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HOUSING INVESTHENT GUARANTY F300ECT 813-HC-N0K

1. EACKGROUND AMND SCCPE

EACKGROUND
On June 30, 1975, AID 1ssued A $55 miLL 10k GUARANTY AUTHORIZA-

TION, ASSURING ACAINST 10D PERCINT OF ANY LOSSES WHICH ELIGIPLE
U.S. INYESTORS MIGHT SUFFER ON LOANS WADE 10 THE CEwTRAL EANK OF
CHILE FOR THE PURPOSE OF FINAKRCING HOUSING PROJECTS 1IN CHILE,
PursuANT 70 THis GUARANTY AuTHORIZATION, HIG Prosect S13-HG-006
(HG) 1s PROVIODING LOXN FUNDS IK TWO INSTALLMENTS 10 THE CENTRAL
Eanx, THE FOLLOWING LOAN AND GUARANTY DOCUMENTS HAVE BEEN ExXE~

CUTED TO CARRY out THE HG ProJskcT.

On Jawuary 26, 1G76, A LoAN AGREEMENT FOR THE FIRST INSTALL-
MENT OF HG LOAN FUNDS, IN THE AMOUNT OF $30 MILLION,WAS SIGNED
pETwEEN THE Rerusitrc oF Cuit (GOC/BORROWER-ACTING THROUGH THE
CEnTRAL Bank ofF CHiLE), AND THE U.S. INVESTOR, THWE FEDERAL HoOME
Loan Banx or Ntw Yorx (FHLB)}, Ow twe same pate, GuARANTY AGREEC-
MENTS WERE SIGNED ELTWEEN AlD Ana THE FHLB)AS WELL AS BETWILEN
tHe GOC ano AID., IN EFFECT, THE FULL FAITH AND CREDIT OF THE
GOC 1s PLEDGED TO GUARANTY 710 AID aAny AmounNts wHicH AID maY HAYVE
10 PAY 710 THE FHLB FOR ANY LOSSES SUFFERLO ON LOANS HWADE TOo THE

BorrnoweEr UNDER THE Loax AGREENENT.

A LOAN AGRECEMENT FOR THE SECOND INSTALLNENTY DF HG LOAN FuwnDs,
IN THE AMOUNT OF $25 MILLION WAS SIGNED BLTWCEN THE GOC anD THE
U.S. invEsTor, MorcaN Guaranty TrRust Company [Morcaw GUAnAirv)
on Freruary 23, 1977. ON THE SAME DATE, GUARANTY AGRLEMENTS
WERE SIGNED BETWEEN AID Axp Morcanw GUARANTY/AS wELL AS BLTYLEN
e GOC anp AID., AGAIN THE FuLL FALTH anD crEDIT OF THE GOC 15

rLEocED 10 AID UNDER THL GUARANTY, AS STATED ABOVE.




!N ADDITION, TWO I{MPLEMANTATION AGRLLRLHTS WLRE SIGNLD €Y
THE GOC ano AID onN THE SANE DATES AS THL LOAN AhRD GUARANTY
DOCUMENTS . THOSE AGRLEMENTS PROVIDE THE PROCEDURES 5Y WHICH VHE
CENTAL SANK IHPLEHENTS AND ADMINISTERS THE HG FROJECT IN ACCOR-
DANCE WITH THE LOAN AND GUARANTY AGRECWENTS., THE CEnTRAL EANk
RELENDS THE HG LOAN FuNDS TO¢
THe CHILEAN SAvInGs anD Loan Srsten (SINAP)

THe EousiNG AND Urean DEVELOPMENT SERVICE OF THE
MinisTRY or Housine (SERVIU)

Tve CooreraTive Finance IwsTITUTE (IFICOOP)'
(A PRIVATCL COOPERATIVE EANK OWNED BY MEMEER COOPERATIVES)
THESE THREL SUBBORROWERS THEN usE THE HG LOAN FUNDS FOR
LONG=TERM FINANCING OF MORTGAGES ON COOPERATIVE HOUSING AND HONME
IMPROVEMENT LOANS TO FAMILIES CARNING BELOW THE MEDIAN [NCOME
LEvers. SveLoans 1o [FICOOP ARE 70 BE USED TO FINANCE HOUSING

UNITS NEAR TO OR IN RURAL MARIET TOWNS.

Tue mAst1C oeJLCTIYVYES of THt HG ProuEcT ARE:
1. TO ASSIST THE NOUSING COOPERATIYVYE MOYEMENT TO 50LVE THE

HOUS IHG NLCEDS OF LOWER | NCOME FAWILIES)

2. To ENCOURACE AND PERMIT THE SAVINGS AND LOAN {NDUSTRY TO
PARTICIPATE IN THE FINANCING OF COOPERATIVELY ORGANIZED

HOUS ING PROJECTS FOR LOWER INCOML FAMILIES;

3 TO SUPPORT A COOPECRATIVE MOYEMENT EFFORT 70 DEVELOP A HOUSING
CREDIT AND TECHNICAL DELIVERY SYSTEK FOR FAMILIES RESIDING IN

RURAL MARKEY TOWNS AND ADJACENT AREAS] AND,

4, To supporT THE GOC INTEREST IN STRCNGTHENING THE "OPEN" co-

OPERATIVYE APPROACH,

As or ArriL 30, 1977, $27.7 MILLION OF THE FIRST INSTALLMENT
LOAN MAD BEEN DISBURSED BY THE U.S, twvistor 10 THE CenTRAL Banx,
THE REMAINING $2.3 MILLION 15 BEINT WFLD IN ESCROW UNTIL THE GOC
CAN CERTIFY THAT THIS AMOUNT IS SUPPORTED BY ELIGIBLE MORTGAGES
AT THE SUBBORAOWERS, IN ORDER TO SATISFY A CONDITION PRCCEDENT

TO FINAL DISBURSEMENT UNDER THE FIRST LOAN AGRLEMENT. As OF

- 2 -




THE SAME DATE, $10 «1LLION OF THE SCCOND INS,...LKENT LOAN HAD
BEEN DtsBuURSED TOTHE CrntrRAL EANK, AODUITIONAL OIS2URSCHMENTS OF

THE REMAINING $15 MILLION ARE PLANNED 1IN LATC=-197T7 AnD nln-1978.

As ofF Aprit 3v, 1G77, THE FOLLCWING AMOUNTS HAD EBEEN DIS-
8uURSED BY THE CEnvRAL EANX To THE SUEEORROWERS, AWD, IN TURN,

TO THE CONTRACTORS BUILDING HOUSING UMITS?

MAxIMUM AmouNT

AvailLAmrLE Recetvep
SINAP $20,000,000 $12,987,120
SERVIU 30,000,000 19,231,115
1 F1CO0P 5,000,070 99,609
ToTALs $55,000,000 $32,317, 844

Witrin THE USAID Mission ¢n CHiLE, RESPONSIBILIGY FOR HG
PROJECT MONITORING RESTS WITH %H: Resipent Housing anD URsAN
DeveELoPMENT ADYISOR. OVERALL PROJECT MAMNAGEMENT AND ADVISORY
SERVICES ARE PROVIOED 8Y THE REcionNAL Housinc AnD UreAw Deveroe-
MENT OFFicER IN Panaua, THAT OFFICEP OPERATES UNDER THE DIRCC™

TIoN of thE Director ofF AID's OfFricE or HousiNGg TN WASHINGTON,

SCOPE

THIS 1S THE INITIAL AuDtT OF ProsecT 513-HG-005 AND covERED
THE PER10D FROM JANUARY 25, 1975 rHroucw ApriL 30, 1977. The
PURPOSE OF OUR AUDIT WAS TO EVALUATE THE DEGREE OF ACHIEVEHKENT
OF PROJECT OBJECTIVES, COMPLIANCE WITH APPLICABLE AGREEMENTS,
AND PROJECT MANAGERENT. WE REVIEWLD RECORDS AND HMELD DISCUS=
SIONS WITH OFFICIALS AT THL USAID, CesxTrAL Banx, SINAP, SERVIU
AND |FICOOP, Wr ALSO vIStITED 45 COOPERATIVE HOUSING SITLS THROUGH=
OUT THE COUNTRY, INSPECTED SONE MOUSING UNITS, AND TALKED T0O

INDIVIDUAL HOMEOWNERS.




I, FINDINGS AND RECT ACENDATIONS

PROJECT STATUS

The HG Prouscct 1N CHILE 15 CLEARLY A SUCCESE N SUPPLYING
HOUSING UN)TS TO LOWER INCOME FAMILIES, WiTH THL EXCCPTION OF
DELAYS TO RURAL HOUSING, PROJECT OBJECTIVES ARE BCTING MET SATIS=~
FACTORILY. SITE vI5!TS YERIFIED THAT THE HOUSING UNITS ARE WELL
CONSTRUCTED, OCCUPIED SOON AFTER COMPLETION, AND THE RELATCOD

URBEANIZATION FACILITIES ARL IN PLACE.

THERE ARE APPROXIMATELY 3,000 wORKERS EMPLOYED DIRECTLY IN
HG consTRuUCTION., THE CHAMBER oF THE CONSTRUCTION [NDUSTRY [N
CHILE CSTIMATES THAT A FACTOR OF 2.5 MAY BE APPLIED 7O DETERMINE
THE APPROXIMATE INDIRECT EMPLOYMENT EFFECT OF CACH JOB IN THE
CONSTRUCTION INODUSTRY. THUS, INDIRECT EMPLOYMENT MAY BE LSTI=
MATED AT 7,500, foR A TOTAL 07 10,500 VORKERS [MPLOYED AS A

rREsuLY oF ine HG Proutcr.

OurR EXAMINATION OF RECORDS AT THE CeEnTRAL Banx, SERVIU,
SINAP ano IFICOOP YERIFIED THAT ACCOUNTING AND REPORTING OF
HG FUND 0! SBURSEMENTS ARE sAr'srA&ronr AND TIMELY. COOPERATIVES
HAYE JUST BEGUN TO MAKE REPAYMENTS, AND AT THE TIME OF OuR
AUDIT ALL WERE CURRENT. Tne CENTRAL EANK HAS PAID ALL FEES AND
INTEZREST TO THE U.S. INYESTORS IN ACCORDANCE WITH THL LOAN

.

AGRELMENTS .

Reurarions 3fTweEN THE CENTRAL EANK AND THE SUBBORROWERS ARE
C00D. THIRE 1S NO UNDUL CONCLERN WITHIN THE MISSION WITH RECARD

70 THE SOUNDNESS OF THE GOC's GuaranTY.

HOUSING UNITS

THE CAPiTAL AssisTance Paprer ofF June 24, 1975, proPosEp THE

cousTRUCTION OF 15,500 Houstwc UNITS wiTh HG 005 runps. Because

THE CoNsuMeER PricC INDEX ROSE MORE RAPIODLY THEW THE GOC-CONTROLLED

DOLLAR/PESO CEXCHANGE RATL, MORE DOLLARS THAN ORIGINALLY CSTIMAIED
HAYE EBEEN NCEDED FOR CONSTRUCTION cO0STS. THE GOC's MONETARY

POLICY WAS OUTSIDE THEL SCOPL AND cONMTROL o¢ THE HG ProurcT.
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As A RESULT THE TKCACASE IN GOLLARS {QUIRED TOR OVYERALL
CONSTRUCTIGCN, FEWCR HOUSES CAN FE BUILT UNDER THE PRCOJECT, Con-

SCQUENTLY, THC PLANNED NUMCCR OF HCUSES wAS DECRLASED 29 PLACLWT,

1o 12,%4% unars.,

Or tre 8,624 WousiNG UNITS TO BEL CONSTRUCTED UNDER THE FIRST
INSTALLMENT LOAN, 4,140 were corPLETCD AND 4,484 were N PROCESS
As OF ApriL..20, 1977: T} wWAS ACREED THAT THE IN-PROCLSS HOUSES

’LéJJS BE COMPLETCD WITH FUKDS FROM THE SECOND INSTALLMENT LOAN.
IN ADDITION, FUNDS FROM THE SECOND LOAN WILL BE USED FCR CONSTRUC-
TION OF THE 3,820 HOUS ING UNITS REMAINING UNDER THE PROJECT. TNE
IMPLEMENTATION ACREEMENT OF FEBRUARY 3, 1977, RLQUIRES THAT ANY
SHORTAGE OF FUNDS FOR CONSTRUCT!NG THE 3,820 HOUSES WILL BE PRO-
vioEd BY THE GOC, THUS INSURING THAT THE PLAMNED NUMBER OF HOUSES,

12,444, wiLL st construcTED.

NO RECOMMENDATION (S INODICATED IN CONNECTION WITH THIS 1SSUE.

RURAL HOUSING

THE RURAL HGLUSING SEGHMENT OF THE HG ProutcrT HAS ECEN DELAYED,
ViTH ND RURAL MOUSINGCCDONSTRUCTION UNDER WAY As of ApriL 30, 1977.
THE INPUMENTING ACENCY FOR RURAL HOUSING, IFICOOP, nas WAp PrOE-
LEMS IN LOCATING COOPCRATIYVYES THAT COULD MEET ELIGIBILITY REQUIRE=

MENTS. Attcwpts BY IFICOOP veRE DILIGENT BUT NOT ENTIRELY SuC~-

CESSFUL.

INtTiAaLLYy, IFICOOP ATTEMPTED TO ARRANGE RURAL HOUSING ANONG
COOPERATIVES COWNNECTED WITH THE LAND REFORM PROGRAM UNDER A PRIOR
AID roax. Tutc Lano Rerorw CorporATion (CORA) wOLDS MOREAGES ON
ALL REFORMED LAND AND AGREED TO GUARANTEE THE COOPERATIVES'
HOUSING PAYMENTS IF THE COOPERATIVYES couyLD WMEET CORA's cRrptY
REQUI REMENTS AND ALSO THE PROVISIONS OF THE HG LOAN AGREEMENT.

To DATE, FIVE RURAL CHOPERATIVES HAYL BEEN PrROPDSED 7o CORA ror
DETERMINATION OF LOAN ELIGIELITY, TwD HAVE BLEN REJECTED AND

THREL ARE STILL UNDER REVIEW,




FFICOOP Atsc . TUDIED THE PSSSILILITY OF IHANCING RUPAL
MCUSINHG ON SWACL FAlus outstpE of COCTAcooPERATIVES.  THEY rounDd
"HAT THE MEMECERS OF THESE CULOPENATIVES MAVE SMALL TRACTS OF IN-
HCRITED LAND FOR WHICH THEY CAN NOT PRODUCE CLEAR THITLE. Twmus,
THESE COOPERATIVES ARE NOT ELIGISLE FDR HOUSE FINANCING UNDER

THE HG ProuJtcrT.

Finauty, 1FICCOP LoCATED SOME FUFAL COOPERATIVES WHOSE MEN=
BERS ARE SMALL FAFMERS AND LANDOWNERS WITH CLEAR TITLE TO THLIR
LAND AND WHO RESIDE IN RURAL KARKET TownsS. THE CENTRAL EANK
ESTABLISHED SPECIAL CRITERIA FOR THECSE COOPERATIVES YO PE ELI-
G16LE FOR HG riNaANCING. THE MEMBERS MUST RESIDE IN RURAL MARKET
TOWNS WITH A POPULATION UNDER 5,000, OR, 1F THE MEVSLRS RESIE
IN RURAL NARKET TOWNS OF FROM
HALF OFf THE RESIDENTS MUST BC CNCAGED 1IN EITHER MINEG OR AGRI =
CULTURE, UNDER THESE CRITERIA, FIVE COOPERATIVES WITH SEVEN
HOUS ING PROJECTS HAVE BEEN PROPOSED FOR FINANCING. THREE PROJECTS
HAVE BEEN Acctpvco)Anoi?ﬁvurArlons Fep—845- FOR CONSTRUCTION OF
213 uniTs WERE PUELISHED N MAY 1977.

TMEREFORE, AFTER A YELARS DELAY, THE RURAL HOUSING PROGRAM IS
JUST GETTING STARTED. WHEN THE DELAY FiIRST DEVELOPED, THE FUNDS
DESTINED FOr | FICOOP yNDER THE FIRST INSTALLMENT LOAN WERFE RE~
ALtocaTeD 10 SERYIU aAnp SINAP, SUESEQUENTLY, UNDER THE SLCOND
LGAK, IFICOOP-RECCIVED 1TS PLANNED $T MILLICN ALLOCATHON- FOR

RURAL HOUSING.

AT THE PRESENT TIME IT 1S NOT CLEAR WHAT PART OF THE HG
LOAN CAN BE USED EY FARMERS ON REFORMED LANOD. HOWEVER, ANY
SHORTFALL OF PROJECTS ON PROPERTY IN THEC LAND RELFORM PROJECT

CAM LIKELY EC MADE UP WITH PROJECTE K RURAL MARKET TOVWNS,

AT THIS TINE NO RECOMMENDATION FOR CORRECTIVE ACTION 1S

INDICATED.
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VALUE ADDED TAX

HG ProJECT FuUNDS AREL BEING USED 0 PAY 1nL GOC's 2D Ptar-
ceNT VaLut Apoed Tax (IVA TaAx) ON CONTRACTOR'S MATELRIALS PUR=
CHASED AND USED IN CONSTRUCTION OFf PROJECT HOUSINC. THE HG
LOAN AGRESMENTS ARE NOT CLEAR RECARDING THE PAYMINT AND
FINANCING OF GOC TAXES INCURRED IN CONNECTION WiTH PROJECT

IWPLEMENTATION,

FOR EXAMPLE, THE FOLLOWING TWO PERTINENT SECTIONS OF THE HG
LoAN AGREEMENTS IMPLY THAT EITHLER NO TAXES WHATSOEVER ARE PAYABLE
OM PROJECT PAYNENTS, OR THAT THE BORROWER, IN ITS PERFORMANCE OF

THE PROJECT, WILL PAY AtL TAXES IN FULL.

Section 2.01(D) states: "No PAYMENTS PREVIOUSLY MADL OR
10 BE MADE B8Y OR ON BEHALF OF BORROWER HERLUNDER AND
UNDER THE NOTES TO INVESTOR, OR TO AMNY ASSIGHNEE,
TRANSFEREL OR PLLOGEE OF INVYESTOR NOT DOING BUSINESS

In CHILE OR 10 AID FiscAL AcCNT, ARD NO PAYMENTS TO AID
ofF THE AID GuArRanTY FEE, ARE OR WILL BE SUBJECT TO ANY

INCONE, WITHHOLDING OR OTHLR TAXCS WHATSOEVER OF CHILE..."

Stction 2.01(F) statcs: "BORROWER WILL PAY IN FULL AND
IN A TIMELY HANNER ALL ODCUMENTARY STAMP TAXES OR OTHER
TAXCS, LEVIES, IMPOSTS, CHARGLS OR FELS, IF ANY, AND ANY
PENALTIES ASSESSED BY VIRTYUE OF LATER PAYMCNT THEREOF,
WHICH ARE OR MAY HERLAFTER BECOKE DUC AND PAYABLE UNDER
ANY APPLICABLE _AvV OF CHILE IM CONRECTION WITH THE 1S-
SUANCE OF THE NoTCs, THE MAKING BY INVESTOR OF THE LOANS,
THE RECLIPT BY INVESTOR OR AID FiscAt AGENT OF PAYMENTS
PURSUANT 70 THE NoTES, THE GUARANTY of THWE Notes sy AID,
THE ENFORCEMENT 1IN CHILE 2Y InvESTOR OR AID oF ANY
RIGHTS PURSUANT TO THIS AGRELCMINT, THME IMPLEKENTATION
AGRLEMENT OR THE CHILE GUARANTY AGRECEMENT OR OTHERWISE
IM CONNECTION WITH THE EXECUTION, DELIVERY OR PERFOR-

MANCE 8y Borrower, !nveEsToR or AID orf tHis AcrLEMENT,

THE CONTRACT OF GUARANTY, THE IMPLEMENTATION AGREEMENT

of the €MILE GUARANTY Azgetmwewt " ‘yuseeriwinr groen)
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l1 HAS LONG LEEN THE INTENT OF TuE U,S, GOVLRNMENT THAT 17183
OYERSEAS ACTIYITIES NOT EL SUEBJECT 79 FORCIGN TA3ES., WiTH RESyECT
TO THE FORE!GN ASSISTANCE PROGRAM N CHIL[, THIS POLICY S IMPLE~
MENTED THROUGH THE Easic AGREENENT FOR TrewunicAL CoorcrATiON (THE
Eivatcaar) of Juty 27, 1951, AND THE VARIOUS PROJECT AND PROGRAM
AGRELMENTS. Tue USAID coks NOT PAY ANY IVA OR OTHER 1DENTIFIABLE
TAXES N CONNECTION WitTH 1TS DIRCCT PROGRAM AND PROJVECT FUNDING,
FURTHERMORE, D1SCUSSIONS ARE NOV UNDERWAY BETWEEN THE USAID Awp
THE GOC REGARDING A PROCEDURE FOR EXEMPTING OR REIMBURSING THE
USAID roR ALL SUCH TAXES PAID ON ADMINISTRATIVE SUPPORT COSTS OF

THE MissiI0ON.

WHitE tTHE HG PROJECT 1S NOT FINANCED BY APPROPRIATED FUNDS
ofF tHEe U,S. GOVERNMENT, wWE BELIEVE THAT THE PAYMENT OF HIGH
FOREIGN TAXCS Wi1Ti# PROJECT FUNDS DILUTES THE HG AUTHMORITY LEVEL
PROVIDED 8Y ConzrEsS. I[N ourR oriniOn THE AID GuaranTY suouLD
PROVIDE FINANCING FOR HOUSE CONSTRUCTION, NOT INDIRECT BUDGET
supPORY 10 THE GOC. It 1s AID's PoLICY THAT ALL SHELTER RE=-
SOURCES = GRANTS, LOANS AND GUARANTIES = witlL BE INTEGRATED
WITH 1TS ANNUAL COUNTRY PROGCRAM, AND Wwill BE INVESTED IN PROJECTS

TMAT DIRECTLY OR INDIRECTLY BENEFIT LOV INCCME GROUPS.

Tue IVA Tax 1s A REACILY 1OENTIFIABLE TAX, SINCE 1T AMOUNTS
TO THE TOTAL TAX ON THE rQNAL SALE OF A PRODUCT. THE TAX IS
STATED SEPARATELY ON ALL VENDOR'S INYOICES AND 1S THUS PAID AS
A SEPARATE ITEM BY THE INDIVIDUAL CONTRACTORS. THE CONTRACTORS,
IN TURN, SUBMIT THEIR PROCRESS BILLINGS COMPUTED IN SUCH TERMS
AS CUBIC METERS OF FOUNDATION, SQUARE METERS OF VWALL, NUMEER OF

wINDOWS, ETC.

IN ORDER 10 DETERMINE THE EXACY AMOUNT of [VA TAx INVOLVED
IN CONSTRUCTING THE NUMEROUS HOUSING UNITS 1K CHILE 1T vourLd BE
NECTSSARY TO AUDIT ALL MATERIAL INYOICES OF ALL CONTRACTORS, A

DIFFICULT AND TINC CONSUMING TASK, ALTERNATIVELY, WE LEARNED




THAT SERVIU OrFFi1C1ALS WAL RECCNTLY AWALYZED €O51s OF TtHi HG
i HODUSING UNITS FINANCED &Y THEM, THEY [STIMATED THAT [0 PLR-
CENT OF ALL CGNSTRUCTION CCETS WERL FCR MATELRIALS. Eacto ow
THIS ESTIMATE, W€ CONPUTED tHE VA Tax fFinascED wiTh HG LOAN
FUNDS AS FOLLOWS:
Tot1AL oiszursCrrenNTs sy SINAP awp SERVIU
TO CONTFACTORS AS or 4-22-77 t32 35
Estinareo cosT or MATERIALS = 70 PERCENT t22,552,765

IVA Tax cowputation -$22,552,765 = 120x20 prrcent=$2,758, 794

Recommenparion No. 1

AlD's Orrice of Housineg (SER/H) suould DETERMINE
WHETHER 0R NOT THE CHiLE HG PROJECTY FUNDS CAN BE USED
TO PAY AND FINANCE THE GOC's IVA TAx INCURRED IN CON=

NECTION WITH PROJUECT CONSTRUCTION,

Ir SER/H pETERMINES THAT HG FunDS ARE NOT TO BE

ustp roRrR VA Taxtcs, THE USAID sHOULD NEGOTIATE WiITH
- THE GOC 10, (1) £rrccT A DEPOSIT INTO THE HG LOAN
ACCOQUNTY AT THE CENY".AL lEAHK AN AMOUNT CQUAL TO THE
TAXES PAID 10 DATE, AND (Z) DEVELOP PROCLDURES TO

AVOID THE FINANCING OF SUCH TAXES tN THE FUTURE,




