (INFODEM), AME's technical
services organization.

The technical assistance plan for the infrastructure component will be
carried out under a buy-in with WASH. The proposed WASH TA plan will have two
major objectives: First is the development of an efficient system of finance
for urban infrastructure development in Ecuador. Technical assistance in this
area will serve to strengthen the capacity of BEDE to lead and advise
municipalities in the design and implementation of financially sound municipal
infrastructure systems. TA will also be provided through BEDE to assist IEOS
in the development and implementation of environmental criteria for
infrastructure projects submitted by the municipal entities. BEDE and IEOS
will acquire the necessary skills and technical expertise needed to
effectively implement municipal project criteria. The Program design and
environmental criteria will directly address the affordability and cost
recovery issues raised during the project design stage. Current design norms
and standards will be reviewed and revised to make them consistent with the
Program's affordability and cost recovery criteria. Technical assistance will
also focus on the design of a socio-economic data collection system to be
administered by BEDE and IEOS, and utilized at the municipality level as a
management support tool for verifying the affordability of project proposals.

As a result of the TA program, both BEDE and IEOS will be strengthened
institutionally by developing a capacity to establish environmental criteria,
set design standards, and properly evaluate municipal infrastructure
proposals, particularly for urban upgrading in low-income communities.

It is worth noting that the Mission is currently developing a new rural
water and sanitation project that will build on achievements under a current
project and in which IEOS is the GOE implementing agency. Tue precject
contemplates continued provision of technical assistance to Itis. The
Supplemental Project will be working with IEOS in one narrow area of its
expertise and responsibility in the water/sewer sector in the country, i.e.,
technical standards-setting and environmental evaluation of water and sewer
projects. As currently designed, the rural water and sanitation project will
assist IEOS in its decentralization efforts, in the diffusion of a rural
water-project technology developed with past assistance of AID, and with the
implementation of a nationwide hygiene education campaign. The latter
component should be of some benefit to the HG Supplemental Project.
Otherwise, the two Mission programs have little overlap in their relation to
IEOS, but will be complementary in strengthening IEOS' capacity to fufill its
national mandate in the water and sanitation sector.

The second objective of the infrastructure TA plan is to assist in
developing policies that have a direct impact on strengthening the financial
self-sufficiency of municipal infrastructure agencies. EMA, EMAP and ETAPA
will become more self sufficient financially through improved management and
operating practices within the agencies themselves, through changes in
municipal legislation related to cost recovery, and by reforms in tariff
policies.
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Each of the technical assistance activities supports the policy agenda and
the achievement of policy objectives. Each institution has made a firm
commitment by means of actions already taken and planned, and in the areas in
which institutional strengthening or training were identified as necessary
during the project feasibility analysis. Technical assistance activities
under the muricipal infrastructure component of the Supplemental Project have
been divided according to three phases of activities.

1.improving Prcject Design and Evaluation Criteria (Phase I)

The objective of Phase I is, in "learning by doing" from an initial set of
generally feasible water and sewer projects, to develop the capacity of BEDE,
IEOS, and the municipalities to assess and execute the subsequent set of
infrastructure projects that still require additional design revisions to make
them more affordable to project beneficiaries. The Phase I technical
assistance activity will consist of developing a procedures manual with BEDE
and IEOS, that will include the eligibility criteria to be used by municipal
infrastructure agencies in preparing infrastructure project proposals for
BEDE, who in turn will submit them for financing through the Financial Fund
for Housing.

Preparation of the procedures manual will include the design of a
socio-economic survey instrument to improve on the one currently used by
municipalities in low-income communities, in order to verify the ability and
willingness of households to pay for the infrastructure projects; definition
of basic design norms and standards to be used for the technical design of
projects for low-income communities, and, once the manual is completed, the
conduct of two to three seminars through AME to describe to municipalities
other than Quito and Cuenca the project proposel eligibility criteria and
procedures.

This activity is scheduled to begin in June 1989 and end in November 1989,
and is estimated to cost approximately US$70,000. Estimated levels of effort
and cost are as follows:

Person Cost
Monthg
Developing the Procedures. Manual 1l 17,000
Designing Socio-economic survey instruments 1.5 12,000
Defining design norms, standards, evaluation
Criteria 1.5 25,500
Related Seminars n/a 2,700
Trips n/a 12,800

4 70,000
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2, r ing Munjci I

During the second phase, defined as the period from September 1989 to
August 1990, the main technical assistance objective will be to develop in
greater depth the design and evaluation criteria used by BEDE and IEOS for
municipal infrastructure project proposals. The criteria will be based on
interim evaluations of project proposals submitted in the first year. A
second objective during this phase is to initiate the process of financial,
technical, and administrative strengthening for thé participating municipal
infrastructure agencies.

Technical assistance will be provided to BEDE, IEOS, and the Quito and
Cuenca municipal infrastructure agencies during this phase. The TA to IEOS
will entail the development of appropriate design and environmental standards
to apply to municipal infrastructure for low-income communities. These
standards will be presented in a seminar conducted by AME-INFODEM for
participants from Quito, Cuenca, and other municipalities. The TA to BEDE
during this phase will consist of a mid-term assessment of BEDE's project
evaluation process and the effec-iveness of its procedures for evaluating
municipal project proposals.

The municipal infrastructure agencies will receive the bulk of the
technical assistance Quring this second phase. The TA to the municipalities
will help them strengthen their financial management capacities. Activities
will include analyses of tariff structures and recommendations for
implementation of changes in municipal tariff formulation and municipal
legislation; implementation of improved cost recovery practices within the
infrastructure agencies; and implementation of improved interaal cost
accounting systems.

Carrying out some of these recommendations will entail site visits by
personnel of the municipal agencies to exemplary infrastructure agencies in
other parts of Latin America.

This phase of the technical assistance is estimated to cost approximately
US$240,000. Estimated levels of effort and cost are as follows:

Person/ Cost
Months
Design with IEOS appropiate design standards 1.5 25,500
Implementing improved cost recovery Practices 2.0 25,500
Analyzing tariff cost recovery practices 7.5 73,500
Strengthening municipal financial management 4.0 59,000
Assesing BEDE's effectiveness in project
evaluation through the use of modern techniques 3.5 46,000
Site Visits n/a 9,000
Workshops n/a 2,000

18.5 240,000
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3. Consoljdating gains ip Municipal Policy Reform (Phase IJI)

The objective of the third and last phase of technical assistance
activities is to consolidate and "institutionalize" the new policies and
reforms implemented during the earlier phases. Phase III TA will begin in
November 1990 and end in December 1991. The Mission plans to execute this
phase of the TA, but the decision on whether to fund it throvgh the
Supplemental Project grant or other sources will be made at a later date.

Activities will include assessments of the implementation of new design
standards and environmental impact analysis by IEOS of the water and sewer
projects, of BEDE's ongoing project evaluation process, and of the Quito and
Cuenca municipal infrastructure agencies' implementation of new design
standards and financial practices. Based on these evaluations early in the
period, additional technical assistance and training required will be
identified and provided. At the end of the period, AME-INFODEM will
collaborate in disseminating this information to municipalities and
institutions involved in municipal development, through seminars and workshops
which cover the lessons learned in implementing infrastructure projects under
the Supplemental Program.

An additional activity during Phase III of the infrastructure technical
assistance plan will be a national-level seminar to involve the private
finance sector in the financing of municipal infrastructure investments.
Through the technical assistance and the achievement of the Program's policy
agenda, the Mission expects that the financial practices of the municipal
infrastructure agencies will be sufficient to allow private financial
institutions to '"underwrite" borrowings in the national capital market for
infrastructure investments. Some technical assictance during this last phase
of the effort will be oriented to the development of such financial
underwriting criteria so that municipal agencies can gain access to private
financial markets, further strengthening their financial self-sufficiency.

This phase is estimated to cost approximately US$190,000. Estimated
levels of effort and costs are as follows:

Person/ Cost
Months

Evaluating BEDE's ongoing project

evaluating process and Develop Ope-

rative techiques for the participant

entities, 1.5 21,000
Evaluating impact of IEOS new desing

and enviromental standards on project

design and implementation. 2.5 29,000
Evaluation of cost recovery systems

tariff restructuring, use of standards

and financial practices at the munici-

pal level. 8.0 118,000
Related workshops B/ 22,000

12 190.000



C. Credit Unjons

The Mission will support a program to assist the credit umnion system
to (a) gain direct access to the resources available for shelter investment
through the Financial Fund for Houxing, and to (b) develop an improved,
expanded credit union lending system for basic shelter neeas. Assistance to
the credit unions will be provided by the Credit Union National Association
(CUNRA) and the World Council of Credit Unions (WOCCU) through a Mission buy-in
to the S&T specific support grant to CUNA. WOCCU/CUNA will work with
Ecuadorian credit unions directly, and will also draw on the relevant
information and experience available from other credit union svstems working
with shelter finance as well as from its regional member or . sation, the
Latin American Confederation of Credit Unions (COLAC). The eifort will
include also domestic and international training, seminars, and speciaiized
technical assistance as needed. .

Credit unions in Ecuador are operating without subsidy or other government
support and competing for resources in the financial markets. The Ecuadorian
credit union system, however, currently lacks access on competitive terms to
Central Bank housing finance resources. This greatly restricts the ability of
credit unions to expand their housing lendinyg to lower income people and to
housing cooperatives. To address this construint, the TA plan proposes a
two-part program of assistance to the Ecuadorian credit union system:

-Design and implementation of measures to provide access by credit unions
to the FFH.

-Design and implementation of an expanded housing lending effort by credit
unions

1. Access to FFH

Gaining access to the Financial Fund for Housing is the primary
thrust of the credit union assistance program. Alternative approaches for
gaining access will be examined by leaders and staff of participating
organizations. The objective will be to reach a consensus among credit union
organizations and GOE Monetary and banking supervision authorities regarding
the most effective approach for credit unions to access the BCE/FFH discount
loan resources. The alternatives currently under consideration include
restructuring of the Cooperative Bank and direct qualification of individual
credit unions, specifically the twenty larger ones with assets of over
$100,000.

This part of the credit union assistance program will consist of:
- lopment of redi ion m 1 E

Concern on the part of the BCE and the Superintendency of Banks
about the lack of effective and consistant oversight of the financial
operations of the credit unions is the principal obstacle to ac>ss by the
credit unions to the FFH. As indicated earlier, the Superintendency is
already taking steps to develop a satisfactory regulatory framework by,
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- amending the Law of Cooperatives to clarify regulatory
responsibilities

- designing accounting and credit requirements to be applied to
credit unions.

The process proposed by CUNA/WOCCU would ensure participation by the credit
unions in designing these reforms, while providing short-term consultants
specialized in supervision of the credit unions to assist the Superintendency.

Key technical activities will include diagnostic studies of credit
unions, and technical assistance on the design of a credit union regulatory
process. The studies will be executed by the program coordinator and local
consultants under the guidance of an advisory group comprised of credit union
representatives/leaders. These leaders and key GOE official would also
participate in an international training program of visits and consultations
with credit union, regulatory and monetary authorities/organizations in
Colombia, Costa Rica, Panama and the U.S. This activity will provide a
framework for analyzing the results of the diagnostic studies and recommending
an appropriate design for the credit union regulatory process. A series of
consultation workshops and seminars would be held with credit union movement
organizations and governmental authorities to review their findings and
recommendations.,

i i n k i i ion

This component is proposed at the request of the Superintendency of
Banks to address and resolve problems in two key cooperative financial
institutions: the San Francisco de Asis credit union, and the Bank for
Cooperatives. Resolution of these problems will have a direct bearing on the
selection and development of the Central Bank access mechanism.

The Cooperative Bank has been intervened by the Superintendency of
Banks, is technically insolvent and faces liquidation if its problems are not
resolved. A possible approach to resolution of this problem is: (1) GOE )
approval of reorganization and appropriate financial guarantees; (2) USAID/E
agreement to adjust the Bank's US.- dollar denominated loan; and/or (3) credit
union movement agreement to recapitalize and restructure the Bank.

The San Francisco de Asis credit unicn is considered sound
financially, but has been intervened recently for legal/administrative
reasons. The credit union has 29% of total movement membership and 46% of
total assets, and would be a key housing lender under the Program,

CUNA/WOCCU and COLAC will provide a team of consultants specialized
in stabilization and recovery of troubled financial institutions to review the
problems facing the two institutions and to develop with the Superintendency a
viable work-out plan.

Success with one or both of these efforts will enhance the
confidence of the Superintendency in their ability to supervise and regqulate
cooperative financed institutions. Combined with the design and
implementation of a credit union regulatory process, as described above, the
obstacles barring credit union access to the FFH will be overcome.
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The expected cost of these two tasks is as follows:

g;ggi;_ggigg_;ggglggg;y Person/Months Cosats

Eziﬁggi_fiftgﬁssistance 7 90,000

- training n/a 45,000

Assist I ific

fﬂiﬁiﬁﬁ;tff: assistance 5 55,000
TOTAL 12 190,000

2. n h r

The second part of the program to assist credit unions would be funded
and implemented only if the first is completed sucessfully as evidenced by a
GOE decision making all or certain credit unions eligible to discount loans
directly with the FFH. Until such time, funds would remain in the grant with
the BCE. Once the second part is ready to start the funds would be used for a
further buy-in to the CUNA specific support grant.

The effort will consist of:

- lopin m n i inj i i
W r 1 ry_r m
- rengthenin n in ili i i r
sin rticularl wer-i m rs.

The first involves short-term assistance and training in areas such as,
accounting and financial controls, financial reporting (the lack of reliable,
timely data on credit unions comes up often as a complaint from GOE
officials), examination procedures and general financial management. This
assistance will ensure that the new credit union regulatory process is
implemented successfully. It would be driven by the credit unions themselves,
since one expected product is an installed capacity within the credit union
movement to provide ongoing training in these areas.

The second effort seeks to standardize loan instruments and contracts,
as well as loan underwriting procedures and norms, in use by the credit unions
in their lending for housing. Such standardization will facilitate
discounting of their loans with the FFH. It will also help individual credit
unions to manage loan origination and recovery more efficiently and at less
risk.
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The estimated cost and levels of effort are:

Implement regulatory requiremepts

-short-term assistance 5 $ 60,000

-short-term assistance -3 45.000
8 $105,000

The combined, two-part program to assist credit unions is as follows:

Access to FFH Person/month Cost
-Develop credit union

regulatory process 7 135,000
-Assistance to specific

institutions 5 55,000
Subtotal Part I 12 $190,000
xpen helter ndi

-Implement requlatory requirements 5 60,000
-Strengthen credit union housing

lending activities -3 45,000
Subtotal Part II 8 $§105, 000
Total 20 $295,000

The proposed credit union program will lay the foundation for sustained
growth and development of the credit union and governmental financial systems
serving Ecuador's lower income population. The Program will significantly
increase the volume and viability of housing solutions financed through credit
unions. In addition, structural reforms supported by the Program may also
benefit other key sectors of the Ecuadorian economy, by enabling credit unions
to increase their financing of, for example, micro and small enterprises;
small farm operations and agro-industries; and health and educational services.
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IMPLEMENTATION ACTIVITIES
Part 1 Access to FFH Timing®
Credit Union Regulatory Process
Project start-up o1
Advisory team formation Q1
International training Q1L - Q2
Diagnostic studies Q2 - Q3
Dialogue / consultation work shops Q2 - Q¢
Strategy presentation and approval Q4
Preparation and approval of systems
development and training plans Q4
Assistance to Troubled Institutions
Team formation Q1
Consultant study o
Preparation of recommendation Q1 - Q2
Part 11 Expanded Shelter Delivery
-Regqulatory Process Systems Q4 - Q8
-Credit system and training Q4 - Q8

®*Implementation periods noted in quarters abbreviated as "Q" for
an 8-quarte. life of project.

D. Housing Cooperatives

Housing cooperatives are important to this Program because they are
the main source of housing for low-income urban families today. Improving
their performance and making them more reliable actors in the shelter sector
has enormous benefits both for the direct beneficiaries, the families whose
living conditions improve, and also for private lenders and builders who today
cannot figure out a way to work with this huge and growing market.

The Cooperative Housing Foundation has proposed a program of technical
assistance to address these opportunities fur which the Mission is requesting
funding from the Administrator's set-aside for Private Provision of Social
Services for a buy-in to the CHF specific support grant. CHF will prepare a
definitive proposal which the Mission will present to PPC and LAC for
consideration. Should funding from the Administrator's set-aside not be
available, the Mission will examine alternatives, including a re-distribution
of the grant funds attached to this Program.

As described in the Social Soundness Analysis, the Mission will reach
agreement with CUNA/WOCCU as well as CHF that they will consider the roles of
women, not only as recipients of the benefits of improved shelter but also as
participants with an active role in the oversight and management of credit
unions and housing cooperatives. PBoth institutions have good experience with
identifying and overcoming constraints to the full participation of women
(e.g., legal restrictions to title and credit, traditional biases against the
public exercise of authority by women), notably in CHF's current programs in
Central America.
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TABLE 7
TECHNICAL ASSISTANCE PLAN

(U.5.8)
A. BCE/FFH
1. Housing Finance Policy Development $220,090
2. Institutional strengthening of the FFH 450,000
3. TA completed as of April 1989 35,000
$ 705,000
B. Infrastructure
1. Developing Project Design Criteria 70,000
2. Strengthening Municipal Financial Management 240,000
3. Consolidating gains 190,000
500,000
c. redi nion
1. Access to FFH 190,000
2. Expanded shelter lending _105,000
— 295,000
$1,500,000
Table 8
/ LAN
Addr PP nical i n lan
1. Policy Agenda
- Market interest rates for FFH -Housing Finance TA/ Policy
studies, design of new lending
mechanisms
- Infrastructure financing ~WASH TA/ Policy studies, water
tariff reforms
- Private sector shelter programs -WOCCU TA/CHF TA/ Credit Union
access to FFH, support to housing
cooperatives
2. Institutional Strengthening
~ FFH Mechanism -L-T Adviser, FFH Manager,
Advisory Board
- BEDE/IEOS ~-WASH TA/Procedures and project
review standards
-Municipal Entities (Infrastructure) -WASH TA/Operational improvement,
cost efficiencies
- Cost Recovery -WASH TA/Design standards,

collection rates, tariff adjustment.
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Table 9

PROCUREMENT PLAN FOR TA
METHODS OF IMPLEMENTATION AND FINANCING

Item Amount
BCE/FFH $450,000
$220,000
$ 35,000
Municipal Entity
Institutional
Strengthening $500,000

Low Cost Housing

Program Expansion $295,000

Method of Payment

L-T Advisor

Finance
Policy Agenda
Completed

BEDE/IEOS
Municipal
Entities

Credit Unions

BCE Grant Agreement®
Direct contract

BCE Grant Agreement
Direct contract
BCE Grant Agreement

BCE Grant Agreement
($190,000)

WASH contract
Buy-in to S&T Bureau

BCE Grant Agreement
($105,000)
WOCCU,CUNA grant
Buy-in to S&T Bureau

The Project Grant Agreement with the BCE will require a PACD extension to

allow for contracts under the PP Amendment.

The current PACD is 8/31/89,

which will be extended for the proposed LOP to 12/31/91,
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VI. FINANCIAL PLAN
A. Infrastructure Component Financing

Funds borrowed under the supplemental authoriszation will flow to the
Central Bank in the same way they do under earlier program authoriszations.
There is no requirement for additional counterpart funds from the GOE. As
noted in the Financial Plan below, Ecuadorian contributions (both from GOE and
from participating banks) to the proposed $35 Million HG Program are 27% of
the total value of loans to be financed.

Existing Program agreements provide for &an advance of up to $6
Million to the FFH. Part of that advance will be made available to BEDE to
provide working capital for construction financing in an amount not to exceed
three months' projected requirements for approved projects. A key element of
each of the projects submitted by municipalities to the BEDE for spproval is a
project development plan. On approving a project, BEDE will also provide an
advance to the municipalities for 25 to 30% of the expected project cost. As
construction is completed and the water and/or sewer services become available
to families residing in "eligible communities" 1, BEDE will convert its
financing on the projects to long-term loans to the municipalities (or their
utility companies, depending on the city invclved), and discount that
long-term portfolio with the Central Bank, thus liquidating the HG advance.
Terms of the discount operation will be parallel to those of the financing
extended to the project beneficiaries, except that whereas families' and
municipalities' payments to BEDE are made monthly, BEDE repays its Central
Bank obligation semi-annually.

Residents of eligible communities themselves will also participate in
providing for the financing of these activities. Communities where
infrastructure projects will be developed make two contributions: through
prior savings on the part of their members, they make downpayments which help
cover up-front costs for the projects and reduce the amount oi credit required
to complete them. For the Quito and Cuenca water and sewer projects, these
savings will represent 10 to 20% of project costs. In addition to their cash
savings, communities contribute sizeable reductions in the cczts of the
projects by providing their own labor for the activities. In sewage projects
this practice can lower the financing requirements by as much as another ten
percont.

The municipalities of Quito and Cuenca have yet to submit to BEDE an
official, definitive request for financing of the infrastructure project to be
discounted through the FFH. At meetings between BEDE and the municipalities,

1 "Eligible community" is defined as a community in which at least 75
percent of the community's families earn a monthly income less than the
monthly median income.
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the latter have stated that they have eligible investments in excess of US$15
million, but Table 10 presents those projects of which the Mission is
currently aware, specifically those which EMAP-Q, EMA-Q, ETAPA, have submitted
for reviaw by BEDE totalling US$12.7 million, of which US$10.0 million will be
discounted througl. the FFH. These projects will provide 42,000 residential
water and sewer connections serving 329,000 residents of low-income
communities in Quito and Cuenca.

The Mission estimates that the first FFH discounts of infrastructure
investments will occur during the first quarter of ry 90, and the last
discounts will occur during the second quarter of FY 92. Approximately 44\,
or US$4.5 million, of the FFH infrastructure discounts are scheduled to occur
during FY90, approximately 47 percent, or US$4.8 million, of the discounts
will occur during FY 91, and 9 percent or US$0.9 million, will occur during
the first two quarters of FY 92.

B. Qverall Program Fipancing
1, Allocation of HG Financing by Program component.

In September, 1988, The Mission requested $10 million in additional
Housing Guaranty authority earmarked to finance the infrastructure investments
of the supplemental project. At that time LAC authorized $5 million and asked
the Mission for additional information on the Program status and on the design
of the supplemental project. In preparing this response to the Bureau's
concerns, the Mission has decided not to seek authorization of the additional
$5 million to complete funding of the supplemental project, as requested in
September, 1988. The decision is not based on a change in the projection of
demand for Program resources. Rather, it reflects a more conservative
approach to the management of those resources.

(US$ MILLIONS)

QOTHERS HG GOE Others
New Housing 18.0 7.0 10.0
- Projected ( 8.0) (4.0) (5.0)
Home Improvements 7.0 - 3.0 -
- Current - (0.5) (-)
- Projected ( 7.0) (2.5) (-)
Infrastructure 10.0 - 1.0
- Projected (10.0) — () —(1.0)

Total 35.0 10.0 11.0



ESTIMTED SCHEDULE FOR IMPLEMENTING MATER AND SENER SYSTEM PROJECTS

TABLE 10

FOR PERIPHERAL SETTLEMENTS -QUITO AND CUENCA, ECURDOR.
HG-007-SUPPLEMENTAL PROGRAM
(S/. 000°s and }. 000°s)

PROJECTS casTs FY 1989 FY 1990 FY 1991 FY 1992 TOTALS PEOPLE
x 1000 x 1000
TO BE LOANS

1|1V 1 11 111 14 1 11 111 v 1 11 ATTE.
1 QUITO SEWER S/| 827344.0} O |0 [124638.8( 93955.2 101500.0 § 119000.0 }25500.0 | 111500.0 | 94000.0 | 57250.0 0.0 0.0 |827344.0
1 TOTAL US$ 1654.71 0 jO 249.3 187.9 203.0 238.0 251.0 223.0 188.0 114.5 0.0 0.0 1655.0 49366 6329
2 QUITO WATER S/{4317308.7{ 0 |0 46956.2 [181439.7 K01267.7 | 595467.8 H60787.7 | 670928.6 |655928.6 1568654,7 1393714.2 [142163.7 |4317308.7
2 TOTAL US$ 8634.6 | 0 |0 93.9 362.9 802.5 1190.9 § 1321.6 1341.9 1311.9 1137.3 787.4 284.3 8635.0 |215826 27670
3 CUENCA W S S/ |1215356.2 | O |0 [121939.1 [364953.1 #24914.1 | 242725.0 | 60825.0 0.0 0.0 0.0 0.0 0.0 |1215356.2
3 TOTAL US$ 2430.7 1 0 |0 243.9 729.9 849.8 485.5 121.7 0.0 0.0 0.0 0.0 0.0 2431.0 63593 8153
14243 TOTAL S/ |6360200.0 | O [0 [293500.0 [640300.0 P27000.0 | 957200.0 B47100.0 | 782400.0 |749900.0 }625900.0 |393700.0 [142200.0 ]|6360000.0
14243 TOTAL US$ 12700.0 | 0 |0 600.0| 1300.0] 1900.0 1900.0 | 1700.0 1600.0 1500.0 1300.0 800.0 300.3 12700.0
TOTAL LOANS S/ |5088000.0 | O |O 34800.0 [512200.0 42200.0 | 765800.0 p77700.0 | 625900.0 |599900.0 [500700.0 |315000.0 |113800.0 |5088000.0 |328786 42152
FFH DISC US$ 10000.0 500.0| 1000.0{ 1500.0 1500.0 | 1400.0 | 1300.0 1200.0 1000.0 600.0 200.0 10000.0
FISCAL YEAR
INVEST US$ 10000.0 0 4500.0 4900.0 800.0 10000.0

_LL_
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Current estimates still show a need for over $30 million in HG
financing for FFH discount of home improvement and new housing loans.
However, the Mission and the BCE have agreed that Housing Guaranty funding for
new housing and home improvements will be reduced from $30 to $25 million,
freeing up the HG authority to complete th- $10 million required for
infrastructure. This leaves $15 million available to finance new private
sector housing projects or home improvement activities beyond thote alreedy in
process.

The proposed allocation will also shift the mix of new activities by
both BEV and the private sector from new housing to home improvement lending.
This reflects the objective of seeking greater support for the self-help
housing efforts of the urban poor by promoting a greater participation in the
Program by credit unions and housing cocperatives.

The combined effect of the limitation on BEV's role and of the
greater emphasis on home improvements on the current and projected status of
the FFH pipeline as of April, 1989 is as follows:

Table 11
NO. OF LOANS & FFH FINANCING
STATUS IN AFTER
CATEGORY April 1989 Re-Allocatjon
FFH FFH
ERIVATE SECTOR Units -%_  FEinancing “Units = _% Financin
New housing 14,287 94 26.0 10,512 65 20.3
-current(A) (6,067) (6,067)
-projected (E)1/  (8,220) (4,445)
Home improvement 910 6 0.5 4,700 35 4.7
-current (A) (910) ( 910)
-projected (N/A) ( ) {(3,790)
15,197 100 26.5 15,212 100 25.0
BEV/JNV
Rew housing 5,665 52 8.3 3,270 38 4.7
-current (B) (1,575) (1,575)
-projected (B,C) 4,090 (1,695)
Home improvement 5,200 48 5.2 5,300 62 5.3
-current(N/A) ( -) ( =)
~-projected (D) (5,200) (5,300)
10,865 100 13.5 8,570 100 10.0
TOTAL 26,062 n/a 40.0 23,782 n/a 35.0

1/ rable 12, April, 1989 shows 9,480 new private sector housing units
in category E. Since total projected HG financing exceeds available HG
authority - $31.7 versus $30 million - the number of units was adjusted
down to 8,220
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This reallocation is not intended to become definitive or inflexible.
Rather, the BCE will re-evaluate use of FFH funds based on actual performance
and new projections of demand. Adjustments will be made by the Bank as
necessary in the normal course of its management of the FFH. Notwithstanding,
the reallocation will not be used to proceed with HG borrowings for housing and
home improvements in excess of $10 million until there is significant,
measurable progress toward use of market interest rates by the FFH.

TABLE 12
STATUS OF FFH PROJECT PIPELINE

AS OF AUGUST, 1988
(Table IV of PPS presented in Augqust)
PROJECT NUMBER NUMBER VALUE OF HG PORTION OF
CATEGORY DEVELOPERS UNITS SHELTER FFH DISCOUNTS

(US$ MILLIONS)

A 13 7.210 16.4 $ 9.4
B 7 3,066 4.9 2.8
c JNV 1,775 4.4 2.5
D BEV 3,000 1.8 1.8
E — 16 10,728 26.0 —14.9
TOTAL 36 25,7179 53.5 31.4
F RI
A 13 6,067 14.5 9.8
B 7 3,880 4.1 2.8
c JNV 1,775 3.6 2.4
D BEV 5,200 5.2 3.9
E — 17 9,480 19.0 12,8
37 26,402 46.4 3.7

CATEGORY A: Projects of private developers financing long term credits
through private financial institutions. All projects are built or under
construction. Some have been s0ld to beneficiaries, otheres are in active
sales now.

CATEGORY B: Projects of private developers financing long-term credits
through the BEV,

CATEGORY C: Projects eligible for the FFH under development by the JNV,
for financing long-term costs through the BEV.

CATEGORY D: Home improvement loans being made to beneficiary families by
the BEV, scheduled for discounting with the FFH.

CATEGORY E: Projects under development by private builders. Most of
these will be financed through private financial institutions. Developers
have incurred expenses in land acquisition, preparation of plans and designms,
and obtention ¢f municipal approvals, with the intent of submitting the
projects for FFH discount.
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VIiIi. Implem n

A. Implementation Schedule
1. Program implementation

The Mission requests LAC approval to amend the Program Implementation
Agreement, which was signed originally on January 15, 1986. The
amendment will:

- increase HG funding by §5 million to a new total of $35 million,
based on the HG authorization signed in September, 1988,

- authorize the use of HG advances by BEDE to provide construction
financing for municipal infrastructure projects.

- expand the definition of eligible beneficiaries to include
communities in which no less than 75% of the residents have
income below the median.

The amendment will be negotiated and signed within thirty days after
LAC approval to proceed, or approximately by July, 1989. Once signed, the
amendment will enable the GOE to seek reimbursement for eligible
infrastructure expenditures, and to negotiate the corresponding $10 million HG
loan as and when required, bringing total HG loans to $20 million. No further
borrowing on the remaining $15 million in HG authority will be approved until
there is significant, measurable progress toward use of market interest rates
in the operation of the FFH,

In addition, following AID/W review of this PPS, the Mission will amend
the Program technical assistance component to:

- authorize an increase of $500,000 in grant funding for a total of
$1,500,000 to fund technical assistance and training in support of the
broader policy reform and the institutional strengthening agendas of the
project, and

- extend the Project Grant Agreement PACD, from 8/31/89 to 12/31/91, in
order to meet the objectives of the TA plan.

The grant project authorization amendment will be signed immediately
after LAC approval of the PPS. The Central Bank Grant Agreement amendment
will be negotiated and signed concurrently with the HG Agreement, or
approximately by July, 1989.

2. Policy and institutional benchmarks

Table 13 shows the expected dates by which key events which
demonstrate progress on the policy and institutional agenda will occur. These
dates will be used by the Mission to monitor the timely and effective
achievement of the Program goal and purpose.
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TABLE 13
PROGRAM AND POLICY IMPLEMENTATION
QUARTER / FISCAL YEAR

30/89 4Q/89 1Q/90 2Q/90 3Q/90 4Q/90 1Q/91

20/91

1. Program Implementation )

. leted:
-E signed (Jan. 1986)

=Ist. HG Loan ($10 million),  ==-*

. Pr?ected:
-IA amended, @ == ecceccaaaas *
=Grant Agreement amended, @  cccccceeaa *
-2nd HG loan for insfrastucture
{($10 mi1i{on). *
=Mid-term Program evaluation. *
=3rd HG loan 1/.

-Grant PACD (TQ/92).
-Last HG disbursement (20Q/92).
=Program Closeout (3Q/92).

2. Policy Implementation (Benchmarks)

. Housing Finance:
FFH Eecﬁfive Director and FFH

Advisory Board in place. = --cecoccaaa *

=Significant progress on interest

rates if housing component to

continue. *

« Credit Unions:
~Credit Unions authorized
acess toFFH. = ccewm- *

. Municipelities/Infrastructure;
“Approval Ly GéE Controller

General of cost accounting

sy stem for public enterprises,

developed by EMAP-). Enhanced

financial mana?ement capacity. *

=Quito Municipal Counzii approval

of new water tariff structure.

Significant progress in recovery

of costs and investments. *
=IEQS/BEDE implementation of

revised technical and environ-

mental standards for urban

water and sanftation projects.

Enhanced ability to guide and

direct new infrastructure

prajects under new lower-cost

st andards. *
=Quito Municipal Councii approval

of a sewer tariff, shift from

total dependence on municipal

taxes, -*

1/ Assumming GOE meets requiremenmt of significant interest rate policy changes.

0303E
JS:isc
05-25-89



- 82 -

B. Evaluation and Audit

1. Evaluations

The Mission plans to conduct an evaluation on the HG-007 Program
in July - Aug., 1990. The objectives of this evaluation will be: (1) to
tssess the Central Bank's administration of the Program; (2) to evaluate the
effectivenes;s of procedures for operation of the FFH; (3) make recommendations
for improvement in FFH operations; and (4) assess the progress of BEDE and
IEOS in developing procedures, standards for the evaluation and approval of
infrastructure projects, and the municipal entities in terms of cost
efficiencies and cost recovery of investment and other costs. A final
evaluation of the HG-007 Program will be conducted in March of 1992.

This evaluation will assess the overall, final Program progress towards
meeting the objective of increasing the supply of low cost housing and other
shelter services in Ecuador. Other factors to be assessed will include:

- The effectiveness of the FFH mechanism in involving the private
sector in housing finance;

- The effectiveness of BEDE in administering loans to municipalities
(including its technical capabilities as well its management
capabilities);

- The impact of infrastructure projects on health and socio-economic
conditions in informal neighborhoods;

- The full cost recovery by project Municipalities;

- The effectiveness of AID's policy dialogue in changing GOE policies
and regulations regarding interest rates and water tariffs, and other
cost recovery requirements.

2. Certification of End Use/Audit
End Use

The municipal utility companies will prepare feasibility studies for
the projects that will be financed under this Program. In addition to
technical, environmental and financial feasibility, projects must meet the
test of eligibility for end users., Projects will be assessed on the basis of
their socio-economic eligibility. Based on this information, the municipality
must certify that the neighborhood for the infrastructure upgrade is, in fact,
comprised of low income families who are eligible for assistance under the
Program. BEDE will confirm the accuracy of the representations received from
the municipality and will certify their accuracy to the Ceatral Ekank. BEDE
will present to AID a copy of its certification.

As stages of infrastructure projects are completed, BEDE will confirm
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that all investments have been made as programmed for eligible neighborhoods
in accordance with the approved project design. The Central Bank will monitor
BEDE performance, including undertaking periodic field checks to confirm the
accuracy of financial reports. AID will further confirm through periodic
field inspections and evalvations that project resources have been invested in
the production of eligible expenditures.

Audit

The Implementation Agreement for HG-007 states that the Central Bank
shall maintain, in accordance with generally accepted accounting principles,
books and records relating to the Program and the loan. It further states
that the Central Bank shall, until the loan is fully repaid, "arrange to have
such books and records audited annually by independant auditors in accordance
with generally accepted auditing standards. Such audit shall provide
segregated accounting and comments regarding the loan and shall be submitted
to AID annually". AID will review annual audits to ensure their compliance
with the IA,
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Project Title & Number: National Shelter Delivery System Project Paper Supplement {518-HG-007)

LOGICAL FRAMBWORK

(518-0076)

Life of Project:
From FY 86 to FY 92

Total US Rmdings HG$35m, DG$l.5=
Date Prepared: May 25, 1989

NARPATIVE

OBJECTIVE VERIFIABLE INDICATORS

MEANS OF VERIFICATION

TMPORTANT ASSUMPTIQNS

Goal: The broader obijective to

Measures of Goal Achievements:

this project contritutes:

To improve the quality of life for
low incope families in urban areas
throughout Ecuador by increasing
their access to upgraded ard new
shelter options, financed by both
public and private sector
institutions.

A substantial increase in
access to upgraded and new
shelter solutions by low income
urban populations as a result of
the project as evidenced by the
percentage of families living on
land to which they have legal
title and with access to potable
water, sewage and electricity.

Periodic census data and

BCE, BEDE, BEV and Municipal
Enterprise records on tenancy
of land and coverage of btasic
infrastructure services.

Concerning long term value of
Program/project:

Policies regarding housing
prograns are reformed to pro-
vide for lemding at market
rates of interest and to
redirect a large share of
investment to financing
basic services and home

improvements.







NARRATIVE

ORJECTIVE VERIFIABLE INDICATORS _MPANS OF VERTFICATION

IMPORTANT ASSUMPTICNS

[o.]] 82
icy/Institutiomal:

1. Policy dialogue has brought about

camsensus on achieving market or

near market rates and maintaining the

capital value of low income housing
and home improvement and infra-
structure loans.

2. TA plan carried cut to strengthen

financial and institutional cap-
abilities of mmicipal infrastruc-
ture agencies

3. Obstacles overcaome, allowing
credit unions to discount loans
with FFH.

Physical / Financial

1. New or improved housing

2. Water and sewer services in
marginal urban neighborhoods

Magnitude of mt_ﬂt_; necessary
and sufficient to eve pur-

pose

1. FfH's interest rates

for new housing,

hame improvement, and infra-
structure loans are market
driven.

2. Tariff formila implemented
allowing for full or near full
coverage costs; new operational
procedures and design standards
reduce design coets by up to 25%.

3. FFH mechanism accessed by
credit unions and for $ 5 million
in hame improvement loans.

1. 13,780 new housing units
financed at a cost of $27.9
milliony 10,000 hemo improve-
ments financed at a cost of
$10 million.

2. 42,150 families served by new
water and/or sewer hook-upe
financed at a coset of

$10 million.

1. BMA,PMAP and FTAPA records.
FFH/BCE records and project
audits,

2. BMA,BAP and FTAPA records.
FFH/KCE records and project
audits.

3. FFH/BCE records.

7FH/BCE records.

2. PMA, EMAP and ETAPA records.

FFH/BCE recards.

Affecting output-to-purpose 1ink
Asmumptions:

1. GCE carries out necessary
policy changes for interest and
tarifis

2. Tariff and other financial
reforms increase the ability of
mmicipal infrastructure

es to meet the basic
service neads of growing urban
populations.

3. Access by credit unions to
FFH leads to expanded shelter
lending for the urban poor.



RARRATIVE

OBJECTIVE VERIFIAELE INDICATORS MEANS OF VERIFICATION

IMPORTANT ASSUMPTIQNS

Inputs:
Long-term financing

New housing

Home Improvements

Infrastructure
TOTAL

Technical Assistance

Rousing Finance
Strengthen FFH

Infrastructure
Credit Unions

Total TA

{0252E)

HG

Indicators

$ 18.0
7.0

10.0

$ 35.0

220,000
485,000
500,000
295,000

1,500,000

Program records
Other

$9.9
3.0

$12.9
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CUADRO N2 3

o — e em e wm - mame PR

4 SOLUCIONES HARITACIONALES FROEKARADAS PARA © INANCIARIENTO DEL FONDD FINANCIERD PARA L& «IvIENDA (FFYSUM1A, WKy

s ABRRIL M-y~ ——~"— -
e (Prograsas de Mejorasirento Habitacional, Lotes con Servicios y viviendas nuewas, terairzsas o en coastruccion)
- - - ——- - e - e '—)
v
TOVALES ==v=—)) 7,042 8,416,285 $,235,123 16,506,113 12,379,585
5 ) . e e e eme e e — .- -
N0. ENTIDAD FIMAMCIERA LOCALIDAD  ROMBRE DEL PROYECTO PRONDTOR NO. FRe3TAM0 TOTAL B 1 DESCUENIO TIPD  DESCUENTG  PORCION WG
INTERMEDIARIA SOLUC. PROMEDIO PRESTAMOS DESC. FFY- CAMDID -- FFV .. B DESCUENIOS - — .. — .. .. __ . _ __.
" fsusres) (sucres) tsucres) tuss) (ust)
1000 {11000} (31000}
20 — = o= werccccss eees - ——— "
02 SUSTOTAL SECTOR PUBLICO . 1,973 912,150 821,833 1,000,018 1,380,082
T3 ' - .
- 1 LEV. Sto.Doaingo Coop.Chiguilpe Coop.Chiguilpe - %8 S8 3,900 0.0 0,310 4.5 100,003 ",
s 2 0EN, T Guite””  Coop.Ejerc.Menal. C Coop.frerc.Mcnal, 9SS S50 470,250 90.0 423,225 4S5 W1,m2 ~. nosy . L.
3 0LV, Loje Coop.Un1on Lojana Coop.Union Lojama "2 %50 165,000 %0.0 95,000 440.3 12,8% 159,842
s VBEN. Cuevedo Los Angeles Eduardo Falla 134 00 120,000 90.0 108,540 444,93 3,00 102,30
SBENV, T T T Eseeraleai Sinantat Sihabitat 29% 550 142,300 90.0 14,520 4e.S 321,152 20,108 -
30 .
2 SUBTOTAT SECTOR PRIVADD TTTEIT s 4,00 4,005,139 5,413,200 14,603,497 - 10,197,123 ——— -
34 1 Bco. de ’restanos Guite San Jose Tecnivisa 230 1,500 375,000 %0.0 337,560 444,93 735,01 366,900 .
2 Beo. del Pacitico Minta Faola LI 7 ) Cevallos——— =" N 700 - 23,000 95.0 . 22,010 AW - 50,438 - n.m . . e
] 3 Beo, Gel Progreso Milagre  Rosa Marma I, Lister Andrade 250 %0 225,000 0.0 202,5%) 4465 453,52 340,148
. rgumnco Buayssuil Las Orauideas Agricola Acuarela 350  1.200 420,000 90.0 379,009 444,93 044,583 34,998
3 S FILANBANCO ™™~ Guayawuil™ Las Orquideas "=~ lnmob. Elenita - S20 :.200 624,000 90,0 361,800 4465 1,257,703 943,307 e
b FILANBANCO Suayaquil  Las Orquideas - lnepd, Asalia 310 1,200 $12,000 %0.¢ 350,800 4445 1,233,595 25,1%
, 7_[I_L_A;NM[C0 Guayaguil  Los Fosales Const. FEDARCO 00 100 270,000 0.0 243,000 140 1,084,30 1,248,208 ——
8 Fin, Manabi™~ " Fertoviesa Mejoramrento Habit.~ Coop. 15 de Abril 907 105 25 9707 92,3 14 - 832,72 --- 4,54 — - :
a2 9 Ls Previsora Guayaauil  Ebanos (Los Vergeles) Douglas Maclifé 72 1,200 8L.400 90.9 17,760 448.5 174,138 130,016 ’
10 La Previsora Gurte Eden del Valie PILARES n £90 $1,000 90,0 , 25,440 440, 124,108 LA FL) .
4 10 Mt B ore T T Macnali Nejoraniento Habit,” Mut. El Oro - n 00 2,100 100.0 8,100 448.5 18,144 13,604 /
12 Met, Guayaquil Suayag:il  Las Orquideas Inaod. Esperanza B8 1290 981,600 0.0 803,440 4455 1,978,589 1,483,942 /f(
ve WML Suayaquil  uavaziil  Las Grquideas Agracola Acuarela 1,057  :.290 1,288,400 90.0 §,041,560 445.5 2,556.485 1,917,514 /r_,_
14 wt, Guavaguil Guayaeuil  HKontevello {1 PAVID - ETINAR 395 L0 TH.M0 90.0 042,500 4405  1,439,19¢ 1,079,393 ~4 .
at 13 Mot Guayaquil  Guarzgest  Mostebello !, PAVID - ETINAR 300 299 200,000 96,0 206,000 146 1,479,452 1,109,580
—g . .
s

Lo tobizazitn det ¢8%ar ar wncarves1ar o) 10-EPE-AQ pe €/ .5


http:2,556.05

T': SOLUCIONES HABITACIONALES PROGRAMADAS FARA FINANCIAMIENTO DEL FOKDO FINAKZIERO PAR3 L3 VIVIEKD (FFYSURLR.NK?)
‘ 10-ABR-08 - e
¢ {Proyectos, con terrenos y gestionando financiasiento, de ejecucion insediata o sexidtd)
. . _ ———— - - - X
v TOTALES =====e- )) 8,978 093,000 5,415,680
1 NO. ENTIDAD FINKACIERA Lﬂtlﬂfﬁil NOMBRE DEL PROYECTO PRONOTOR NO, PRESTAMD TOTAL DE 1  DESCUENTD TIPO
ve INTERMEDIARIA ---- .- SOLUC. FROMEDID PRESTAMOS DESC. . FFV . CAMBIO...
{sucres) {sucres) {sucres)
x1000 11000 11000
' SUBTOTAL SECTOR PUBLICO 8,105 4,997,700 4,775,810
B 1 B.E.Y. Nacional  Mej. Habitacional b.ENV, 9,200 500 2 600 000 100.0 2, 600 000 e.3
22 2 B.EY Sto.Dosingo Coop.drisas/Colorado Coop.Brisas/Color 296 550 162,800 90.0 146,520 444.5
3 0.B:W——————— Latacunga— Asoc. Prof. Vasconez Asoc. P, Vascone: 103 W00 . 41,200 100.0 41,200 44.5
20 4 )EN, . Latacunga  Dethlesitas Edgar Quevedo 118 1,000 118,000 90.0 106,200 443,5
S bEN. lbarra Coop.loila Galarraga N. Larrea 150 530 82,500 90.0 74,250 446.5
na—— bLEN: Quite Eden del Valle 11~ - Vivienpopular - 252 14,1000 277,200 95.0 . 263,340 446.5
1)LV, 1barra £l Retorno ' K. Larrea 20 1,000 28,000 90.0 25,200 448.5
28 9 B.E.V. Nanta Pacla VI Jose Cevallos 158 1,000 158,000 90.0 142,200 446,95
9 9.6.¥%————— Prog.Fenal, Prog.Ncnal.Pteus.— Privados - -- 1800 850 1,330,000 90.0 1,377,000 445.5 .
? SUBTOTAL SECTOR PRIVADD - 613 895,300 540,770
2 I Mut. €1 Oro _  Machala  Prisavera Carlos Bello 2 900 18,90 90.0 17,010 446.5
34 2 Mut, Manabj Portoviejo Jdardines del Valle  Cesar Arroyo 150 1,000 150,000 9¢,0 133,000 446,35
—————73-Banco-Pichinche—{Latacenga- Coop. Vasconez Cuvi- Coop, Vasconez C..- 500 . 600 .. 300,000 95.0 285,000 4465
- 4 Danco Pichincha Latacunga  Coop. UNE Coop. UNE 2 1,200 50,400 90.0 45,300 A45.5
3 Banco PBolivariano La Mama La fama Enrique Chicaiza 160 1,100 176,000 90.0 198,400 445.5
a8 . . et e e ———— -
: Fuente: Proyecciones elaboradas por el Promotor dei FFV
0 Elaboracidn: Direccién de Desarrollo de Proyectos
y bgerencia-de—Crédito Externo al Sector Privado — i m— e
42 c:,,———--;::;ty{r—.n-_iiu
VA : .
J‘ O aEs e . . - - . . " o7 - . - e w o- v .
/ o
&~ ' |

2,131,422 9,098,587

DESCUENTIO  PORCION K

(13
lus$) {uss)
10,698,327 0,022,245
- 023 Obl 6,367,30!
320,152 8,114
. 0.0 8,08 0
237,850 . 178,387
166,29 124,720
589,787 _ 44,6
56,439 02,318
318,417 238,858
3,083,%871 2,32,9%
1,435,093 1,074,321
38,09 28,572
302,352 226,764
$38,296 . 478,72 __.
101,590 78,193
354,759 260,089

¢ emme.e .



80. ENTIOAD FINMCIERA LOCALIBAD BOMSRE DEL PRMVECTO  PROROTOR

CUADRO N& 4-A
SOLUCIONES HABITACIONALES PROGRAMADAS PARA EL FINANCIAMIENTO DEL FONDO FINANCIERO PARA VIVEL.
PROYECTOS CON TERRENO EN ETAPA INCIAL DE DESARROLLO

B9, OPRESIAN8 TOTAL BE

BESCUENTG TIPS DESCUENT®  PORCION W6

INTEAREDIARIA I n .. G0LNC, PRORESIO PRESTANOS 9ESC. 2] CAiS  FFV.
PRe R ST * (sucres) (sucres) {sucres) ] (ust)
- Duleed  xloed < 1000
PROYECTOS CON TERRENO EM ETAPA INJCIAL OE DESARROLLD (NS INCLUIDGS EM LOS TOTALES 0€ ESTE CUADAD)

1 Buito Asoc. 1ERAC dsoc, JERAC 0 %.0 (KI% ] o
2 Wito Asoc. Parlaeents Asec. Pariasente 0 %.0 0445 ¢ o
3 Buito Caupiche Grupa TN 6,000 1,100 4,400,000 90.0 3,940,000 440.5 0,040,901 4,451,736
4 Tonsupa Club Pacitice Club Pucifice » ¢ 1.0 [ X ITT%] L] ¢
S Guito Coop. Busnaventurs  Coop. Buemavestsr 1,900 00 1,100,000 90.0 1,024,000 445,53 2,297,872 1,723,400
b Conccoto | Coop. Quitusbe Coap. eiluabe » ¢ %.0 ¢ 4.5 ¢ ¢
7 €] Caraen  Coop. Union Popular  Coop. Usiom Popelar ¢ 0.0 [ R I ¢ ]
] Qito Coop.Alfredo Perer  Coop.Alirede Pmre 50 1,100 75,000 90.0 247,500 444.S 54,310 U5, 1M
] Guito Coop.Manuei Cardova Coop.Manuel Covdo 300 1,000 300,000 0.0 430,000 446.5 1,007,83Y 735,010
10 $to.losingo Coop.Prov.Unides Coop.Prov.Unidas 10 . ¢ %.0 L N ITP] ¢ ¢
il ito Coop.Pusblo-Purblc  Coop.Puebie-Pueble ¢ 1.0 0 449 () ¢
n fuito Soaraler Susrn 20 ¢ .0 [ NI ¢ )
13 Csseraldas La Florads Filton Estupinan 208 ¢ 9.0 [ N1} ¢ ]
i $ta.0osango Los Anturios Carlos Becdach 2,800 ¢ 9.0 ¢ 4.5 ¢ )
13 Quito Prograss Municipal  Construc.Privades 1,704 ‘6 9.0 ¢ 4489 0 [
1 Quito Prograsa Municipal  Censtruc.Pravadas 100 ¢ %.0 0 4.3 ) [
1 Gusto Prograsa Municipal  Coastruc.Privades 120,000 0 9.0 [ MITT8] 0 L]
" Sto.Dosingo Prog. Rodas Fco. Moscoso 120 ¢ %0.0 0 4.5 ¢ L
19 danco  Buayaquil Quito LA Morenita Jorge Veqa 1,200 ¢ 2.0 0 4445 ¢ ¢
20 Banco Anges Quite Coop. FAE Coop. FAE 150 1,100 165,000 90.0 148,300 445.% 30,597 209,400
21 Panco Pichincha  Quite Coap.Mercedes Ayala Coop.Mercedes Ays S0 ¢ 1.0 0 44.8 () ¢
21 Bco. Asazonss Suayaquil  Cisas de Sisanes Coop. Paz y heor -0 9.0 0 44485 0 ¢
23 beo. Agay Buayaquil Loz Rosales 11 Const. FEDARCO ¢ 9.0 0 444.5 L] (B
M La Previsona Guito €1 Daicon Gonzale Fiquerca $00 ¢ %0.0 0 4.3 ] ¢
25 La Prevasora Machala Nachala ) Cuvica [ ¢ .0 [ A ITH] () )
26 La Previsona Manta Valdivia Figueioa 200 ¢ 2.0 0 483 ¢ ]
a7 Aut, Denalcazar  Quite C. Lucha de los Pobres 450 ¢ 9.0 [ XIT'%) L] ¢
20 0.E.9, Latacunga  Asoc. Rason larda Asoc. Rason Barda 62 0 9.0 0 4.5 0 [
29 DL.EY, Lojna Coop. 8 de Dicieabre C. 8 de Dicieabre 130 ¢ .0 0 4.3 0 ¢
0 6.E.Y. Quito Cocp. Orangine Coop. Qrangane ¢ %0.0 L TTY8 L )
31 B.E, Lon Coop. P10 Jarasillo C. Pio daramillo 50 ¢ %.0 0 44,5 ¢ ()
12 0.E.V, Quito Coop.La Internacional Coop.La Internaciomal ¢ 1.0 0 4.5 () ]
IV 0E, Buito Coop.Musculos/Rieles Coop.Musculos y Rieles ¢ %.0 [ R () L]
0.E.v. Buito Coop.Patrisonio Pop. Coop.Patrisonie Pop. ¢ .0 0 4L.S [} [ ]
33 0.E.¥. buule Coop.Voluntad Bios  Coop.Voluatad Bios ¢ 0.0 0 4803 () ()
1 0EY Charasol 1 v 100 200 90,000 %0.0 01,000 44,5 11,411 138,¢58
Y 11 €l Salto Ny 20 900 18,000 90.¢ 16,200 444.5 34,292 a2
Y bEV T Nlieas 1 v 100 %00 0,000 0.0 01,000 440.5 901,400 134,058
4 BEv 1. Constituyente P % 100 261,000 90.0 234,500 44,5 326,002 394,547
S §EV La Pracera 11 w 160 %00 _ 144,000 90.0 129,000 A4S 290,250 217,49
sy T T L Tebarda T TTTTT 000 %00 T 90,000 90,0 81,000 4485 181,410 134,058
7 By Los Geranios iy 0 900 261,000 90.0 234,900 445,35 324,092 394,50
LN 1 Rarcelino M Los Farques $AISC t 200 430 130,000 95.0 123,500 444.5 74,3% 207,407
9 2Y Los Tragaies 11 v %0 Y00 81,000 90.0 12,900 444.5 163,270 122,452
10 §Ev Warcelino M Pejorassento Urbano  SAISC 1,000 100 100,000 100.0 100,000 44,5 223,984 12,97}
nwey . .. Notupe ny 400 200 340,000 90.0 324,000 44,5 125,004 344,203
12 By Palaeras IV Y * 30 900 27,000 90.0 24,300 445 34,423 0,417
13 bty Rusichacha v 120 00 109,000 90.0 97,200 444.5 1,093 163,27¢

La cotizacién del éolar de antervencitn al 10-ADR-0Y es S/, 444,30
Fuente: Proyecciones elaboradas por el Promotor del FFV

Elaboracidn:

ireccidn de Desarrollc de Proyectos

:Cl SUBGERENCIA DE CREDITO EXTERNO AL SECTOR PRIVADO

. Qv
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SOLUCIONES HARITACIONALES PROGRANADAS PARA FINANCIANIENTO DEL FONDC FINANCIERO PARA LA VIVIENDA

" (FFVSURIC.HKY)

ARRC10-8¢ - —_— .- - - e e e e e e m e
‘ Nota: Proyectos y prestasos a financiarse a travez del Banco Ecuatoria=c de la Vivienda (BEV).
s — hdesas de-la JWV, prosotores privados tasbien estan desarrollanco proyectos con financiaerento sel BEV, . - . .. ... .. e- - e e .
1c TOTALES = ») §,975 3,312,800 3,111,520 6,908,490 5,204,517
12 . . :
RO, ENTIDAD FINANCIERA LOCALIDAD  MOMBRE DEL PROYECTD PRONOTOR NO. PRESTAMO TOTAL OF I  OESCUENT® TIPO' DESCUENTO  PORCION H6
14 INTERREDIARIN - SOLUC. PROMEDIC PRESTANOS BESC.-— FFV - CANBIO — FPV — — 0 o . __
' (sucres) (sucres) {sucres) _ lust) {us#)
" (x1000)  (x1000) {x1000) ‘
' - . N
1 BEV Calceta - Casilo Pence v 159 " 1,000 159,000 90.0 143,100 8405 - 320,493 240,370
20 T BtV Cuenca Rosque Money I——" NV ——-----—-- - 489 [,000 — 489,000 90.0 — 480,100 4405 — 985,086 .. 739,250 __. .._
3 ey El Caraen Atenas 1! NV 62 1,000 82,000 0.0 55,800 4005 . 14,M 71,129
22 4 BEV Gualaceo  Guataces 11 IV 7 1,000 7,000 90,0 6,300 446.5 - ¢ 14,110 1¢,582
- b 34 uaranda—tos Trigales———— JNV ---—-= —=- 143 1,000 — 143,000 90.0 — 120,700 4465 — 0,242 - 4,080 . _
2¢ b BEV Suayaquil  Esteros 111 NV 102 1,200 122,400 90.0 110,160 446,53 .~ 24,719 105,03
Il (1] Jipijapa  Marqarita Ponce L e 1,000 148,000 40,0 133,200 4463 : - 298,320 .40
46 | B3 Latacungd™ Las Fuentes M L | At 1,000 - 21,000 90.0 — 16,900 4463 i 42,30 SR | 1 |} PSR
(1) Latacunga  Los Nevades NV 2 1,000 42,000 9%0.0 37,000 4003 - .7 04,458 3,49
28 10 BEV Loja Los Geranios NV 28 1,000 218,000 0.0 214,200 44,3 % 479,731 5,
LW 3] Macary Macara | =" WV -—— - —= ¢ [,000 - 9,000 90.0 1,100 m.s.;y’-_-’;};, 16,180 - 13,000 - . ..
» 12 ey Rarcelino M Los Parques SAISC 200 1,000 200,000 90.0 180,000 444.5 ',‘)‘F’" 403,133 302,352
13 BEV Marcelino B Urban infrasiructurs SAISC 1,000 100 100,000 100.0 ~ 100,000 444.3 "ié 23,9 167,973
22 BLE 328 Otsvily tos Lagos i - 13 1,000 - 13,000 90.0 —— 11,700 446.5 ~mv 26,200 — . 19,483 . o ___
15 bEY Portoviejo Los Tasarindos 1110 JWV " 1,000 94,000 90.0 . 04,600 4445 - 189,404 142,103
34 16 BEV Guite °: Los Andes L} 1,200 75,000 %0.0 68,900 4405 .- 152,388 114,209
TT 3V Quity Turubasta Rijo Ny u 1,200— 28,000 90.0 — 25,920 444,53 ——— 58,052 — 43,530—— __._..
3 18 BEV Sto. DosingoRosales 11 JNV 6 1,000 16,000 %0.0 14,400 400, ... 32,251 24,100
19 eV Tulcan Ponce Enriguez NV 125 1,000 125,000 0.0 112,500 4448 - 251,90 188,970
w 20 BV Varfags = Hejoraniento Hadit. - BEV-—— —— - - 3,000 400 1,200,000 100.0 - 1,200,000 440.5 - 2,407,570 . 2,015,477, . __ .
21 BEV lasora Tanzatza N 20 1,000 20,000 90.0 18,000 444,3 40,314 30,233
a0 ] . . '
La cotizitidn el d61af "de Intervencion al 10-ABR-8Y es 5/, 444,50 — —-— - - - - D
42 Fuente: Proyecciones elaboradas por el Promotor del FFV
Elaboracidn: Direcci8n de Desarrollo de Proyectos
4 -—'-STJ'EEE}E\BH' de Crédito Externo al Sector Privado’ T T T e e e e e -

—



http:IFFVSUMIC.WI

CUADRO N* 5-A

STLUCTONZS HABITACIONALES PROGRAMADAS PARA FINANCIAMIENTO DEL FONDC FINANCIERO PARA LA VIVIENDA - -
ABR-10-8¢ T

- = (FFVSUNIA.ME?) . ,_.; e e = e e

Nota: Froyectos y prestasos a financiarse a travez del Banco de Desarrollo del Ecuadur BEDE, duranle 1989 1991.

Estos proyectos se desarrollarin a través de los Municipios.

- —— ——— u + = .

TOTALES === )} 42,132 7,100,073 1,100,073 .15,901.620 11,926,215
K0. ENTI0AD FINANCIERA LOCALIDAD  NOMBRE CEL PROYECTO PROMOTOR NO. PRESTAMOD TOTAL DE 1  DESCUENTO TIPO DESCUENTQ  PORCION K6
INTERNEDIARIA SOLUC. PROMEDIO PRESTAMOS DESC.  FFV CAHBID . FFV

- (sucres) (sucres)

(Sucres) e oo e (uSS). A.._.mn___. —_—

(21000}  {x1000) {x1000) e
-1 DEDE Quito Mej. Urbano (aguad  EMAP.Q, 27.670 182.0 5,058,076 100.0 S ,050,076 448,93 - II.SZO.TI! -l:.nTm ‘—
< BEDE . * Quite Kej.Urbano (alcant,) ENA.Q 6,329  130.7 827,200 100.,0 027,200 446.5 - - 1,062,632 1,389,474
3 BEDE Cuencs Nej.Urb.tagua-alcant) ETAPA Cuenca-- ~-- 8,153  149.,0 - 1,214,797 100.0 - 1,214,797 48.3 .1. 2,'20,7!0 2,040,832 ____ .

La cotizacién del dalar de lntervencin al 10-ABR-BY es S/, 444,50 °

Fuente: Ptoyecciones é'labotadas por el Promotor del FFV

Elaboracidn: Diteccion de Desarrollo de Proyectos
Subgerencia de Crédito Externo al Sector Privadb
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¥ESOLNCION DE_ENTENDIMIEINTO

Zn la reunidn sostenicda el 2 de warco de 1.989, presidida por el senor
Ing. Patricio Ritadeneira, Gerente General de IMAP_Q, ccn lcs sedores

Ing. Rodrigo Salvador, Director Técnico; Zcon. £lsa de Menz, Asesor Fi
mancieraj Ing. Marco Gutiérrez, Jefe de disedo; ing. Jorge Ra-f
fe de Disefir Sanitario; Ing. Rafael Chambers, Jefe de la Unicad de Pro
vectos Erergentes; Lcdo. Rodrigo Zozo, Proyectes Emerzentes y 1l

res Consultores Ing. luis Pereira y Econ. Jorge Infante ccoo isesores
de Wash/Provect, czatr-atades por la AID. Se establece por
tes Gltimos las siguientes recomendacicnes respecto ce nu
tros de disefo v ce gzstidn financiera de la EMAP-Q, con

€
moradores de les barrios marginales de ingresos bajos.

I.- ASPECTOS TEZCNICOS.-

Considerando los plantemaientos hechos por el Consultor Ing. Pereira al
grupo técnico de la EMAP _Q resuelven ponerse de acuerdo en los siguien-~

tes puntos:

1.- Dotacibn per capite.-

La Empresa revisard les estudios pitométricos y de demanda realizados
en los barrios populzres de la ciudad, a fin de aplicar la proveccidn
de éstos a los disefics de los barrios marginales, estableciZnccse un -
promedio de alrededor de 150 litros hab/dia. En la proveccién de la
demanda se tomard en cuenta el costo del agua a efecto de la elastici-
cdad del corsumo respecto al precio.

2.- Densidad poblzcioral.-

Se hard un andlisis de los requerimientos de agua para diferentes pe -
riodos de disefio tczando en cuenta las siguientes particularidsdes.

- El perlodo actual de disefio estd programado para 30 ajos, dJediendo
realizarse reajustes para periodos menores preferentezente a 10 afos.
cependiendo de les anZlisis econdmicos-financieros y de dificuitad -
de construccidn, raviszndo estos periodos hasta alcanzar la cptimiza
cidn técnicz y econdrica. Como consecuencia se dard una reduccidn de
los didmetros de las tuber7as originalmente propuestos.

3.- Red de distriducidn v accesorios.-

Se hard una revisiin de los disefios procurando ampliar la lengitud de
los circuitos a cerrarse, lo que dard como consecuencia una diszinu -
€ion del nimero de vdlvulas a instalarse en la red de distribucidn.

De fgual manera en las redes de distribucidn de didmetres pequelcs, se
colocard bocas de fuego en lugar de hidrantes lo que producird un :zba-
retzmiento del prevecto.



4, - Cen:xicnes Miltiples. -

°5 pzsajes, escalinatas y calles estrectas se instalaran conexio
v wileiples, evitardo de esta for=a 1la instalacidn da la red
preducizndo como consecuenica un menor costo <el provecto.

I1.~ AS2:LT0S ADMINISTRATIVOS-FINANCIEROS. -

El Irg. Patricio Ritadeneira explicé el progra=a de fortalecimiento ins-
titucional que est3 llevando a cabo en la esprzsa con érnfasis en el irea
aiminsitrativa-financiera. Se refirié al estucio de la estructura agmi -
nistrativa para adecuar a los objetivos de institucidn, a la estructura
cel irea finznciera en particular y a la necesicad de capacitacidon del -
personal en diferentes aspectos.

l.- Indicé que el plan, actualmente en ejecucidn, se ha iniciado enfocan
do les siguientes puntos:

- Contratacién de la Econ. Elsa Romo-Leroux de Mena como Asesora Fi-
nanciera.

- £stablecimiento del sistema de control presupuestario.
- C:atrol de inventarios y depuracién de les mismos.
- Depuracidn de la cartera.

- Cazbio del sistema contable hacia una contabilidad empresarial.
- Contratacidn de auditoria externa, invitando para esto a un concur-
so de ofertas a firmas altamente calificzcas.

2.- Por otra parte, el sefior Gerente llamd la atencidn sobre ciertos aspec
tos de fundamental importancia para mejorar la gestidn empresarial de
E¥AP-Q. Uno de ellos se refiere a la revisi6n de Ordenanzas, que no -
tienen concordancia con la situacidn actual del pais, ni con las carac
teristicas del desenvolivmiento de la ciucad, con el fin de recomendar
los cawbios respectios o 1la supresion de las miszas.

Otro punto tiene relacidn con la necesidad de actualizacién de la tasa
de interés sobre facturas a crédito y sobre cartera en mora.

3.- E1 Gerente General y los personeros del irea finznciera explicaron la
necesidad de cooperacién técnica para la capacitacidén del personal e
implantacién de los siguientes programas de fortalecimiento institu -
cional:

= Centabilidad financiera y de costos.

= Aczinistracidén de presupuestos.

- Adzinistracién de inventarios.

- Depuracidn de catastros de usuarios.

- Adcinistracidn comercial

= Izplezentacion de sistemas de computacidn y Sistera de Informacidn .
Gerencial, Q1



De igual {orma, se enfocd 1a nececidad de financismiento de Sofs- are
rara el area finarciera y técrica, incluyendo el desirrollo cperativo
de sistemas de agua.

4.- El Econ. Jorge Infante, Consultor de Wash, hizo refer:sncia a ios as
pectcs contables de la expresa que aparecen como puntos criticos,
recomendando la implantacidn de una contabilidad de costos.

Manifesto concordar con el ca=bio a una contabilidad ¢ empra2sarial,
relavando el hecho de pocer en este caso, cbtener indicadorzs de
gestion que permitan el aridlisis de la ad»inistracidn y de las deci
siones gerenciales. .

Indic6 también su preocupacidn por la existencia de ordernanzas que
pudieran evitar la actualizacidén necesaria de las tarifas o la fija
cion adecuada de las mismas, no solo en relacidn con la recupera -
cidn de los costos, sino a la autosuficiencia financiera de la ecpre_

sa en el tiempo.

De igual forma, el Consultor manifestd su apoyo al plan de capacitacién
de la Empresa, expresando que la preocupacidn respecto de la asistencia
financiera para este fin serd presentada como recomendacién a A.I.D.

/
/
E2 e d S~ _
Ingfﬂigz:;;io Ribadeneira —mgT Roarigo Salvador
GERENTE GENERAL EMAP-Q DIRECTOR TECNICO o

o ot

Sr:'tlsa de”ﬁen;
ASESORA FINANCIERA

\\\\\___ c*f%— 2

Ing. Luis Peréira Econ. égrge Infante
ASESOR DE LA WASH/proyect ASESOR DE LA Wash/Proyect

s



RESOLUCION DE ENTENDIMIENTO

En reunidn efectuada en la ciudad de Quito, Ecuador, el dia 2 de
rrarzo de 1989, en la que estuvieron przsentes el Ingeniero Jorge
Povecda N., Subgzrente de la Lmpresa lunicipal éde Rlcantarillado de
Quito (E¥A-Q) y el Ingeniero Luis Ra2nato Pereira, Corsultor gGe
wesh/Project a solicitud de USAID/EGUADOR, se llegd a los siguientes
acuerdos con bzse en las recomendaciones del consultor:

l. EMA-Q revisard todos los disefios que se han efectuado para lcs
barrios objeto del programa, con el fin de analizar 1la posibi-
liéad de en cada barrio utilizar la so0lucidn ée alczntarillado
sanitario, con el fin de reducir los costos de l:s obras Yy por
consiguiente ampliando los beneficios del prosrz:za con el mismo
dinero.

2. EMA-Q adoptard la solucidn de alcantarillado cozbinado, dnica-
mente en aguellos barrios gdel programa en gque por razo:es técni-
cas se justifigue, pero se deberd tener en cuenta, en estos ca-
SOs, que a la poblacidén beneficiada se le cobrard el monto que
su capacidad de pago lo permita y la diferencia con el costo to-
tal se prorratezrd en el resto de la ciudad mediante el sistema
de cobro gque se tenga en vigencia, esto en razén a que los bene-
ficios del drenaje pluvial no solo son directos al barrio objeto
de las obras, sino indirectamente a otros barrios o dreas del
la ciudad.

Quito, Ecuador a 2 &e narzo de 1989,

A

Firmang_
\\\ A .
: y SV "
I ) o Ot it cguet®
/(;ng Jofge Poveda N. Ing. Luis Renato Pereira
Subgergnte de EHATQ Consultor de WASH/Project

\_]



ACUERDO DE €COOPEZFACION

Los Gerentes de las Empresas Murnicipales de Agua Potable y Alcanta
rillado Ing. Patricio Ribadeneira e Ing. Julio Alvarez respectiva-
sente, considerando la urgente neccsicaé que representa la dotucién
de servicics basicos a8 los barrios marginados de bajos ingrescs -

resvelven: v

Conformar un grupc ejecutivo interdisciplinario de las empresas -
que se encargardn de la planificacién y coordinacion gobal de los
proyectos determinando los parametros técnicos y socio-econdmicos~

de cada sector.

De la investigacidn del ingreso se establecerd la capacidad de pa
go mensual de las familias, y sobre esta base se dard prioridad al
abastecimiento de agua, una vez que la capacidad de pago no permi-

ta la dotacidn de los dos servicios simult3neamente.

Quito, a 3 de marzo de 1989

Toae i N /"
. ®
A .

/.f-f/ir/y;/_z%//:

i . :

_”; , .l
R T .
Tng.-Patriciéﬂiibadeneira \ s ,;; ng. fulio Alvarez
GERENTE GENERAL DE EMAP-Q /S GERENTE GENERAL DE LA

\‘ EMPRESA DE ALCANTARILLADO
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Naturaleza y Objetivos

El Banco de Desarrolio del Ecuador (BEDE) es una institucibnm

de cardcter sutdnomo, creada mediante Decreto Supremo No. 774
publicado en el Registro Oficial No. 183 del 30 de septiembre
de 1976., Su Ley Estatutaria establéce que el objetivo funda-
mental de la Institucién es el de financiar la ejecucién de
proyectos y programas prioritarios del Sector Piblico .que se
relacionen con el desarrollo socio-econémico planifirado del

pais, entre los que se incluyen obras y serviciog de organis- -
mos gubernamentales, tales como Ministerios, Municipios, Con-

sejos Provinciales, etc. '

De acuerdo a la legislacidn vigente; y en particular su Ley
Estatutaria, el BEDE tiene las siguientes funciones:

-Financiar programas, proyectos, obras y servicios del Sector
Piblico. y asegurar su ejecucidon mediante mecanismos de
supervision y seguimiento.

~Coordinar su accidn crediticia'cop la politica monetaria,
fiscal y de desarrollo econdmico del pais.

"=Participar en la provisidn de los aportes locales, en calidad

2.0

2.02

de préstamos, para' la ejecucidn de proyectos financiados comn
recursos externos.

-Administrar' los recursos del Fondo Nacional de Cultura
(FONCULTURA) y otros fondos de terceros, a través de conve-

-Impulsar el desarrollo del sector productivo privado, .
mediante el financiamiento de programas y proyectos con recur-

sos obtenidos del mismo sector.

Estructura Oregdnica

Son organismos del BEDE,:la Junta de Accionistas (de la cual
estatutariamente el Estado Ecuatoriano debe ser propietario de
por lo menos el 51% de las acciones), el Directorio y la Comi-
sion Ejecutiva,

La Junta de Accionistas esti.presididl por el Ministro de .

Finanzas © por su delegado, el Subsecretario de Crédito
Piblico, sesionando anualmente a los fines de:

—Conocer la situacion administrativa y financiera del BEDE.

107
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-Aprobar los balances dec pérdidas y ganancias y la asignacion
y/o distribucién de utilidades.

-Resolver s&bre los aumentos de capital que proponga el
Directorio. :

-Designar al Auditor General del BEDE.

El Directorio, encargado de dirigir la estructura orgénica y

* funcional, la politica institucional y crediticias de la enti~

2.04%

2.05

dad, estd constituido por los sigulentes niembros:

-El representante del Presidente de la Repiblica, quien
preside cl Directorio.,

-El Ministro de Fiﬁquas o su delegado

-E1 Gerente General del Baoco Central del Ecuador & el Sub-
gerente General.

-E1 Secretario General de Planificaciﬁn del CONADE o su
representante.

-Un representante de los organigmos regionales de desarrollo,
nombrado por la Junta de Accionistas por un perfodo de un
afio. .

-Un representante de los organismos seccionales, ya sean
Municipalidades o Consejos Provinciales, alternativamente
nocbrados por la Junta de Accionistas para cada perfodo
anual. .

R? Comisidn Ejecutiva, con funciones de dictar las oormas ope-
racionales y procedimientos internos del BEDE de conformidac
con las politicas aprobadas por el Directorio, estd integrad:

por los siguientes tres miembros:

-El Ministro de Finanzas o su delegado, quien preside la Com:
sion. . ‘ .

<E1 Gerente General del BEDE o su alterno, el Subgerente Gene:
ral.:

-Un representante designado anualmente por el Directorio :
elegido entre sus miembros, o su alterno designado en la mis:
forra. '

Dentro de su estructura organica, el BEDE estd presidido po
su Gerente General quien ejerce la representacidn legal de 1
institucién y de quien dependec la gestidn adoinistrativa d
la entidad. 'A la Gerencia~General reportan las Subgerenci
General y cuatro Gerencias (Técnica, de Sucursales, de Opera
ciones ¥y Administrativa), las que a su vez s&e subdividen e
subgerencias de dreas y direcciones. Es de hacer notar que en

|O‘{
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[

enero de 1989 el BEDF sufrid una reestructuracidn general, en
donde bédsicamente se redujeron las 9 gerencias existentes
anteriormente, al nimero de & indicado. (Ver organigrama en
Apéndice No. 1). ,

2,06 Ademds de estas gerencias, se encuentran las siguientes
dependencias que trabajan en relacién directa con la Gerencia
Geaeral, la Subgerencia General ,y la Junta de Accionistas:
Auditoria Interna, Asesorfa Juridica, Asesorla Gerencia Gene-

1 ral, Secretarfa General y Asesorfa de Planificacidn.
‘ ¢

3. Personal

-3.01 A continuacién se presenta un cuadro mostrando el personal
relsvante por categorfa y distribucibn de especislidades de la
Gerencia Técnica, por ser esta la unidad probablemente involu-
crada en la evaluacidon, supervitiin y de cooperacidn técnica
de los proyectos del Programa propuesto: .

Gerencia Técnica
Personal por Categorias y Especialidades

' Profesio- 1écnicos Administrativo Total
nales
Subgerencia de C.T. | - 1 2
y Programacidn .
Subgergncié de Eva- 1 - 1 2
luacion de Proyectos .
Direccion Fondo 4 - - 4
Desarrollo Sector
Informal
i
Direccidn de Promocidn 5 - - 5
y Difusion
]

Direccion de Coopera- 7 R - 8
cién Técnica ‘ '
Direccidn de Evaluacidn 6 - - 6
Economica, Financiera
y Social
Direccidn de Evaluacidén 6 - - 6
Técnica
Pool de Secretarias - - 9 9

Total a0 1 11 42
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3.02 Como puede ohservarse del cuadro anterior, la Gerencla Técnica

3.03

cuenta actualmente con 30 profesionales, conformada por 14
economistas, 9 ingenieros, 4 arquitectos, 2 aduinistradores de
empresa y 1 sbogado. Si bien esta estructura pareceria conte-
ner un buen grupo de profesionales, no se ha podido evaluar,
sin embargo, sus antecedentes &cadémicos, experiencia profe-

sional y capacidad técnica; mno obstante ello, se ha observado

que en la evsluacidn de proyectos, la Direccibn correspon-

.diente ha tenido como practica que el andlisis econbmico,

financiero y social ,sea hecho por una misma persona, situacibn
que creemos deberfa separarse en dos @reas de revision separa-
das: econdmica y social por un lado, y financiero por otro.
De igual forma, se estima necesario uma evaluacién mis pro-
funda sobre la estructura de la Gerencia Técnica en funcidn de
los cuadros profesionales y técnicos existentes, orientada a
satisfacer las necesidades del Programa quc &e propone finan-
ciar.

Adicionalmente, se verificd la estructura organizacional de la
Subgerencia de Crédito, dependiente de la Gerencia de Opera-
ciones, la‘'cual mostrd la siguiente distribucidn: .

Subgeren&ia de Crédito
Personal por Categorias y Especialidades

s
. ]

Profesionales Técnicos Administrativos Total

Subgerencia de Cré- 1 ‘ - 1 2
dito
Direccisn de Cartera 4 | 4 - 8
Direccidn de Supervi- 8 - - 8
£ion
Direccion de Operacio- 7 3 - 10
nes Bancarias ‘.
Pool de Secretarias - . - 6 6
1
Total 20 1 1 34
]

3.04 E1 grupo de 27 té&cnicos y profesionales de esta Subgerencia

estd conformado por: 8 ingenieros, 7 economistas, 4 adminis-

tradores de empresas, 1 arquitecto, 4 contadores a nivel téc-
nico, 1 técnico en estadisticas y banca, un tecnologo banca-
rio, y un técnico en informitica. Consideramos que, ademids de
la revisién de la organizacién y ‘capacidad de este grupo de
trabajo, especial interés reviste la‘'Direccién de Cartera que,
debido a circunstancias que se explican mas adelante, deberd
jugar un rol mias activo en el control d2 los créditps del
BEDE.

0o
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4, Fuente de Recursos

4.0] Estctutarismente, las fuentes de recursos del BEDE son las.
siguientes:

-Los aportes de capital de los accionistas )

-Los provenientes de la particigacién por los imgresos petro-
leros establecidos en diferentes decretos y resoluciones. -

-Los ingresos asignados al Fondo Nacional de Desarrollo
(FONADE) y al Fondo de Desarrollo Municipal (FODZM), para el
financiamiento de proyectos reembolsables que, en virtud de
la Ley Estatutaria, pasaron a constituir recursos de
capitalizacion del BEDE.

-Las utilidades de las operaciomes

-Los ingresos que se obtuvieren por cualquier otro concepto.

5. Politicas de Crédito

5.01 Lg.base de financiamiento de proyectos del BEDE ge fundamenta
en su clasificacidn de “prioritario" por la entidad, la que 2
su vez necesita de la ratifizacidn de la misma por el CORADE,
de conformidad con los planes econdmicos y de desarrollo del
pais.

5.02 En consecuencia, los créditos se orientan hacia programas,
proyectos, obras y servicios del: sector piiblico ecuatoriano,
dentro de los siguientes sectores edondmicos:

-Infraestructura social: que comprende aspettos como  educa-
cién, cilencia y cultura, salud, vivienda, agus potable y
alcantarillado, desarrollo urbano, i{nfraestructura deportiva,
etc.

-Infraestructura econdmica: 'abarcanﬁo proyectos de apoyo & la
agricultura, silvicultura y pesca manufactura, energia
eléctrica, vialidad y terminales, comunicaciones, mineria,

transporte, alnacenaniento y comercializacidn, turismo, etc.

-Proyectos de Desarrollo MGltiple: que comprenden actividades
de los sectores 2utes indicados y que generalmente son
financiados con créditos 1ntegnaciona1es, para los cuales el
BEDE financia los recursos de coptrapartida local.

5.03 Pueden ser sujetos de crédito del BEDE las siguientes enti-
dades del Sector Piblico ecuatoriano:

-Cobierno Nacional: Ministerios y entidades adscritas
~Entidades de Regimen Seccional: Consejos Provinciales,
Municipalidades y Erpresas Municipales.
~Entidades Autdnomas
-Empresas Pdblicas y otras.

5.04 Las condiciones financieras . de los créditos otorgados por el
BERE ea han raracterizado por ser blandos, con fundamento er

’ "‘cian,
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6.

y uwbicacion geogrdiica de Jos beueficiarios. En base a esta
sectorizacidn, lus Lusas de interés varfun del 9% al 20%, con
perfodos de hasta cuatro wsiios de gracia y plazos d¢ amortiza-
cién que oscilan cutre uno y quince aios,

De esta forma, es as! como los sujetos de crédfto se han
categorizado e¢n 6 niveles (de la letra A a la F), abarcando
con todos cllos a las municipalidades Y cansejos provinciales,
y ubicando entre los tres primeros a las otras entidades del
sector pdblico involucradc, tales como el Estado -¢ institucio-

. mes autdnomas, empresas municipales' de Quito y Guayaquil, ins-

tituciones financieras, CEDEGE, PREDESUR, CREA, CRM, INCRAE,
INGALA, etc. (Ver Apéndices Nos. 2 al 5).

‘A titulo de ejemplo, podemos citar que dentro de estos niveles

y para los dectores de agua potable, saneamiento, salud y edu-
cacion, las tasas de interés de los créditos varfan entre un
10Z y un 12Z, mientras que para proyectos de infraestructura y
equipo del sector de asistencia, rehabilitacisn y bienestar
social, como asi también 1los proyectos de "desarrollo rural
integral, la tasa es fija y del 9%, independientemente del
nivel del beneficiario. .

Para proyectos de vivienda de interés social y sistemas de
comercializacién y almacenamiento, las tasas fijadas son del
142 y 152 respectivamente, cuando para equipos de mataderos y
camales, hidrocarburos y mineria, energia, comunicaciores,
etc., la tasa de interés es fija y oscila entre el 167 y 182
(Para detalles, ver Apéndices Nos. 6 al 9).

De igual forma, los plazos Yy perlodos de gracia han sido
determinados en funcidn del sector econdmico de que se trate
(Ver Apéndices Nos. 10 al 13).

Problemas del BEDE como Institucidn

6.01*En los idltimos afios, el BEDE ha sido una entidad piblica de

«crédito que, si bien ha cumplido en cierta forma con sus fines
y objetivos, ha descuidado factores tan importantes como 1la
viabilidad técnica, econémica Yy financiera de los proyectos
por ellos mismos financiados. '

Las actuales autoridades estén interesadas en cambiar 1la
orientacidn y rol del BEDE en este sentido, lo cual fundamenta
en parte en considerar a este organismo como ejecutor del Pro-
grama que se propone financiar,



6.02 Otro de los factores de vital importancia en la historia de
esta institucién, ha sido la erosidn 8 través del tiempo que
ba sufrido el BEDE en su capacidad [inanciera y, consecuente-
mente, en sus posibilidades de otorgar créditos que en térmi-
nos rcales garanticen su funcionamiento autSnomo como tal., En
los siguientes parrafos se pretcnde dar una idea mis clara
sobre este problema. . :

6.03 Lés efectos del proceso inflacionario de 1los' Giltimos anos
sobre los recursos que administra el BEDE, ha sido el factor .
principal al que haciamos referencis anteriormente. En este
sentido, y @ fin de poder cuantificar los efectos del referido
proceso sobre estos Trecursos, B8e procedid a deflfctar una
serie de los principales indicadores financieros de este enti-
dad, de manera de poder contar con cifras en términos tanto
reales como corrientes.

A tal efecto, se utilizd el deflactor implicito del Producto
Interno Bruto, consignado en las cuentas nacionales que
publica el Banco Central 'del Ecuador; se tomd (omo afio base a
1979, por tratarse del afio en el cual inicia las operaciones
el BEDE, lo que permitird visualizar el deterioro de los
recursos a partir de ese afio.

Deflaciones Anuales

Afios Deflactor Incremento Anual
' Del PIB ( p.c) )
1979 100.0 -
1980 119.5 19.5
1981 136.6 14.4
1982 161.0 17.8
1983 223.3 38.7
1984 310.8 39.2
1985 406.9 30.9
1986 491.0 20.7
1987 677.6 38.0
1988 1.050.8 55.1

6.04 Estado de Fuentes y Usos de Fondos
R !
S1 se comparan las cifras contenidos en los ApEndices Nos. 14
y 15, se observa que la tendencis de las cifras expresadas en
- términos reales se invierte respecto a aquellas consignadas en
témminos nominales.

A continuacidon se analiza ei comportamiento de cada uno de los
principales rubros de los Estados de Fuentes y Usos de Fondos
ejecutadns desde 1979 hasta 1988,
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Incresns (Fuentes de Fondos)

El total de ingresos, expresados en términos nominales,
presvntan un constante crecimiento desde 1979 a 1987,
pasando de 2.922,4 a 40.478.6 millones de sucres en eéos
afios y decreciendo a 37.178.3 millones de sucres en 1588,

En,términos reales, se aprecia un gran deterioro ya que
desde 1984, se da un constante decrecimiento, 1llegando al
punto de que los valores alcanzados en 1988 son infe-
riores a los de 1980.

Por éllo se puede afirmar que la capacidad de compra de
los recursos del BEDE, ha disminuido a través del tiempo;
es asf, qué cada succe de 1980 tinia una real capacidad
de compra de 84 centavos de, 1979, llegando en 1988, a 1la
relacion de 10 centavos por sucre.

Situacién similar es la del rubro Recursos Propios. A
continuacidn se detalla lo ocurrido con cada uno de sus

cooponentes.

Sal&o Inicial

Entendido como aquellos valores que “.....est@n consti-
tuidos por excedentes de afnos anteriores que se conta-
bilizan &l iniciar cada ejercicio, se integran por los
efectivos de caja y bancos....." 1/, en consecuencia,
por definicién, se hacen diferentes del resto de ingre-
sos. Estos se constituyen en apreciables reservas de
fondos y son los que mayor peso relativo tienen respecto
del total a partir de 1984, tal como se observa en el
anexo No. 16.

JEn 1986 y 1687, el saldo inicial presenta en términos
corrientes, tasas negativas de crecimiento a consecuencia
de una mayor demanda de recursos por una parte, y por
otra, a circunstancias que afectaron a otros ingresos,
especificamente a los provenientes de las rentas petrole-
ras. Este rubro, en términos reales presenta tasas nega-
tivas de crecimiento a partir de 1985.

Avortes de Capital

Constituidos por la participacién de ingresos petroleros,
el pago de las acciones de capital, los créditos contin-
gentes legalizados, los créditos contingentes pagados y
otros ingresos.

En los primeros afios de actividad del BEDE, los aportes
de capital fueron la principal fuente de fondos, llegando
a representar el 40.2 por ciento del total de ingresos en
1983 (Apéndice No. 16).

1/ Manual de Presupuesto por Programas BEDE-CONADE 1987.

\©
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Expresados en términos reales, éstos presentan una ten-
dencia a la baju a partir de 1984, llegando a determinar
una tasa negativae de crecimiento para 1987 de 66.0 por
ciento respecto’del aiio anterior, tal como se observa en
el ancxo No. 18. Esto se explica por la reduccién de las
recaudacipnes de los ingresos provenientes de la renta
petrolera, los mismos que constituyen los aportes de
capital que mis peso relativo.tienen respecto del total.

La situacidn anotada se torna ‘critica en 1986 ybl987.'

afios en los cuales de produce una werma considerable de
los ingresos a causa primero del decremento de los pre-
cios'internacionales del crudo ecuatoriano en 1986 y por
la paralizacidon y reduccidén de la exportacién en 1987,
como consecuencia del terremoto de ‘marzo de ese mismo
afio; estos imprevistos de cardcter coyuntvral afectaron a
todos los participes de la renta petrolera.

Cabe anotar que en 1986, se produce un decremento infe-
rior al de 1987 en los aportes de capital, en razér de
que en este ano se legalizaron criditos contingentes, los
mismos que sumaron el 49.2% del total, distorsionando la
real situacidn de los ingresos, ya que incrementaron la
cartera vigente pero que, de ninguna manera, se constitu-
yeron en ingresos monetarios.

Ingresos Operativos !

En términos corrientes estos ingresos presentan una tei-
dencia a crecer, incremento que esti en relacidn directa
con el crecimiento del volumen de desembolsos con cargo a
préstemos e inversiones inmobiliarias, pues estos estidn
constituidos mayoritariamente por los intereses y comi-
siones operacionales y, en menor medida, por la renta de
las inversiones mobiliarias.
LN
En definitiva, &stos representan el precio cobrado por .la
utilizacion del dinero del BEDE, el mismo que en el
tiempo ha sufrido un deterioro en términos reales, pues
las tasas de interés cobradas por el BEDE son inferiores
a las tasas de crecimiento ,de 1la inflacidn, tal como
podemos observar en las tasas de crecimiento de las
series. deflactadas. Este punto serd estudiado con mayor
detenimiento mids adelante.

Recuperacidén de Capital :

Rubro conformado principaimente por 1la dmortizacidn de
préstamos y la recuperacién de las inversiones mobilia-
rias. En el perfodo analizado, este dltimo es el que
tiene un mayor peso-relativo respecto del total, en tanto
que la recuperacidn de los préstamos va adquiriendo una
mayor impertancia en el transcurso del tiempo.

(-5 . [
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Esta situacidn sc explica por cuanto, por una parte, la
recuperacién de las inversiones mubiliarias es mis diné-
nica en el tiempo, y por otra, en razon de que para las
operaciones del BEDE rigen perfcdos de gracia, lo que
hace que la recuperacidn con.cargo a e¢stas operaciones se
posterguen a.un mayor plazo. Para aseverar lo dicho, se
ha relacionado anualmente ¢l volumen de las recupera-
ciones respecto del total de desembolsos; de ahi se des-
prende que especialmente en los Gltimos cuatro anos, las
recuperaciones no llegan a representar ni el 20 por

_ciento respecto de los desembolsos, situacibn que se

observa en el cuadro ziguiente: '

'
¢ Amortizacidn Préstamos y Desembolsos

Anos z

1979 25.6
1980 . 84.0
1981 22.6°
1982 15.1
1983 : 27.2
1984 33.3
1985 17.5
1986 18.7
1987 12.8
1988 14,7

Empréstitos

Recién en 1987 se observa guarismos en el estado de fuen-
tes y usos, debido a que el BEDE para ese ato ya enfrenta
problemas de liquidez y, para poder dar seguridad a la
atencidn de los requerimientos de los prestatarios en el
corto plazo, el BEOE emitid bonos por 5.000.0 y 8.000.0
millones de sucres en 1987 y 1988 respectivamente, los
pifmos que representan 737.9 y 761.7 millones de sucres
de 1979 para esos mismos afos.

Egresos (Uso de Fondos)

El principal componente de los usos y que responde a 1la
naturaleza de las operaciones y los objetivos institucio-
nales, son los desembolsos monetarios que con cargo a los
préstamos aprobados el BEDE realiza afio a afio. Sin
embargo, desde 1980 & 1984 los gastos que mayor peso
relativo tuvieron respecto del total de los egresos, fue-
ron los correspondientes al financiamiento del programa
de inversiones financieras, situacidén que se explica por
cuanto en esos afios el BEDE tuvo una mayor disponibilidad
de recursos que le obligaba a invertir en valores
fiduciarios, en lugar ‘de mantener los recursos de manera
improductiva.



ANEXO No. 14.
Pag. 11 de 18

Fendmeno contrario es el que ocurre a partir de 1985, afo
tn el que los desembolsos representan ya el b65.8 por
ciento del total de egresos; desde entonces la mayor
parte de los recursos dcbieron estar orientados a cubrir
los compromisos adquiridos por el BEDE Y por la creciente
demanda de los mismos por parte de los prestatarios.

Esta tendencia se ve reflejada en el porcentaje que
Tepresentan los desembolsos respecto de lo que se podria
denominar "Ingreso Neto de Recursos Propios" constituidos
Por el “Total de Recursos Propios” menos el “Saldo Ini-
cial", ya que &sta se constituye en el “Saldo Final" del
ejercicio anterdor. Esta relacién nos permite afirmar
que estos recursos han sido suficientes para financiar el
programa de desembolsos. A partir de 1985, esta imagen
de suficiencia va deterioréndose._llegando los desembol-
805 a ser en 1987 el 80.8 por ciento de estos ingresos
netos. Esta relacién es mayor si no se incluyen a este
total los empréstitos; as{ en este aifio llegaria al 99.1
por ciento. En 1988 1la relacién supera el 100 por
ciento; es decir, estos recursos ya no son suficientes
para satistacer los desembolsos y de no ser por los
empréstitos, los desembolsos serfan el 154.7 por ciento
de estos ingresos, situacidn que se aprecia en el
siguiente cuadro: ’

Relacidn Entre Desembolsos e Ingreos Netos
de Recursos Propios

Afos

Jae

1979

1980

1981

1982 )
1983

1984

1985

1986 .

1987

1988

O BVNANDNDNDWW S
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Dentro de los egresos, otro rubro que ha tenido signifi-
cativa importancia es el de "Inversiones Financieras",
especialmwente hasta el afo 1984. Eito se explica por la
situacidon de 1liquidez que el BEDE enfrentaba, lo que
hasta cierto punto obligs a la compra de tItulos-valores,
'a efectos de proteger su.capital. Estas inversiones pre-
gentan un descenso paulatino, llegando en 1987 a Tepre-
sentar el 1.8 por ciento del total del gasto, en contra-
posicidn con su peso relativo en afios anteriores; como
ejemplo, el 61.4 por ciento en 1983, ta]l como se des-
prende del Apéndice No. 16. =«

e
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Al observar 1a comwposicién de los usos, las partidas que
menor incidencia tienen son las de "lnversiones en Acti-
vos Fijos", "Gastos Administrativos", etc., pero es nece-
sario destacar que en 1987 ya se comienza a realizar
pagos por conceptos de intereses, comisiones y amortiza-
ciones de la emision de valores mobiliarios, teniendo un

considerable incremento para 1988, llegando a representar
el 8.4 por ciento del total de los egresos.

6.05 Cartera Vigente

Por los volimenes que presenta la, cartera vigente del BEDE
puede considetarse a2 este un indicador de la buena situacidn
financiera, especialmente con proyeccidn al futuro, tanto por
el monto de los recursos por recuperar, cuanto porque el meca-
nismo que permite la recuperacion de las inversiones del BEDE
resulta una garantia de ello; prueba de lo afirmado es lo
insignificante que resulta ver el valor de la cartera vencida
respecto & la cartera vigente, la misma que desde 1981 no
llega a representar el uno por ciento en relacién a 1la
segunda. '
]

El crecimiento de la cartera vigente en términos corrientes
presenca tasas de crecimiento altas, llegando en 1983 y 1987 a
superar el 50 por ciento anual, tal como se observa en el cua-
dro siguiénte:

Estado de la Cartera

1980 1981 1982 1983 '1984 1985 1986 1987

1988

ZCartera vencida
respecto ¢e car-
tera vigente

Tasa de creci-
niento de cartz-
ra vigente PN (1)

Tasa de creci-
miento de cartera
vigente PC (2)

(1) Precios nominales
(2) Precios corrientes

16.2

4.50 1.00 0.70 0.60 0.60 0.10 0.10 0.07 0.10

‘ .

V' 41.0 .35.5 39.2  30.3 24.2 53.7 12.0 50.7 35.0
]

18.0 18.5 -6.0 -=10.8 17.4 26.1 9.2 -12.9

\
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Por otro lado, se¢ obscrva que el nivel porcentual de la car-
tera vendida es practicamente nulo, situacion atipica que por
los valores duados es el resultado de la abhsorcidon de los prés-
tamos por el Estado Ecuatoriano frente a la incapacidad de
repago de los acreedores del BFDE. '

La situacidn anotada difiere al analizar el comportamiento de

la cartera expresada en términos reales, llegando a presentar
tasas de crecimiento negativas en los anos 1983, 1984 y 1988.
En términos absolutos la cartera de 1988 habria 1llegado a
valores similares a los logrados en 1981 expresados en térmi-
nos constantes.

En términos reales la cartera del BEDE crecid en apenas un
94.92 entre 1979 y 1988, frente a una tasa de 1.948.3 por
ciento de los valores expresados en términos corrientes.

Por otro lado, se observa que el nivel porcentual de la car-
tera vencida es practicawente nulo, ,situacidn atipica que por
los valores dados es el resultado de la absorcibn de los prés-
tamos por el Estado Ecuatoriano frente a la incapacidad de
repago de los acreedores del BEDE.

Balances de Situacidn

Al observar los balances de situacién del BEDE ejecutados
desde 1979 a 1988, se puede observar que al igual que 1los
otros indicadores aqul analizados, los rubros que componen las
diferentes cuentas también han sufrido un notable deterioro al
deflactar estas series.

El total del activo en términos corrientes tiene un incremento
del orden del 1.506.3 por ciento entre 1979 y 1987, es decir
se habria incrementado en 15 veces, pero el mismo rubro en
sucrestde 1979 ha crecido en un 52.9 por ciento, lo que signi-
fica que ni siquiera se ha duplicado.

Al observar los Apéndices Nos. 21 y 22 se puede apreciar que
el "Capital y Reservas" consignados en términos corrientes,
presentan un notable crecimiento_en todos los afios, habiendo
representado 15.6 veces en 1988 respecto al saldo de 1979. En
términos reales la tendencia a crecer se puede apreciar decre-

- cimientos constantes llegando en 1988 a cifras inferiores a

las de 1980.

//
o
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6.07 Condiciones ¥Yinancieras del BEDE

l.as condiciones financieras que rigen las opcraciones del BEDE
han sido preferenciales a lo largo del tiempo en que ha desa-
rrollado su actividad, puesto que las tasas de interés cobra-
das en sus préstamos han estado por.dcbajo de las tasas de
interés real y tampoco han tenido modificaciones acordes con
la dindmica de la variscion del :Indice de precios. En el
siguiente cuadro se observa -2l comportamiento que han tenido

. las tasas de interés cobradas por el BEDE y el incremento del
deflactor utilizado en el presente anfilisis.

Comportamiento de Tasas de Interés

Anos Z Tasas de Interés Incremento Anual Deflactor
BEDE (1) - Implicito PIB (2)

1979 9.6 -

1980 10.3 19.5

1981 10.6 14.4

1982 12.8 17.8

1983 13.0 38.7

1984 14.7 39.2

1985 14.9 30.9

1986 12.4 20.7

1987 12.3 38.0

1988 12.6 55.1

(1) Tésa de interés anual promedio ponderada
(2) Base 100, afio 1979

Como podemos advertir en todos los afios de la serie histdrica,
las tasas de interés cobradas por el BEDE son inferiores a los
incrementos anuales de los precios del Producto Interno Bruto,
lo que significa que los recursos de esta institucidn han
tenido una permanente erosifn ya que ni siquiera se ha recupe-
rado su valor real.

Tal como se observa en el Apéndice No. 26, del total del
crédito otorgado al 31 de diciembre de 1988, el 80.8 por
ciento ha sido concedido a tasas de’ interés de hasta 15.0 por
ciento y s6lo un 19.2 por ciento se contiene en el rango que
va del 15.1 al 20.0 por ciento.
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Por sectores, la mayor{u de recursos se ha colocadv en el gec-
tor de infraestructura social, esto es, el 62.8 por cicnto del
total aprobado hasta ]988; en lo que tiene que ver a tasas de
interés en el rango del 10.] al 15.0 por ciento se encuentra
el 45.1 por ciento del crédito que corresponde a este mismo
sector. De igual manera este sector concentra el 54.5 por
ciento del total del credito en tasas de inter&s que van hasta
el 15.0.por ciento.

Esta tendencia responde a la estructura de 'las tasas de inte-
rés vigentes, la misma que privilegia tanto a cierto tipo de
entidad -municipios y consejos provinciales- como a determina-
dos sectores econdmicos. l

Del total del crédito otorgado 2 las municipalidades sdlo el
9.2 por ciento tiene tasas de interés superiores al 15.1 por
ciento; de los consejos provinciales, el 18.5 por ciento; y,
del Estado Ecuatoriano el 21.6 por ciento de sus créditos.

En el cuadro siguiente se observa en qué magnitud las tasas
de interés cobridas por el BEDE, fueron inferiores a las tasas
de crecimiento del deflactor implIcito del PIB, lo que permite
visualizar el deterioro que sufrid el capital del BEDE en tér-
minos reales.

Tasas de Interés Vs. Tasas de Crecimiento

ADos Tasas Interés Promedio ‘% Tasa Interés Promedio

Ponderada BEDE Deflactor PIB
1980 10.3 . 89.3
1981 10.6 35.8
1982 12.8 39.1
1983 13.0 197.7
1984 14.7 166.7
1985 14.9 107.4
1986 12.4 66.9
1987 12.3 - 208.9
1988 12.6 337.3

Se puede inferir que para que el BEDE pueda recuperar el valor
adquisitivo de sus recursos, perdido a causa del proceso
inflacionario, debe fijar .tasas de interés superiores o igua-
"les a las tasas determinadas por el mercado. AsI, en 1988 1la
tasa de interés promedio ponderada llegd a representar una
cuarta parte del porcentaje que debid cobrar para no
descapitalizarse.

Creemos que la politica  de tasas de interés del BEDE para el
Programa propuesto debe guardar relacion con la politica
econdmica del pals, al mismo tiempo de mangener la armonla
adecuada con las politicas del  BIRF y BID en este sentido,
pues su actividad tiene que ver con variables macro econdmi-
cas, con el costo de oportunidad del dinero, etc.
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Si comparuiros las tasas de interés ponderadas cobradas por el
BEDE y aquellas que rigen al sistema financiero nacional,
podcmos advertir grandes diferencias, especlalmente a partir
del ano 1983; esta situacidn se explica por la disparidad de
tasas de interés de la Institucidon, las miscas que tienen un
universoc bastante amplio en el que se advierten diferencias de
hasta once puntos porcentuales, dependiendo de la zona geogri-
fica, la entidad prestataria y la actividad economica, situa-
cion que se desprende del Apéndice No. 28.

De igual formal el BEDE wmantiene en la actualidad tasas de
interés inferiores a las cobradas por otras instituciones
financieras del sector piblico; asf en el BEDE la tasa mis
baja es del 9 por ciento y la maxima del 20.0 por ciento.
Para citar ‘unos ejemplos detallamos las cobradas por otras
instituciones:

-Fondo Nacional de Preinversibén (FONAPRE): El 100 por ciento
de la tasa de interés legal vigente, esto es, el 23.0 por
ciento. '

~Banco Ecuatoriano de la Vivienda (BEV): Segin el plazo;
" tasas que van desde ¢l 22.2 por ciento al 26.2 por ciento,
siendo reajustables en nueve puntos porcentuales anual
indexado.

-Corporacion Financiera Nacional (CFN):

a. Con recursos externos lInea BID 225/IC-EC: _19 puntos
porcentuales sobre la tasa pasiva promedio ponderada,
pagada por los cinco bancos de¢ mayor capacidad y reser-
vas del pals. .

b. Con recursos de la CFN: el 40.0 por ciento sobre saldos
de principal pendientes de' pago.

c. Crédito FOPINAR: 22.0 por cilento sobre saldos pendientes
de pago.

d. Crédito FOPEX: i) Corto Plazo: pre-post embarque,
23.0 por ciento sobre saldos; 11) Largo Plazo: recursos
de la CFN: 23.0 por ciento; bonos de fomento: 23.9
Jpor ciento; BIRF 32.0 por ciento; AID 32.0 por ciento.

-Banco Nacional de Fomento: Con recursos externos, el 32.0 por
ciento; con recursos internos el 23.0 y 28.0 por ciento

La diferencia es aln mayor -si comparamos la tasa de interés
procedio ponderada del BEDE, cobrada. desde 1979 hasta 1988,
pues ésta se ubica en el 12.60 por ciento.

\(b
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Conclusiones vy Recomendaciones

En cunuidcracion al alcance y proposito de esta Mision de
Orientacion, los datos contenidos en este informe son mera-
mente preliminares y sc basan en la informacién obtenida de
algunas reuniones mantenidas con funcionarios del BEDE y en la
docunentacidn entregada a la Mision por los mismos.

Con fundamento en este andlisis preliminar, podemos sintetizar
los resultados con las. siguientes conclusiones y recomenda-
~ciones:

¢
7.01 E1 BEDE ha sido una institucién que, ademis de su funcidén como

banco de desarrollo, ha satisfecho en el pasado metas y ambi-
ciones polfticas del Gobierno. En este sentido, de ser esta
entidad financiera la ejecutora y administradora de.los recur-
sos 'externos del Programa propuesto, deberfa contar con la
independencia institucional para aprobar proyectos y dar cré-
ditos en funcién de la economia y planes de desarrollo del
pais y en armonia con los t&rminos y condiciones que establez-
can las entidades prestamistas, conjuntamente con su reglamen-
tacidn.,

7.02 Como consecuencia de las tasas de intetés negativas aplicadas

por el BEDE a sus préstamos, esta instituci&q ha enfrentado
una creciente descapitalizacién en los {iltimos afos que se
podria traducir en una situacién de iliquidez.

7.03 E1 BEDE tiene una creciente demanda de recursos frente a un

incremento menor de sus principales ingresos, originado en 1la
designacidén de lés ingresos de la renta petrolera y los prove-
nientes de la recuperacidn y de 1la renta de sus inversiones,

oy
7.05 E1 capital del BEDE sufre una constante erosién en el tiempo,

puesto que la tasa de interés que cobra por la utilizacidén de
sus recursos es inferior a la tasa de crecimiento de la infla-
cidn, afin mds a la del deflactor utilizado en este documento.
Mis aiin, las condiciones financieras que rigen las operaciones
del BEDE deben considerarse como blandas y especIficamente sus
tasas de interés subsidiadas, puesto que como se observa,
éstas no recuperan ni siquiera el poder adquisitivo de 1la
moneda, peor ain constituyen en térainos reales un cobro por
el dinero prestado. En este sentido la actitud paternalista
del BEDE en lo relativo a las tasas de interés subsidiadas de

los créditos deberfa desaparecer. El Programa tendria que

distinguir entfe lo que corresponde a "subsidio" y tasas de
interées.

7.05 Para paliar la situscidn financiera actual del BEDE, se consi-

dera necesario un proceso de capitalizacidn del mismo; se hace
necesario ademds, una revisién de las condiciones financieras
que rigen sus opericiones a fin de asegurar una rentabilidad
que le permita cubrir su costo de capital y los gastos de
financiamiento.
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7.06 De considerarse al BEDE como organismo ejecutor del Programa,
se estima reccinendable la ejecucién de una "evaluacidn ins-
titucional y financiera" de esta entidad, la cual, una vez que
se tenga el. dimensionaciento del financiamiento, deberla
incluir recomendaciones sobre los ajustes requeridos en su
estructura organizacional (tal vez gradual) y financiera con
especial atencidon en las dreas de .evaluacidén y supervisidn de
proyectos, crédito, contabilidad, auditoria, presupuesto, car-
tera, etc. De esta evaluacidon podrlan surgir recomendaciones.
sobre los aspectos institucionales y financieros que el BEDE
pudiera necesitar como organismo ejecutor en sus diferentes
dreas y servirla, ademids, para‘definir mids adecuadamente las
necesidades del Programa. Al ‘respecto, una cooperacibn
técnica de corta duracion podria satisfacer las necesidades

- planteadar.

7.07 A fin de salvaguardar una clara funcion financiera al BEDE, se
considera importante que el Programa establezca la responsa-
bilidad del E£stado Ecuatoriano de absorber las pérdidas sobre
los diferenciales cambiarios que se produzcan en los desembol-
sos. En este sentido, serfa necesario establecer claramente
el o los mecanismos de transferencias de los fondos del Banco
Central del Ecuador al BEDE.
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A.

NATIONAL SHELTER DELIVERY SYSTE} PROGRAM

518-H5-007

Description of Program

The National Shelter Delivery System Program was designed to increase the
supply of low-incame housing and other shelter services by assisting the
GOE to implement the shelter camponent of its Natiaonal Developmenc
Program. This program was initiated in 1984 and the first ¢:J million in
Housing Guaranty (HG) authority provided under this program was targeted
at providing low cost housing and home improvement loans to low incame
families. This $10 million amendment to the HG authority will guaranty
the financing of other shelter services, in particular, water and sewerage
services.

Under this amendment, various municipalities within Ecuador will design
water and sewerage projects and submit them to the Ecuadorian Development
Bank (BEDE) for approval. Before BEDE approves a project, it conducts an
assessment of project feasibility that includes an analysis of the
project's environmental impacts. Once BEDE approves a project for
financing, it requests loan funds from the Central Bank's Financial Fund
for Housing (FFH). The FFH's loan funds are comprised of GOE budgetary
resources and loans provided by U.S. investors that are backed by the U.S.
Treasury under the HG authority for this program. '

CBE will recover loan funds from BEDE. BEDE will recuperate funds from
municipalities, who will in turn recover costs from beneficiaries. The
Mission's role in the program will be that of monitoring overall program
progress. The Mission will not be involved in the design or the approval
of individual projects. .

Potential Environmental Impacts/Plans for Mitigation

While the Mission will not be involved in the details of project design,
it is aware that water and sewerage projects do have a potential for
creating significant positive and negative environmental impacts. Of
major concern in the implementation of this program are:

- The need to assure that all projects inwolving expansions of water .
supply distribution systems take into account the adequacy of sewage
disposal systems in the project area and ensure that necessary
improvements to the sewage disposal system are completed concurrently
with the new water distributicn system.

- The scarcity of water in both Quito and Guayaquil. While both cities
are undertaking large projects to expand their source of supply,
assurances must be made that there is adequate water for system
expansion. One way to avoid this problem is to schedule construction
in neighborhoods that already have separate sources of water supply,
such as nearby springs, earlier in the program as is proposed in
Quito. (In this case we would need to confirm that the water is
potable).



- The capacity of municipal sewerage collection system to handle the
additional volume of wastes.

Because the Mission is concerned about the potential environmental impacts
of projects to be financed under this program, it will make a thorough
review of BEDE's loan approval procedures to ensure that its environmental

assessment procedures are adequate. If the Mission determines that BEDE's

procedures are inadequate, it will provide BEDE with assistance to set up
and implement improved environmental assessment criteria and procedures.

- The Mission will assess BEDE's procedures prior to amending the

Implementation Agreement for this additional $10 million in HG authority.

Justification for Categorical Exclusion

Section 216.2 (c) (ii) of AID's Environmental Regulations states that
Initial Envirommental Examinations, Environmental Assessments and
Environmental Impact Statements are not required when "AID does not have
knowledge of or control over, and the objective of AID in furnishing
assistance does not require, either prior to approval of financing or
prior to implementation of specific activities, knowledge of or control
over, the details of the specific activities that have an effect on the
physical and natural environmental for which financing is provided by
AID". The HG-007 program falls within this category because under this
program AID does not approve separate subprojects prior to financing and
has no knowledge of control over the details of the specific subprojects
it is financing.

1 .
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TERMS OF REFERENCE FOR TECHNICAL ASSISTANCE ACTIVITIES




TECHNICAL ASSISTANCE PLAN

FOR THE MUNICIPAL SECTOR OF POTABLE WATER AND SEVERAGE SERVICES
AND TECHNICAL AND FINANCIAL AGENTS INVOLVED IN

THE HG-007 SUPPLEMENTAL PROGRAM



ARTICLE 1: TITLE:

TECHMICAL ASSISTAMCE PLAM FOR THE MUNICIPAL
SECTOR OF POTABLE WATER AMD SEWERAGE SERVICES;
AVD FOR TECHMICAL AND FINAMCIAL AGENTS INVOLVED
I THE HG-007 SUPPLEMENTAL PROGRAM

ARTICLE II: BACKGROUND:

The U.S. Acancy for International Development in Ecuador
(USAID/Ecuador) and the Reglonal Housinyg and Urban Development
Office for South Arerica (RHUDO/SA) will provide assistance to
local governments through the development of the current
Supplemental Program to the National Shelter Delivery Systex
Program (NSDS), 51€-HG-007.

The original NSDS program is based on the Financial Fund for
Housing (FFH), created through an agreement with the Governzent of
Ecuador (GOE) with U.S. private resources with AID'S guaranty.

The FFH worke ac a discount windew in the Central Bank of Ecuador
(BCE), which manages lending resources and those destined ac
technical acsicstance for the performance of the FFH. Thece
lending resources have provided financing to beneficiaries of
housing contructicn projects for low-income urban families.

Bacsed on centinuous studies of the shelter sector of the
country, USAID/Ecuador and RHUDO/SA have concludec and recognized
that the imprcvement of peripheral low-income human settlements
deserves special emphasis in the implementation of the National
Shelter Delivery System (NMSDS). Accordingly, the fundes authorized
by AID for the Supplemental Program will be destined exclusively
to the financing cf recidential services of potable water and
sewerage for low-inccme communt iec.

The principal institutions involved in the Supplemental
Program will be the Central Bank of Ecuador (BCE), which manages
the FFH, to which eligible shelter and infrastructure projectc are
presented by eligible financial institutions (EFI) for
discounting; the Development Bank of Ecuador (BEDE), which will
provide financing and technical ascistance to municipalities for
infrastructure projects and will act as an EFI with access to the
FFH; the Institute of Sanitary ¥Works (1IE0S) which sets standards
and analyzes envircnmental impacts for all water and sewer systems
and constructs and managec water and sewer sytems in rural areas
and small municipalities; the Municipalities and their utility
companies, at least initially only those of Quito and Cuenca,
which will censtruct and manage the upgrading projects in their
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comunitiec; and finally cormmerial banks and/ocr other financial
institutions which may be interested in financing the
infrastructure projects for low-income households.

The Supplemental Progran will also add grant resources to the
existing HG-007 grant for technical assistance, in order to
support the achievement of the Supplemental Program's peclicy
agenda with the involved institutions. The first phase of TA will
start with activities that will strengthen the evaluation of the
initial projects by the involved institutions. The second and
third phases of the TA will be applied to the strengthening of
technical, operating, administrative ant financial systems within
the municipal infrastructure agencles and thus contribute to
increacing their financial self-cufficiency.

ARTICLE III: OBJECTIVES:

To increase the financial self-sufficiency of municipal
infrastructure agenciec. Ascistance wi.l be provided to
support thece agenciec in the implementation of a series of
actions that will lead to greater levels of operations,
maintenance, and investment cst recovery, including
increases in the generation of own-source income, operating
cost reduction, and the uce of more appropriate technologies
and standards.

USAID/Ecuador and RHUDO/SA have determined that to achieve
the planned objective, three activitiecs are fundamental:

1) Institutional strengthening of BEDE and IEOS's
capability tc advice municipalities in the
apprcpriate decign, implementation, and
administraticn cf affordable infrastructure systexs.

2) strengthening of the technical and financial
managemsnt capabilities of municipal infrastructure
agenciss that participate in the Program.

3) piffusion of the experiences obtained through the
Program to other municipalities through the
MAcsoclaticn of Ecuadorian Municipalitles (AME) and
jts accociated Institute for Municipal Development
(INFODEM).



ARTICLE IV: TERMS OF REFERENCE:

A. Global Tacks:

The Ccentractor's tasks shall include but not be limited to
the fol.owing activities: identify and recomuend to USAID/Ecuador
and RHUDO/SA local and foreign ccrcultant: expert in the themes to
be developed; design and manage wcrkshops and seminars; and
jdentify locales for sl:e visits incide and outside of Ecuador in
Latin RAmerica, manage their content, and manage the logistical
arrangements for the site visits. Tre Contractor shall also
prepare for and deliver to USAID/Ecuador a monthly financlal
statucs report on the use of contra.t funds, showing both monthly
and to-date use and obligation of contract funds.

The Contractor shall identify a Project Coordinator who shall
serve as the point of contact during the i1ife of the contract with
BEDE and USAID/Ecuador. The Project Coordinatcr chall suggest a
detailed werk plen which may be revisced as the Program progresses.

Bach event or defined activity shall be agreed upon in
advance and shall reguire the approval of USAID/Bcuador before its
jnitiation. when required@ by USRID/Ecuador, activitiecs shall
require the delivery of reports consisting of recommendations
stating the cteps necessary to implement in the subcequent phase
to give continuity to the TA process and to the institutional
strengthing process.

BE. First Prase Tacke

The cbject:ves of the first phase concict of the developnment
of an infrastructure prcject proposal procedures ‘mnanual, which
will include eligibilit: criteria for municipalities that wish to
participate in the Program; a project evalu::ion manual that will
accist BEDE to apply technical, socio-economic, and financial
evaluation procedures to the infrastructure project proposales; and
the evaluation of an initial set of infrastructure projects.

The fcllowing activitiecs shall therefore be developed:

a) Development of a soclo-econoaic survey instrument
that will assist BEDE to evaluate the
ability-to-pay of the proposed beneficiary familles.

b) Development of eligibility criteria that will
acsist BEDE to define the eligibllity of
municipalities for Program funding.

. {95‘



c) Accictance to BEDE and the municipal infrastructure
agenciec in the application of the above prccedurec
and criteria to an initial set of infrastructure
investment projectes.

d) Collaboration in the design of workshops with the
Association of Ecuadorian Municipalities (AME) and
the Institute for Municipal Development (INPODEM).

The workshops shall deal with two principal
subjecte: .

- The procedurecs of conducting a survey and the
csocio-economi: evaluation of projects, using
the socio-economic survey instrument developed
ac decscribed above.

- The financlal and technical implicationc

derived from the application of the procedures
and criteria developed ac described above.

1., First Phace Term cof Perforaance and Deliverables

USAID/Ecuador ecti~atecs -hat the completion of taske under
the first phase will require a level of effort of 105 days. These
tacke shall be accompliched within the following period:

ctarting date: June 1989
Termination date: MNovember 1989.

Tre following deliverables chall be provided to BEDE and
USAID/Ecuador: '

a) A procedures manual which describes the technigues,
criteria, and procedures for soclo-econcmic
evaluation of projects and which definec the
criteria fer municipal eligibility for Program
funding.

b) An instructions manual that will aseist BEDE to
apply the municipal eligibility.

c) A prccedures manual for the technical
cocic-econcmic and financial evaluation of projects.
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d) An evaluation of the muni
infrastructure projects and their technical and
financial evaluaticn by BEDE and IEOS, for an
initial set of infrastructure projects.

cipal submicssion of

C. Seco.d Phace Tacgks

The objectives to be attained in the second phase of the
Program are to strengthen BEDE, IECS, and nmunicipal infrastructure
agency procedures development initiated during the first ph=se; to
dicseminate the lessons learned during.the first phase; and to
initiate a process of financial and institutional strengthening of
the municipal infrastructure agencies which participate in the
process. Two tasks are strategic to this process:

1) The development by BEDE and IEOS of detalled
procedures of design and evaluation of
infrastructure investment projects.

2) The initiation of a prccess of strengthening of the
financial, administrative, and operating systems of
the participating municipal infrastructure agencies.

Accordingly, the following activities chall bpe developed
through the participation of consultante, and the organization of
cerinars, workshops, and site vicsits:

a) For IEOS:

1) Bvaluation of itc technical, administrative, and
legal capability to xanage the application of
appropriate technical design and environmental
norme for the decign of infrastructure projects for
low-income communit*ies.

2) Development and disceminaticn of appropriate design
and environmental standards that are balanced by

conciderations of infrastructure project
affordability in low-inccmwe communitles.

b) For BEDE:

1) Mid-course evaluation of: its soclo-economic survey
instrument, its eligibility criterla for the
communtiec served, and its evaluation of the
initial set of infrastructure projects from the
first phacse.
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recommendations for the refinepment of BEDE and IEOS
prcject procedures.

Training of relevant BEDE, 1EOS, AME-INFODEM, and
municipal infrastructure agency staff in the
application of the reviced project proposal and
evaluation procedures and criteria.

c) For the Participating Municipal Infrastructure Agencies
(FMAP~C, EMA-O, and ETAPA)

The following activities are oriented to the ctrengthening of
the financial, technical, administrative, and operating areas of
the municipal infrastructure agencles:

1)

4)

Evaluation and development of recommendations on
required modifications in technical, financial, and
cperating systemcs internal to municipal
infracstructure agencies in order to achieve full or
near-full cost recovery of cperating, maintenance,
and investment coste.

Ascicstance to municipal infrastructure agencies in
the application of recommended cost recovery
measures.

Evaluation of the infrastructure agencles'
accounting systems and procedures, and
recommendations for the implementaticn of
accounting systems that will contribute to the
strengthening of their administrative and financial
management.

Evaluation of the infrastructure agencles'
inventory, billing, and collectlon systerls, and
recommendations for the implementation of
inventory. billing and collection systexs that will
contribute to the achievement of the agencles' cost
recovery goals.

Training of staff of participating municipal
infrastructrue agencies, through the crganization
of courses and csite vicsits, in order tc reinforce
the implementation of recommended systens fer
mproved cost recovery. Such training shall be
conducted with the collaboration of AME-INFCDEM, in
crder to make caid training available tc other
zunicipalities in Ecuador.



1. Term of Perfomence and Deliverables

The activitiec of the cecond phase shall be developed in 2
pericd of 14 months, starting o/a January 1990 and ending o/a
February 1991. USAID/Ecuador estimates that a level of effort of
288 will be required to complete tacks under the seccad phase of
the Program. During this time the following products ghall be
delivered to BEDE and USAID/Ecuador:

a) A manual containing the criterila, parame:ers, and
recommendations for the’application and management
of technical decign and environmental standards for
water and sewerage projects for low-income
communities.

b) A manual that will allow BEDE to apply the project
evaluation procedures and municipal eligibility
criteria tc projects submitted for funding through
the Supplemental Program.

c) A technical, economic, and financial evaluation cf
infrastructure projects presented by the municipal
infrastructure agencies of Quito and Cuenca that
hac applied BEDE and IEOS's methodologies and
procedures.

d) A manual ccntaining the recommendations for
procedures cf cost recovery, including recozmended
cystezs of acceunting, inventory control, billing
and collecticns, and other financial management
topice.

L. Third Phase Tacks

The objective cf the third phase of the TA Program ic to
consolidate the implementaticn of new cperating procedures within
the involved institutions.

Therefore, the fcllewing activities shall occur:

a) Evaluation cf IEOS‘'s implementation of revised
technical design and environmental standards and of
{ts evaluaticns of the environmental impacts of
Supplenental Program-funded projects.
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c)

d)
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Evaluation of BEDE's applicatisn of new project
evaluation procedures and criteria, and 1its
end-of-prcject institutional capacity to assess
municipal infrastructure prcjects and to advice
municipalities on municipal development investments.

Evaluations of the success of implementation of new
operating and management procedures within the
municipal infrastructure agencies, and
recommendations for additional changes required to
consolidate cost recovery system achievements.

Initiation of a national dialogue, through seminars
or workshope, on the implications of the processes
of organizational change implemented by the
Supplemental Progran, particularly with respect to
greater involvement of the private sector in public
infrastructure finance.

Continued cupport to AME-IMFCDEM ia the preparation
of ceminarc, workshops, and other events whose
themes shall be related to the following:

- socioceconomic, technizal and financial
rrocedures &.ad evaluaticn techniques for
municipal infrastructure projects.

- Municipal infrastructure agency financial
management and operaticnc management systems.

- operationc, maintenance, and investment cost
recovery for municipal infrastructure cervices.

- Municipal infrastructure tariff policy.

1. Term of Performance and Deliverables

The activities of the third phace chall be performed during
Fic-al Year 1991. USAID/Ecuador estimates that a level of effort
of 156 days will be required to complete tasks under the third

phace.

a)

The following products shall be delivered to BEDE and
USAID/Ecuador:

A manual containing the reccmuendations for the
continuation of the application of reviced
technical design and environzental standards.

¥
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b) An evaluation of BEDE, IEOS, arid the Quito and
cuenca infrastructure agencies, evaluating the
cuccess of their implementation of new operating
procedures, and recommendations on how to continue
the strengthening of the financial self-csufficiency
¢f the municipal infrastructure agenciec and the
institutional development of BEDE and IECS with
regard to their advisory role in municipal
development.

c) A strategy paper on how %o significarcly increase
the role of the private financlal sector in the
field of public infrastructure finance, and how to
create a role for a national developzent
institution such as BEDE in developing financial
underwriting criteria for private sectcr finance of
public infrastructure.

ARTICLE V: RELATIONSHIPE AND RESPONSIBILITIES:

The Con.ractor shall perform ite activities under the
supervicion cf officials decignated by BEDE; USAID/Ecuador
management of the cor.ract chall be managed by the Regional
Housing and Urban Development Office for South America (RHUDO/SA).

BEDE chz.l be the GOE institution in charge cf providing all
the necessary information so that the contractors can develop the
activities under this plan.

ARTICLE VI: EXECUTION TERMS:

To develcy e activities, the Contractor(e) in charge of
jte inplementatl hall plan its actions and itc reguired

recources during the scheduled term of June 1989 through December
1991.
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