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PROJECT PAPER SUPPLEMENT
. NATIONAL SHELTER DELIVERY SYSTEM PROGRAM

I. PROJECT BACKGROUND

A, Current Status of the Shelter Sector

Availability of housing and essential urban services for
low income families has long been an important issue in
Ecuador. That this should be so is not surprising,
particularly in light of Ecuador's high national growth rate
(2.62% p.a.) and even higher urban growth rates:

TABLE 1

POPULATION GROWTH ‘RATES*

: 1950-62 1962-74 1974-82
I
NATIONWIDE
Ecuador 2.95 3.10 2,62
Urban 4.73 4.47 4.60
Rural 2.12 2.24 1.04
URBAN .
Quito 4.40 4.60 4.34
Guayaquil 3.66 4.14 4.44
Secondary Cities 4.31 4.64 4.83

*Instituto Nacional de Estadistica y Censo (INEC)

There are two main sources which produce housing in
Ecuador. One source, which we can characterize as the "formal
sector", is made up of the Savings and Loan (S&L) industry, the
Social Security System (which has traditionally been a major
source of credit to middle-income families), and the Ecuadorian
Housing Bank and the National Housing Board (JNV/BEV). The
other source, far less easy to define, is a parallel and
largely informal process.

The performance and efficiency of the first system, the
"formal" one, has ygenerally improved over the past two decades,
except that private participation, including that of the S&Ls,
has dropped off greatly since high inflation appeared in the
late 1970s. The production of low-cost housing has been the - T
responsibility of the JNV/BEV, and the performance of that
organization has improved significantly over the past few years: |



TABLE II
PRODUCTION OF HOUSING SOLUTIONS, JNV/BEV

Aug/79-Jul/84  Aug/84-Jul/8s

New Homes 33.262 46.599
Home Construction Loans 4.974 .2.200
Home Improvement Loans 1.402 36.965
TOTAL 39.638 B85.844

The table above demonstrates that the performance of the
JNV/BEV has improved not only in terms of absolute numbers of
housing units produced, but also in terms of the type of
activity. In particular, the sharp increase in home
improvement lending represents a positive program development
that permits the GOE to support the individual efforts of
low-income families at a much lower per-capita cost than the
construction of new dwellings.

The demand for additional housing in urban areas is so
strong, however, that despite improvements in formal sector
performance, the gap between production and demand is growing.
This demand is met largely by the "informal" sector, which
provides most of the housing used today by low-income families
in Ecuador. This is clearly evident in looking even quickly at
some of the dimensions of the housing sector in Quito and
Guayaquil.

During the 1974-1982 period approximately 171,000 new
housing units were produced in Quito and Guayaquil, to meet the
shelter needs of those cities. Only 35% of those units were
formally registered and recorded, the balance being produced
"off the record". Thus, well over half the new housing added
to the stock in Ecuador's major cities was developed by an
"informal" process that operates at the margin of (and often
despite) the institutions, procedures and regulations which in
theory are in place to match housing production with demand.

Since the supply of housing in existing neighborhoods is
fairly inelastic, and low-cost inner-city housing is, by and
large, saturated, much of the arowth of Ecuador's cities is in
the outlying areas, where "spontaneous settlements" develop to
meet the needs of low-income families who cannot afford the
least-expensive solutions normally offered in formal,
registered, proper "residential" developments.

In summary, then, the traditional approach on the part of
the "formal sector" to the production of housing turns out to
be one which, effectively, excludes from the possibility of
participation more families than it includes. Those families,
left largely to solve their own shelter problems, participate
in the operation of the vigorous "informal sector" which offers
affordable (if imperfect) answers to their needs.



-3 -

It is at this point that an ironic paradox begins to
operate: the informal settlements came into being because none
of the formal ones developed with municipal permits and
approval were affordable to poor families. However, since the
informal settlements do not meet municipal standards for
residential areas (types of facilities, planning requirements,
etc.) the municipalities do not recogn‘ze them as legal, and so
refuse to extend urban services: water, sewer, street lighting,
and others. Since they do not acknowledge the legitimacy of
the settlements, municipalities cannot charge taxes or other
important fees to make it possible to provide services. And,
whether or not the municipalities consider these settlements
legal or not, the families involved press with increasing
urgency for the attention they need: basic, essential
services, with water and sewer at the top of the list of
priorities.

Once this has happenned, the municipalities are
irreversibly involved in the process, as it is only the
municipalities that can correct the imperfections in the
solutions which the informal sector has provided: to address
the lack of clear titles, to provide access for public
transportation to serve the community, to provide basic
infrastructure services, trash collection, social services,
etc. Annex 1 tells this story more fully; it recounts the
major findings of a recent Mission study which looked at the
origin and development of "Lucha de los Pobres", a
representative spontaneous settlement in Quito.

On a national level, GOE attention remains focussed largely
on more traditional definitions of housing, with large
international credits funnelled through the BEV to finance "low
cost housing" programs. Within the context of traditional
programs, the emphasis is much improved, with greater attention
given to sites-and services, construction credits, and home
improvement loans. But it is largely to the municipal
authorities that the problems of very low-income families fall,
as it is the municipal authorities who are confronted with
those problems on a daily basis-- with committees and
delegations from the growing numbers of informal settlements
demanding to be recognized and served. And, it should also be
pointed out, asserting their willingness to be taxed and
otherwise held accountable for their existence, as long as they
are accorded reasonably fair treatment.

Although not all municipal or national leaders have come to
accept the permanence to (and their de-factor partnership with)
spontaneous settlements in their cities and countries, most
have: heavy-handed programs of "slum clearance" and "squatter
relocation" are largely anachronisms that have been abandoned
in recognition that they solved few if any problems, and at
high economic as well as social cost. /[


http:recogni.ze

Vanishing, too, is much of the language that went with the
old prejudice: the "villas miserias", "barriadas", “"ranchos".
Even the "barrios marginales" are now "periferales" or
"informales".

These are healthy and positive changes; they bespeak
greater awareness of a shared interest in the success or
failure of the institutions that keep cities decent places to
live.

Recognizing that low-income families will resolve their
housing needs, a number of municipal administrators have
concluded that the only reasonable alternative is for them to
find a way to reconcile these interests: to adjust their
traditional definition of what is acceptable so they can
- incorporate the needs of these growing areas into a rational
municipal process. At the same time, providing legitimacy to
the spontaneous settlements (and therewith agreeing to provide
municipal services as well) provides a basis on which the
municipality can extract a degree of cooperation from the
families whose presence is thereupon acknowledged and accepted.

So, having come to terms with the permanence and de-facto
legitimacy of spontaneous settlements in their cities,
municipalities are anxious to find ways to provide the basic
services that are needed. They recognize, as do community
leaders in most of the settlements, that creativity and
patience are going to be very important elements in arriving at
solutions to the problems facing them. Financial regsources, of
course, are also an important part of the solution.

In this section we have highlighted just a few of the -
‘salient characteristics of the shelter sector today. Despite
improvements in the performance of the traditional formal
sector institutions producing housing, the demand continues to
outstrip the formal supply. In many cases, "housing"” has been
too narrowly defined--- and, when so defined, it is not a
‘solution that is accessible to most poor families.

The "informal" sources of supply increasingly provide the
production that fills the gap. In contrast to the formal
institutions, the informal system offers families lower-cost
solutions and it provides them more quickly. By providing no
more than empty lots in many cases, it also makes maximum
utilization of families' abilities to build their own houses.
Unlike the formal system, though, it is ill-guited to provide
those basic urban services which are the natural arena of
municipal action: water, sewer, streets, trash collection, etc.
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Very unsettling evidence of worsening coverage in Ecuador's
urban areas confirms that:

- the informal sector is increasingly the source of most
new shelter put on the market today (not & pehnomenon
which is bad in itself, but which is a problem since
that sector is poorly-equipped to deal with
infrastructure needs)

- current institutional relationships work against the
development of low-cost housing which meets an
acceptable minimum standard of habitability:

TABLE III

DWELLING UNITS WITHOUT PIPED WATER
QUITO AND GUAYAQUIL

1974 1982 1988
Quito 9% 11% 24%
Guayaquil 21% 32% 76%

These rfindings strongly suggest that policies which
encourage the flow of resources into infrastructure provision
and extension of home improvement credit would achieve greater
impacts than other investments in the sector, in large part
because they would greatly increase the effectiveness of other
(private) investments now being made.

Ecuador's shelter sector policies have, over time, come
increasingly to reflect this perspective. The GOE is
addressing its shelter needs from several perspectives. The
most important of these will be discussed briefly hereafter, to
then return to the Mission's interest in supporting a number of
promising municipal initiatives by providing supplemental
funding for the National Shelter Delivery System Program.

B. Other Donor Programs

Several other donor organizations play important roles in
the shelter sector in Ecuador. Some of the most significant
ones follow:

l. World Bank

Guayaquil and Guayas Province Water Supply Proiject.

The purpose of this project is to improve the water supply
service levels in Guayaquil and strengthen the Water Supply
Company in Guayaqui. (EMAP-G) by improving its managerial,
technical, and financial performance. The total ccst of this



-6 -

project is $46.2 million, of which $37.3 million will be used
to construct civil works, $5.6 million to purchase equipment
and material, and $3.3. million for technical assistance and
training. This major infrastructure program will de¢ a great
deal to improve Guayaquil's current shortage of suitable
potable water.

Second National Low Income Housing Project (IBRD 2898-EC).
The purpose of this project i1s to increase tne supply of
low-income housing, introduce new mortgage instruments and
interest rate policies, improve BEV's administrative and
financial capability, and foster more private sector
participation. The total cost will be $85.7 million, of which
$71.4 will be used to finance 12,500 new shelter solutions and
15,000 home improvement loans. Project implementation is
contingent on BEV's adoption of an adjustable rate mortgage
system. The project and loan agreements were signed during the
past GOE administration, as well as subsidiary agreements
between the BEV and the Ministry of Finance, the JNV, and the
GTZ (for technical assistance).

i

The BEV legal department is concluding a review of the
program implementation documents, a process which should be
concluded in the next few months. An adjustable mortgage
system is now in use by the BEV (introduced with the AID 005
and 006 loans) and the BEV expects that the IBRD will accept
the same system for this program.

With this project, the World Bank will help the GOE
consolidate many of the significant advances in policy which
the Mission and the GOE achieved with AID's earlier BEV
programs, described in Section C.

2. Interamerican Development Bank

Urban Development Project. The IDB recently approved a
loan of US$57.2 million to BEV/JNV to: a) finance the
purchase and installation of infrastructure for approximately
- 32,000 lots, and b) provide loans for building materials for
basic housing units on the lots. 1In addition, $644,000 of this
loan will be used to strengthen BEV/JNV's operations and to
carry out a study of the housing finance system in Ecuador and
BEV/JNV's role in this system. Local financial contributions
(primarily land) will add another $6.4 million to the project
resources.,

BEV has identified 26 projects to be developed under this
project. So far, six are under development, while another four
are ready for bids. It is still too early to initiate the
materials purchase component of the project, since no serviced
lots have been completed and sold. The technical assistance
component will be implemented in conjunction with other work of
the GTZ, which is working closely with the BEV's technical and
planning sections.



As is true also of the World Bank/BEV program described
above, this large credit will help carry forward the momentum
of change initiated at the BEV with the AID-supported Solanda
and National Low Income Housing programs, in moving the nature
of BEV programs away from completed housing units and into more
emphasis on sites and services, progressive development, and
home improvement lending.

Water Supply System Improvements-Quito. The IDB is
currently financing a multi-component project to improve the
water supply and distribution system in Quito. Total project
cost will eventually be about $37 million, of which the IDB
will finance $28 million with a loan to the GOE. The following
are the primary components of the program:

I. The expansion of the "Puengasi" water system. This
will be completed by the end of 1988. It consists of
the incorporation of a number of existing local sources
of water to the system, expansion of the capacity of
the Puengasi treatment plant, and the extension of an
additional 22 Km of trunk lines will provide an
additional 400 liters of water per second to the
existing "Puengasi" system. This increase will supply
the additional volume of water needed to operate most
of the projects which the Municipality plans to install
in the near term.

II. Improvement in the water authority's capacity to meter
water and bill for the service. This includes:

a) Purchase of water meters: EMAP-Q has purchased
27,000 meters, which the company will install oqver
the next two years.

b) Establishment of a repair shop for water meters.

The addition of these new meters (and better
maintenance of existing ones) will help EMAP-Q increase
its revenues through better tariff recovery, aside from
other increases from changes in the tariff structure.
This phase will be completed by the end of 1990.

These two phases are of the most immediate interest to
the municipality for its short-term upgrading programs.

III. Design of first stage of the Mica-Tambo water
system and construction of access roads and field
camps. The Mica-Tambo system is a long-range
project and is not expected to come on-line for 15
years.
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Second Stage of Sewerage System and Fill Project for the
Western Sector of Guayaquil:

The purpose of this project is to improve the sewerage and
storm water drainage system in a western suburb of Guayaquil.

The project consists of: 1) filling 409 ha. in western
Guayaquil, 2) construction of both sanitary sewerage and storm
water drainage systems for 600 ha. in this area.

The total amount of the loan is $24 million. Project
progress nas been delayed by problems with the bidding process
for the work. Some of the equipment purchased under the loan
is already in country. The IDB is currently trying to expedite
the contracting process.

A review of the rrojects supported by other donors
indicates that other donors supply only small amounts of
resources Jor water cupply and sewerage infrastructure at the
neighborhood level in informal, marginal neighborhoods. The
absorptive capacity of municipal infrastructure authorities
undertake these types of infrastructure projects in marginal
areas in fairly high, especially since the GOE itself does not
possess sufficient funds to address the infrastructure needs in
this area.

3. The Papallacta Project

In addition to the IDB-financed program, a group of
private lenders (Argentina, Germany, Colombia and Italy) is
working with the GOE on the Papallacta system, the first stage
of which will be in service in 1990. The cost for the first
stage, which will add 4 cubic meters of water per second to
Quito's water supply, is estimated at around 121 million
dollars. Another 2.5 cubic meters per second are expected from
Papallacta's second stage, which should serve the city's needs
until the year 2000.

A number of the neighborhoods located in higher zones
of Quito will not be served until the first phase of the
Papallacta system is operational in 1990.

C. Brief History of AID Involvement in the Shelter Sector
in Ecuador

With some variations in focus, successive GOE
adrministrations have agreed on the importance of addressing the
problems in the urban shelter sector and have worked with a
variety of multi- and bilateral agencies to improve both
performance and efficiency. AID has worked closely with the
GOE on a number of programs, providing authority for over $75
million in Housing Guaranty loans to finance low-cost shelter

production. (iy



In addition to the National Shelter Delivery System
Program, AID has provided support for two other major recent
programs: the Solanda Project and the Nationwide Low Income
Housing Project, which have been supported by AID loans
518-HG-005 and 006, respectively. Both programs are nearing
completion; the Mission expects that by the end of the calendar
year both projects' escrows and advances will have been
liquidated.

l. Solanda Integrated Urban Development Program

In 1980 AID authorized a $20 million HG loan
(E18-HG-005) for Solanda, a single large project in Quito.
Solanda, executed by the Ecuadorian Housing Bank (BEV) and the
National Housing Board (JNV), provides homes to some 5,600 low
income families and served to help AID and the GOE develop
less-costly approaches to providing low cost shelter:
progressive house designs, reduced municipal standards,
graduated loan payment plans and integral home improvement
credits were all introduced to BEV's programs with this
project. AID expected to finance the mortgage loans of 4,500
families in this project; the Mission expects that it will pass
that target number slightly, and also provide credit for about
692 home improvement loans within the project.

The BEV has adjudicated all the houses in Solanda, the
last few hundred families are moving into their houses as they
finish up their paperwork with the municipality, and the BEV is
clearing up the remaining advances of funds ($5 million) and
liquidating the escrow balance ($2 million). The Mission
anticipates that all funds will have been disbursed from escrow
and all project advances liquidated by the end of December 1988,

2. Ecuador Low Income Housing Program

In 1982 AID and the GOE executed a follow-on agreement,
also with the JNV/BEV. This program, with loan 518-HG-006,
($25 Million) reinforced the progress made with Solanda and
also supported GOE efforts to strengthen the outreach of its
public sector housing organizations. 1In addition, the 006
program gave strong support to BEV's nationwide low-cost home
improvement loan program, which has proved to be very effective
in reaching low-income families. This program has $2 million
now in escrow and a project advance of $2.7 million. The
activities have nearly all been completed and we expect that
the HG-006 loan, too, will be completely used up by the end of
the year.

As of August 1988, the program had financed 11,177
shelter loans (5,670 mortgage loans and 5,507 home improvement
credits) surpassing by nearly 700 the original projections.
Several hundred more will have been completed and recorded by
year's end when the 006 is fully disbursed. //f !
_/
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3. The National Shelter Delivery System Program

In 1984, AID and the GOE agreed to a third program: a
$30 million loan (518-HG-007) to support the development of a
discount facility--the "Financial Fund for Houging"--at the
Central Bank, for the purpose of facilitating and increasing
the participation of actors other than the JNV/BEV in the
delivery of housing and related services to low-income
families. This program is under way at this time. This
program has an ambitious agenda. It has achieved important
elements of that agenda, but has important contributions still
to make to improve the performance of the shelter sector. That
is the reason for this proposed Project Paper Supplement.,

a. Description and History of the Program

AID authorized the National Shelter Delivery System
Project (518-HG-007) in September, 1984, in response to a
request from the GOE for additional support in carrying out its
shelter programs. At that time, AID and the GOE agreed on a
strategy of focussing on the expansion of the supply of low
cost housing as well as re-orienting the housing sector to a
more market-driven approach.

This Project was designed to help the GOE address
two major problems in the sector: (1) the low absorptive
capacity of the public sector to use additional resources and
(2) the absence of long-term financing within the private
sector finance system for low-cost housing. With the support
of a $30 Million HG authorization, the Central Bank has
established a source of long-ternm funding available to
purchasers of shelter produced by both private and public
entities to finance shelter solutions for low income urban
families.

AID provided HG loan authorizations of $30 million
for this program to "improve the quality of life for lower
income families by increasing their access to upgraded and new
shelter solutions". Together with local resources to be
provided by the GOE, participating financial institutions, and
beneficiaries themselves, a total of $51.2 million is available
to carry out the objectives of the program (See Table 1V).

TABLE IV

NATIONAL SHELTER DELIVERY SYSTEM PROGRAM RESOURCES

HG loan proceeds $ 30.0 Million
GOE Counterpart 10.0 Million
Intermediaries' Counterpart 8.6 Million
Beneficiary Contributions 2.6 Million
TOTAL $ 51.2 Million



The Project Paper projected that 19,000 families
with incomes below the urban median would benefit directly, from
access to these resources. The implementing vehicle is the
Financial Fund for Housing (FFH), a discount facility
established at the Central Bank of Ecuador (BCE) to discount -
eligible loans and mortgages generated by qualified
Intermediary Financial Entities (IFEs) from both the public and
private sectors.

In the interest of stimulating creativity and
establishing a receptive financial environment for new
approaches, the FFH imposed very few limitations on interested
pavticipants. No geographic limitations were established,
although it way expected that 50% of the resources would be
consumed by the Quito and Guayaquil markets. No "unit
typologies" were established as conditions to participate:
developers were encouraged to design and develop any type of
shelter solution as long as it was affordable and attractive to
the target population.

Both AID and the GOE recognized that even the least
expensive nousing units that could be developed were likely to
be too costly for the lowest-income families, so alternative
approaches were also encouraged: loans for individual home
improvements and credits for municipal and neighborhood
upgrading were expected to reach lower-income families.
Extension of basic urban infrastructure, especially water, was
an important activity ian reaching these families.

Increased access to new and upgraded shelter
soluvtions, pilot projects using lower-cost materials,
improvement programs for inner-city tenements -- these and
other activities are part of the project's scope. Support to
and through cooperative organizations and municipalities is
also contemplated, in recognition that credit unions, housing
cooperatives and local governments deliver important services
to families not well-served by more traditional "formal sector"”
housing organizations,

As soon as the project was authorized, the Mission
and the GOE undertook development of the FFH: at the Central
Bank. A considerable number of steps had to be taken to create
this new financial mechanism at the Central Bank.

The Implementation Agreement was signed in January,
1986. Agreements were developed with the Natimnal Monetary
Board for this new Central Bank activity. A Fiscal and
Financial Agency Agreement was developed by the Central Bank
and the Ministry of Finance, to enable the BCE to act as the
implementing agency for the program. Once the broad
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implementation framework was in place, the BCE went on to
create the rest of the operational instruments which the FFH
needed for its operation (See Annex 2).

b. Current Status of the Program

As indicated earlier, when AID and the GOE agreed
to develop the National Shelter Delivery System Program they
agreed also to impose as few restrictions as possible on the
qualification of activities eligible for discount with the
FFH. This was a conscious decision, to encourage private
sector participation, creativity and flexibility in the use of
the new line of credit, recognizing that many otherwise viable
proposals and initiatives in the past had come to naught
essentially because they did not meet some pre-determined
standard.

The first generation of projects spawned by the
creation of the FFH reflects this decision in several ways. On
the one hand, permitting private sector builders to engage in
activivies somewhat similar to those they knew well was an
important stimulus to their participation. On the other hand,
since there were no restrictions requiring the BCE to
distribute the funding among shelter products of different
costs, the BCE did not have any reason to promote less-costly
activities.

Private developers and builders were among the
first to see a valuable resource in the FFH, and they brought
together new programs which met the key objective of
affordability to eligible families, although mostly at the very
top of the allowable cost range.

Private developers now have underway a large volume
of projects which will generate mortgages eligible to discount
with the Financial Fund for Housing. Some of the developers
are planning to channel their discounts through the BEV,
although most are working with approved Iatermediary Finance
Entities in the private financial sector: commercial banks,
savings and loans, and finance companies. Yet another group of
projects is under development by the BEV/JNV with the
expectation that funds will be availahle from the FFH to
discount the mortgages which will be generated. Finally, there
is another round of projects which, while also under
development, is not as far advanced as the ones mentioned
above.

This information is presented in detail in Annex 3,
and summarized below in Table 1IV:

[
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TABLE IV
STATUS OF FFH PROJECT PIPELINE AS OF 8/88
(VALUES CALCULATED AT S/500 PER US$l)

PROJECT NUMBER NUMBER VALUE OF HG PORTION OF
CATEGORY DEVELOPERS UNITS SHELTER FFH DISCOUNTS

A 13 7,210 16.4 MILLN. $9.4 MILLION

B 7 3.066 4.9 2.8

o JINV 1,775 4.4 2.5

D BEV 3,000 1.8 1.8

E 16 10,728 26.0 14.9

TOTAL 36 25,779 53.5 31.4 MILLION

CATEGORY A: Projects of private developers financing long
term credits through private financial institutions. All

projects are built or under construction. Some have been

sold to beneficiaries, others 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 deaigns, and
obtention of wunicipal approvals, with the intent of
submitting the projects for FFH discount and without
alternative sources of financing available.

At an exchange rate of S/500 per US $1, these
projects represent a need for over $31 million in HG resources,
which is the amount now authorized. The HG and GOE counterpart
funds currently authorized for the FFH are projected to have
been fully disbursed by July, 1991 (details in Annex 4).

The progress of the projects for fihancing by the
FFH indicates the need for a borrowing of $10 million before
the end of 1988, to reimburse the FFH for disbursements made
and to provide funds for the following ten months' operations.
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Ecuador's short-term macroeconomic outlook may make
capitalization of interest for the first few years an
attractive loan structure for the GOE. As capitalization of
interest would consume a portion of the HG authority provided
with the 518-HG-007 loan, the assertion that activities now
under way will use all authority currently available becomes
all the more conservative should the GOE decide to seek its HG
loan with such a provision in the interest of partial debt
relief during the next few years.

D. Rationale for Supplemental Authorization

The Financial Fund for Housing has succeeded very well in
getting private builders and lenders to participate in
developing 'low-cost housing programs -- so well, in fact, that
the activities now under way will exhaust all the resources
that have been made available to the Fund. It appears likely
that all the resources available to the FFH are committed to
these projects. The Mission is concerned that the full
potential of the FFH to serve the lower range of AID's target
group will not be realized unless the BCE finances additional
activities which will benefit lower income urban families.

With all the resources now authorized for the FFH expected
to be used for the programs listed above, there is an important
gap in funding for the urban infrastructure improvements that
were proposed in the original Project Paper. The Mission feels
that these activities are an important part of the agenda of
the National Shelter Delivery System and wants to ensure that
there are enough resources in the FFH to carry out these urban
infrastructure activities.

While builders and developers were organizing their new
low-cost projects, a round of municipal elections earlier this
year brought into office in Ecuador a new set of Mayors and
their key appointees. These Mayors have contacted AID for
support with a broad range of activities from assistance with
drug prevention campaigns to programs for the reforestation and
protection of sensitive watershed areas.

Many of these Mayors are anxious to move quickly forward
with programs to improve the living conditions of low income
frailies in Ecuador's informal urban settlements. The Mission
is anxious to respond to this promising new set of munijcipal
leaders who have decided to stop worrying about why they can't
help low income families (not enough money, not enough trained
technicians, not enough computers, not enough vehicles, not
enough seminars or observation trips...) and instead get right
to work doing what can be done with the resources they can pull
together now.
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One of the most dynamic figures in this new set of players
is Rodrigo Paz, Mayor of Quito since the January elections put
the new municipal governments in office. He inherited the
inevitable problems that one administration leaves unresolved
for its successors. Rut instead of finding, in all those
problems and institutional shortcomings, a raft of reasons for
inaction, ?az has gone out aggresively into all the neediest
parts of Quito. He has met with community leaders, listened to
their concerns, and promised that he will do everything he can
to improve the conditions in which they live, work, raise their
families, and participate as citizens of a country determined
to preserve the tenets of democracy.

The concerns of the new municipal governments coincides
with the Mission's interest in rounding out the balance of the
agenda of the National Shelter Delivery Program. With all the
funds currently available to the FFH pledged tc existing
housing construction and home improvement programs, the Mission
feels that there is now a need to focus on infrastructure
improvements, especially in water supply and sewerage
improvement in low income neighborhoods.

Urban upgrading activities which benefit low income
families and their communities are eligible activities and the
Central Bank can discount their financing requirements.
Furthermore, AID would be pleased to see a more balanced
rounding out of the Financial Fund for Housing Program (FFH),
with additional emphasis on the provision of benefitu which
reach poor urban families at a lower per capita cost than the
average achieved to date in the portfclio that has been
déveloped by the Central Bank:

- Infrastructure improvements will reach the lower income
families in the marginal neighborhoods that the 007 program
has not yet been able to reach. Even families that cannot
afford home improvements can afford the costs of basic
water improvements (more detail in Section II).

- There is a great need for water and sewerage improvements
in informal neighborhoods, as discussed above and in
Section III-C, Social Soundness Analysis. A recent study
of the informal housing sector conducted by Deloitte,
Haskins & Sells found that only 1.7% of the population
received their water from the public water supply system
and only 3% of the population was served by public sewerage
collection systems.

[
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Most low-income families in informal settlements receive
water from tank trucks at a much higher cost than
upper-income residents in formal neighborhoods: a cubic
meter of water costs between S/350-450 (Guayaquil) and
S/750-800 (Quito) from a tank-truck, whereas the price of
water from city systems is about S/20 per cubic meter.

Even if families were to increase their water consumption
considerably hecause of in-house water connections, they
would still pay less than they do now for water supplied by
tank trucks.

With the installation of connections to the public water
systems, there will be a corresponding need to evaluate the
adequacy of the neighborhoods' current means for disposing
of wastewater and to construct wastewater disposal systems
where needed to avoid serious health problems.

In Quito alone the Municipal Water Company (EMAP-Q), and
the Municipal Sewerage Company (EMA-Q) estimate that $22
million of water and sewerage projects are needed in
marginal neighborhoods. Cuenca has proposed $2-3 Million
of programs for pilot water and sewerage improvements, as
well as for upgrading of inner-city tenements. Guayaquil
has large needs also, although it has not approached the
Mission with any concrete proposals as of now. It is
possible that implementing the large World Bank project is
occupying all of that municipality's available
administrative capacity.

On the question of water quality, in addition to the risks
posed by the trucking phase of delivery, the water is
usually held in primitive converted 55-gallon drums and
dipped out with buckets as needed. The opportunities for
pollution of water are many, -even if the water starts out
of good quality.

In addition to meetings and discussions with mayors and
their key staff, the mission has met with senior officials
in the Central Bank and the Ecuadorian Development Bank.
These officials have expressed their support and approval
of this set of municipal initiatives, as well as the
willingness and ability of their respective institutions to
participate in them.,

Community leaders have approached the AID for assistance in
securing basic infrastructure services. Recent Mission
studies cited earlier have confirmed the urgency which
informal communities attach to improving the level of water
and sewer service in their neighborhoods; the Mission's

-
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meetings with community leaders reaffirm that urgency as
well as the expressed willingne3s on the part of the
communities to pay for the infrastructure they now lack.

- Communities in all major cities have expressed their
willingness to participate (financially as well as with
their own labor) in the installation of water and sewer
services. This presents an attractive opportunity to
combine formal-sector resources with those of the informal
sector to benefit needy families more broadly. Even where
the capacities of some very poor 1ieighborhoods to
contribute financially are severely limited, the families
can help cover the costs of these activities by working on
opening trenches, hauling materials and other activities
that do not require a high degree of training.

- Relatively modest infrastructure investments such as those
proposed under this amendment (especially where heavy
community participation is involved) are usually overlooked
in the massive infrastructure programs typically financed
by other donors, so AID has an opportunity to intervene
constructively and help make a considerable improvement in
the quality of life for low income residents in the areas
served.

Problem: As established earlier (I-C-3-b) the portfolio of
activities which will generate discounts from the Financial
Fund for Housing are likely to consume all the financing that
AID can make available with the existing authorization. 1In the
face of the committments which the Central Bank feels it has
made to finance the projects now under way, it has indicated
that it is unwilling to take on additional agreements for
financing which will represent a claim on currently-authorized
FFE resources, in the absence of some assurance that additional
funding is available (see BCE letter, Annex 5).

The position taken by the Central Bank is reasonable in
view of the nature of public-private sector dealings:
recognizing the importance of not taking an action which would,
in effect be a withdrawal of a previous assurance to provide
financing. There is little room to "un-commit" financing for
any of the activities currencly under way. "

Given our interest in supporting the promising urban
initiatives proposed by the new municipal authorities and BEDE,
as well as in extracting more of the potential that remains in
the policy agenda of the FFH program, the Mission is requesting
a supplemental authorization of glo million. :

i
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IXI. DESCRIPTION OF ACTIVITIES TO BE FINANCED WITH SUPPLEMENTAL
AUTHORIZATION

A. Goal and Purpose

The goal and purpose of the National Shelter Delivery
System Program remains unchanged from those enunciated at the
time the project was authorized:

* the goal of the program is to improve the quality of
life for low income families in urban areas throughout
Ecuador by increasing their access to upgraded and new
shelter options, financed by both public and private
sector institutions.

* The purpose of the program is to increase the supply of
low income housing solutions by assisting the GOZ to
implement the shelter component of its National
Development Program.

The project contemplates financing infrastructure
improvements as well as housing. With this supplemental
funding, the Program will shift focus onto the infrastructure
portion of its agenda, largely through water and sewer system
improvements.

B. Relationship to CDDS and Mission Action Plan

Mission support to the GOE through its policy dialogue and
HG-funded programs has helped to improve the nature of GOE
efforts in the shelter sector. It has encouraged and
facilitated a progression away from costly force account
construction of completed housing units, to progressive
housing, private sector execution, and home improvement lending.

The new intereat on the part of the GOE and municipal
authorities promises to achieve one more important goal, by
closing the finance gap separating municipalities from the
groups most in need of improved municipal services.

This Supplement, then, permits the National Shelter
Delivery System Program to meet its objectives more fully.
This is consistent with the Mission's determination that AID's
most effective role in helping the GOE to improve the quality
of life for low-income urban families is by supporting a range
of shelter finance activities, affordable to a wide spectrum of
low-income urban families.
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The additional funding sought for the National Shelter
Delivery System program is consistent with the Mission's most
recent Action Plan. In the Action Plan, the Mission emphasizes
continued pursuit of lower costs, of a wide range of solutions
to meet the needs of different families, and emphasizes the
importance of making better use of families' capacities to
contribute, through self and mutual aid, to the solution of
their shelter problems. The Action Plan is also clear on the
interest of the Mission in expanding !nfrastructure networks
into low income neighborhoods, in improving existing urban
service networks, and in working with municipalities to achieve
the objectives identified above.

In its Action Plan, the Mission foresaw the need to seek
this supplemental authorization, pointing out in its Narrative
that it was designing a $10-20 Million add-on to the HG-007
loan for this fiscal year, to place emphasis on urban upgrading
-activities that reach larger numbers of low-income families.
Also, "In future years, the Mission expects to move away from
financing new houses in favor of relatively more efficient
loans for home improvements and upgrading activities" (Program
Performance Indicators).

C. Project Inputs and Expected Benefits

Additional resources provided by the supplemental
authorization will finance the extension of basic services to
low-income neighborhoods in urban areas. Wwhile the range of
eligible urban services is broad and includes not only
water/sewerage improvements but also improved access roads,

- public lighting, storm water management, and others, the focus
of this activity will be primarily on the extension of potable
water to neighborhoods not now served, and the provision of
sewer service where failure to include this component would be
an environmentally unsound decision.

The emphasis on potable water reflects a sense of urgency
on the part of mui.icipalities to address a very basic and
pressing need facing growing numbers of low-income urban
families. It recognizes, also, that important benefits can be
achieved with a relatively low per-capita level of investment,
an important consideration for serving very low-income groups.

Without foreclosing the possibility of financing other
appropriate upgrading intiatives, the main emphasis is on
potable water provision and sanitary sewerage connections.
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Urban Upgrading Opportunities:

As explained earlier, a variety of different urban
upgrading programs have been proposed by the Mayors of several
cities. Water and sewerage provision clearly enjoy the highest
priority. They are important not only to politicians and
public health experts, but also to the communities that do not
enjoy them today. This has been confirmed repeatedly in
surveys and studies, including several conducted recently by
the Mission:

* “Shelter Production Study: Formal/Informal Sector"--
Consulcentro, 1988;

"Preliminary Urban Development Assessment"-- R. Nathan
Assoc., 1988;

"Housing Finance Strategy for Ecuador"-- Deloitte,
Haskins and Sells, 1988;

* "Evaluation of the Solanda Project"-- PADCO, 1988;

* "Housing Quality Model"-- The Urban Institute, 1988,

*

*

What Will the Project Do?

$10 million in additional resources Wwill permit the Central
Bank to support municipal water and sewer programs in low
income urban areas. These activities hav: not only the merits
of improving the quality of life for the beneficiary families;
they will, in many cases, save money for those same families.
Although the costs and level of services and timetables vary
from city to city, this project paper supplement pr=sents the
most complete information available at this time to the
Mission, which is largely limited to information on Quito
projects.

How the Program Will Work: -

In principle the program works in the same way that it does
for more traditional new construction type projects:

- Serving as the "developer", the water and/or sewer
authority will design and execute: the "projects" and
deliver the finished "products" to beneficiary families
in the communities served. These families will pay for
these products with loans from the utility companies.

- As the loans to beneficiary families are generated, the
utilities will present them to the Ecuadorian
Development Bank (BEDE) and be reimbursed for 100% of
the loan amounts.

-

C

) :
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- BEDE, in turn, will present "packages" of those loans
to the BCE, which will also discount 100% of the loan
amounts through the FFH.

- Beneficiaries will repay their loans to the utilities,

which will repay their loans to the BEDE, which will in
turn repay the BCE for the discounts.

Who Will Pay?

Most current "formal sector" users of municipal water and
sewer systems paid their pro-rata shares of the cost of the
systems at the time they bought their houses, had their houses
built, bought their fully-serviced lots in subdivisions, put up
their factories, developed their office buildings, etc. etc.

In this sense "new users", i.e. the beneficiaries of the -
programs which the municipalities will undertake, are not being
asked to pay for anything that was not also charged to the "old
users". But it is important to note that a lot of conditions
have changed, and many of the deep subsidies that were provided
to municipal utility companies (and passed on to the "old
users") are now in very short supply. In sum, the water and
sewer companies now need to recover the full costs of their
operations, both the costs of new service provision as well as
those required for maintenance, operation, building up
reserves, and other running expenses.

For such programs as the ones which these municipalities
are now undertaking it seems unfair that when the new clients
are the poor=:st clients, they should have to pay all the costs
of their service provision when earlier (and usually
considerably better-off) clients were helped out with generous
subsidies.

The inequity of the situation glares, and it is no less
obvious to the poor, new clients than it is to the
municipalities that want to provide the services but realize
that they must recover their costs as they do so. Both for
this reason and as part of their general .predisposition to
assure a minimum level of essential services to all fzuilies,
without regard to level of income, the municipalities are
looking for ways to distribute more equitably the costs of
service provision.

I
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The Municipality of Quito is working on this problem from
several angles. Three of these have to do with to the costs of
furnishing water service:

First, graduated service costs: The rate at which
users are charged for their water will increase in
proportion to the usage. Bills will therefore increase
non-linearly for larger users, while users of smaller
quantities will enjoy a preferential tariff.

Second, neighborhood differentiation: Some
neighborhoods in the city are predominantly low-income
areas while others are almost exclusively upper-income
residential areas. Higher basic rates will be assessed
in the latter areas.

Third, categorical differentiation: Water users will
be divided into categories, and different rates will be
charged according to the kind of client. This will,
for example, enable the utility to serve hospitals at
lower rates than commercial laundries.

Another aspect concerns the cost of installing the
neighborhood service networks. The Municipality plans to
allocate a part of the cost of installing neighborhood networks
in low-income settlements to the overall cost of operation of
the utility system. This will permit "old users" of the system
to share with lower-income "new users" the benefits of the
generous financial subsidies provided in earlier years.

The last element is the only one which is applicable in the ,
case of sewerage installations, as there is no reasonable way
to assess families on the basis of usage.

Mechanisms for cost-sharing are of interest to municipal
authorities for reasons other than a sense of social equity
alone: having more than one source to look to for repayment
when costing out proposals provides greater flexibility. The
question of cost sharing is an important part of the programs
now being prepared by the municipalities, and we will look at
it again later in assessing the feasibility of the proposed
activities.,

The Nature of the Municipal Proposals:

The Municipality of Quito has presented the most
fully-developed set of proposals for water and sewerage
provision to low income communities. Representatives of other
cities as well as of provincial jurisdictions have expressed
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interest in support from the Mission for similar programs and
the Mission expects that the additional resources provided by
this supplemental authorization would benefit those as well as
Quito.

Quito information is used to present the case for the
program to be financed with the supplemental authority sought
by the Mission for the Financial Fund for Housing; while
programs will vary in detail from city to city, the fundamental
thrust is u~changed.

The Quito Proposals:

‘Although the Municipality of Quito estimates that the sum
of the needs for improved services in informal settlements is
well in excess of $20 million, that need cannot all be met in
the near’ future for many reasons.

The municipality is organizing a water/sewer provision
program which, over time, will extend services to as many
communities as possible. Many neighburhoods, although they
have been in existence for years, will have to wait for
additional water from the Papayacta project (see I-B-3 above),
while others will be denied service because they are in areas
which are not suitable for long-term settlement (around the
Municipal Gas Works, on the fringes of the Pichincha Forest
Preserve...).

From the large universe of interested communities, the ,
municipality has identified thirty-six spontaneous settlements,
which at this time have a combined population of about 310,000
persons (projected to reach 900,000 within twelve years). All
the communities that have been selected are ones where water
service can be provided now, without waiting for the completion
of projected new systems to increase Quito's water supply. The
municipality plans to bring other settlements into its
upgrading program, but:

(1) recognizes that there is a ljttle point in putting
water lines into areas where there will be no water to
deliver for some time (and less hope of convincing
people to pay for such installations), and

(2) feels that there is much that can and should be
done to improve the quality of service provided to
low-income neighborhoods with the resources available

todax.

-+
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TABLE V

MUNICIPALITY OF QUITO
BASIC INFRASTRUCTURE UPGRADING PROGRAM

FIRST PHASE

LOTS

- A- PROJECTS FOR WATER SUPPLY:

- LOMAS DE PUENGASI
= SUR ORIEMTAL
- LA FORESTAL

PERSONS

118,000
44,000
9,300

B- PROJECTS FOR SEWER:

~ FIRST PACKAGE

- SECOND PACKAGE
- THIRTH PACKAGE
- FOURTH PACKAGE

19,200
26,400
45,000
45,000
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The following table is a s
project for providing water to the c

ummary schedule of EMAP's
ommunities listed in Table

V, above. The detailed work-plans are included in Annex 6.

TABLE VI

EENAP
ACTIVITIES SCHEDULE FOR IMPLENENTING WATER SYSTEM PROJECTS
FOR PERIPHERAL SETTLEMENTS-QUITO, ECUADOR.

li | | 1988 | 1989 | 1990 |
HACTIVITIES FTOTAL Jammmmecmmmmmaeee e | |
h ] S S T 4 1 2 (2 S (R R G irrw 11 I S A O I (A
]|:::::::::::::::::::::::::|::::::::::::::::::::::::::::::::: ---- == =zz=33s =sa3sc=s2 z=3 s=2 z)
| ISUMNARY: Costs | US DOLLARS (THOUSANDS) |
R TS L PR jo=-- s==- - |
[TeACKAGE 1.-LONAS FUENGASI12242.4 | 0,01 0,01 0,01 0.0 7715 | 866.3 1 988.9 1 817,71 0.0 1 0.0 | 0.0 |
ITPACKAGE 2.-SUR ORIENTAL 11210.2 | 0.0 F 0,01 0.01 0.01 142.2 1 416.2 1 253.8 1 211.6 1 182,61 3.8 ) 0.0 |
[TPACKASE 3.-iA FORESTEL 1§ 257.1 | 0.0/ 001 001 0,01 12.4 ] 93.71 9831 SL.11 71 0.0 I 0.0 !
oo mmm e e e l--ewne famme-ee | | I | | | | ] | | |
HITOTALS  1#243 14769.7 1 0.0 1 0.0 1 0.0 1 0.0 1 926.1 11376.2 11339.0 1 880.4 | 184.3 | 3.81 0,01
fmmmom e [e==mmee ] ] | | | | ] ] | ] | !
I 1CUNULATIVE COSTS 14709.7 1 0.0 1 0.0 1 0.0 1 0.0 ) 928.1 12302.3 13641.2 14521.6 14705.9 1 0,01 0.0
R D T fomomene fememma jeemene - I- | | | | | | | |
i IDISCOUNT FRON FFH 14238.7 1 0.0 1 0.011 0.0 1 0.0 4 0.0 1 988.6 11116.6 11118.6 | 851.3 i187.6 1 0.0 |
I mm e [==memee leoomes ] | | | -1 | = ! | | |
I 1LOTS SERVED P 21408 | 01l 01 01 01 4209 | 8255 | 4086 | 4002 | 83181 171 01
{l-mmmmeee - ! ] ] | | | | i ] i | | i
I'IPOP.SERVED (thousands) | 1711 ¢ | 01 01 01 3 30 | 91 321 710 01 0]
|l322z3zs=2228222000z22 =sraz=c £ T z=z23 =3 zsss3 z ag

AVERAGE COST/LOT (US)= 2200

PERSONS/LOT 3 8.0

AVERAGE FAMILIES/LOT = 1.3
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The sewerage authority (EMA-Q) has developed a
: one described above for water
The principal differences between the two programs

Average cost per household served is a bit lower:
$174 versus $220.

Shared cost recovery is also anticipated, but it will
be through taxes rather than surcharges on general
system revenues.

EMA's program plans to provide service to some 17,800
lots, at a cost of roughly $3.1 ($2.5 in HG
discounts) over the same three~year period.

TABLE VII

SCHEDULE FOR IMPLEMENTING SEWER SYSTEM PROJECTS
FOR FERIPHERAL SETTLENENTS - QUITO, ECUADOR.

ss=sm=smas s=g=== -

I | | 1988 | 1989 I 1990 i
ITACTIVITIES | TOTAL | | I |
I ] L D 00 S L ¢ S A 4 A (' TS S S S R B T I v 1
| }==323===22=2= 2=z sz2z|= ==33=22 Ssz=zz=33z2=2ssszozzzzsszssssaes z azesse z s23zzIT==3=3 |
I 1SUMMARY: Costs | US DOLLARS (THOUSANDS) i
[omen | : '
111.- PACKASE 1.~ I 432,60 0.0 1 0.0 1 0,00 0,0 121831 21631 0,01 0.01 0,01 0,01 0.01
i12,- PACKAGE 2,- PoS98.6 1 0001 061 0,01 0.0 1179.6 | 344,61 7241 0.01 9.0 1 0,01 0.01
t13,- PACKAGES 3 AND 4.- 1 2080.9 1 0.0 1 0.0 1 0.0 1 0.0 1 0.0 1 478.0 | 838.0 1 618.0 | 106.01 0.0 1 0.0
Jlmmomoe oo e e feeomm- j===o=- [===em- [==eeen |-==--- [==-ommn j=-=eo=- f--=-- == I I I
FITITALS 14243 13089.21 0,01 0.0 & 0.0 0,0 1355.9 11038.9  930.4 | 618.0 | 106.0 | 0,04 0,01
=== -1 -=-1 - i= ! ] -1 -1 | ! | | i
T1CUNULATIVE COSTS 15089.20 0.61 0,01 0.01 0.0 13559 11434,8 12365.2 12983.2 13089.2 | 0.0t 0,01
[mmeeomo o et [-=====en 1 ! | I - f=oeeaae i- | | I I i
IICISCOUNT FR0N FFH PATLI T 0,01 0.0 1 0.0 1 0,01 0.0 1 274.4 1 906.1 | 631,56 | 494.4 | 166.8 1 0.0 |
I fe=== -- -1~ | I | i | i- I- I | I | |
11L0TS SERVED PAT7G6 L 01 0F 01 0122751 59701 S3471 35521 409 | 01 01
Jfosmmmmmccaeas ~e==| | | l i | |-- I | | i ! I
{iPOP,SERVED (thousands) | 21 o1 01 01 01 181 481 431 281 51 01l 01
l I::::::: ---- I sf s s=gr==332 =3 IZ===q==2 g2 dER R R e3s3sS3sss3assa32sassx=a

AVERAGE COST/LOT (US) = 174,0

PERSONS PER LOT = 8.0

AVERAGE FANILIES/LOT = {3
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The Water Program:

The cost of providing the water service to each lot
is, on the average, 110,000 sucres, which covers the
proportional cost of the neighborhood trunk lines, the laterals
to the lots, and the installation of the water meter.

(Internal distribution is not covered; each family will arrange
to have the service within the lot plumbed according to its
personal needs).

EMAP-Q plans to charge 50% of the cost of the
installation to each beneficiary family, collecting the
remaining 50% of the loan service from a general tariff
revision which is now being examined by the Municipal Council.
EMAP expects that the revision will be approved without any
objection to this proposal, which will call for an increase of
less than S/3.5 per cubic meter of water on all clients' bills.

The details of project level feasibility are
presented in Annex 7 but, based on the program structure
presented above, beneficiary families can increase by a factor
of nine the amount of water they consume, pay off their 50% of
the cost of the loan to install the system over ten years, and
still save S/1780 per month. Should the families have to pay
the full cost of the installation over the same period, their
savings would decrease, but still be about S/1030 per month.

The municipality expects co be able to structure the
programs with the 50% charge to the beneficiaries of the
installation cost instead of having to bill then for the full
amount, but even in the less favorable case the net savings on
expenses for water are more than sufficient to finance the
costs of installing the sewerage system as well.

How Does It Work?

The water program involves the participation of the
communities as well as the actions of EMAP-Q. Mutual help
sessions, which have long been part of highland Ecuadorian
custom, will permit families to halp with many of the unskilled
tasks required in the program: preparing ditches, hauling
materials, clearing areas for work that is about to be done.

A program of prior savings is also part of the
program. Families in the community are expected to save ten
percent of the cost of the installation before the program
begins. These funds will provide the working cash needs of
EMAP's program, which will serve 171,000 persons (21,400 lots)
over a two-and-a-half year period, at a cost estimated at about

$4.7 million (HG discounts of $4.2 million).
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A simplified illustration of the way this will work

follows:

FIGURE 1

REPRESENTATION OF IMPLEMENTATION PLAN
MUNICIPALITY OF QUITO WATER AUTHORITY
SPONTANEOUS SETTLEMENT UPGRADING PROGRAM
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Water/Sewerage Coordination:

Now that the Municipality of Quito has decided to deal
in earnest with the basic infrastructura needs of the city's
low-income informal settlements, the municipal infrastructure
authorities are faced with a coordination challenge that they
do not have to worry about in their dealings with formal sector
activities.

Since many of these communities have developed "off the
record" and have not been well documented or included in any
larger planning process, there is a significant amount of
informally-developed infrastructure to cope with. To say that
it has been developed informally is not to suggest that it is
inferior in quality of design or execution, although it most
probably resolves problems in ways other than those that the
municipal authorities would probably have employed beginning
with tabula rasa.

One interesting challenge both to EMAP-Q and to EMA-Q
will be to try to incorporate the investmeats which have
already been made where it is reasonably possible to do so.
Another will be to coordinate their own efforts. They are now
cross-indexing their work schedules in an effort to maximize
efficiency, since they will not in all cases work in the same
areas at the same ti.e.

A fair number of sewerage systems have been installed
even where piped water has not yet been provided, to manage the
sewer produced from tank-truck supplied water. The inverse
condition also exists, although there are fewer neighborhoods
with piped water and no sewerage systems.

III. PROGRAM FEASIBILITY ANALYSIS AND TECHNICAL ASSISTANCE
REQUIREMENTS

A. Technical Analysis

The original Project Paper analyses both the availability
of physical resources for the project, the capacity of the
construction industry in Ecuador, the typology of various
shelter solutions and construction costs. This original
analysis remains valid. It should be noted that the "shelter®
solutions that will be the focus of activities supported by
this amendment will consist largely of water distribution
systems within neighborhoods, household water connections,
domestic sewer service connections, and neighborhood sanitary
sewer trunk lines. Adequate capacity exists in Ecuador to
design and construct such projects.
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Municipalities, and their respective water and sewerage
companies have adequate experience in solving the technical
problems associated with providing basic infrastructure
services in their cities. As the Ecuadorian Development Bank
(BEDE) will serve as the financial intermediary in this
program, it will review project designs to ensure that all the
sub-projects are technically sound (see Institutional Analysis,
below).

Although every effort will be made to reduce costs of
providi.. . this service through innovations in terms of
materials, designs, levels of service, and use of community
participation for the unskilled labor component of the
programs, the Mission does not foresee any significant
technical issues with this activity.

B. Institutional Analysis

While the institutional analysis contained in the original
PP remains valid, additional analysis of the major institutions
involved in this $10 million add-on (the Ecuadorian Development
Bank (BEDE) and the Municipalities of Ecuador) is included
herewith,

l. The Ecuadorian Development Bank (BEDE)

The BEDE was established in 1976 to organize and
facilitate the transfer of central government resources to
Ecuador's regional and municipal governments. Its loans
generally finance infrastructure and services. For its
resources, BEDE draws for the most part on the central
government at no cost. Its interest rates have traditionally
been preferential, ranging from 9 to 18 percent depending upon
the type of project and the borrowing capacity of the
municipality or the Provincial Council.

As of mid-1987 BEDE's portfolio consisted of 393
development loans totaling over $600 million, most for large
civil works in the range of US$5-10 million. Only about 10% of
BEDE's portfolio is comprised of municipal loans.

In 1987 BEDE disbursed the highest amount of loans
since it began operations, S/21.8 billion (approximately
US$87.2 million). The same year it authorized 19 new loans for
S/9.8 billion (approximately US$39 million), of which 5.2% were
provided for water and sewerage projects. (Avg. exchange rate
for 1987: S/250 to US$l)

3
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The major source of BEDE's lending funds has been its
mandated share of o0il revenues. From a peak contribution of
S/7.2 billion in 1984, o0il revenue contributions have fallen
steadily to S/2.9 billion ir 1987. Since this later figure is
not adjusted for inflation, it is probable that BEDE is only
receiving about one-tenth as much revenue from this source in
1987 as compared to 1984. Nevertheless, BEDE has been able to
maintain, and even increase (in current sucres), its lending
activities. This is due to the fact that BEDE makes interest
bearing loans (albeit at below market interest rates) that must
be repaid. This provides BEDE with a constant rollover of
funds. 1In addition to o0il revenue contributions and loan
recuperations, BEDE also recently borrowed S/5 billion
(approximately US$10 million) from the Central Bank. (Current
exchange rate: Approx. S/500 to US$l)

Given that most of BEDE's financial resources are at no
cost, and in turn that those resources are loaned at interest
rates ranging from 9 to 18 percent, BEDE's net positive flows
have been substantial. 1In 1987, BEDE's gross income was s/8.5
billion, while expenses were S/1.2 billion. After putting
aside certain amounts for revenues and other obligatory
contributions, BEDE's net income for that year was S/5.6
billion.

The organizational structure of BEDE consists of a
General Manager who is the highest executive and administrative
official within the bank and the following operating divisions:

- Technical Division, responsible for reviewing and
analyzing proposals from public institutions and
presenting proposals to the Bank's Credit Committee for
review and transmittal to the Bank's Board of Directors.

- Credit Division, responsible for monitoring the
implementation of the Bank's credit policies.

- Planning Division, responsible for producing annual
operating plans and generating reports and statistical
information on the Bank's performance.

- Financial Management Division, responsible for the
financial administration of the organization.

- Administrative Division, responsible for the management
of human and physical resources.

- Information Division, responsible for managing and -
optimizing the Bank's information systems. :
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Other operating units consist of an internal auditing
unit, a legal department, general secretariat, which monitors
the Bank's operations and processes and maintains all official
documents, a credit committee, a procurement committee and a
committee for coordination and monitoring of projects.

Oversight of the Bank operations is exercised by a
General Assembly of Stockholders, a Board of Directors (which
has, as one of its responsibilities, the approval of loans),
and an Executive Committee (which sets standards and procedures
for Bank operations).

The BEDE's headquarters are in Quito. However, they
maintain another office in Guayaquil for the monitoring of
projects in Guayas, Manab{, Los Rios, el Oro and the Galdpagos.

BDDE served as overall co-ordinating agency for the
Mission's Emergency Rehabilitation Project which ended in
September, 1987. The Missior was pleased with BEDE's
performance in the procramming and administration of funds.
Based on BEDE's performance with this project, the Mission
believes that BEDE has the experience as well as the required
organizational and management capacity to undertake this
proposed $10 million program.

While the Mission has had the opportunity to assess
BEDE's administrative capacity, it has had few chances to
observe and evaluate BEDE's technical capability to analyze
loan proposals. As stated previously, it is BEDE's Technical
Division that reviews all proposals for technical and
environmental soundness as well as for financial feasibility.
Prior to executing an amended Implementation Agreement for
infrastructure programs, the Mission will evaluate BEDE's
capcbilities and procedures for reviewing project technical
designs, evaluating environmental impacts, and assgessing
municipal administrative capacity to undertake projects. If
BEDE's procedures are found insufficient, technical assistance
will be provided to make improvements.

2. Municipalities

The provision of water and sewer services in Ecuador is
a function of municipal governments. 1In the larger cities,
semi-autonomous water and sewerage authorities or companies
have been set up to develop, operate and maintain these basic
services, while in most of the smaller cities, a department(s)
in the local municipal government provides this service.

N
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The organization of Quito's water company (EMAP-Q) is
provided here as an example. EMAP-Q consists of: a Director
and other general management staff; a Financial Division which
administers the company's financial resources and collects
water tariffs; a Technical Division, which performs feasibility
studies and designs, supervises construction of water system
improvements, and operates and maintains the city's water; and
an Administrative Division which manages personnel matters,
keeps the company's official documents, and procures
commodities. Most construction is performed by private
contractors.

The growth in urban population, coupled with a severe
strain on financial resources, has prevented the municipalities
and their authorities from providing every family with these
basic services. Large numbers of families, especially
low-income ones in the fast-growing informal settlements, all
too often do not have even the minimum basic level of water and
sewer services needed.

Municipal governments are working hard to improve their
ability to deliver basic water and sewerage as well as other
municipal services which support urban areas. Historically
water usage tariffs have been low; programs are under way to
adjust tariffs upward to increase revenues and cover additional
costs. At this time about 45% of all water consumed in Quito
is paid for by the customer; this situation is also being
corrected. Faced with declining central government
contributions, municipalities have recognized the importance of
moving the utilities toward greater financial self-sufficiency.

This set of problems is endemic but does not paralyze
the utilities; the solution of those problems will only be
possible over the long term, while in the short run there are
needes that have to be met and programs that need to be done.

A recent World Bank Assessment points to other
problems, including poor administration, less than adequate
operation and maintenance practices and personnel problems due
to low salaries, lack of incentives, and a high turnover in
management. Municipalities have a hard time keeping up with
the high pace of urban growth in Ecuador. Their resources are
limited, staff skill levels are generally low and turnover
high, and administrative performance is less than desirable.

The fact remains, however, that is is the municipal
authorities that provide water and sewer services. Despite
their problems and limitations, it is up to them to serve low
income groups, and the financing from this program will help
address a major problem: insufficient resources.

6/_
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Technical capacity is not lacking; the engineering
capability is present. Through its technical assistance to the
municipality, the Mission plans to help address the important
concerns of tariff adjustment, metering, reductions of system
losses, and improved financial management for water and sewer
authorities.

As discussed above in Section III B 1, BEDE's technical
division will assess each individual municipality's
institutional and technical capabilities to carry out projects,
at the time proposals are presented. Factors that will be
considered include:

1) staffing to undertake additional projects
2) past experience in administering similar projects

3) financial status, including ability to pay for
operating costs through tariff income

4) past performance in servicing loans
5) norms and standards for design and construction

Once BEDE determines that the municipality is capable
of undertaking the project it will review technical designs in
detail, assess the project's environmental impacts and evaluate
the project's proposal for cost recovery.

If it is determined that a municipality requires
technical assistance before undertaking a project, BEDE will
notify AID and the BCE. After reviewing a municipality's
technical assistance needs, AID and the BCE will make a
determination regarding the use of 518-0076 funds to finance
the assistance.

C. Social Soundness Analysis

This section updates the Social Soundness Analysis
contained in the original PP by providing information on the
status and need for infrastructure and services in low income
neighborhoods.

Deloitte, Haskins & Sells recently performed a study of
financing for housing, infrastructure and services in 24
marginal neighborhoods in four major cities in Ecuador - Quito,
Guayaquil, Cuenca and Santo Domingo de los Colorados. This
study found that only 1.7% of the population in marginal
neighborhoods received water in their houses through the public

55
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water distribution system, while 92.9% received water from tank
trucks, of which 89.7% were private tank trucks. Another 1.8%
of the population received water from nearby springs.

With regard to use of sewerage systems, the study found
that 75% of the jopulation used latrines. Another 293% of the
population possessed no means to dispose of sanitary wastes,
Only 3% of the population was connected to the municipal
sewerage system,

With regard to electricity, 96.3% of the population
possessed electrical service. However 42.3% of these
connections to the electrical distribution system was illegal.
Only 28% of the population enjoys public lighting.

The water supply situation appears to be one of the worst
problems in these marginal neighborhoods, due to the high cost
of obtaining water from tank trucks. For example, in Guayaquil
the average cost of water per m3 distributed by tank truck is
S/318. The cost of water distributed by the municipal systen
is S/20 per m3. Most families in these neighborhoods that buy
water from tank trucks spend between S/3,000 and S/4,800 per
month, which is equivalent to 10 to 15% of their monthly
income. (Note: Updated figures for cost of water in Quito
following recent increases in gasoline and diesel prices are
S/150 for a 55-gallon drum, or S/750 per cubic meter- Sept. 9,
1988.)

The water supply and sewer improvements proposed under this
supplemental authorization will significantly reduce the amount
that families in marginal neighborhoods pay for water.
Interviews with families in these neighborhoods confirm
willingness to pay for these services, and to contribute their
own time and personal efforts to help secure then.

In addition, household connections to municipal water
supplies and sewerage systems should have positive health
impacts through reducing chances for contamination of water and
improving sanitary conditions in neighborhoods.

D. Financial Analysis

The financial mechanisms to be used in this supplemental
project are the same as in the original HG-007 project. BEDE
(Ecuadorian Development Bank) will act as the Intermediate
Financial Institution (IFI) between municipal water and sewer
companies and the Central Bank's Financial Fund for Housing
(FFH). All of the loans that BEDE makes to the municipal water
and sewer companies will be eligible for 100 percent
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discounting with FFH because the household water/sewer
solutions to which the loans apply cost less than 20 multiples
of the monthly minimum wage.

EMAP-Q (Empresa Municipal de Agua Potable - Quito) and
EMA~Q (Empresa Municipal de Alcantarillado - Quito) have
presented analyses to the Mission substantiating the financial
feasibility of this activity from the perspective of consumer
ability and willingness to pay and of municipal willingness to
provide the services to the neighborhood.

Water Project Financing

EMAP-Q estimates that the full cost of extending water
service to currently unserviced households is S/.110,000 per
lot (or $£220 per lot). EMAP-Q has in place a community savings
fund whereby unserviced households make payments towards future
extension of water service to their lots. For this project,
that savings fund would be used as a 10 percent downpayment on
the per-lot cost of water extension. EMAP-Q asserts that
sufficient funds exist in this saving mechanism to provide
downpayments for the 20,800 households which will benefit from
water extension under this project. The remaining 90 percent
of the cost of service extension, or S/.99,000 per lot, will be
financed with project funds.

Two cost recovery scenarios for the financed portion of
service extension are presented here. The first assumes shared
cost recovery; i.e., that cost recovery is split between the
newly-serviced households and a system-wide water tariff
increase. The second scenario assumes non-shared cost
recovery; i.e., full cost recovery from only the newly-serviced
households.

Shared Cost Recovery. If households are to finance 50
percent of the EMAP-financed service extension cost, that
represents S/.49,500, EMAP-Q proposes financing terms of 10
years at 21 percent interest with a 9 percent annual escalation
in payments (the Mission is assuming that EMAPs and EMAs will
be borrowing funds from BEDE with terms of 10 years at 20
percent interest with a 9 percent annual escalation in
payments). This results in a monthly payment to EMAP of s/.751
per household (or $1.50 per month per household). Assuming
20,800 households are to benefit from service extensions, the
total financing to be recovered through a tariff increase
amounts to §/.1,029,600,000 ($2,059,200). EMAP-Q will
therefore be making a monthly payment to BEDE of s/.15,009,208
($30,018) to finance this portion of the system extension.
EMAP-Q's monthly volume of production, including the additional
consumption by project beneficiaries, is 4,404,480 cubic
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meters. Therefore the necessary tariff increase to recover
one-half the financing for system extension is S/.15,009,208
divided by 4,404,480 cubic meters, or S/.3.41 per cubic meter.
With an existing average tariff rate in Quito of S/.25 per
cubic meters ($0.05/cubic meter), this amounts to a 13.6
percent increase in the average water tariff.

Full Cost Recovery by Project Beneficiaries. If we assume
no tariff increase to contribute to cost recovery, then 100
percent of the financing costs will be borne by the unserviced
households. That is, S§/.99,000 ($198) per household over 10
years at 21 percent interest with a 9 percent annual escalation
in payments, which amounts to a monthly payment of S/.1,502
($3.00) per household.

Sewer Project Financing

As in the case of water, EMA-Q, the Quito sewer company,
has presented analyses to the Mission that describe how sewer
extension financing would operate. EMA-Q estimates that the
full cost of sewer extension to currently unserviced lots would
amount to S/.87,000 ($174) per lot. As with the water company,
accumulated community savings exist to be used as downpayments
on sewer service extension, but in this case the savings would
be used as a 20 percent downpayment, leaving S/.69,000 per
household to be financed through BEDE. Again, two cost
recovery scenarios are presented.

Shared Cost Recovery. Under this scenario, 90 percent of
the financed portion of sewer extension (S/.62,640 or $125)
would be financed by newly-serviced households, and the
remaining 10 percent (S/.6,960 or $14 per household) would be
financed by a system-wide increase in property tax rates, which
is how sewer service is paid for in Quito. The monthly
payments of the targeted households, at the same financing
terms as for water, amounts to S/.951 ($1.90) per household.
EMA-Q calculates that property tax rates would need to be
increased 1.5 sucres per S/.1,000 valuation to contribute to
cost recovery.

Full Cost Recovery by Project Beneficiaries. If current
ugsers of the sewer system do not contribute to cost recovery of
system extension to new users, then the project beneficiaries
will pay all of the financed cost of service extension, or
S/.69,600 ($139) per household. With financing terms of 10
yYears, 21 percent interest, and a 9 percent annual escalation,
this would amount to S/.1,056 ($2.11) per month per household.

3y
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Affordability Analysis

The service extension plan and cost recovery “cenarios can
be combined to assess households' ability to pay tor the
program. The different combinations are presented in Figure
l. 1In each case the cost of the program to the beneficiaries
is compared to their existing ability and willingness-to-pay
for water from other sources. We use as a benchmark of
willingness-to-pay the survey results contained in the 1988
Deloitte, Haskins, and Sells report on conditions in informal
sector housing settlements in Quito and Guayaquil. These
surveys indicate that households are now spending S/.150 per 55
gallon drum of water, which is S/.750 per cubic meter; in terms
of monthly water consumption this is S/.3,375 ($6.75) per month
to purchase 4.5 cubic meters of water (about 24 55-gallon
drums) from water vendors. Households consume considerably
more water from piped water system; we estimate that the
average household will consume 40 cubic meters per month from
municipal water system, at a monthly cost of S/.840 ($1.68).

From a financial-cost perspective, households are
better-off under all but one of the cost recovery scenarios,
scenario vi, and under the latter scenario households are
spending less than one percent more than their current
purchases from water vendors. That is, under any scenario of
cost recovery, households are unambiguously better—-off, with
the financial savings ranging from 2.4 percent to 53 percent of
their current water expenditures. The household's savings in
water expenditures override their financing charges for system
extension. Even with full cost recovery from project
beneficiaries, households spend less than one percent more than
their current expenditures. These benefits are only financial
benefits; they do not account for the economic and non-economic
(health-practice and other) benefits attached to greater water
consumption from the municipal source.

NS
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Figure l: Household Ability~to-Pay Scenarios

Scenario i) Water-only with Shared Cost Recovery:
S/. 1751 per month financing o
Sé. 840 per month water consumption charges
S/.1,591 per month total expenditures
= HH saves S/.l1,784 per month over current expenditures
Scenario ii) Water-only with Nonshared Cost Recovery:
S/.1,502 per month financing
S/. 840 per month water consumption charges
85.2,332 per month total expenditures
= HH saves S/.1,033 per month over current expenditures

Scenario i1iii) Water and Sewer with Shared Cost Recovery

S/. 751 per month water financing
S/. 951 per month sewer financing

Sé. 840 per month water consumption charges
S/.2, per month total expenditures
= HH saves S/.833 per month over current expenditures

Scenario iv) Water with Shared Cost Recovery, Sewer with
Nonshared Cost Recovery:

S/. 751 per month water financing
S/.1,056 per month sewer financing

Sé. 840 per month water consumption charges
S/.2, per month total expenditures
= HH.saves S/.728 over current expenditures

Scenario v) Water with Nonshared Cost Recovery,
Sewer with Shared Cost Recovery:

S/.1,502 per month water financing
S/. 951 per month sewer financing
S/. 840 per month water consumption charges
S/.3,293 per month total expenditures
= HH saves S/.82 per month over current expenditures
Scenario vi) Both Water and Sewer with Nonshared Cost Recovery:

S/.1,502 per month water financing
S/.1,056 per month sewer financing

S/. 840 per month water consumption charges
S/.3,398 per month total expenditures

= HH spends S/.23 more than current expenditures 2/7”_
/.‘ -
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Cash Flow Projections for the Intermediate
Finincial Institutions

As discussed above, BEDE will serve as the IFI for the
activities proposed in this project supplement. The cash flow
projections of BEDE, for this activity only, are presented in
Table 1, and are straightforward. As a developnent bank, BEDE
scrutinizes projects submitted to it for financial, technical
and environmental soundness. Beyond these evaluations and
administrative supervision of loans covered by its 2 percent
loan supervision fee, BEDE is acting as a "pass-through" in the
process. The table projects use of HG-generated resources
only; counterpart funding would of course add to the number of
households that could be served.

The HG resources of US$ 10 million would be converted at
the exchange rate current at the time of signing of the
Implementation Agreement or subsequent loan disbursements; for
purposes of Table 1, we use the current exchange rate of 500
sucres to the dollar. This yields 5 billion sucres in program
funds for lending. We assume that BEDE disburses program
resources to the municipal water and sewer companies in three
equal amounts in years one through three of the program and
that net cash surpluses are not used as program reflows.

When BEDE submits loan packages to the FFH for discounting,
its loan terms with FFH are 10 years at 18 percent interest
with a 9 percent annual payment escalation. When BEDE lends to
the municipal water and sewer ccampanies, it adds on its
legislatively-mandated two percent bank commission to the :
interest rate, bringing it to 20 percent, and two-point
supervision fee which is either taken out of or added to the
loan amount at loan origination.- Therefore, BEDE lends at 20
percent, for 10 years, with a 9 percent annual escalation in
payments.
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Table 1

BEDE Project Cash Flow Projections

(Millions of Sucres)

Year 1 2 3 4 5
Beginning .
Cash Balance -—- 24 12 144 216
Total Funding 1,667 1,667 1,667 ———— ——-
2% BEDE
Supervision Fee °~ 33 33 33 ———— ————
Water/Sewer ‘
Loan Repayment 292 584 876 876 876
BEDE Debt
Service 268 536 804 804 804
Net Cash
Surplus (Deficit) 24 72 144 216 288
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E. 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 1s 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 Ragulations
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 the Mission's request for a Categorical
Exclusion in Annex 8, the Mission is cognizant that
neighborhood water and sewerage projects can cause significant
environmental impacts in their localized environments. Of
particular concern are:

- 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 and ensure that necessary improvements to the sewage
disposal system are completed concurrently with the new
water distribution systenm.

- The scarcity of water in both Quito and Guayaquil. Both
cities are undertaking large projects to expand their
source of supply. Activities undertaken before these
project come on-line must be looked at to ensure that
they do not reduce overall system pressure to a point
where grandwater infiltration might become a problem.
One way to avoid this problem is to schedule construction
in neighbohoods that already have separate sources of
water supply such as nearby springs, earlier in the
program as 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 of the Mission's concern for potential environmental

.
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impacts of these infrastructure projects, the Mission does
plan, as discussed in Section III B 2, to have BEDE evaluate
the environmental impacts of individual projects and make
recommendations for mitigation of adverse impacts.

The Mission will review BEDE's environmental assessment
procedures prior to executing the amendment to the
Implementation Agreement. If the Mission feels that BEDE's
procedures are inadequate, it will provide BEDE with technical
assistance to set up and implement improved environmental
assessment criteria and procedures.

F. Technical Assistance Requirements:

The same essential program outline still characterizes the
National Shelter Delivery System with the addition of a
supplemental authorization as in the original project design.
The objective is to increase the absorptive capacity of the
shelter sector, to increase the participation of public and
private organizations not normally part cf the shelter process,
and to improve the coordination of public policy and private
initiative.

As we have described earlier, the program has met some of
its objectives more rapidly anc completely than others. 1In
particular, it has brought about the development of an entire
new "line of products" developed by private entrepreneurs
working on their own instead of simply as contracted builders
for the JNV/BEV. 1In this sense, the program has capitalized on
the strength and institutional infrastructure of an existing
construction/financial industry, and brought about the
development of a new, lower-cost line of housing that is
affordable to lower-income families without the level of
subsidies that has characterized past GOE progran.

This supplement is presented in the context of increased
interest in using FFH resources for even less-costly per-capita
shelter improvements through infrastructure upgrading. In this
context, the emphasis of the program's technical assistance
needs shifts a bit more now toward municipal management and
municipal finance, with the much more vigorous involvement of
the BEDE/municipality/utility company mix that is added to the
program.

This is not a program to teach water companies how to pump
water, or sewage authorities where to put sewerage. Rather, it
seeks to improve the understanding of the effects of alternate
policy decisions by the public sector, with special focus on
housing finance/production and on municipal finance and
management.
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Within the technical assistance program for municipalities,
a new policy agenda item will be to work with utilities to
develop policies that will permit them to recover fully their
costs through tariff revisions, improved operating and
management procedures, and reduced losses to leakage and
un-metered consumption.

Also important is building a true counterpart, a “"coalition"
of interests in the housing/urban sector that will maintain a
lively and constructive dialogue with AID. A research component
in the technical assistance package will stimulate and support
the creation of this coalition group.

The Mission proposes to emphasize three fields of technical
assistance under this program:

1. Housing finance and production

* Strengthen and improve the operation of the FFH at the
Central Bank.

* Improve the performance of the public sector to
support, not displace, the private sector.

* Stimulate a re-definition of its role by the private
sector, to include attention to a broader range of
families.

* Mobilize additional resources for the sector, and
increase the efficiency with which all sector
resources are used,

2, Municipal finance and management:

* Support for a wide range of actions in the areas of
policy and regulatory reform.

* Technical assistance to improve the financial
administration capabilities of local governments and
utilities.

* Facilitate constructive dialogue between
runicipalities and other entities involved in the -
shelter production process.

* Continue dialogue on improving the efficiency of the
municipal role in property registry.
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* Emphasize policy agenda with municipal utilities by
providing technical assistance as needed to help move
toward financial self-sufficiency, with emphasis on
tariff reforms and improvements in operating and
management practices.

3. Research and Evaluation

* Through the Central Bank Tecnnical Assistance
program, the Mission will support studies on issues
identified as important obstacles to the efficient
operation of the shelter sector.

Useful and relevant information has been provided by a
first round of investigations. Critical discussion and review
of this information puts more relevance and practicality into
the sector dialogue.

We have spoken earlier of a "coalition"-- a composite that
reflects the concerns of all the parties aifected by urban
development and that provides (a) a framework in which those
parties can talk to each other on common ground and (b) a true
counterpart to AID's involvement in the shelter/urban sector in
Ecuador.

We believe that the "coalition" will help generate
discussion, analysis, some fresh re-evaluation of perspectives,
and ultimately some consensus on the nature of the problem, the
actions that might be taken to address them, and the
appropriate roles of each party.

The research and evaluation efforts will support this
process by helping to keep the questions for which there aren't
any generally accepted answers on the table, and by continuing
to test the consequences and implications of traditional
responses.

IV. IMPLEMENTATION ARRANGEMENTS
A. Methods of Implementation and Financing
l. Methods of Implementation
As discussed previously in this PPS, the primary

implemen ing agencies under this $10 million amendment will be
the BCE, BEDE and municipalities:

e
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- Municipalities will design projects and submit them to
BEDE for approval of financing. Once funds are
approved, municipalities will monitor construction and,
upon completion of construction, they will operate and
maintain the projects. Municipalities will also be
responsible for recovering construction and service
costs from project beneficiaries.

- BEDE will be responsible for conducting feasibility
analyses on projects presented by municipalities. Once
a project is approved, BEDE will act as an intermediate
financial entity (IFE) and request a loan through the
BCE's Financial Fund for Housing. Once a project is
completed, BEDE will recover its loan from the
Municipalities and pay back the BCE.

- The BCE will discount loans for acceptable projects
presented by BEDE through the FFH, keep required
accounting documents for the program as well as work
with other public and private sector IFEs in providing
FFH funds for housing and home improvements.

USAID/Ecuador's role in this process is to monitor
overall program implementation. It will not get involved in
the design or the approval of individual projects.
Implementation responsibility within the Mission lies with the
Office of Housing and Urban Development (HUD).

2. Methods of Financing

The BCE will receive funds for the FFH from the GOE
itself and from private lenders in the U.S. Loans from U.S.
private lenders will be backed by the U.S. Treasury under the
HG authority provided for this program.

3. Assessment of Host Country Capabilities

The Mission has worked closely with the BCE over the
past four years to set up the FFH, and through this experience,
feels that the BCE is capable of managing the fund. The
Mission has also worked with BEDE in the past, and has been
Pleased with its programming and project management
capabilities. As mentioned elsewhere, the Mission plans to
conduct a more thorough assessment of BEDE's capabilities prior
to amending the HG-007 Implementation Agreement for this $10
million in additional HG authority. The Mission is aware of
weaknesses and institutional shortcomings in municipalities.
They are nevertheless the providers of essential urban services
to urban families, and the Mission believes that it is
important to support their efforts with this project.
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B. Schedule for Implementation

Short-term implementation targets are:

Date
1988

Septenbe
October

November

November
November
1989
January
February

cC.

with the Central Bank.

of CY 19

r 30

15

30

30

30

15

30

Target

Authorization of $10 million amendment to
HG-007 for urban infrastructure.

Notice to investors on first $10 million
loan under HG-007.

Amendment to Implementation Agreement for
$10 million supplemert to HG-007 negotiated
and signed.

RFP out on consulting contracts funded by
grant to Central Bank.

First $10 million contract on HG-007
negotiated and signed.

Contractor proposals due under Central Bank
grant.

Contract awards under Central Bank Grant.

The longer term implementation considerations are
largely cover in Annex 4 insofar as disbursement of the
Financial Fund for Housing resources is concerned. Greater
detail on the technical assistance programming will reflect the
Mission's joint programming decisions following discussions

88.

This will take place during the balance
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V. EVALUATION AND AUDIT
A. Evaluations

The Mission plans to conduct an evaluation on the HG-007
program in mid-FY 89. The objectives of this evaluation will
be: (1) to assess the Central Bank's administration of the
program; (2) to evaluate the effectiveness of procedures for
operation of the FFH; and (3) make recommendations for
improvement in FFH operations. A final evaluation of the
HG-007 program will be conducted in mid-FY 90. This evaluation
will assess the overall programs progress towards meeting its
goal of increasing the supply of low cost housing and other
shelter services in Ecuador. Other factors that will be
assessed include:

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

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

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

4. The effectiveness of AID's policy dialogue in changing GOE
policies and regulations regarding interest rates, water
tariffs, etc.

B. Certification of End Use/Audit

Certification of 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 need a test of
eligibility of the end users, the beneficiaries of the
financial assistance which is provided. Projects will be put
to this test in the context of a socio-economic assessment
which is part of the feasibility package. Based on this
informztion, the municipality must certify that the
neighborhood which is to be upgraded is, in fact, comprised of
low income families who are eligirile for assistance as members
of AID's target group.

BEDE will confirm the accuracy of the representations

received from the municipality and will certify as to their
accuracy to the Central Bank. BEDE will present to AID a copy

of its certification.
OZ/?
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As stages of infrastructure projects are completed, BEDE
will confirm 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 periodic field checks to confirm the
accuracy of financial reports.

AID will further confirm that project resources have been
invested in the production of eligible expenditures during
project evaluations.

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 i ave
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.



ANNEX 1
STORY OF LUCHA DE LOS POBRES

A recent Mission study looked at the process of development
and the current status of Lucha de los Pobres, a representative
informal settlement in Quito. 1In addition to summarizing the
development of the community, the study identifies the
principal problems from the perspective of community leaders
and member of families interviewed for the study. The highest
priority for improvements was ascribed to potable water and
sewerage service.

The pages which follow present key findings from that study.



ANNEX 1

V. The Cooperative Lucha de los Pobres

The housing cooperative Lucha de los Pobres (Struggle of the Poor) is an
informal settlement that came about through an invasion of the Hacienda
Santa Ana, in the south east portion of the city of Quito. The purpose of the
co-op was to develop a model low income housing community for families
without access to shelter through conventional means. This objective of
developing a model city was not achieved, but nevertheless, these people did
obtain housing that they would not have othernvise had. Governmental
institutions assisted this initiative, providing infrastructure and senices.

History of the project

This co-op grew out of a pre- cooperatwe "Juan Montalvo” in 1982. This pre-
cooperatlve organized an invasion in La Inmaculada in 1982, which is

" located in the southwest part of Quito, with a plan of estabhs}nng 180 lots for
its members. This bold and successful experience initially did not meet
with any repressive governmental actions. Inspired by this success, a
group of leaders and members of the pre-cooperative began organization for
a more ambitious endeavor.

By the end of 1982, these directors had developed an organization that was
solid, well disciplined, technically competent and led by a left leaning
political party, the "Frente Amplio de Izquierda FADI." They formed the
housing cooperative Lucha de los Pobres, with an initial 100 members.

In the early months of 1983 the leadership of this co-op began the first
contacts with Mrs. Archena Penaheirrera Perkins, owner of the Hacienda
Santa Ana, with the goal of negotiating its purchase. Their proposal was
rejected.

From that date forward, they began organizing to invade this hacienda. At
the same time, they set up an o[ﬁce in downtown Quito, offering 180m?2 lots
at a cost of S/. 206,000 [1USS437], boping to increase their membership.

Accordmg to the founder of the co-op, the purpose of the housing co-op
“Lucha de los Pobres" was to:

develop a model housing project which would be called
"Ciudad Modelo de los Pobres" (The Poor Peoples' Model City), for
families of low incomes, who lacked the possibility of access to
shelter ithrough conventional means. It would be a model of
affordable housmg, with common areas, sport complex food
supplies. Jt would also have infrastructure, basic services and
transportation.

7
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Ménﬁbership Requirements consisted of the fo]]bwing:

1) Possess no other real estate in the Province

2) Belong to no other housing cooperative

3) Have a minimum income of S/, 5,000

4) Pay a down payment of S/, 6,190

5) Pay S/. 2,000 upon moving ontlo the land

6) Pay additional legal expenses of S/. 3,000

7) Pay a non-refundable S/. 500 for office supplies

8) Pay /. 500 per month for administrative expenses

9) Make regular monthly savings deposits within the family's
economic possibilities

Based on these requirements, during the first six months of 1983, the co-op
gained over 500 members. During this enrollment process the co-op held
several general assemblies to plan the invasion of the Hacienda Santa Ana,
which consists of 127 Hectares. .

Invasion Process and Initial Plunning of the Settlement

On 21 August, 1983, the co-0p’s 500 members assembled at 10 p-m. where
the South Panamerican highway meets the access road to the Hacienda.
They had previously planned their steps, including payment by each
member of the initial quota of S/. 500 to buy wood, zinc and supplies, in
order to s:t up provisional housing and maintain control of the site. The
five hundred members and their families, totally about 1,500 people
including adults and children, divided into groups to begin the ascent to the
highest part of the Hacienda.

Each group was under the direction of a leader, with each leader having
detailed instruction on how to begin the occupation. The first group settled
at the highest point, and placed familjes at previously determined strategic
points. The second group settled somewhat lower, locating families at the
east and north boundaries of the site. The following groups covered from
east to west and from north to south until the entire Hacienda was
occupied. [Source: former leader of the cooperative.]

The families began to immediately set up shelter, using plastic sheeting to
protect themselves from the cold. '

The organization then began to set up defense operations, with each group
building trenches and tunnels in their sector, supplying themselves with
Molotov cocktails and stone. In the most vulnerable parts of the site, they
set up observation platforms and formed groups of four members who kept
vigil. These groups were relieved every three hours.

Within the first few days, the organization grew in breadth and depth. The

invasion in one week's time had succeeded in obtaining the support of other
populist groups in the capital and in the provinces, and had also
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significantly increased its membership, now having upwards of 3,000
people squatting on the site. Within one month, the organization consisted
of 36 distncts, with each group consisting of 100 families under the
responsibility of a coordinator.

From August 1983 until January 1984 the Ministry of Government issued
three eviction decrees, bul ne';er took any action to carry them out. This
was largely due to the capability of the leadership of the co-op in negotiating
with the owner of the land, ar:d her mediation with the governmental
authorities.

Before the fifth month of illega/ occupancy, around 1,500 members left the
group because of fear of eviction caused by a successful displacement in
another illegal settlement nearby, adjacent to La Ecuutoriana.

Formal Leaders

The recognized leaders of the co-op were the directors who organized and
participated in the planning and execution of the invasion. These leaders
belonged to the Frente Amplio de Izquierda (FADI). New leaders arose
from time to time, named in the co-op's assemblies to coordinate in each
district.

The highest level of decision making in the co-op rested with the President,
~as advised by a coordinating commiitiee made up of all tie district
coordinators. -

Each district plarined community activities and in this way they sketched
out street plans, constructed community buildings in some districts, and
helped members build houses with wood, zin#, block and mud. Great

group cohesion and strong ties of solidarity were developed in this period.

Participating Institutions

Ministry of Social Welfare. Through the Office for the Protection of Minors,
this Ministry was the first governmental institution that participated in
this co-op, at the beginning of 1984 it began doing a study to determine the
needs of the pre-school population. In January 1984, a training workshop
was carried out for 45 mothers and young people regarding the contents of
pre-school education. Today, this Ministry offers a nonconventional
program of child care with various modalities. [These "nonconventional”
programs arose in Ecuador in 1980 through an agreement between the
Ministry of Social Welfare and UNICEF; they involve health, nutrition,
psych-social development, social protection and community participation
components.]
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*  Twelve community day care centers that care for 180 children from
ages 0 to 5 years;

* Two community day care centers that care for 160 children from the
ages of 3 to 6 vears;

* One community day care center that cares for 80 children from ages

of 0 to 6;

One communications workshop that produces a newspaper

One library with 120 volumes for students (colegio)

One tanker truck for the provision of water 1o the community .

Five playgrounds :

Ministry of Education and Culture

Ministry of Public Health

In 1986, this Ministry implemented a sub-center of health with services of a
doctor two hours per day, a nurses' aide and an aide. This center operates
from Monday through Friday, offering health care for both prevention and
cure. Staff provide training for femule heads of households, and in cases of
malnutrition, the clinic offers meals.

The Municipality

In 1986, in the administration of Mayor Gustavo Herdoiza, eight school
rooms were donated, with a total value of §/. 16,000,000, and added to the six
rooms provided under the Provincial Council of the administration of Dr.

Fabidn Alarcén, for the school Nicolds Guillén, which has 450 children
today.

The Municipality of Quito collaborated with the installation of definitjve
streets, which are currently being paved with stones,

Power Company

During the year 1986, § transformers were installed, and electric wiring
was provided from the Panamerican Highway to the east road, with S/.
5,000,000 from Congress, through the assistance of the FADI congressman,
and S/. 5,000,000 through the candidacy of Mr. Rodrigo Paz, now the Mayor.

In January, 1988, the National Congressman of the FADI party obtained an
additional S/ 4,500,000 from Congress to provide electric wiring from the
east rvad to the Camino de Jos Incas.

DINADER
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At the end of 1986 DINADER installed a sports areas, complete with fields
for soccer, basketball, volleyball and indoor soccer. :

Community Youth Development

“In the beginning of June, 1987, this organization began a health training
project, but it is not yet in force due to limited funds.

Process of Consolidating the Cooperative

As in the case of any spontaneous settlement, each member family -
originally located its home on a provision lot. After three years the
cooperative began to redistribute lots definitively. This was done in three
phares, and by sector. Lots were distributed according to these criteria:

¢ Seniority

* Minimum savings of S/. 15,000

* Active participation in the organization

* Compliance with the internal rules and regulations of the co-op

* Respect for the decision of the member to remain on the original lot.

At this time there are 2,496 members situated at the co-op, with 180 square
meter lots. There are corner lots as well, which are 320 and 350 meters
square. According to one director in opposition to FADI, "[these] lots . . .
are held by privileged members of the leadership."

Origins of the Members of the Cooperative

Based on a study carried out by the Ministry of Social Welfare in August,
1987, the following chart reflects the origins of the members:

% . Origin
31.4 Loja
16.5 Cotopaxi
12.8 Pichincha
114 Bolivar
8.3 Chimborazo
41 Tungurahva
28 Azuay
2.8 El Oro
24 Imbabura
20 Los Rios
55 Other locations’

Construction Process
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The housing construction was carried out by each member through self
help, in accordance with that member's economic situation. The
Municipality of Quito has not objected to the constiuction standards.
However, the ¢ity has required a 3 meler setback. Construction is
predominantly block, clay and zinc. Those families with access to
financing sources and other families who managed some savings through
other means, constructed with cement, block and reinforcing bars, adding
a second story.

According to a leader from the Ministry of Social Welfare and UNICEF
program, “this construction is done primarily with family labor,
contracting with a maestro from the co-op itself, who would charge less
than other brought from outside."

The survey of 300 families conducted in tiis study indicates that 80.3% of
those interviewed had built with block; 12% built primarily with wood; 6.4%
from a mixture of wood and block; and 3% with other materials.

Housing Models

With the same survey dita as a reference, the types of construction are as
follow:

% Type of Unit

82.2% "Mediaguas” (house with one room of
block, mud and zinc

16.2% | "Single family homes” (with two rooms
: built from block, cement, eternit)

1.6% | "Complete homes" (with bedrooms,
living room and kitchen)

Nearly all the homes are owned by the residents: 95.7%, with 1.4% rented
and 2.9% in other categories.

Beginning in 1987, the cooperative attempted to arrange construction and
bome improvement loans with several Mutual Savings associations and
with the San Francisco de Asis Credit Union, all to no avail, largely due to
internal opposition in the cooperative.

According to one director, the Ecuadorian Cooperative Bank has made
home improx ement loans available to nearly 300 members. Neverthciess,
the Bank is no Jonger making loans [it is in receiv ersh:p] Loaxs up to 8/.
280,000 were made. Other funds camne from family savings.
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Internal Commu.nity Organization

From the invasion and the first months of settling in, the FADI group
generaled a progressive giganization with a primary focus on controlling
the land. The strength of this group has dwindled, until the point that it
was overcome by ar opposing group: Colonia Lojana. On Oclober 25, 1987,
elections were held and the Colonia Lojana group won by one vote: 367 to
366, with a third group obtaining 270 votes.

Numerous organizations exist within the community, including the former
leadership (FADI group), the Frente de Reinvindicaciones y Defensa de la
Cooperativa; the Frente Pro-desarrollo de la Cooperativa; the Comité Pro
Mejoras; neighborhood sporting groups with 25 boys clubs and 12 indoor
women'’s clubs; and a youth cultural workshop, which has fallen into
virtual inactivity.

Current Situation of the Cooperative

As a result of the October 1987 elections in which the FADI board was
displaced, in which two opposing groups were unable to achie: = haif plus
one vote as required by the By-Laws, there is an absence of powe.-.

After an unsuccessful attempt to form a coalition board of directors, and
based on a lack of confidence on the part of the membership, the National
Office for Cooperatives within the Ministry of Social Welfare placed the
cooperative in Receivership.

From October 1987 until June 1988, five different Receivers have been
named, to date none of which has completed an audit of the co-op.

Legal Situation

In 1984, as a result of the negotiation with the owner of the Hacienda to
avoid displacement, a contract of sale was entered into for a price of S/.
297,000,000 (US$639,000), with 22% annual interest . On that date, n
account was opened in the Bank Caja de Crédito Agricola, which is an
agent of the Wholesale Market near the co-op. Each member makes
deposits in this bank account, and to date the balance has been reduced to
S/. 35,000,000, plus the respective interest.

In 1985, the co-op held a competition of five firms to prepare the site plan.
They selected the company INCOVIC, which prepared the plans and

submittec them to the municipality for its approval. This is still in process.
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When the site plan is approved, the owner will give global title to the co-op,
which in turn will prepare individual ownership documents for each
member, upon completion of lot payments.

At the current time, there are only provision titles to the land, provided by
the owner. The members have the minuta to process the title, and the acta
granted by the Pefiaherrera family and the Office of Cooperatives. Based on
this procedure, 2,496 lots have been adjudicated.

Problems Confronting the Community

| .
Directors and families interviewed indicated the following as priorities for
immediate solutions:

1) Potable water, which is currently supplied by a tanker truck donated
by the Ministry of Social Welfare, for 2,496 families. Pre-feasibility
studies have beeu carried out to look at the possibility of providing
water from springs of the City and INCOVIC.

2) Waste water system, as the current system of waste water removal is
chaotic, generating a grave health problem.

3) Solid waste collection. These are sources of contamination and they
cause illness for the children.

4) Transportation. There are four vans and one small bus that charge
S/. 20, although they operate without proper authorization from the
Transportation Department. Efforts have been undertaken to obtain
a bus line from the co-op to t*2 city center.

Conclusions

1. The initial objectives of the co-op were really unreachable: develop a
model housing project "Model City for the Poor”, with complete
infrastructure including basic services, community buildings, sports
complexes, transportation, food supply. These objectives were not all
achieved. However, the people did obtain housing, which in other
circumstances would not have been possible. Furthermore, the
build-out process has been considerable in the five years of the
project.

2. XKeeping in mind that this is an informal settlement that obtained the
land through an invasion, and as part of a political action, and whose
plan was that of creating a model city for the poor, the project has
fallen on its face, because the leadership of the co-op could not
‘manage the process, and lapsed into dishonest procedures, including
proselytism and influence peddling, which gradually eroded the
-suprort for the leadership.
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3. Despite the fact that the families did not have formal sources of
financing, mechanisms developed within the community itself
helped the build-out process. The community now has important
achievements in terms of infrastructure and construction of homes.

4. From its beginning, this settlement was successful in gathering the
support of government agencies, which translated into concrete
actions and accomplishments: stone paving of the streets; electric
lights; transportation; schools; health services; sports; recreation;
educational services.

5. The community dynamic of this housing cooperative takes it shape
from the law governing these informal settlements. The co-op is
becoming a community organization that is less political and more
oriented toward completion of improvements.

This tendency is progressively taking hold. since it represents the

majority of the residents. At the same tims, the minority groups that
have been splintering the community are Josing their hold.
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ANNEX 2

PROGRAM IMPLEMENTATION AND OPERATIONAL DOCUMENTS

The principal documents dev2loped for the operation of the
FFH are attached (partial copies for lengthy agreements).
Considerable work was done in establishing the fund itself and
all of the required instruments for its opeation and management.
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ANNEX' 2
CONVEN1O SUEBSIDIARIO

ENTRE

EL BANCO CERTRAL DEL ECUADOR Y

PLRA EL FONDO FINANCIERO PARA LA VIVIEZNDA

ARTICULO I

Secciodn
Secciodn

ARTICULO I1I

Seccidn
Seccidn
Seccidn

ARTICULO III

Seccidn
Seccidn
Seccidn
Seccidn
Seccidn
Seccidn

ARTICULO 1V
Seccidn
Seccién
Secciodn
Seccidn
Seccidn
Seccidén
Seccidn
Seccidn

ARTICULO V

Seccidén
Seccidén

El Convenio Subsidiario

1.01
1.02

Definiciones
Antecendentes y Presupuesto

Caracteristices de las Soluciones Habitacionales

2.01
2.02
2.03

Tipos de Soluciones Habitacionales
Ubicacidn de las Soluciones Habitacionales
Precios Maximos de Venta

Caracteristicas de los Préstamos Elegibles

3.01
3.02
3.03
3.04
3.05
3.06

Beneficiarios de los Préstamos Elegibles
Montos Méaximos de los Préstamos Elegibles
Plazos de los Préstamos Elegibles

Tasa de Interés de los Préstzmos Elegibles
Formas de Pago de los Préstamos Elecibles
Fechas de Formalizacidédn de los Préstamos
Elegibles '

Caracteristicas de los Descuentos del FFV

Calificacidn de la Entidad Financiera
Intermediaria

Montos de los Descuentos

Plazos de los Descuentos

Tasas de Interes de los Descuentos
Formas de Pago de los Descuentos
Cupos para las Entidades Finencieras
Ir:-rmedieries
Res«rvacidn de
Procedimientos
Descuentos

los Recursos del FFV
y Documentacidn para los

Compromisos Generales

5.01
5.02

__Intermediaria _

Compromisos del Banco Central del Ecuador
Compromisos de la Entidad Financiera

BEST AVAILARIF DOCUMENT
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~RTICULO VI Compromisos Espiciales
Seccidn 6.01 '
FERTICULO VII tras Disposiciones

Seccidn 7.01 Enmiendas o lModificaciones

Seccidén 7.02 Caertes de Instrumentacidn

Seccidn 7.03 Duracion de este Convenio

Seccidn 7.04 Terminaciodn

Seccidén 7.05 Conunicaciones

Seccidén 7.06 Representantes Autorizados

Seccidén 7.07 Prevalencia de este Convenio sobre Acuerdos
Anteriores -

ANEXO A Definiciones

1. Areas Urbanas

2. Soluciones Habitacionales
3. Construccidn Nueva

4. Lote con Servicios

5. Construccidn en Lote Propio
6. Mejoramiento Habitacional
7. Promotor

8. Ingreso Familiar Mensual

9. Inareso Mediano

10. Femilia Elegible

11. Beneficiario

12. Entidad Financiera Intermediaria (EF1)
13. Préstamo Elegible

14, Precio Maximo de Venta

15, Préstamo Miximo

ANEXO B Procedimientos Y Documentacidn para los Descuentos

a. Informacidn Sumaria pPara los Descuentos .
b.’ _ Formularios . :

C. . Certificaciones

a. Contrato de Préstamo

e. Pagares

ANEYO C 'Regulaciones del Fondo Finaﬁciero para la Vivienda

i ‘ Regulacidn No. 364-86 de laLJunté Mdnetéria'
2. Regulacién No. 412-87 de la Junta Monetaria

BEST AVAILAGLE DOCUMENT
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ios présizmos cue conirzie en el
Supremc NE&. 374 de 5 ge ab e crea el mecanismo
de Fendos Financieros, s ha acuitado pera la administracion
de los fondos de esiz clase de préstamos.

(i |
&
0
X

4
o G-

s+ ¥V en viriud 6el Decreto

POR TANTQ, !as paries de esie Coniwraio de Agencia Fiscal, acver- -

gan lo siguiente: s .
(ARTICULO ]

Ines usados, ‘eh e! presente Coniraio, 2 menos
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Banco Central del Ecvador SOLICITUD DE! CREDITO NUMENO:
GERENCIA DE CREDITO Y

VALORES

FONDO FINANCIERO Pl‘lnA LA VIVIENDA | ano MES DIA

H

OFICIO No.:

 FECHA:

Seiores
BANCO CENTRAL DEL ECUADOR
Oficina en

Me permito presentar a descucnto con cargo al Fondo Financicro de la Vivienda,
los siguientes documentos de crédito cuyas especificaciones constan al rever-
so; ademds, certifico que estos préstamos han sido notificados a la Superinten-
dencia de Bancos de acucrdo con la clasificacion del crédito establecida en la
correspondiente 1esolucion,

Autorizo al Banco Central del Ecvador, expresa ¢ irrevocablemente, para que de-
bite automaticamente cn la(s) cucnta(s) corricnte(s) que mantenemos en cse Ban-
co, ¢l valor de cada uno de los documentos ya sca a su vencimicnto o antes si
incurricre en cualesquicra de las citcunstancias segon las cuales ¢l acreedor ori-
ginal pudicra declarar los documentos de plazo vencido, caso en el cual se comuni-
card de inmcdiato al Instituto Emisor, sin necesidad de tramite judicial alguno.

Certifico que los préstamos de la presente solicitud cumplen con todos los requisi-
tos de clegibilidad para que participen los sujctos de crédito cn el mencionado
Fondo, establccido mediante Regulaciéon de Junta Monctaria No. 36486 y de-
mds disposiciones lcgales vigentes a la fecha de csta solicitud.

Atentamente,

Flima Autorizadey Sello de s EFI

T e e e e L e - -

FORM N? HG-007-003




BANCO CEQITRAL DEL ECUADOR "
CREDITO

SOLICITUD DE CREDITO
FONDO FINANCIERO PARA LA VIVIENDA

i
|
l
!

ENTIDAD FINANCiERA INTERMEDIARIA‘(E. F.L): CIUDAD: CODIGO: FECHA:
i
VALOR DEL ossci:smo: PLAZO: TASA DE INTERES: TASA ANUAL DE CRECIMIENTO DE CUOT#.S:
¥ .
’ DETALLE DE LOS PAGARES DETALLE DE LOS OOCUMENTOS QUE ACOMPANAN LA SOLICITUD
NUMERO : VALOR FECHA DE SUSCRIPCION FECHA VENCIMIENTO

pagarés
tabla de amortizacidn del descuento
identificacidn del sujeto dé crédito

copia del contrato de préstamo con el Banco Central

ESPACIO RESERVADO PARA EL BANCO CENTRAL

CALIFICADO PORA: VISTO BUENO DE:s APROBADO POR: REGISTRO DE CARTERA:

Firma Flrma Firma Firmy

Fechsy Fecha Fechsy Fecnhat




BANCO CELTRAL DEL ECUADOR
GERENCIA DE CREDITO Y VALORES

———
——— ey - -

FONDO FINANCIERO PARA LA VIVIENDA
IDENTIFICACION DEL SUJE’I'J DE CREDITO (BENEFICIARIO)

NOMBRE | CEDULA DE IDENTIDAD INGRESO FAMILIAR A | DIVIOERNOO LEASUAL THICIAL 8
|
! % B/A
PROVINCIA CIUDAD CANTON PARROQUIA SITIO HABITANTES
| .
BNTIOAD FINNCIERA INTERMEDIARIA - (EFI) | FECHA APROBACION  (EFI) 'GARANTIA VIVIENDA PRECIO DE VENTA
a : .
. . _ (a)
APORTE SUJETO DE CREDIiTO  h/a % MONTO DEL PRESTAMO  (a-b) APORTE DE LA E.F.I. d/c N
i (h) (c) (d)
VALOR DEL DESCUENTO (c-d) INTERES SUBPRESTAMO | PLAZO TASA DE INTERES OEL DESCUENTO :
i . .
i ' (e) % 1
i
! DESTINO DE LA INVERSION

SOLUCIOF HABITACIONAL NUEVA

}
ol

CONSTRUCCION EN LOTE PROPIO

MEJORAMIENTQ HABITACIONAL

LOTE CON SERVICLOS

FORM HG-007-004




CONTRATO DE PRCSTAMO
'DE FECHA DE DE 19

ENTRE

i
El Banco Central del Ecuador (BCE), en representacion del
Gobierno de la Replblica del Ecuador (el Gobierno) en virtud
del Contrato de Agencia Fiscal y Financiera celebrada entre el
Govierno y el BCE con fecha 22 de septiembre de 1986, por una
parte y la otra, '
la Entidad Financiera Intermediaria (EFl), (las Fartes).

ARTICULO 1: EL CONTRATO
Seccion 1.01l: Antecedentes y Propodsito

El de de 19 el BCE y el EFI suscribieron unj
Convenio Subsidiario en el cual se establec.eron las
condicion2s bajo cudles se operaran el BCE y la EFI con .
tespecto al Fondo Financiero para la Vivienda (FFV), el mismo
que se incorpora como referenci. al presente Contrato.

Este Contrato establece las condiciones bajo las cuales el BCE
conviene en descontar a la EFl documentos presentados a base de
Préstamos Elegibles a descontar con el FFV. !

Seccidén 1.02. Definiciones

Si no se definen de oira forma en el texto de este Contrato,
los términos utilizados en este Contrato tendran las mismas
definiciones de las del Convenio Subsidiario. :

Seccién 1.03 Integracion

Los documentos enumerados en la Seccion 4.08 del Convenio
Subsidiario, y sometidos al BCE con la solicitud de este
Descuento, forman parte de este Contrato,

ARTICOLO II: CARACTERISTICAS DEL DESCUENTO DEL FFV
Seccidon 2.01 Monto del Descuento

El monto de este Descuento del FFV es de S§/. '
correspondiente a Préstamos Elegibles presentados, con
un valor total de S/.

Forma parte de este contrato la ndémina de Préstamos Elegibles,
y queda convenido que los préstamos que por alguna
circunstancia se salieren del marco de elegibilidad deberadn set
sustituidos por otros Préstamos Elegibles, o en su defecto, la
EF] debera abonar el importe correspondiente al descuento de
los préstamos no elegibles.

Seccidén 2.02 Plazo del Descuento
El plazo del Descuento es de meses,

Seccidn- 2.03..-Tasa de.Interés . del.Descuento. ____ _ _ __ . _ . _ .
La tasa de intecés a cobrarse inicialmente es v anval sobre

saldos. Esta tasa de interés serd reajustada cada vez que

vence un periodo de pago del Descuento, siempre que durante el

periodo desde la Otlima fecha de pago, la Junta Monetaria

hubiera modificado la tasa de interés vigente para los

L5
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descuehtos del FFV. En caso de que durante el periodo se
hubiece producido mds de una variacion en la tasa de interés,
se apllicard la 0ltima decidida por la Junta Monctaria.

]
A su vez, la tasa de interés que cobrard la EFI a los
Bencficiarios podréd ser reajustada, observando el procedimiento
establecido por las Regulaciones de la Junta Monetarla y las
Resoluciones de la Superintendencia de Rancos, manteniéndose un
maximo de 5 puntos de margen entre la tasa de interés vigente
del Descuento y las tasas de interés de los Préstanos Elegibles
descontados.

Las tasas de interés del Descuento setan calculabas a base de
un ano de 360 dias sobre los saldos pendientes de pago.

Secidén 2.04 Forma de Pago del Descuento

La EFI pagard el Descuento recibido en esta fecha por medio de
cuotas semestrales consecutivas, debiendo pagar la primera
cuota el dia de de 19, de conformidad con la
tabla de amortizacion adjunta. La tabla de amortizacion sera
sustituida con una tabla actualizada cada vez que se modifique
la tasa de intecés vigente para el Descuento.

La EF] auvtoriza en forma expreca e irrtevocable al BCEL para que
sin necesidad de reauisito alguno, efectie los débitos
correspondientes a las obligaciones contraidas por la EFI en
trelacidén a este Descuento, con cargo a los fondos existentes en
la(s) cuenta(s) corriente(s) que la EFIl mantenga abierta(s) en
el BCE.

Si fuere del caso, la EFI suscribird pagarés a la orden el BCE,
sustituvibles semestralmente de otras, por la fraccidn de los
intereses que, por las caracteristicas del Descuento acordado,
se financian, a través de su capitalizacion.

L

Todo pago que, conforme a lo establecido en este Contrato,
debiera llevarse a cabo en un dia no hapbil, se entendera
vidlidamente efectuado el primer dia habil inmediato siguiente.

Ambas partes aceptan el presente Contrato en lo que a cada cual
concietne y lo suscriben en seflal de conformidad en la ciudad

de el dia y aho indicado al principio de este Contrato.
Banco Central del Ecuador Entidad Financiera Intermediaria
0253E
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ANNEX 3
Detailed listing of projects to be discounted by the
Financial Fund for Housing.
This is the mateFial from which Table 4 has been extracted:
Page 1l: corresponds to Category A.
Page 2: includes Category B, C and D
Page 3: the Category E, thrqugh project No. 16

Projects 17 through 35 are not included in ahy of the
categories in Table 4 '



PRIVATE SECTOR SHELTER SOLUTIONS PROSRAMMED FOR FINANCIMG UMDER THE FINANCIAL FUED FOR HQ'USINS MECHAN]SH ANNEX 3

02-Sep-88 PAGE 1
(Hose isprovesent prograss and shelter projeci» cospleted or nos under construction.)

TOTALS ———- > 7,210 P 6,394,835 5,772,844
NO.  INTERMEDIARY PROJECT PROJECT NANE DEVELOPER NO.  AVERAGE TOTAL AMT., 1  FFH DISCOUNT EXCH.
FINAMCE ENTITY  LOCATION SOLUTIONS LOAN  OF LOAMS  DISC. RATE.

) {sucres) (sucres) {sucres)

{(x1000)  (x1000) {x1000)

1 Mut, EI Oro Hachala Hose lcprovecent LoansMut. El Oro 27 300 8,100 1¢0.0 3,:M 150
2 Fin. Manabi Quito Hose laproveaent LoansCoop. Snfco de A. £50 148 125,800 97.0 122,026 150
3 Fin. Kanadi Portoviejo Home leprovement LoansCoop. 15 de Abril 207 105 95,235 97.0 92,378 150
4 L3 Previscra Quito Eden del Valle PILARES n 8@0 61,800 90.0 55,440 500
5 FILANBANCO buayaquil Los Rosales Const. FEDARCO 343 900 308,700 90.0 217,830 500
6 Mut. Guayaouil  Suayaguil Mcntebello I. PAVID - ETINAR 300 800 240,000 9¢.0 215,000 500
7 FILANBANCO Buayaquil Las Orquideas Incob. Amalig 695 1,200 234,000 90.0 750,600 500
B FILANBANCO Buayaquil  Las Orquideas Insch. Elenita 709 1,200 250,800 9c.0 765,720 500
9 FILANBANCO Buayaquil L3 J.guideas Agricola Acuarela 476 1,200 571,200 90.0 514,080 500
10 Mut. Guayaquil Suayagu:l  Las Orguideas foricola Acuarela 1,057 1,200 1,268,400 90.0 1,141,560 900
11 Mut. Buayaguil Buavaguil  Llas Crquideas Ineob. Esperanza 218 1,200 98,600 90.0 583,440 500
12 Beo. del Pacifico Manta Paola IIi J. Cevallos 3 700 23,800 95,0 22,610 500
13 Mut. Buayaruil  Guayaquil Montebello 11 FAVID - ETINAR 595 1,200 714,000 9.0 642,600 500
14 La Frevisora 6uayaquii  Ebanos lLos Yergeles) Douglas Maclitf 72 1,200 95,400 %0.0 71,760 500
15 Bco. del Progreso Hilagro Rosa Maria 1, Lister Andrace 250 900 225,000 90.0 202,500 500

12,583,640

9,437,730

FFH DISCOUNT HB6 PORTION

OF DISCOUNTS

{us$) {us$)
54,000 40,500
813,507 610,130
615,853 461,890
110,880 83,160
555,660 414,745
432,000 324,000
1,501,200 §.125,900
1,531,440 1,148,580
1,028,160 771,120
2,283,120 1,712,340
1,766,880 1,325,160
45,220 33,915
1,285,200 953,900
155,520 116,840
405,000 303,750



* RIS SECTOR SHELYER SOLUTIZAS FFOSARSTEL FOR §IMANCISS UNIEP 1€ FIGACIAL FUNP FCE POUSING "ECHANICY ANNEX 3
- PAGE 2
92-5e3-29

(hate that grivate develcpers, ia additicn to the IV (pedlicl, are also fimancieg their projects thrcogh Lhe dalinaa) Housing

101MS ——- 3 1,84 5,041,480 4,689, 440
0. INTENAEDIMRY - PROJECT | PROJECT MAE EEVELOPER 0. AVERAGE TOTIAL OF 1 FFH DISCOWNT EIOH
FINAZCE ENTITY  LOCATION SHUTING  LOAN s DISC. RATE
- . {sacres) (sucres) {sucres)
(21000)  (x1000) (21000}

iy lisora Yanzatza ) bl 20 1,050 20,000 90,0 18,000 500
2y facary Bacara | v 9 1,000 9,000 90.0 8,100 500
3ty Sealateo  Gaalaceo §§ m 71,000 7,000 90.0 §,300 500
(B ) Quito Torubasda Rajo bl 1,200 23,800 90.0 5,920 500
S KV Sto. DoaingoRosales 11 v 16 1,000 16,000 90.0 14,400 SO0
(% 1) Gaaranda  los Trigales N 143 1,000 143,000 90.0 128,700 50
7089 Loja Los Geranios Pl 238 1,000 218,00¢ 90.0 214,200 00
8 3tV Qito Les Ances - I 83 1,200 75,800 9¢.0 $8,040 300
LN 3] Oavalo Les Lagos Pl 13 1,09 13,000 $0.0 11,700 500
10 BEV Jipijapa  Madarita Ponce bl 148 1,000 142,000 90.0 132,200 500
1) 8€¢ Saavaguil  Esteros 111 e’ 102 1,200 122,400 90.0 116,180 500
15 €V Talcan Fence Enriguer P14] 175 1,000 125,000 99.0 112,50 560
16 0EY Latacenga  Las Foeates n 1,000 21,000 Q0.0 18,900 $%0
17 Bty Latacenga  Los Nevales n €@ 1,m 42,000 90.0 37,800 500
16 PRV Caenca fosque Mosay w ®r 1,000 499,000 90.0 440,100 500

19 ¥ Portoviejo Llos Tasarindns JII1D v M 1,000 §4,000 90.0 86,600 S
20 3KV £) Careen  Alenas 1] Pl 82 1,00 £2,000 0.0 55,800 500
2 ny Catceta Cacilo Prrce v 159 1,000 159,000 20.0 143,100 500
po i 13) Marcelino M Urdan infrastructure SAISC 1,000 100 109,009 100.0 100,000 SN
3 Ky Farcelino B Los Paraues SaIsC 200 1,000 200,000 9.0 120,000 500
20 5tV Lojs Coop. Union Lojana  C[oop Union Lojass 192 $00 115,200 95.0 109,480 500
5 Y Sto. Deeirgelacs Brisas / ColoradeC.Brisas/CaleraZo 29% 9 118,400 102.0 118,400 500
26 2tV Sto. feziegalssa. Chiguilpe Coo;. (hasuilpe % 49 45,080 109.0 45,080 5S¢0
7 Ky Quereto Lzs Angelss Eduarco Falla 14 1,00 134,000 %.C 120,820 5N
2y Esseraldas Urban. Sidaditatl SINASITAL M6 1,000 296,000 90.0 26,400 3500
29 Hv Cuito Coop. E)eccato Kac.  Coop. Esercate W, 30 1,200 1,020,900 90.0 918,000 300
30 BEV Varioss Hose leprovesent LoansSEY 3,009 400 1,200,000 100.0 1,200,000 590

Dank (REV).)

9,378,080

FFH BISCOUNT

(ys$)

35,000
16,200
12,800
51,800
28,800
257,400
428,400
13¢,080
23,400
265,400
220,320
725,000

© 7,800
75,600
880,200
169,200
111,800
785,200
200.000
360,000
218,880
235,800
90.180
24,20
532,800
1,836,000
2,400,000

7,004,180

5 PORTION
0 DISCOUN]
(us$)

77,00
12,150
9,450
38,820
21,600
193,050
321,30
102,080
17,55
199,800
145,240
168,720
8,740
55,700
650,150
126,900
83,760
214,450
150,000
270,000
164,180
177,800
67.820
180,900
199,600
1,377,000
1,800,000



FRIVAIE SECTOR SYSLIER SOLUTIONS PROGRAICEE FOR FINAXTING UMEER THE FINAKCIAL FLRD FOR HOUSING SECHANISA

ANNEX 3

PAGCE 3
02-Sep-38
{Frojects, with 1238 asd desigas, seirisy comstraction stage)
10IMS ————-)) 10,728 10,944,800 9,902,315
xC. INTEPXERIARY PROJECT " PROJECT NASE JEVELOPER W0, AVERREE TOTAL ant, 1 FFH DISCOUNT EICH
FIMARCE EX1ITY  LOCATION SLUTIONS L0AR  OF LOANS BISC. RAIE
{sucres) ({sceres) (sucres)
11000 11000 11000
1 Rat, Remaleazsr  GQuilo Bueravestura S1pC0 1,900 1,100 2,080,000 90.0 1,EEi,CO0 500
2 L2 Mrevisora Gusyaquil  Polsolgqui (Ctro Via)) Constractora LPY 4,780 §,100 1,953,000 90.0 1,742,200 500
3 uito Cé. Satelite de! Sur E. Carvaja) 4 K. 1,012 1,100 1,773,200 §9.0 1,595,880 00
4 Mot. Frev, y Seq. Buayauil La Providencia RLFORT (Loayza) 1,200 1,100 1,220,000 .0 1,188,000 500
3 Mat. Budyagail  Guayaquil nat. Goayageil 800 1,100 230,000 §0.0 192,000 520
b FINANSA Guayaguil  Poatetarlo §.Velazca/F INANSA e 1,100 859,009 92.0 394,000 500
7 Aot. Baayagui!  Soayaquil  Maatedello 11 PAVID - ETINAR 595 1,160 854,500 90.0 589,050 SO0
8 Fin, Mdes Quito Eden de) Vallo 1l Viviendpular SO0 100 30,000 90.0 495,000 SO¢
9 fanta Pasla Iv J. Cevallos 3s 900 283,5¢¢ 90.0 255,150 500
10 Bzo. e Frestasas Quito San Jose Casares 300 500 252,000 95.0 237,500 00
1 L2 M2 L2 una Earique Chicaiza 180 1,100 178,000 9C.0 158,400 5%
12 fin, AnZes Quite Eden ce) Valte 11 Vivienpapular 52 <00 12¢ €0y 95.0 115,706 %0
13 Mot. ledabura tbarra Petensa Civil PILARES 200 seo 100,002 §5.0 95,090 500
14 %o. del Pacifice Cusdaya Coop. CEPE Cosp. CEPE 190 150 85,500 95.0 81,225 SO0
1S Fin, Mamabi Latacungs  Asoc. Prof. Vasconer Asoc. P. Vasconer 103 o1} 41,200 100.0 4,200 500
16 Bot. £l Oro Pachala Frismavera Carlos Bellc 21 900 16,900 92.0 17,01¢ 500
PPOJECTS WITH LAND 1M EARLY STAEES OF CEVELOCRMENT (M1 INMLLUDED 1N THE TOTALS OF THIS TARLE)

17 Xito €1 Razcho Wada / fosas 1,000 1,100 1,100,000 0.0 990,090 500
18 Loy Coop. Pid Jarasille L. Fic Jarazillo pe 9 9.0 0 500
19 La Previsora Seite £l Balcen a2alc Ficserca 0 L 260,009 0.0 £91,000 M
0 Tansupa Cled Fazifica Clct Fazafaco bl ¢ %0.0 [
2 Lataccege  Asoc. Rasen Barde fsoc. Razda Earba 82 0 %0.0 [ -1
2 ke, kiaay Gusraguil  los Posales {1 Coust, FEDARSD 1,100 0 %0.C 0 500
3 Loja Ceop. 8 ¢ Lacaestre C. B de Drzresre 130 0 92.0 [
n Feotovie)d Cesar Acroys 19 0 92.0 9 5%
22 Bco. hzazoass Baavaguil  Cicas ce Sasanes Cesy. Fa: y hesr 1,100 0 90.9 0 500
n Qoito Caupichs Eruza UK 4,000 ¢ %0.9 [ -1
ri4 to. Leminoe®rey. Podas Fzo. Mestoso RO by ] 0 %.0 0
3 Latacmea Loz, LE oy, E o ¢ .0 0 Se0
ks Esoeralcar L2 fleidy Niltes Esteecnan 28 0 9.0 0 500
L] Stz. Baziascias Antunias 1oy Bazdazh 2.8% 0 %0.0 [
31 Kot. Bemaltazar  Gumito C. Lucng Ze In: ®llres s 0 9.0 0
1 tate Safcs. de #ais del Sor Cifuestes L. 1.100 0 0.0 e 30
33 La Previsora fazala Pachala ) It «Q 900 12,000 %0.¢ 68,800 500
34 Fia, Manmati Latatonga  facc. Vascener Cowi ool 7eszener (L t0¢ 0 °5.0 0 3N
3 Cuite bsale: Ssara: 200 1100 2.0 .0 10 0 300

19,800,830 14,853,473

FFH DISTOUNT M6 FORTIOH

D1SCOUT

(ss$} ().
1,082,000 2,821,500
3,526,400 2,441,300
3,191,780 2,393,820
2,376,000 1,782,000
1,584,000 1,188,000
1,188,000 891,000
1,178,100 983,575
$30,000 142,500
510,300 182,15
475,000 158,750
316,800 237,400
219.400 179,550
190,000 142,500
182,450 121,938
82,400 41,800
34,020 25,315
1,989,000 1,485,000
° o
1,762,000 1,338,%9
0 0
0 0
¢ 0
0 0
0 0
0 0
0 []
[ 0
0 0
0 0
0 0
[ [
0 °
129,400 97,200
0 J
398,000 297,820
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ANNEX 4

The attached tables reflect project discounts from the
Financial Fund for Housing. These tables show disbursements of
both the US$30 million currently authorized for projects now in
process as well as the supplemental US$10 million for municipal
infrastructure upgrading initiatives.

These disbursements ; rojections are also represented on a
compound graph which indicates the value of the shelter
finance, the total activity of the Financial Fund for Housing,
and the use of the HG loan resources.

%

-



ANNEX 4

RESOURCE PROJECTIOMS FOR FFH MECHARISM
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ANNEX 4

PROJECTED DISCOUNTS FROM THE FFH AND PORTION JUSTIFYING HG-007 DISBURSEMENTS (Phase 1./ $ 30 aillion)

Totales > 14,778,748

DATE  PRIVATE SECTOR
FFH DISCOUNTS
{Sucres x1000)

08/88
230,670

185,850

312,283

286,192

01/89 343,202
424,487

330,685

04/89 303,214
337,928

375,223

07/89 343,983
488, 54¢

420,000

10/89 424,200
428,44

432,726

01/90 437,054
142

445,838

04/90 450,297
459,303

468,489

07/90 477,859
497,414

. 192,290
10/90 497,213
502,185

507,207

01/93 512,215
517,402

522,576

04/91 527,801
§13,079

538,410

07/91 273,001

4,621,252

JNV/BEY
FFH DISCOUNTS
{Sucres x1000)

90,000

93,400
97,344
101,238
105,287
109,499
113,879
118,434
123,171
128,098
131,941
135,899
139,976
144,175
148,501
152,95¢
157,544
182,271
167,139
172,153
175,596
179,106
182,690
186,344
186,344
186,344
186,344
186,344
186,344
186,344
186,344

19,400,000

TOTAL
DISCOUNTS
{Sucres 11000}

230,670
185,850
312,283
286,192
433,202
518,087
428,029
404,452
443,215
484,722
477,862
406,974
543,171
552,298
560,383
568,626
577,030
585,600
594,39
603,253
816,847
620,760
544,998
659,569
567,886
876,321
684,875
$93,55!
498,623
703,746
708,920
714,145
719,424
724,754
459,345

EXCH
RATE

500
500
500
300
500
500
500
509
500
500
500
500
500
300
500
300
500
509
500
500
500
500
500
500
500
500
500
500
500
500
500
50
<00
500
500

38,800,000

FFH
DISCOUNTS
{uss)

461,340
371,700
624,566
512,384
866,404
1,036,174
856,058
808,904
886,431
969,444
95€, 721
1,213,948
1,086,342
1,104,5%
1,120,76¢
1,127,251
1,154,060
1,171,199
1,188,67¢
1,206,505
I,

H5 PORTION
DISCOUNTS
{US$)

346,005
218,775
448,425
429,268
649,803
177,13
642,044
608,678
664,823
727,083
716,793
910,451
814,757
828, 447
840,575
852,938
865,545
878, 40¢
89!, 50¢
904,87¢
025,27
945,130
967,43
989,35
1,001,82¢
1,014,48!
1,027,531
1,040,32¢

689,018

HE PORTION
ACCUMNULATED
{uss)

900,000
1,246,005
1,524,786
1,993,205
2,422,493
3,072,29¢
3,849,428
4,451 ,47¢
3,092,147
5,762,970
L,490,053
7,206,845
8,117,306
2,932,063
9,764,580

19,501,084
11,454,023
17,3:9,568
13,197,967
14,089,476
14,994,355
15,919,626
15,845,745
17,833,282
18,822,615
19,824,444
20,838,926
21,866,238
22,906,565
23,954,499
25,010,118
26,073,497
27,144,716
28,223,851
29,310,982
30,000,000

ESTINATED
VALUE OF
SHELTER
(Accus. )

{US$)

1,568,000
2,170,355
2,657,282
3,475,464
4,225,267
5,360,276
£,717,664
7,839,100
8,898,764
10,059,9€8
11,329,959
12,581,956
14,172,228
15,595,336
17,042,357
12.510,56!
20,000,360
21,512,178
23,046,450
24,403,618
26,184,140
27,800,280
29,452,870

31,142,764

12,870,834
34,620,498
36,392,457
18,187,030
40,004,123
41,834,525
43,678,319
45,535,709
47,406,770

49,291,859

51,196,516
57,394,000
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PROJECTED DISCOUNTS FRON THE FFR AND FORTION JUSTIFYING HS-007 DISPURSEMENTS (Fhase 11./ ¢ 10

Totales )

2,818,125

DATE  FFH DISCOUNTS

FOR WAJER

{Sucres x1009)

08/e8

01/89
04/89
01789

.
1018y
el/9¢
04790
07/90
10/90
01/9
04/9{

07/91

149,175
196,313
209,363
209,363
209, 363
209,363
209,363
209,383
209,283
209,183
209,153
50,189
47,138
47,138
15,773
TR
43,021
4,730
10,479
39,254
38,088
36,944
35,835
34,780
33,718

2,181,874

FFH DISCOUNTS
FOR ccpep
{Sucre: 11009)

0
77,175
17,175

189,875
189,875
1£9,875
169,875
92,700
92,700
92,70¢
92,700
92,700
92,700
88,045
B3, 462
19,419
15,595
71,129
£2,143
84,735
£1,499
2,424
55,503
52,728
32,352

5,000,000

T0TAL FFH
DISLCUNTS
{Sucres x1000)

"o o oooocoomS>o

149,17

176,238
373,238
379,238
302,083
302,063
302,063
302,063
152,098
139,838
125,201
129,383
121,930
118,52
113,459
108,622
104,000

97,585

95,1¢9

01,338

87,488

86,070

EICH
ReIE

9.9%2,999

FFH
pisceunys
{uct)

© DO ODO DS H

(n
298,350
<4¢,975
£73,073
768,475
758 475
158,475
758,473
808,173
£04, 133
804,125
£04.175
105,375
279,475
370,495
e 70
247,10
217,032
225,329
27,243
202,000
169,174
136,738
182,437
178,97

132,43

HS PCRTIQN
prefgoune
(Lst)

PO OO

(= — N — - -

298,150
544,975
71,078
730,473
1R, 478
700,875
138,473
804,129
£04.122
504,128
£04,123
308,779
AN
270,408
750 170
25077
257,88
217,052
2qE.92¢
217,282
T, 000
193,474
139,77¢

102,557

HE FORTION

ALTRINVLATED
sy

(I

0

(n

0

(l

@

0

0

0

¢

e

238,380

245,35

1,418,400
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ANNEX 5

Relevant correspondence of institutions participating in
the Financial Fund for Housing Program:
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OFICI0-88-196-GFXI- 5 9 8 9

Quito, a 13 SETQBBB

seeeee

Senor

Frank Almaguer,

DIRECTOR DE LA AGENCIA INTERNACIONAL
PARA EL DESARROLLO (USAID)

Ciudad.

.
A}

Senor Director:

Ante una carta-solicitud del sefior Rodrigo Paz Delgado, Alcalde de
San Francisco de Quito, de que el Banco de Desarrollo del Ecuador
podria servir de intermediario financiero para la utilizacidén del
Fondo Financiero para la Vivienda que la AID mentiene en el Banco
Central del Ecuador hasta por 150 millones de fucres, con el obje-
to de proporcionav agua potable a los barrios ‘narginales de Quito,
el ex-Gerente del BEDE aceptd dicha intermediacién, decisidn trans
mitida mediante Oficio No. 88-160-GFI-~5225, de 1° de agosto de -
1988, dirigido al sefior Alcalde de Quito.

Este particular lo comunicé también al sefior Gerente General del
Banco Central, ya gue esta Institucidén administra el Fondo Finan-
ciero para la Vivienda de la AID, conforme a la Requlacién de Jun-
ta Monetaria No. 364-86 de 17 ‘de julio de 1986, a la vez que le so
licitd copias del Convenio de préstano entre el Gobierno del Ecua-
dor y la Agencia Internacional para el Desarrollo, AID-007, y del
Convenio Subsidiario del Banco Central con las entidades financie-
ras intermediarias nacionales.

El sefior Gerente de Crédito y Valores del Baico Central del Ecuador,
con Oficio No. GCV-974 de 7 de septiembre de 1988, dirigido al BEDE,

remite los documentos solicitados Y manifiesta que: "de acuerdo a
los respectivos Convenios y a la Regulacidn de Junta Monetaria No.
364-86, es factible utilizar estos recursos para los fines propues-
tos por la Municipalidad, en cuyo caso el BEDE pudiera intervenir -

como entidad financiera intermediaria, asumiendo la deuda con el Ban

co Central del Ecuador’.

El sefior Ing. Alejandro Pinto, Alcalde Encargado de San Francisco de
Quito, mediante Oficio No. 1679, de 6 de Septiembre de 1988, ratifi

ca la solicitud anterior del sefior Alcalde titular, solicitando 1la

f— . .- - - R Yy N R U Pma - R R R R
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intermediacidn del BEDE ante el Banco Central para la utilizacidn de
los Fondos Financieros para la Vivienda de AID para varios proyectos
en barrios marginales que alcanzarfan hasta 10 millones de ddlares,
incluyendo 8.5 millones de ddlares para agua potable y 1.5 millones
para alcantarillado, por lo que los prestatarios de los fondos serian
1.5 Smpresas Municipales de Agua Potable y Alcantarillado con la ga-
rantia del I. Municipio de Quito.

Al respecto, mediante el presente, deseo manifestar a usted que, habiqg
do sido aceptada la intermediacidn financiera del BEDE por parte del
Bancc Central como se deja indicado, este Banco esti dispuesto a ser-
vir de intermediario financiers para la utilizacidn de los Fondos Fi-
nancieros para la Vivienda, que mantiene la AID en el Banco Central,
paka la ejecucidn de los proyectos de agua potable y alcantarillado -
en barrios marginales de la ciudad de Quito, porque constituyen la in
fraestructura indispensabie para la vivienda Y porque son provectos -
prioritarios para el financiamiento por parte del BEDE. Esta interme
diacién podria eventualmente ampliarse en favor de proyectos de otros
municipios interesados.

De usted atentamente,

/
Econ. Eduardo Valencia Vdsquez,
GERENTE GENERAL.

<
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Calle Garcia Moreno No, 887
QUITO - ECUADOR

QUITO, A_ 6. DE  Se ntiembre oo DE 1988,
ASUNTO:
Seiflores _
AGENCIA INTERNACIONAL DE DESARROLLO (A.I.D.)
Presente.~

Estimados Seifiores:

Z1 grupo de obras de canalizacidén a realizarse en los diferen
tes barrios de juito y que han sido puestas a consideracibn -
de ustedes para una posible linea de crédito, tiene objetivos
precisos propios de su caracter social y técnico como son: --
prevensién de enfernmeicdes, mejorar las condiciones higiéncias,
propender el desarrollo socio econdmico y cultural de la pobla
cién. Las redes estarin instalague en los ejes de las calles,
sin causar ningin perjuicio a sus habitantes ¥y mas bien faeili
tar las conexiones domiciliarias. Todo lo cual nos peraite --

afirmar que las obras no cambiarin ni alteraran la ecologia de

la zona,
Atentamente,
!
Ing. Jul varez T.

GERINTE DIRWRCTOR TECNICO

JPN/mev.
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I. MUNICIPALIDAD DE QUITO
ALCALDIA

Cm—

El Ecuador ha sido, es.
y serd Pafs Amazénico.

ASUNTO:

Sr. Lcdo.

José Morillo Battle
GERENTE GENERAI '
BANCO CENTRAL DEL ECUADOR
Presente. -~

]

De mis consideraciones:

Me es grato remitir, anexo a la presente, una copia de
la comunicacidén No. 1679 de septiembre 6 del presente
aflo, dirigida al sefior Gerente General del BEDE, expo
niendo una posible operacidn entre las Empresas Munici
pPales de Agua Potable Y Alcantarillado y el BEDE, éste
dltimo en calidad de intermediario de Fondos Financie-
ros para la Vivienda.

La intencidén de esta I. Municipalidad y de AID seria -
la posibilidad de usar fondos hasta por US $.10 millo
nes a ser destinados a obras de agua potable y al-
cantarillado en barrios marginales de la ciudad de -
Quito. Los recursos a Ser ocupados serian adicionales
a los que actualmente cuenta el Banco Central con -
Largo a Fondos Financieros para la Vivienda.

Por la atencidn que se digne conceder a la presente, -
lo saludo y suscribo,

Muy atentamente,

. Alejandro Pinto . _
ALCALDE ENCARGADO DE SAN PRANCISCO DE QUITO

€C.c. Lindsay Elmendorf, AID

Dr. Ramiro Viteri G., Asesor en Relaciones Inter
naciorales. -



I. MUNICIPALIDAD DE QUITO
ALCALDIA

P————

El Ecuador ha sido, es
Y serd Pafs Amazdénico.

ASUNTO’

Sr. Econ.
Eduardo Valencia

GERENTF GENERAL

BANCO DE DESARROLLO DEL ECUADOR
Presente.-

Sefilor Gerente General:

presada en comunicacidn No.88-160-GFI-5225 de Agosto 1°
del afio que decurre; en los préximos dias se presentard
a su digna consideracidn Y pPor su intermedio a la del
Banco Central del Ecuador, una propuesta de financia-
miento para obras de alcantarillado y agua potable en -

barrios marginales de la ciudad de Quito.

La propuesta, con sus respectivos estudios y planes de
financiamiento, se ajustard a los siguientes pardmetros:

l.- oOrigen de los recursos: Fondos Financieros para -
la Vivienda, recursos AID que se administran por
parte del Banco Central del Ecuador.

2.- Entidad financiera intermediaria: Banco de Desa
rrollo del Ecuador. Existe aceptacién del BEDE;-=
resta por confirmarse la aceptacién del Banco Cen-
tral del Ecuador. ‘

3.~ Monto de los recursos a utilizarse: US $.10 millo
nes: US $.1.5 millones para Alcantarillado y =
US $.8.5 millones para Agua Potable.

4.~ PForma de utilizacidn de los recursos: lineas de -
crédito. :

S.- Prestatarios; Empresas Municipales de Agua Pota-
ble y Alcantarillado, con 1la garantia del I. Muni-

cipio de Quito.
N W
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I. MUNICIPALIDAD DE QUITO
ALCALDIA
El Ecuador ha sido, es
y serd Pafs Amazdnico. o
ASUNTO" - -P&dg. II

6.~ Caracteristicas del financiamiento: plazo, tasa
de interés, comisiones, a determinarse.

Con estos antecedentes Y, una vez que contemos con la
- aceptacidon del Banco Central del Ecuador en el senti~-
do de que el BEDE constituye intermediario financiero
elegible para el uso de recursos con cargo a los Fon
dos Financieros para la Vivienda, concretaremos ante

el BEDE la operacidén antes referida.

Cabe sefialar que, el uso de recursos del modo antes -
indicado, no significari que esta I. Municipalidad vy
Sus Empresas estardn usando fondos propios que puede
ccmprometer el BEDE hacia esta Enticad Edilicia; sino
recursos que el BEDE tan solo los intermediaria sin -
afectar por tanto futuras operaciones que puedan con-
certarse con el BEDE.
.

Por otra parte, el posible nso de US $.10 millones en
las operaciones referidas no afectard el uso alterna-
tivo que el Banco Central pueda otorgar a los recur-
Sos AID que administra a través del mecanismo de Fon
dos Financieros para la Vivienda, pues el seflalado -
organismo internacional obtendria para el efecto una
disposicidn adicional de fondos.

Por la atencidén qu- se digne otorgar a la presente, -
le agradezco y, suscribo,

Muy atentamern®e,

7

@ <.

Ing. Alejandro Pinto
ALCALDE ENCARGADO DE SAN PRANCISCO DE QUITO

C.c. Lcdo. Jaime Morillo B., Gerente General Banco -
Central del Ecuador.
Sr. Lindsay Elmendorf, AID.

Dr. Rainiro Viteri G., Asesor en Relaciones In-
ternacionales. ‘

e
Gerente Empresa Agua Potable §YS

’,
2

Gerente Empresa Alcantariliado
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ALCALDIA
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El Ecuador ha sidv, es
y serd Pafs Amazénico.

ASUNTO:

Sr. Lcdo.

José Morillo Battle
GERENTE GENERAL

BANCO CENTRAL DEL ECUADOR
Presente. -~

De mis consideraciones:

Me es grato remitir, anexo a la presents,
la comunicacidén No. 1679 de septiembre 6

afio, dirigida al sefior Gerente General de
niendo una posible operacidén entre las Tmp
pPales de Agqua Potable Y Alcantarillado y e
Cltimo er calidad de intermediario de Fond

ros para la Vivienda.

una copia de
del presente
1 BEDE, expo
resas Municl
1l BEDE, éste
os Financie-

La intencién de esta I. Municipalidad y de AID seria -
la posibilidad de usar fondos hasta por US $.10 millo
nes a ser destinados a obras de agua potable y al-
cantarillado en barrios marginales de la ciudad de -
Quito. Los recursos a ser ocupados serian adicionales

a los que actualmente cuenta el Banco Central
cargo a Fondos Financieros para la Vivienda.

con -~

Por la atencidén que se digne conceder a la presente, -

lo saludo y suscribo,

Muy atentamente,

« Alejandro Pinto

ALCALDE ENCARGADO DE SAN PRANCISCO DE QUITO

€.c. Lindsay Elmenuosrf, AID

Dr. Ramiro Viteri G., Asesor en Relaciones“rntqgg-‘

nacionales.

Oy
-
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SET. 6 1988
QUITO, A.......DE DE 188.....,

I. MUNICIPALIDAD DE QUITO
ALCALDIA

£l Ecuador ha- sido, es
Y serd Pafs Amsazdnico.

ASUNTO"

Sr. Econ.

Eduardo Valencia

GERENTE GENERAL

BANCO DE DESARROLLO DEL ECUADOR
Presente.~

Sefior Gerente General:

Y que fuera objeto de aceptacion por parte del BEDE ex-
Presada en comunicacidén No.88-160-GFI~5225 de Agosto 1°
del afioc que decurre; en los préoximos dias se presentard
a su digna consideracidn Y Por su intermedio a la del
Banco Central del Ecuador, una propuesta de financia-
miento para obras de alcantarillado Y agua potable en -
barrios marginales de la ciudad de Quito.

La propuesta, con sus respectivos estudios y planes de
financiamiento, se ajustard a los siguientes pardmetros

l.- origen de los recursos: Fondos Pinancieros para -
la Vivienda, recursos AID que se administran por
parte del Banco Central del Ecuador.

2.- Entidad financiera intermediaria: Banco Je Desa
rrollo del Ecuador. Existe aceptacién del BEDE;-
resta por confirmarse la aceptacidén del Banco Cen-
tral del Ecuador. :

3.~ Monto de los recursos a utilizarse: US $.10 millo
nes: US $.1.5 millones para Alcantarillado y =
US $.8.5 millones para Agua Potable.

4.~ Forma de utilizacidn de los recursos: lineas de -
crédito. :

5.~ Prestatarios: Empresas Municipales de 'Agua Pota-

ble y Alcantarillado, con la garantia del I. Muni-
cipio de Quito. '

'/././'

g
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6.- Caracteristicas del financiamisnto: plazo, tasa
de interés, comisiones, a determinarse.

Con estos antecedentes y, una vez que contemos con la
aceptacidn del Banco Central del Ecuador en el senti-
do de que el BEDE constituye intermediario financiero
elegible para el uso de recursos con cargo a los Fon
dos Financieros para la Vivienda, concretaremos ante
el BEDE la operacidn antes referida.

Cabe seflalar que, el uso de recursos del modo antes -
indicado, no significard que esta I. Municipalidad vy
sus Empresas estaxdn usando fondos propios que puede
comprometer el BEDE hacia esta Entidad Edilicia; sino
recursos que el BEDE tan solo los intermediaria sin -
afectar por tanto futuras operaciones que puedan con-

‘certarse con el BEDE.

Por otra parte, el posible uso de US $.10 millones en
las operaciones referidas no afectari el uso alterna-
tivo que el Banco Central pueda otorgar a los recur-
sos AID que administra a través del mecanismo de Fon
dos Financie..s para la Vivienda, pues el seflalado -~
organismo internacional obtendria para el efecto una
disposicién adicional de fondos.

Por la atencidn que se digne otorgar a la presente, -
le agradezco y, suscribo, ’

Muy atentamenta,

Ing. Mejandro Pinto
ALCALDE ENCARGADO DE SAN FRANCISCO DE QUITO .

c.c. Lecdo. Jaime Morillo B., Gerente General Banco -
Central del Ecuador.
Sr. Lindsay Elmendorf, AID.

Dr. Ramiro Viteri G., Asesor en Relaciones In-
ternacionales. o

Gerente Empresa Agua Potable - T
Gerente Empresa Alcantarillado



ANNEX 6

Schedule of activities planned by EMAP-Q and EMA for
provision of basic infrastructure to informal neighborhoods.
This information is summarized in tables 6 and 7 in the text of
this document.
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ANNEX 6
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ANNEX 7

Worksheet to determine affordability proposed project
activities for beneficiary families. This form is a print-out
of a simple computer program which facilitates assessment of
the affordability of propused improvement programs under

different assumptions of cost, sharing, and other variables.
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ANALYSIS OF PROSRAN’S BASIC FINANCIAL FEASIBILITY (PROJECY LEVEL)

Mater system installation cost per beneficiary fasily S/ 110,000 ' f

Portion of installation cost paid with beneficiary's savings (downpat.) 10.00 I - B
Arount of Beneficiary's downpayaent to EMAP S/ . 11,000 C=Ash
Water systee installation cost to be financed by loan froa BEDE to EMAP §/ . 99,000 D=A-C
Portion of BEDE financing to be recovered from EMAP loan to beneficiary 100,00 1 E !
Arount of EMAP foan to beneficiary . S/ © 99,000 FzDaf
Aaount of BEDE loan to be recovered through EMAP tari$f increases S/ ! 0 6=D-f

Characteristics of EMAP loan to beneficiary:

Ters 10 years
Annual interest rate S0 Y
. Paysent escalation rate . 9.0 Y per yr.

Loan to paysent factor 65.90025 H

Nonthly payaent (year 1) S/ 1,502 1=F/H
Estivated EMAP piped water consueption rate of beneficiary 10.00 M3/konth )
Cost of EMP” piped water 5/ 21.00 per M3 K
Estimates cost of beneficiary’'s ENAP piped water consupption S/ 840 L=J#
Total sonthly payaents of beneficiary (EMAP Joan + consuaption) S/ 2,342 H=14L
Current water consueption rate of beneficiary .3 Ml/aonth M
Cost of current water supply of benefitiary .S/ 750 per K3 0
Current cost of beneticiary’s sonthly water consusption S/ 3,375 P=h10
lanediate monthiy savings to beneficiary as result of Progras service S/ 1,033 0=F-H
Total nusber of Jots to be served by the Prograa - 21,408 ) R
Total Prigrae financing to be recovered through EMAP tariff increases S/ 0 S=64R

Characteristics of loan provided to ENAP by BEDE:

Ters 10. years

Annual interest rate 20,00 1

Paysent escalation rate ' 9.00 X per yr,

Loan to paysent factor 68,59789 1

Monthly income required to Pay *taritfs® portion of BEDE/EMAP loan §/ 6 - Ussn
Total aonthly sales of water by EMAP (including ENAP/FFH Progran) 4,204,480 M3 v
Current average price of EMAP water supply to consusers 5/ 25,00 per 3 L

Increase in tariffs required to cover ENAP portion of Pro;ral financing S/ 0.00 per #3 XtS/V"
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ANALYSIS OF PROBRAN'S BASIC FINANCIAL FEASIBILITY (P.3 3CT LEVEL)

Water systes installation cost per beneficiary fasily S/
Portion of installation cost paid with beneticiary's savings (downpat.)
Asount of Beneficiary's downpayaent to EMAP S/

Water systea installation cost to be financed by loan fros BEDE to EMAP S/

Portion of BEDE financing to be recovered fros EMAP loan to benetficiary
Asount of EMAP loan to beneficiary S/
Aoount of BEDE loan to be recovered through EMAP tari$f increases S/

Characteristics of ENAP loan to beneficiary:
Tera A
Annual interest rate
Paysent escalation rate
Loan to paysent factor
Nonthly paysent (year 1) S/

Estimated MAP piped water consusption rate of beneficiary

Cost of EMAP piped water 5/
Esticated cost of beneficiary's ENAP piped water consusption S/
Total sonthly payments of beneficiary (EMAP loan + consusption) S/

Current water consuaption rate of beneficiary

Cost of current water supply of beneficiary S/
Current cost of beneficiary's nonthly water consusption .St
lnsediate sonthly savings to beneficiary as result of Pruqril service §/

Total nuaber of lots to be served by the Progras
Total Progran financing to be recovered through ENAP tarif$ increases S/

Characteristics of loan provided to EMAP by BEDE:
Tera
Annual interest rate
Paysent escalation rate
Loan to payeent factor
Nonthly income required to pay *tariffs* portion of BEDE/ENAP 1oan S/

Total sonthly sales of water by ENAP {including ENAP/FFH Prograa)
Current average price of EMAP water supply to consusers S/

Increase in tariffs required to cover ENAP portion of Progras financing S/

110,000
10.00
11,000
99,000

5000
49,500
49,500

10

21.0
9.0
65.90025
151

40.00
21,00

840
1,591

450

750
3,375
1,784

21,408
1,059,596,000

19

20,00
'9.00
88.59789
15,447,939

4,404,480
5.0

3.5

years

1 per yr,

N3/aonth
per 113

t3/aonth
per M3

years

1 per yr,

per N3

per K3

5:=64R

U=S/1

1:8/y
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ANNEX 8

REQUEST FOR CATEGORICAL EXCLUSION




ANNEX 8

ENVIRONMENTAL THRESHOLD DECISIQN

Project Location : Ecuador

Project Title and Number + National Shelter Delivery System Program,
518-HG-007

Funding: : $40,000,000 (L), $1,000,000 (G)

Life of Project 7 years

Request Prepared by Jane Stanley, USAID/Ecuadcr

Recommended Threshold Decision : Categorical Exclusion

Bureau Threshold Decision:s :

Signedzgu@haﬁw

Frank Almagxier
Mission Djfecto

Date : SE-/) /, "¢

Approved:

James S. Hester
Chief Environmental Officer
Bureau for Latin America
and the Caribbean

Date
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A.

NATJONAL SHELTER DELIVERY SYSTE!4 PROGRAM

518-HG-007

Description of Program

The National Shelter Delivery System Program was designed to incvease the
supply of low-incane housing and other shelter services by assisting the
GOE to irplement the shelter component of its National Development
Program. This program was initiated in 1984 and the first $30 million in
Housing Guaranty (HG) authority provided under this program was targeted
at providing low cost housing and home improvenent loans to low income
families. This $10 million amendment to the HG authority will guaranty
‘he financing of other shelter services, in particular, water and sewerage
scrvices.

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 fram the Central Rank's Financial Fund
for Bousing (FFiI). The {TH's loan funds are comrised 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 fram BECE. BEDE will recuperate funds from
municipclities, who will in tum 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 Envirommental Impacts/Plans for Mitigation

vhile 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 involving expansions of water
supply distribution systems take into account the adequacy of sewage
disposal systems in the project area and ensure that necessary
improvenents to the sewage disposal cystem are completed concurrently
with the new water distribution system.

- 'The scarcity of water in both Quito and Guayaquil. While both cities

are undertaking large projects to expand their source of supply,

assurancecs must be made that there is adecuate water for system

expansion. One way to avoid this problem is to schedule construction

in neighborhoods tha* already have separate sources of water supply,

such as nearby springs, earlier in the program as is proposed in

Quito. (1ln this case we wouid need to confirm that the water is

potable). [‘/
/



- The capacity of mnicipal sewerage collection system to handle the
additiomal 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 BFDE with assistance to set up
and implement improved environmental assossment criteria and procedures.
The Mission will assess BZDE's procedures prior to amending the
Implementation Agrcement for this additional $10 million in HG authority,

Justification for Categorical Exclusion

Section 216.2 (c) (ii) of AID's mvironmental Requlations states that
Initial Environmental 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 w.ich finpancing is provided by
AID". Tre 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 suborojects
it is financing.

’. . /
CLEARANCE: RLA:ANewton /
(1391M)
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