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1. Pursuant to Section 531 of the Foreign Pssistance Act of 1961, as amended,
I hereby authorize the Earthquake Reconstruction Project for El Salvador
(“Grantee") inwlving plannal obligations not to exceed Seventy Five Million
United States dollars (US$75,000,000) in grant funds ("Grant") over a one year
period from date of authoriration, subject to the availability of fumds in
accordance with the A.I.D. OYB/allotment process, to help in financing foreign
exchange ard locil currerncy costs for the Project. The planned life of the
Project 1s (hree years fram the date of initial obligation.

2. The Project consists of activities designed to assist the GOES and private
sector of El Salvador to reconstruct and rehabilitate housing, vital

infrast ructure and business as well as to restore basic services to persons,
part icularly those of lower income, affected by the Octaber 10, 1986
earthquike.

3. The Project Agreement (s) which may be negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with A.I.D.
regulations and Delegations of Authority shall be subject to the following
essential terms and covenarts and major comditions, together with such other
terms ard corditions as A.I.D. may deem appropriate,

a. Sourcc and Origin of Comnodities, Nationality of Services

Comncdities financed by A.I.D. under the Project shall generally have
their source and origin in countries included in the United States or the
Central American Common Market, except as A.I.D. may otherwise agree in
writing. Except for ocean chipping, the suppliers of commodities or services
shall generally have the United States or countries ircluded in the Central
American Common Markel as their place of nationality, except as A.I.D. may
otherwise agree in writing.

Ocean shipping financed by A.I.D. under the Project shall, except as
A.I.D. may otherwise agree in writing, be financed only on flag vessels of the
United States.
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b. Waivers. lWaivers are not requested umder the Project. Because the
funding authorized for this Project has been appropriated with the authorities
applicable to Disaster Assistance funds, the source/origin, procurement, ard
other nommal stitutory arnd requlatory restrictians may be applied in a

flexible manner,
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IDB Interamerican Development Bank.
iRD Infrastructure and Regional development.
1vVu Urban Housing Institute (Part of VMVDU).

MIPLAN Ministry of Planning and Economic and Social Coordination.

MOE Ministry of Education.

MOP Ministry of Public Works.

MOU Moemorandum ol Understanding.

OET USALD Office of kdvreation and Training.
PRE USALD Private knterprise Office.

PRONAVIPO National Popular Housing Program.

PVO privace Voluntary Organization (US).
SNAP National savings and Loan System.
SSMA San Salvador Metropolitan Area.

SETEFE Secretariat or External Financing (Part of MIPLAN) .

VMY DU Vice Ministry of Housing and Urban Development.
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for repairs to two key municipal markets, and for much needed
emergency equipment for the water authority. Also, five
resettlzoment projects for approximately 2,000 families, for
whom return to their former locations is impossible, will be
completed by provision of infrastructure and minimum housing
and/or building materials orovided via credit. A final element
is financing of project support requirements for one key GOES
implementing agency and the Mission to assure adequate capacity
to manage this extensive program.

The estimated life of project funding from AID for the Project
is $75 wmillion in BESP over a 36 month period. Although GOES
counterpart is not specifically required, it 1s expected to
provide in-kind support. Alsc PVO resources will be applied to
the Project.

II. PROJECT BACKGROUNI} AND PROGRAM IPACTORS

A. The Earthquake

on October 10, 1986, at L1:19 a.m. the San Salvador
metropolitan arca (SSMA) was struck by a major earthquake
measuring 5.4 on the Richter scale which caused massive damage
and destruction of infrastructure, houses, public services,
buildings, and private enterprises. Approximately 1,400 people
died, 20,000 were injured, and an estimated 250,000 ko 350,000
were left homeless. The unusually bigh level of damage for the
magnitude of the quake was due to the Location of the epicenter
directly beneath the city, its shallow depth and the high
vertical acceleration which ensued.

The total damage has been cstimoted by the GOES at $1.030
billion, which is eguivalent to about one quarter of the 1986
GDP. AID's initial assessment, carried out in November, 1986,
estimated damages a: $821 million, $230 million to the public
sector and $591 million to the private sector. Since that
time, another and more detailed analysis performed by CEPAL
(Economic Commission for Latia America) placed damages at $874
million.

Descriptions of damages and egtimated valuz, by general
category, from the CEPAL asgsessments are summarized in Annex
No. 2.

B. Broader Consequences of the Earthquake.

The massive and costly damage of the earthquake further
compounded El Salvador's already serious economic problems.
Coming after seven years of civil conflict, stalled recovery,
high inflation and reduced investment, it places another burden
on 1 country already short of needed resources to care for

8/8/37:0900
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C. GOES strategy

l. Immediate, Emergency Action

The GOES's reaction to the earthquake was immediate and
positive. Within hours after the disaster, the President
formed a Crisis Commission, composed of members of the Cabinet,
the Armed Forces and the private sector to coordinate and
monitor the emergency relief effort. 1In an attempt to build
linkages that had heretofore not existed, the GOES turned to
the private sector to assist in receiving and accounting for
all international contributions of material and money. Hence,
COEDA, the Entrepreneurial Committee for Relief Assistance was
formed. At the same time, by Executive Decree, COMFIEN, the
Finance Committee for the National Emergency, made up of two
representatives from COEDA and the Minister of Finance, was
Created. USAID financed the services of Arthur Young and
Associates for the COMFIEN, to be in charge of daily accounting
and computer recording of relief goods and materials. Working
with the Mayor's Office and the GOES, the private secter
succeeded in providing emergency supplies collected within the
community, conducting a national telethon, and in distributing
emergency supplies such as food, medicines and plastic sheets
for tents to 216 public and private institicions and
communities for further distribution to eacthquake victims
within 20 day. of the disaster.

Between October 11 and December 3, with *the majority occuring
in the first three weeks of the earthquake's aftermath, 313
flights from the international community brought donations to
El Salvador. 144 of the flights were from the US. Fifty-nine
overland shipments were received as well. In addition, 13
countries immediately sent professional search and rescue teams
to assist in locating survivors or victims in collapsed
buildings or hillsides; for example, the Metro-Dade rescue team
pulled 33 victims out of the Ruben Dario Building. Health,
feeding, and she.ter supplies, coupled with equipment and
materials of all discriptions, provided concrete testimony of
international concern.

2. Short Term Recovery Efforts.

The GOES strategy for the recovery phase was to inject
resources into the disaster area. Thus, by early November, the
Government turned its attention to short-term recovery efforts,
including an attempt to meet some of the more critical needs in
housing, restoration of public sector services (electricity,
water, health, and education), rubble clean-up, and
reactivation of private businesses destroyed by the quake, at
least in a provisional manner. To foster a newly created sense

8/8/87:0900
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The GOES strategy for the medium to longer term reconstruction
period has thus become one of redu01ng population concentration
in the hlgh density areas by increasing accessibility and
services in areas north of San Salvador. This strategy is an
ougrowth of physical urban planning efforts developed in the
1960's and 1970's, but largely ignored due to lack of resources
and civil war unrest. The plan is to provide, over time, a
road network around the northern environs of San Salvador which
connects with the Pan American highway, both east and north of
the city, prior to the highway's intersection with the current
urban area. That particular direction is favored for growth as
it is .viewed by the GOES as being less environmentally
sensitive, with soils more suitable for development than other
areas. Provision of infrastructure, historically concentrated
on the east-westl corridor, to the northern sectors of the
metropolitan area is believed to allow for gradual development
which will alleviate current population pressures.

While the GOES considers the establishment of a northern magnet
for population growth as a means of lessening current pressures
in the urban hub, it also concedes that the success of this
strategy is problematical and mid-range, depending on new job
creation and adequate investments in roads and infrastructure.
IBRD and Italian assistance is counted on for starting up this
effort. In the meantime, public land offerings. siting for
donor-provided housing, and publicity campaigns have been
initiated to increase awarei.ess of this strategy element,

For more immediate needs, the GOES recognizes on-site
reconstruction in the damaged areas as essential for
restoration of jobs, commercial activity, and social cohesion.
With an eye to minimize fulure catastrophies, the GOE3 plans to
temper on-site reconstruction with tougher building standards
and designs which lower or maintain density in heavily
concentrated inner city residential areas. ( See Section II D
below).

D. Ccnstruction Standards and Urban Planning

The historical evidence on urbanization standards, the seismic
design standards currently in use, the review procedures to
assure compliance, the work underway on seismic risk analysis,
the situation as concerns informal construction, and the
situation concerning building materials are dealt with in
detail in Annex No. 4. The various standards and procedures in
place are found to be satisfactory as concerns execution of
this Project. However, since the seismic risk analysis work
underway by the USGS will take time to compete, it is proposed
to include a covenant in the Projecl Agreement to the effect
that the GOES will enforce the Provisional Seismic Design Code,

8/8/87:0900
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put into effect in November, 1986, throughout tlLe period
necessary to finalize a code based upon the conclusions and
recommendations of new seismic studies, and thereafter, put
into effect and enforce a new permanent code. A second
covenant concerning building materials will also be
incorporated into the Project Agreement providing that asbestos
containing building materials will be prohibited in any
construction financed from this Project.

E. Demolition Situation

Since the AID/Washington guidance cable rejected the proposed
demolition program and restricted demolition efforts to only
those buildings where project funds would be used for
reconstruction, USAID has not required the GOES to develop the
same level of statistics on this subject as would be required
if demolition financing per se were included as a discrete
Project component. However, as an integral part of the overall
reconctruction efforts of the GOES, USAID is still aware of the
tremendous job still fecing the country with regard to
clean-up, because of the public safety problem, economic
development implications, and the adverse psychological
consequences of living in an area depicting so much
destruction.

Such information as is readily available on the demolition
situation is found in Annex No. 5. This data indicates that
there has been considerable progress made by both the public
and private sectors in the past six months, and that although
work still remains to be done, the authorities seem to have the
gsituation under control.

F. Capacity of the Construction Sector

No formal survey has been commissioned by the Mission to
develop a snapshot of the capacity of the construction sector
to cope with the demands being made upon it as a consequence of
the earthquake. It has also proved impossible to secure
quantitative data from the Chamber of Construction
Enterprises,(CASALCO), or from other industry sources.
Nevertheless, based on interviews with knowledgeable persons,
it has been possible to formulate assumptions, albeit somewhat
subjective, of the capacity of this sector to deal with
reconstruction problems. The results of these interviews are
shown in Annex No. 6, where the situation as regards A&E Firms,
Construction Firms, Equipment and Spare Parts, and Building
Materials is described. While some prcblems are noted,
especially skilled labor and availability of spare parts, the
overall conclusion is that the local construction sector will
be able to respond to the requirements of this Project.

8/2/87:0900
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G. Other Donor Activities and their Relationship to the
Project

The immediate, emergency response of the international
community to the earthquake has been summarized above in
Section IICl. In connection with the longer term
reconstruction requirements, the GOES continues to solicit
economic assistance from friendly governments and international
institutions with considerable success. It has followed up
initial contacts with Missions to Europe, Latin America, the
Far East and the UN. The focus of these Missions has been
broad, with about the same initial requests being made to all
listeners. It has fallen to SETEFE (Secretariat of External
Financing) in the Ministry of Planning to coordinate donor
responses and program resource allocations. While the
magnitude of assistance which countries and donor agencies have
expressed interest in providing to El Salvador has considerable
potential for economic revitalization, initial reconstruction
planning by both the Mission and the GOES has been sumewhat
complicated by the sheer number and variety of donors,
including local, national, and international governmental and
private organizations.

As a precondition for IBRD reconstruction assistance, the
Planning Ministry (MIPLAN) is in the process of creating a new
Directorate General for Earthquake Reconstruction which will be
responsible for overall coordination of the reconstruction
~{fort, including external asistance. It is hoped that this
:ew Directorate will provide a forum for donor coordination.

In the interim, and to ensure complementarity of resources,
USAID has interacted closely with SETEFE and key Ministries in
developing this project. Also, all major players with teams or
permanent missions in El Salvador, such as the I1DB, the Italian
Covernment and the IBRD, have been continually sounded out
during the development of the project. When conflictes or
duplication of funding has been noted, such as the
reconstruction of the judicial courts, the Mission has
considered itself as "the donor of last resort" so as not to
srejudice other donors or cause the possible losz of those
funds to El Salvador. As a result of this approach, some
activities described for possible AID financing in the PID have
been eliminated from further consideration, e.g. microbusiness
w.redit, and public building reconstruction. Other activities,
@.g. the repair of the San Salvador-Comalapa airport road, have
been included. 1In one instance, condominium solutions for
meson users, we will be attempting to achieve parallel
financing terams and conditions with the IBRD.

8/8/87:0900
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As of July, 1987, the Mission had reached conceptual agreement
with the major donors on program content and had provided
SETEFE with a specific list of activities which it proposed to
be financed under this project. The relationship of this
project to the promised assistance from other donors can be
seen in the following table.

EL SALVADOR EARTHQUAKE
INTERNATIONAL DONOR RESPONSE
( MILLIONS OF DOLLARS )

SHELTER EDUC HEALTH UTIL COMM PUB OTH TOTAL

IND BLD
CEPAL DAMAGE EST 234 62 97 107 207 53 114 874
DGNORS (JULY,l987)
IBRD 20 12 - 4 12 14 40 102
FRG 2 - 15 - 1 - - 18
IDB 5 - 3 19 2 - - 29
ITALY 22 - 32 20 3 - 23 100
FRANCE - - 20 16 - - - 36
EEC - - 8 N - - - 8
CABEI 8 - - - - - - 8
GUATEMALA 2 - - - - - - 2
SUBTOTAL 59 12 78 59 18 124 %3 303
UNFINANCED DAMAGE 175 50 19 48 189 39 51 571
AID RECOVERY* 28 3 1 2 12 1 2 50
AID RECONSTRUCTION* 35 16 4 2 8 2 8 75
GOES NEEDS 112 31 14 44 169 36 42 446

Summary descriptions of the assistance contemplated by each donor
is shown in Annex No. 7.

* Note: Includes credit lines.,

H. U.S. Assistance and Relationship to Country Strategy

The U.S. response to the disaster was immediate and U.S.
support has been sustained throughout the crisis. A.I.D.'s
assistance has been three phased - emergency relief, short-term
recovery, and the longer term rehabilitation and reconstruction
for which this Project is designed.

8/8/87:0900
21€8e



~10-

1. Emergency Relief

On the day of the earthquake, the U.S. Ambassador formally
declared a disaster, triggering emergency operations, including
several helicopters carrying medical supplies, more than 60
flights with other relief supplies, equipment, food, a military
medical team and search ard rescue teams from the Department of
Defense and Dade County, Florida. U.S. emergency contributions
in the five week period after the earthquake totalled $2.9
million. 1In addition, Sspare parts for CEL, ANDA, and CAESS
were purchased under the Public Services Restoration Project.

2. Short Term Recovery

Within days of the disaster, the U.S. began planning for the
second phase: meeting short-term requirements for restoring
basic services and infrastructure to functional status. After
intense negotiations with the GOES, the $50 million Earthquake
Recovery Project (519-0331) was signed on November 21, 1986.
The U.S. ecovery effort, which has had an important impact
upon meeting basic human necessities and beginning economic
revival in the disaster area, is summarized in Annex 3.

3. Reconstruction Assistance

This project continues the provision of basic assistance for
economic and social recovery initiated through the relief and
recovery efforts. The proposed project, while limited strictly
to dealing with problems caused by and directly related to the
earthquake, fits neatly and directly into the Country Strategy
of economic stabilization and economic reactivation. By
assisting small and medium businesses to restore themselves to
their pre-earthquake condition, it will advance those Country
Strategy objectives. Similarly, by assisting low income groups
to resolve their housing, education, and health care problenms,
the democratic process of government is strengthened. 1In
general, the Project is designed to provide critical support in
those sectors that are key to mitigating the adverse impact of
the disaster in terms of achieving economic and social
stabilization.

The majority of Salvadorans most directly affected by the
earthquake are lower income i.adividuals. They will be the
pPrincipal beneficiaries of the proposed Project. Under the
housing component, home owners will be provided limited credit
for repair or rebuilding their houses. Credit will also enable
former renters to purchase dwellings, and homeless families
will be able to relocate. Credit will also be channeled to
small and medium businesses, which traditionally have limited
access to financing through the commercial banking system.

8/8/87:0900
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Thus, credit assistance will expand the availablity of shelter,
provide income, and restore jobs to thousands of lower-income

Salvadorans in the SSMA.

III. PROJECT DESCRIPTION

A. Goal and Purpose

The Project goal is to assist El Salvador to restore the
standard of living of individuals affected by the disaster in
order to maintain eccnomic and social stability.

The Project purpose is lo assist the Government and private
sector of Il Salvador to reconstruct and rehabilitate housing,
vital social infrastructure and businesses as well as restore
basic services to persons, particularly those of lower income,
affected by the October 10 earthguake.

B. Conceptual Framework for Project Paper Development

The project is designed to comply with the following criteria:

1. Any use of project funds must be limited to, and
directly related to, rectoring services and/or
resolving problems created by the October 10
earthqguake.

2. Recogniaeing that the needs generated by the earthquake
are well beyvond the magnitude of available external
roscurces, to limit project activities to those which
both the Mission and the GOES consider to be of high
priority in terms of assisting the lower income groups
in the SSMA.

3. Given that by the time funds become available for
expenditure under this project, over one year will
have elapsed since the earthquake, to design the
project and its implementation mechanisms to follow as
closely as possible normal AID guidelines, rules and
regulations rather than emergency procedures. At the
same time, the lessons learned under the Recovery
Project (519-0331) will be taken into account, and
such procurement, contracting, and financial
management procedures as were developed in response to
the emergency, that are applicable to the components
of the project, will be kept in place and funded under
the project.

8/8/87:0900
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4. To act as the donor of last resort and to avoid joint
financing activities.

5. To design the components of the project and the
administrative support reguirements for execution as
one shot operations, i.e. to gt in and out as quickly
as possible, and to get the physical work completed
without any particular consideration of the
institutional development potentiality of the
activities.

6. To limit any support and/or financing of GOES agencies
involved in project executicn strictly to what is
required to get this particular project accomplished
and to ensure that such financing deces not distort
normal GOES salary scales. To the extent that any
institutional development results, it will be
coincidental and not deliberately planned.

7. To define the various components in such a way that
misconceptions and political pressures for eleventh
hour changes are minimized. With this in mind, it is
intended to keep the number of discrete components
down, and to assist the GOES to prepare as many as
possible of the operational documents that will be
required to meet C.P.s between now and the
ratification of the Project Agrecument.

8. Attention will be paid to questions of equity, social
situation improvement and similar concerns, but only
to the extent that those concerns can be accomodated
easily within the overriding objective of getting the
reconstruction work done as easily and as quickly as
possible.

9. Private sector entities will be used for execution,
wherever feasgsible.

C. Credit Component

1 Overview of Financial Intermediation System

The framework within which the credit component of this Project
will operate is described in Annex 8 in terms of the
irstitutions, the general characteristics of the system and the
current situation as regards liquidity, interest rates, margins
and similar factors.

8/8/87:0900
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d. To attempt to tailor interest rates, grace periods and
length of loans to the ability to pay of a given target
group, rather than to prevailing market rates and terms,
but to approach as close as possible to market rates.

e. To deal with any necessary subsidy aspect of a given
line of c¢redit through adjustments in the interest rate and
other repayment terms, rather than via an up front
percentage of cost subsidy. The latter alternative runs
counter to GOES policy, which fears setting precedents in
this regard, and thus is not negotiable.

f. Not to seek to introduce maintenance of value
conditions on credit provided under the Project. While some
form of indexing is probably a necessary reform for El
Salvador's credit system, using earthquake recovery needs
of the very poor as the entering wedge seems to be poor
public policy.

g. To avoid utilizing existing BCR credit lines, even
those that deal with the target groups under this project,
in order to assure that the use of funds can be accounted
for and traced back to earthquake victims.

The terms and conditions established for the credit compor.ents
resulted from careful analysis and evaluations of the capacity to
repay of target groups. Careful negotiations with the Central
Reserve Bank, the National Housing Finance Company, the Vice
Ministry of Housing and Urban Development, and the Ministry of
Planning allowed USAID to arrive at the negotiated terms and
conditions presented in the Project Paper. Specific studies
performed for the Mission, e.g., T.M. Solo-Meson study; PADCO Report
on Meson Reconstruction Standards an Affordability; El1 Salvador
Shelter Sector Assessment; Vice Ministry of Housing's Beneficiary
Survey; and surveys and reports on commercial credit prepared under
contract to the Mission, provided the guidelines for Mission
negotiations of acceptable terms and conditions.

3. Housing Credit Component

Annex No. 9 provides a detailed description of the background,
rationale, demand, terms and conditions and other aspects of this
component. There will be three sub-components, each of which will
have different terms and conditions, as described in Annex No. 9,
but will be handled through one consolidated line of credit which
will provide that the amounts programmed for each subcomponent will
be reserved for application to each target group for a period of 6
months, If at the end of that period, sufficient credit
applications to fully utilize programmed funds have not been
received for a given subcomponent, the remaining funds will become
available for use in either or both of the other subcomponents at
the request of the Grantee. These subcomponents are:

8/8/87:0900
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(1) Repair/Reconstruction of Housing

This subcomponent will provide mortgage credit to
approximately 5,000 individuals or families who are
owners or who have lease/purchase agreements for either
single family houses or condominium apartments in order
that they may repair damages or rebuild their homes on
gite. Credit to owners of single family rental
property is included in this category. $18 million is
programmned for this subcomponent.

(2) Reconstrucpion/RehabiLitation of Mesones for Rental
Housing

This subcomponent will provide mortgage credit to
meson owners, who may or may not inhabit part of the
meson, and who wish to repalir or rebuild for rental
purposes. $5 million is programmed to benefit
approximately 1,300 eligible families.

(3) Construction of New, Low Cost, Condominium Type
Apartments to Replace Mesones

This subcomponent will provide construction and
mortgage credit to families who were renters or
dwellers in mesones prior to the earthquake who will
still be able to occupy those or near by properties via
purchase arrangements. $7 million is programmed to
meet the shelter needs of approximately 1,700 eligible
meson families,

Financial Intermediation for Housing Credit

All housing credit funds will flow from MIPLAN through the BCR,
acting as a fiscal agent only, to the FNV, which will serve as
intermediary monitor for the loans it, in tu.n, will make to the
eight S&Ls for onlending to project beneficiary target groups.
The S&Ls will be the owners of the mortgages and will be
responsible for repayment to the TNV of the full amount borrowed
from it. The repayment will flow back to the BCR Into a special
FNV account established under the program. The reflows will be
available for other operations in the housing sector as agreed
to between the Grantee and A.I.D. The Memoranda of
Understanding (MOU) between MIPLAN and the FNV will establish
the basis on which funds are to be transferred, and will specify
interest rate structure, margins allowed, exemptions from

port folio, mortgage requirements, and other pertinent
requirements. The interest rate structure, margins and other
aspects of this line of credit are covered in Annex No. 9.
However, in spite of the fact that they have been negotiated
with the VMVDU and the BCR, they should be regarded as
jllustrative until they have been approved by the BCR Board.

8/8/87:0900
2168e



~16-

The FNV will be responsible for establishing overall credit
policies/criteria for component lending and specific
regulations, systems and procedures for the administration and
management of each credit subcomponent by the participating
savings and loan associations and for monitoring and evaluating
S & L performance during implementation.

The S&Ls will be individually responsible for: administration of
subcomponent credit lines approved by FNV; promoting and
receiving credit applications; preparing periodic reports on the
credit line as requested by FNV; presenting all requests for
project financing to the FNV for review and approval; disbursing
approved credit in installments based on the value of work
completed and materials stored; securing appropriate collateral;
and administering the mortgage portfolios.

A Condition Precedent for this component will provide that prior
to any disbursement, the letters of agreemnent between
SETEFE/BCR, BCR and FNV, and FNV and each S&L, which will cover
the specific terms of the above responsibilities and procedures,
including standard con:ract formats, must be approved by A.I.D.
Efforts will be made to have this material prepared and agreed
upon by all agencies involved, and ready for formal action
immediately after ratification.

The BCR will not charge for its administrative and oversight
responsibilities for the housing credit: component. The FNV will
receive one percentage point for its services. The difference
between the interest the borrower pays and the 4 or 5 percentage
points allowed to the S&L for its costs and profit will be
passed back to the FNV's account in the BCR. In addition, the
S&Ls will be allowed to charge or deduct from each loan, a one
time closing commission of 3% of the loan for repayment risk.
The S&L may also charge a 1% up front commission for inspection,
either as a payment or as a deduction from the loan.

Staff Support for VMVDU

Due to the increased work load and responsibilities of the VMVDU
stemming from various shelter components of the Earthquake
Reconstruction Project, additional management staff will be
tund=d by the Project to assist the Vice Minister in all phases
of project management.

Two full time experienced management professionals will be
contracted by VMVDW for a three year period. These
professionals will report directly to the Vice Minister who will
delegate specific management actions to each. The contracted
staff will act specifically on earthquake reconstruction matters
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involving implementation, procedures, approvals, policy issues
and conflicts, and to assure actions are taken on a timely
basis.

USAID Monitoring Arrangements and Requirements

The USAID's Office of Housing and Urban Development (HUD) will
be responsible for first line monitoring of all aspects of the
operation and implementation of the Housing Credit Component.
HUD will monitor housing credit activities within the FNV and
each Savings and Loan, coordinate housing credit actions with
the VMVDU, review all progress reports and take actions required
to assure that project funds are used according to the terms of
the project agreement.

To carry out these activities a full time housing finance
monitor will be contracted with project funds, and will work
under the direction of the HUD Office Chief to follow day to day
operations of the FNV-S&L operations. Other monitoring
requirements will be handled by existing HUD staff.

Cash Disbursement/Utilization Schedule

Disbursements of funds for the housing credit component will be
made in advances based on estimates of needs for cash to fund
disbursements on approved loans by the S&L system. An initial
advance of $3 million (10% of total housing credit line) will be
made when all conditions precedent for disbursements have been
fulfilled by the GOES. This is estimated to be a reasonable
amount to allow sufficient liquity at both the FNV and the S&L
system level to cover early loan approvals. Given the
experience with the credit line for repair of housing under the
Recovery Project, where the entire banking system was involved,
and taking into account that the housing credit component will
now also include credit for constructing new housing projects
that will take longer to prepare for credit approval,
disbursements are estimated to average ¢' million monthly. All
funds would then be advanced in a 28 month period, 1i.e. a $3
first month advance plus 27 monthly advances of $1 million
each. Final liquidations would be presented starting
approximately three months after the initial advance and
continuing until approximately four months after the final
advance.

4., Business/Social Services Credit Component.

A second credit component to be administered through the Central
Bank pertaing to credit required to regaii. normalcy in the
provision of education, health and business output and services
in the private sector. For this credit component, the Central
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Bank would discount funds to the nine commercial banks that
participated in the Recovery Program credit lines, and to the
Banco Hipotecario, FIGAPE and BANAFI, the National Bank for
Industrial Development. The Central Bank would supervise the use
of these credits, provide audits certified by the
Superintendencia of the banking system, and would provide AID
with nonthly progress reports.

Demand analysis for these three private sector credit users is
shown in Annex 10, together with data on eligibility criteria,
terms and conditions, margins and commissions and other relevant
matters. IFlowing from the demand analysis, very conservative
amounts of $2 million for private health services, $4 million
for private schools, and $8 million for small and medium
commercial and service establishuents have been programmed.

Overall Management of the Credit Line

The three different types of beueficiaries described above will
be handled through one consolidated Line of credit which will
provide that the amount programmed for each subcomponent will be
reserved for application to ecach tavget zroup for a period of 4
months. 1If at the end of that period, sufficient credit
applications to fully utilize programmed funds have not been
received for a given subcomponent, the remaining funds will
become available for use in ecither or both of the other
subcomponents, at the request of fthe Grantee.

The consolidated line of credit will be managed by the BCR.
Provision will be made in a Memorandum of Understanding (MOU)
between MIPLAN and the BCR that AID payments will be
antomatically transferred to a BCR Special Account used
exclusively for the purposes outltined above. This MOU will also
specify:

i. That the financial intermediaries with access to the
oredit line are limited to the 9 commercial banks which
participated in the Recovevry Program, the Banco
Hipotecario, PFIGAPE and BANAFI.

ii. That the requirements placed on the commercial banks
by the BCR as concerns portfolio composition, will not
apply to this line of credic; it will, in effect, be
treated by both the BCR and the financial
intermediaries as a resource separate from the regular
credit systemn.

8/8/87:0900
2168e



-19-

iii. That the financial intermediaries are authorized to
approve and finalize loans of up to #500,000
($100,000) without prior review or approval by the
BCR; and that the amounts paid out by the financial
intermediaries under this arrangement will be
rediscounted and replenished to them by the BCR within
7 working days, unless the loan is ‘ound to not meet
established criteria. (The principle has been agreed
to by the BCR, but the amount for which approval is
delegated has yet to be negotiated).

iv. For lman applications over #500,000, prior approval
by the BCR will be requiread. The MOU will fix maximum
time periods for same. In this connection, the BCR
should commit itself to hiring 3 credit analysts for
exclusive dedication to this credit line.

V. The responsibility of the sCR for monitoring,
reporting, etc. will also be covered in the MOU, as
well as terms and condit.ions, margins, eligibility
criteria, ete. (see Annex No. 10). Here again, while
the terms, conditions and margins have been discussed
with the BCR, they should be considered as
i1lustrative until they are approved by the BCR Board.

vi. It will be established that responsibility for
improper loans, non payment, etc. will rest with the
financial intermediary, and that normal BCR
regulations concerninc the cffect of bad loans will
apply.

It had been proposed that the present legal requirement that
all loans beyond 4 years must have mortgage collateral will be
waived for this line of credit. This important requirement has
not been accepted by the BCR. They correctly point out that
each bank will have to determine what guarantees it will accept.

A Condition Precedent will be established providing that before
any disbursement under this component is made, the above MOU
and the related regulations to he issued by the BCR to the
financial inter..diarses will be prepared and approved by the
BCR Board and are satisfactory to A.I.D. Every effort will be
made to have these documents prepared and agreed upon between
now and the ratification of the Project Agreement, so that they
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can be forrmalized quickly after ratification. It should also
be noted that while the above topics have been discussed with
the BCR, it remains to negotiate them with MIPLAN, which will
be a party to the MoU.

It is conceivable that funds may be used for the repair of
schools or medical facilities that have religious affiliations.
However, this does not result in prohibited assistance in
support of religious activities. The funds are being obligated
and channeled through the GOES, which is then making the funds
available under its own reconstruction program to the ‘end
users. Additionally, the Central Bank's own credit policies
prohibit loans to religious organizations. Therefore, no funds
will be made available directly to a religious organization,
even for repair of eligible facilities. Civen the above
factors, in accordance with past analysis of similar issues by
the General Counsel's office, potential financing under this
component for the repair of institutions that have religionus
affiliations does not create a legal problen.

2. GOES Monitoring Arrangements

The 3CR has proposed that the "Credit Agent" structure
developed for implementation and monitoring of supervised rural
credit under Project 519-0307 be utilized or at least used as a
model for this line of credit. Under this system, AID pays for
several credit technicians located in the Credit Analysis
Department of the BCR and for cradit promoters located in the
commercial banks,

This is not believed to be an appropriate arrangement.
Instead, it has been proposed to the BCR that whatever firm the
Mission uses for auditing and end use checking be charged with
inspecting and evaluating the performance of each intermediary
credit institution, initially once a month and at longer
intervals later on. The criteria used would be the same or
similar to those used by Price Waterhouse and reported upon in
Annex No. 8. Based on these evaluations, the contractor would
inform the BCR of its findings and; (1) recommend needed
remedicl action to be enforced by the BCR; and (2) recommend
which credit intermediaries should receive the bonus 1% margin
described in Annex No. 10.

The BCR has not yet agreed to the above proposal and, while not
ruling it out, may counter propose giving this responsibility
to one of its existing Departments. This issue is not likely
to be resolved until the BCR has had an opportunity to study
and react to a complete draft of the MOU with MIPLAN.
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Mission Monitoring

The PRE Division of the Mission will be responsible for first
line monitoring. It will be necessary to provide this division
with an additional local employee for this purpose. This
individual should be brought on-board as quickly as possible.

Disbursement/Utilization Schedule

Baced on experience with the Recovery Project credit line, and
the fact that amounts available have been set conservatively
below what the potential demand is expected to be, it is
believed that this should be a fast disbursing component of the
Project. We propose an initial advance of 10% of the funds for
the component, i.e. $1.4 million. We would expect the
remaining $ 12.6 million to be disbursed over an 18 to 20 month
period after ratification of the Grant Agreement, i.e. by July
or September, 1989,

D. Public Sector Services Component

1. Construction/Upgrading of Public Schools

Consuitatinn hciween ihe MOE and the Mission has led to the
development of the following policy/criteria fcr the
determination of USAID activities under this project component:

i. The design work started under the Recovery Project
for the repair and reconstruction of the six large,
major institutes should be continued under the
Reconstruction Project and consequent construction
financed, in order to rapidly put the schools back into
service.

ii. Temporary classrooms constructed under the Recovery
Project should be converted to permanent structures
wherever possible, i.e. if they meet the criteria
indicated below.

iii. Priority would be given to basic education school
reconstruction needs, i.e. from kindergarten to 9th
grade, and one story schools will be built for this age
group when the land area permits reconstruction.

iv. Reconstruction will be concentrated in the
metropolitan area. However, in recognition of the growth
trends of the city, reconstruction in suitable downtown
sites will consider the tributary residential areas for
a particular school, so that if a portion of a school's
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population is a result of lack of facilities elsewhere,
the project would permit the funding of "swing"
classrooms in the tributary area rather than on the
original site if a number of factors allow, such as
available land, funds, and total student population
limits.

v. Decision on whether or not to upgrade temporary
classrooms where they now are or reconstruct
destroyed/damaged facilities on the same site will be
made after site visits and research has determined that
the land is under GOES control, e.g., owned or under
long term lease; that the site is not on a major fault
line; ~nd that the size and location of the site is
suitable for a school,

In addition to the six multi-story institutes mentioned above,
this component provides for:

- upgrading from temporary to permanent status, up to
476 classrooms on 64 sites.

- reconstruction of 82 classrooms on 15 new sites.
- rebuilding of 150 classrooms on existing sites.

- Provision of furniture, etc. for all the above 708
classrooms,

Details on the rationale for the above, and on procurement
methods, is found in Annex No. ll. Contracting for the 6 major
institutes will be done via procedures to be agreed to between
the GOES and USAID, which is expected to be the standard CEA
procedure described in Annex No. 16. Contracting for primary
school construction may use an approved lottery procedure, also
described in Annex No. 16. The MOE will be the implementing
agency in both instances. The A&E and administrative work for
both the primary schools and the institutes will be contracted
with one firm if possible.

Conditions Precedent to initial disbursement will be
established providing that Action Plans, satisfactory to AID,
will be prepared and approved by the pertinent GOES agancies,

First line Mission monitoring responsibility will rest with the
Office of Education and Training (OET). OET will receive
engineering support from IRD, but will also require additional
staff financed from Project funds, i.e., two local professional
PSCs and one adminsitrative level secretary.
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Cost and Implementation Schedule

The cost of reconstruction of the multi-story institutes is
estimated at $740,000. The estimate for primary school work is
$9.6 million. When these are added to the $1.1 million A&E and
administrative cost, the total comes to $11.1 million. It is
estimated that work will be completed by March, 1989 (see Annex
No. 11 schedules for details).

2. Municipal Market Repair

This component provides for the repair or reconstruction of the
two largest markets serving primarily low income group people:
The Central Market and the San Miguelito Market. Demolition
work and preliminary design work on one of the markets is being
financed under the Recovery Project. The details of the
damage, and the approach to repair or reconstruction are
provided in Annex No. 12.

Implementing Agencies and Procedures

The Municipality of San Salvador will be the executing agency
for this component of the Project and will receive and
administer the funds reneived from SETEFE for this purpose.
Language authorizing the Municipality to receive funds from the
Extra—-ordinary budget, through which SETEFE-controlled funds
are managed, will have to be negotiated with the Ministry cf
Finance. The preparation of scopes of work and specifications,
issuance of IFB's and contract negotiations will be carried out
in accordance with the procedures described in Annex No. 16 of
this document. Design and supervision of construction will be
carried out by a local A&E firm(s) and construction will be
carried out by a local construction contractor(s). Whether one
or more A&E or construction firms will be used will depend upon
whether both markets are ready for bidding at the same time,
the availability of contractors at time of bid, and whether the
GOES wants to diversify the work.

Materials and Equipment.

It is anticipated that all construction materials will be of
local source and origin. Only one restriction will be placed
upon the design engineer and covered by a Covenant in the
Project Agreement: that is, that no asbestos or building
materials containing asbestos will be used or funded by the
project. It is not envisioned that this will create any
problem for these two buildings. A locally produced fiber
cement board is available for the low weight roofing material
and all filler walls probably will be composed of cement block,
a local standard.
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Also, approximately 42 municipally owned refrigerated display
units need to be replaced and will be provided under AID direct
procurement methods.

Cost and Timing.

The total estimated cost of this component is $1.4 million (see
Tables 3 and 4 of Annex No. 12). The estimated completion date
is November, 1989 (see Tables 1 and 2 of Annex No. 12).

Mission Monitoring.

First line monitoring responsibility will be in the USAID/IRD
Office.

Conditions Precedent.

An approved Action Plan, acceptable to AID, will be required
prior to initial disbursement for this component.,

3. HIGHWAY RECONSTRUCTION

During the immediate aftermath of the earthquake, the major
lifeline for relief supplies was the Comalapa airport/San
Salvador divided highway (toll road). Although the road was
damaged in numerous spots and lanes closed to traffic due to
landslides, the openings were sufficient to allow one-way
traffic. The approach and abutment of one span of a small
Priage collapsed, but the other south-bound lane remained open
for traffic. Had the road been completely cut off, the only
alternatives for relief supply delivery would have been opening
up the military airport for commercial traffic, or the
transport of the supplies along a coastal road for 40
kilometers and then up a winding two-lane road to the city.

By mid-1987 the more serious obstructions were repaired on the
San Salvador-Comalapa highway, or temporary solutions found.
However, the beginning of the rainy season continues to cause
numerous landslides requiring daily clearing and the detour of
traffic to one lane in either direction. Should another
~7rthquake occur, there is little doubt that in its weakened
3tate the road would be completely closed. The location of the
road is shown on the map in Annex No. 13. No other donors have
identified this highway in their reconstruction plans.

The work contemplated under this component is of two kinds:

(1) repairs to the pavement (deformation), primarily occurring
in fill sections due to settlement or major embankment
slippage; and (2) design correction in high cut areas to reduce
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the chances of road closure during any future emergencies
(either because of earthquakes or heavy storms). A fuller
description of the work to be done is found in Annex 13,
together with a detailed cost estimate, work schedule, and
description of the mode of operations. The estimated cost is
$2.2 million and completion of work is scheduled for September,
1989.

The implementing agency will be the MOP's Department of
Highways (DGC). An approved Action Plan, acceptable to AID,
will be required as a Condition Precedent to any disbursement
for this component.

First line Mission monitoring responsibilities will be located
in the USAID/IRD Office.

4. ANDA (Water Authority) Mobi le Repair Team Improvement

The ANDA systen suffered major damages from the October 1986
earthquake. The main trunk lines survived in fairly good
condit.ion, but the distribution network was racked with line
breaks and severe leakage. In addition to the line breakage,
it is estimated that almost 20% of the 16,000 valves were
broken. The distribution network is composed of 2 inch to 28
inch pipe with a total length of about 490 kilometers
installed. 10 was estimated that over 95 kilometers of pipe
were Jdamaged by the earthquake.

During the period of October through December of 1986, 9,712
leaks were reported. To deal with the emergency, ANDA not only
had %o Jdeal with repairs, but was required to provide 3,280
water Lruck deliveries to areas totally without. water. Since
then, ANDA has had o deal with numbers of leaks that fluctuate
from day to day, but which add up to a much larger number than
the daily workload before the earshjuake. Casual visual
inspection in the SSMA shows & nunber of unattended leaks and
seepages in all areas of the ¢ity. 1t is likely that pipes and
valves weakened by the Earthguake will continue to break at a
more than normal rate for some t.ime yet.

The distribution network of San Salvador was the most severely
damaged (68%), second was Mejicanos (9%), third was Soyapango
(5%) and Cuscatancingo (4.6%).

This component is designed to provide ANDA with the minimum
amount. and kinds of emergency type equipment and materials
required to improve the officiency of ANDA's earthquake caused
repair work. The details and costs are provided in Annex No.
14, together with an implementation schedule, and a description
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of ANDA's situation regarding personnel and equipment. The
items to be provided were determined after a review of the
equipment and material which other dorors are providing.

The estimated cost cof this componeat 10 $1.5 millian.
Procurement will be handled under direct A.I.D. procurement
procedures, if so requested by the Grantee, and should be
completed by October, 1988. This method is proposed in order
to have the equipment in use at the earliest possible date,

Development of specifications will be jointly done by the
Mission's IRD Office ind ANDA and MIPLAN, with the procurement

actions taken by cthe Mission's Contracts oOffice.

5. Shelter Relocation/Resettlement

This component will puoovide funds to develop relocation sites
for femilies from designated reconstruction zones or
municipalities who as a result of the earthquake no longer have
access to a permanent home or apartment sice, either through
reconstruction of theyr previous site, or at a different site
in the center city. This group includes mostly previous
renters of mesones or houses who are unable to occupy their
former residence, or tugurio dwellers whose home sites were
affected by land slides, cave-ins or subsidences, etc. and
cannot safely reoccupy these sites. These center city families
are generally poor, with incomes below ¢500 per month. Most

»L them have taken up temporary residence on vacant lots,
parks, streets and sports fields. This group has been
generally defined by the mayor of San Salvador as the "floating
population" and has been estimated from a low of 2500 families
to a high of B000 families. The actual number of these
families will depend on the number of reconstructed solutions
that are or will be built in the center city that are
affordable to this group. Those remaining unattended will then
constitute the demand for alternatives such as relocation
within the SSMA and/or to the Apopa development area. The
proposed activity will provide solutions for approximately
2,000 of these families, on 5 already selected sites (see Annex
No. 15 for details).

Land end title will be provided free of cost by the GOES for 4
of the 5 sites. (Users of the 5th site have already entered
into lease/purchase arrangements with the owner of the land,
the FSV). Infrastructure will be provided at no cost to the
beneficiaries from Project funds. On 4 of the sites, core
houses will be built and sold to the users on a credit basis
(up to 25 years, average interest payment 8%). On the 5th
site, where the beneficiaries are committed to pay ¢50 per
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month for the land, shelter building materials will be provided
on the same terms as core houses and infrastructure begun under
the Recovery Program will be completed under this Project.

The implementing agency will be the VMVDU. It will: (1) select
beneficiaries, and (2) utilize IVU engineers, who are already
at work on design and preparation of IFB's. Prior to any
disbursement under this component, the GOES will be required to
provide, in form and content satisfactory to AID: (1) a
Management Contract between MIPLAN and the VMVDU setting forth
responsibilities and procedures; (2) the above designs; and (3)
an approved Action Plan.

The cost of the component is estimated at $5.0 million, and the
estimated completion date, including titling, is February,
1990. By August, 1989 all construction should be completed and
by November, 1989 all beneficiaries should be installed (see
Annex No. 15 for details). Contracting will be performed using
procedures agreed to between the GOES and USAID, probably the
CEA procedure described in Annex No. 16.

First line Mission monitoring responsibilities will rest with
USAID/HUD.

6. PVO RESETTLEMENT ACTIVITIES

The Cooperative Housing Foundation (CHF) and World Relief/El
Salvador are actively involved in providing assistance to
earthquake beneficiaries. They approached the Mission in early
1987 with proposals to continue assistance to those low income
families affected by the earthquake who have not been able to
marshall the resources necessary to repair or replace their
shelcer. Official, detailed proposals were received on July 6
and July 13, 1987, respectively. The Mission believes that
these initiatives have merit. The details of the proposals are
available in the Mission bulk files. In summary, the
activities are as follows:

a. World Relief

The purpose of this activity is to provide shelter for
1,000 low income families living in the San Salvador
metropolitan area whose homes were totally or partially
destroyed by the earthquake. World Relief will implement
this activity utilizing a Salvadoran technical staff and
voluntary groups. The total project cost is $1,065,000, of
which AID will contribute $615,000 and World Relief
$450,000., The activity will be split into four phases of
250 units each, each one lasting one month for repairs and
reconstruction by the beneficiaries. It is expected to
commence in November, 1987, and be concluded by March, 1988.
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b. Cooperative Housing Foundation

CHF proposes a multi-faceted assistance effort. The first
is to provide 190 loans for repair and reconstruction of
homes in the San Marcos area ($200,000), a 60 unit meson
pilot project testing a cooperative solution for residents
($250,000), a 200 unit low cost housing program for
squatter and tugurio settlements costing $200,000, and
outreach to other local PVO groups and the S&Ls to manage
meson projects. It is estimated that 2,100 persons will
benefit from this activity. AID cost of these activities,
including CHF costs, is $885,000, and outside donors will
provide $126,107 in additional funds for a total activity
cost of $1.0 million. The activity is expected to be
completed by early 1989.

c. Implementation Arrangements

These activities will be monitored by the Mission's Office of
Flousing. Funding will utilize normal PVO funding mechanisms,
such as Federal Reserve Letters of Credirt.

The Project Agreement will stipulate that these two activities
will be managed directly by USAID and that USAID will disburse
directly to these PVOs. The Mission will provide SETEFE and
the MIPLAN Reconstruction Directorate with periodic reports on
the progress of these activities.

7. Public Health Facility Reconstruction

Earthquake damage to public health services is estimated at
$100 million. Other donor assistance comes to approximately $61
million. These funds, some of which are not yet definitly
committed, will permit restoration of outpatient services in
the areas most affected by the earthquake. Also, two major
hospitals, the Benjamin Bloom and Rosales will be restored.

Under the $50 million Recovery Project, AID provided $1.4
million for temporary repairs to the pneumology center, the
Rosales, Maternity, and Bloom Hospitals, and the central
laboratory. Needed major reconstruction or repair for the
Maternity Hospital, the pulmonary facility, and the central
latmratory is currently unfinanced. Other urgent needs may also
develop.

The GOES has not yet provided us with specifics as to their
requirements. They do, however, expect US assistance in this
sector, in conformity with our role of "donor of last resort".
We therefore propose to program $2.4 million for this component
to be used in a flexible fashion, as the other donor situation
unfolds. It is recognized that this component does not meet
normal 6l1(a) requirements. An exception is made under Section
491 ot hor i Y.
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The implementing agency for this component is the Ministry of
Health. Whatever A&E and construction services are financed
under this component will be provided pursuant to the
procedures set forth in Annex 16. An approved action plan(s),
satisfactory to AID in form and substance, will be required
prior to any disbursement under this component.

The Mission's IRD Office will have first~line monitoring
responsibility for this subcomponent. An engineer will be
assigned from the IRD Office as Project Manager to work with
the MOHealth and to coordinate as necessary with the Mission's
Office of Health and Population Assistance on technical natters
such as reasonable needs, eguipment, etc.

8. Project OQutput Summary

The Reconstruction Project offers significant benefits to the
GOES and scores of beneficiaries. While some of the outputs are
difficulr to quantify, the following benefits are expected to
result from the project:

Housing. Over 13,000 fFamilies are expected to benefit from the
e . . . 2

housing activities. As the demographic surveys have shown
about 4.5 persons per family as a conservative figure, the
$36.5 million involved with these activities will reach at
least 58,500 Salvadorans.

Public Schools. At least 708 classrooms will be upgraded or
reconstructed under the project, and at least 125 new institute
classrooms reconstructed. Each classroom will hold between 40
and 60 students. Ciasses are held in the mornings with a second
shift for afternoons and a night shift in many of the schools.
Using the nominal figure of 100 srudents per day, 83,000
students will benefit from this component on a daily basis.

Private Enterprises. It is difficult to attach a quantifiable
humnber of beneficiaries to this component, but it is expected
that the private schools can place 200 classrooms in service
for 50 students per day, the medical profession can open for
complete services in 40 locations, and commercial ventures in
some 400 locations can be renewed. At a very minimum, some
10,000 students can attend school and the families of some 400
businesses, plus their employees will be benefitted under the
project.

Public Services. Two extremely important markets serving low
Thcoms families will be reconstructed under the project,

plus the major lifeline highway will be better able to
withstand future damage. While we are not able to precisely
define the outputs in the public health sector, we expect that
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they will directly serve the Project's target groups.
Additionally, with ANDA better able to respond to emergencies,
economic losses will be reduced and the benefit of a better
water supply will accrue to the city. These project outputs
reflect a concerted effort to restore the quality of life of
the earthquake beneficiaries and to allow the smaller
businessmen to recover from this unexpected disaster. In
addition, preserving and protecting the city through repair of
the route most used for emergency supplies will be of
considerable value to the economy and for future protection of
the citizens.

1v. PROJECT MANAGEMENT AND MONITORING
A. GOES Responsibilities and Functions
1. Experience Under Recovery Project

In an attempt to centrally control expenditure, while sharing
responsibility amongst different groups, a multi-sector entity
with broad powers and authority was created. This was the
CREM. A Price Waterhouse review of its functioning, conducted
in late January, 1987 concluded that the CREM did not have the
formal organization, administra*sive controls or proper
accounting system to adequately manage several project
components.

Nonsequently, after lengthy negotiations between the GOES and
’5AID, additional administrative structures were created or
activated. The CRESP, the Commission for Restoration of Public
Services, was created to work with implementing agencies
involved with public services in the identification of
projects, preparation of action plans, and monitoring of
implementation. The COMFIEN was activated and was given prior
approval authority for all Project expenditures. Under the
Vice Minister of Housing, the CEA was established to take over
procurement and contracting actions, put requests into an
acceptable IFB or RFQ format, advertise, review bids or
quotations and evaluate and make award recommendations.

SETEFE, whose normal function is to gserve as the GOES
coordination point for foreign donors, and as the control point
vn disbursements from multilateral and bilateral donors into
the country, assumed responsibility for overall Project
cocrdination. It also acted as implementing agency for the
credit components of the Project. It was not staffed to handle
these resonsibilities and only assumed these functions in order
to fill a vacuum.
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The technical of fices involved in the Project are the office of
Housing, Office of Education and Training, the office of
Infrastructure and Regional Development, the Office of Health
and Population Assistance, and the Of fice of Private
Enterprise. Thase Of fices will provide tirst line daily
backstopping. implementation monitoring and ongoing support to
GOLES counterparts in their respective progran areas. The
manner in which these functions will be exercised and their
gtaffing needs are discussed under the project components.
Costs are shown in the Financial Plan, gection IVHE.

C. procurcement Plan

Procurement under this Project will combine direct USAID
procurement of a limited amount of commodities with local (Host
Country) procurement for the majority of Project needs. The
details of the procurement requirements are shown in Annex NO.
18.

Direct commodity procurement needs, which have been identified,
are liwmited to $1.5 million of natorials and equipment for
ANDA, an estimated $708,000 in primary school furniture and
equipment, and an estimated $122,000 of vefrigeration equipment
for the San Miguelito narket. While thie highway repairs and
relocation/resettlement component may latex identify the need
for commodity inputs, it is currently planned that thae
contractors responsible frr execution of these components will
do their own procurement.

Local procurement for goods and services will likely utilize
the procedures established under the Recovery Program for the
CEA and, in the case of primary schools, the lottery system
developed by the MOE and approved by the ncorte de Cuentas.”
Some revisious of the Manuals governing both of these
procurement systems will be required. The credit lines will be
subject to standard IFI limitcations as detailed in Annex No. 16.

Funding for the procurement of goods and services under this
Project 13 Fhrough a special appropriation of LSF monies to be
applied specifically to fhe October 10, 1986 earthquake for
disaster relief., Thus there is a legal basis for using the
authority contained in Section 491 of the F.A.A., of 1961 in
exccuting procurement actions. However, the General Foreign
Disaster Assistance policy (nup8, CH5) for procurement states
that the policies and procedure of Federal pProcurement
Regulations and AID Procurement Regulations shall be observed,
where possible. No exceptions to HD 8 procedures are presently

A
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Relationship with GOES Corte de Cuentas (Controller
General)

Normal GOES procurement procedure provides that all contracts
be submitted to the Corte de Cuentas (CC) for prior approval
and, later, for ex-post-facto audit. In connection with the
Recovery Project, the prior approval procedure was bypassed
pursuant to an emergency decree law, Questions have now arisen
about the legality of the Recovery Project procedure. It has
been stated, but not verified, that public sector contracts
gsigned without CC approval are not legally binding should the
GOES find it necessary to take court action against a
contractor.

If contracting under the Reconstructio. Project was subject to
normal CC procedures, significant delays could be anticipated.
The implementation schedules shown would not be operative.

MIPLAN feels strongly that prior approval by CC must be built
into the Reconstruction Project procurement and payment
procedures. However, they believe it will be possible to
negotiate procedures with the CC.

The terms of reference discussed with the CC and agreed to in
principle by its President are:

a. That the pre-—audit examination by CC of procurement
actions be limited to assuring that the procedures set forth in
the CEA Manual and in the MOE Lottery Contracting Manual have
been followed. (The CC should participate in the necessary
revision of these Manuals, so that they are appropriate for use
under the Reconstruction Project).

b. That the CC delegate authority for full and final
pvi-audit approval for contracts and payments to its delegates
in MIPLAN and MOE. If possible, this delegation of authority
shonld apply to all contracts and payments. However, the CC
mey insist on setting upper limits for use of delegated
& ‘rority., In this event, ceilings of ¢1 million for
¢t »tracts and ¢500,000 for individual payments would be
acceptable.

It i=s believed that if the above terms of reference can be
agreed and held to, it will be possible for procurement to take
place as per the implementation schedules. MIPLAN, in later
discussions, did not feel the need to confront the CC on these
apecific issues. As a result, they have proposed that the CC
establish a special unit solely for the review of
reconstruction activities.
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There will be Conditions Precedent that establish that prior to
any disbursement under the Project, procurement procedures be
negotiated with the CC by MIPLAN and found satisfactory in form
and substance by AID.

D. Summary Cost Estimate and Financial Plan

A summarized cost estimate and financial plan for both the
USAID and GOES contributions to the project are presented in
tabular form on Tables 1 through 3. Also, detailed data on GOES
and Mission TA and staff support is presented in Tables 4 and
5. Total project costs are estimated at $78.3 million with
AID's input amounting to $75 million, PVO contributions of
$576,000, and the GOES's input of in-kind contributions
totalling $2.7 million. Disbursements are programmed over the
thirty six months life of project with the majority of project
costs being paid in local currency.

USAID Funding

The project proposes financial assistance in four general
areas: rediscount credit lines of $44 million for housing
reconstruction and business reactivation, non-credit activity
of $23.6 million for restoration of public services, technical
assistance and support of $2.3 million for USAID staff and to
implementing entities, $1.5 million for PVO activities, audit
and evaluations of $0.5 million, and $3.1 million for inflation
and contingencies.

Host Country Funding

The total Salvadoran contribution to the project is estimated
at $2,700,000 of which all is credited as staffing or in-kind
contributions. PVOs will contribute funds and staffing to the
project.

Disbursement Procedures

As mentioned, the majority of the project disbursements will be
made in local currency, i.e., large credit reimbursements. To
expedite the transfer of the funds in the shortest period
possible, the Mission will utilize the Electronic Funds
Transfer (EFT) mechanism in concert with M/FM/PAFD. The USAID
will request AID to authorize the US Treasury to deposit a
determined amount of approved project costs to the GOES account
with the Federal Reserve Bank N.Y. Once a confirmed deposit is
made, the Salvadoran Central Bank (BCR) will credit its
specific account, depending upon which particular project
element is being supplied/reimbursed with the local currency.
In certain instances, disbursements will be on an advance basis
according to approved cash flow requests for periods of no more
than 90 days cash needs.
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The exchange rate will be the highest rate not unlawful in El
Salvador. Experience has shown the EFT process to take less
than one day to complete; hence, should there be any exchange
rate fluctuations the probability of losses to the project has
been reduced to the minimum. Detailed administrative procedures
will be developed and given effect by PILs, MOUs and similar
documents with each GOES institution, ie, Ministry of Finance,
BCR, SETEFE, as well as the participating S&Ls and commercial
banks to assure compliance with exchange rate requirements and
efficient financial implementation.

The Mission forsees only a minority of the project's
disbursements being AID direct payments. Items falling under
this category will be the $1.5 million of commodities for ANDA,
$122,000 in refrigeration equipment for a market, $700,000 for
primary school furniture and equipment, and technical
assistance contracts/institutional support costs. The specific
amount of the project funding for the USAID support costs and
for direct AID procurement will be described in the Project
Agreement, assuring the GOES' agreement on the uses of funds
and the USAID's right to unilaterally expend said funds for the
purposes addressed.

Financial Monitoring and Accountability

Drawing on the experience of the first earthquake project of
$50 million, the Mission proposes to continue using the
contractual services of a US CPA affiliate to perfecrm the
day-to-day routine verification of procurement practices
including receipt, warehousing, and distribution of project
provided assets, end-use checks, financial audit and
verification of accounting reccrds, oversight on public bidding
practices and testing reasonableness of cost, etc. Moreover,
the financial management and monitoring capacity of the BCR and
MIPLAN's ERD will be strengthened.

While financial capability assessments have been performed on
the majority of implementing institutions, not all institutions
have been reported to have the same degree of competent
rmn2gement. As mentioned above, detailed procedures will be
dzv2loped and agreed upon prior to the disbursement of funds to
assure that competent financial management is in place before
implementation begins.

No less than annually, each participating credit institution
will he examined by a local US CPA affiliate auditing each for
financial compliance, as defined by the 1981 GAO-published
standards, as to the accuracy of implementation in terms of the
agreement/sub-agreement. The Mission will coordinate this
nonfederal audit activity with the Office of the Regional
Inspector General in Tegucigalpa, Honduras.
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Audit and accountability of GOES institutions will be
coordinated between the Mission's Office of the Controller and
the Corte de Cuentas, the GOES equivalent to the GAO. Audit
workplans will be mutually agreed upon and executed annually.
Subsequent funding will be programmed on the basis of these
reports.
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TABLE 1
EARTHQUAKE RECONSTRUCTION PROJECT
UMMARY COST ESTIMATE AND FINANCIAL PLAN (MILLIONS OF US$)

USAID HC TOTAL

FX LC TL LC FX LC TOTAL
Credit Activities - 44.0 44.0 0.7 - 44.7 44.7
Non-credit Activity 3.8 21.3  25.1 1.3 1/ 3.8 22.6 26.4
Staff Support 1.2 1.1 2.3 1.3 1.2 2.4 3.6
Audit & Eval. 6.5 - 0.5 - 0.5 - 0.5

Inflation/

Contingency 3.1 3.1 - 3.1 3.1
TOTAL 5.5 69.5 75.0 3.3 5.5 72.8 78.3

1/ Composed of $0.6 from PVOs and $0.7 land value for resettlement.

TABLE 2
PROJECTION OF EXPENDITURES BY FISCAL YEAR
(MILLIONS OF US$)

1988/89 1989/90 1990/91 TOTAL

AID 28 0 37.3 9.6 71.9
Host Country 1.0 1.0 0.7 2.7
Others 0.6 - - 0.6
Inflation/Contingency 1.1 1.0 1.0 3.1
TOTAL 27.7 39.3 11.3 78.3
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TABLE 3
COSTING OF PROJECT OUTPUTS/INPUTS (MILLIONS US$)

COMPONENT/SUBCOMPONENT

CREDIT ACTIVITIES $44.0

Housing Credit $30.0
Individual Unit Repair $1
Rental Mesones
Sale Mesones

~N Ut
.
[eoNeNe]

Business Credit 14.0
Sm/Med Enterprise
Private Schools
Private Medical

N B
[oNeNel

NON-CREDIT ACTIVITIES $23.6

Public School Construction 11.1
Relocation/Resettlement 5.0
Markets 1.4
ANDA Fguipment 1.5
Highway Construction 2.2
Health Activities 2.4

PROJECT SUPPORT 3.8

GOLS 0.
USAID 3

Project Support
PVO Activity

[l 3
.
U O

AUDIT & EVALUATIONS 0.5
INFLATION & CONTINGENCY 3.1 l/

THTAL PROJECT $75.0

1/ Contingency calculations relate only to construction activities.
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TABLE 4

PROJECT SUPPORT COSTS

(Life of project)

GOES
VMVDU
1. 2 Staff Assistants for Vice Minister
plus secretary
2. Supplies and Equipment
TOTAL
USAID
ERU

Director, Asst Director, Information
Specialist, 2 Engineers
Procurement Specialist, 1 secretary

zechnical Offices

OET (2 PSC, 1 sccretary)
Housing (1 PSC)
PRE (I PsC)

SUB-TOTAL

Controllers Office

NFA Contract,
End use audits

Equipment and Supplies

Misc, including short term consultants

TOTAL

8/8/87:0900
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(IN THOUSANDS)

240

35

275

1,025

200
100
50

350

500

80

50
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Methods of Implementing and Financing

The following is the approved payment verification matrix:

Methods of Implementing Method Of Financing Approx $MILLIONS
Rediscount Line Grant Host Country
to BCR Reimbursement 44.0
Construction Contracts Host Country
Reimbursement 21.3
PVO Agreements FRLC 1.5
Equipment Direct Pay 2.3

AID Procurement l/

Support Costs Host Country 0.3
Host Country Inst. Reimbursement

AID Project Admin. Direct Pay 2.0
Audit & BEval. Direct Pay 0.5

Direct AT Contract

Cont ingency & Inflat. 3.1

PROJECT TOTAL 75.0

1/ Cover PSA procurement of $0.7 million school equipment, ANDA and
market refrigeration equipment.

During project design, reviews of the BCR's administrative controls
and procedures were performed. Mission has on file current
managyement asscessments of major sub-implementing institutions, i.e.,
8 S&bLs, 9 commercial banks, and 2 specialized GOES credit
institutions.

ALD/GOES Mministrative Arrangements

Local Currency Costs- Project local currency costs will be
disburscd via EFT through the BCR. Specific disbursement procedures
will be included in PIL 1. Local currency disbursement will also be
made on audited statements of expenditure, or in the case of
advances on detailed cash flow analyses for periods less than 90
days.
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Dollar Costs- All dollar cost procurement will be done by AID
direct contract.

Aid Policy Determination No. 71 is not affected by this Grant.

Gray Amendment- It is expected that contracts for technical
assistance will include as many minorifty-owned and other Gray
amendment organizations as possible.

. Master Implementation Schedule

The following chart shows the timetables for completion of each
project component. As will be noted, the component which is
expected to take longest to accomplish, Housing Credit, is
programned for completion in September, 1990, which corresponds to
the PACD.
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ALL PROJECT COMPONENTS
Earthquake Reconstruction
LIST OF ACTIVITIES

Project: Summary Date: Aug 9, 1987
1. Complete/Approve PP 5.0 Weeks
Sched Start: Aug 7, 1987 Sched Finish: Sep 11, 1987
2. Nego/Sign ProAg 1.0 Week
Sched Start: Oct 1, 1987 Sched PFinish: Sep 30, 1987
* 3. GOES Ratify ProAg 4.0 Weeks
Sched Start: Oct 1, 1987 Sched Finish: Oct 28, 1987
* 4. Meet Initial CPs 8.0 Weeks
Sched Scart: Oct 29, 1987 Sched Finish: Dec 23, 1987
* 5. Housing Credi: - Project 32.5 Months
Sched Start: Dec 28, 1987 Sched Finish: Sept 28, 1990
6. Bus/Social Ser. Credit 20.0 Months
Sched Start: Dec 28, 1987 Sched Finish: Sep 7, 1989
7. Six Sch. Repair 23.2 Months
Sched Start: Jan 4, 1988 Sched Finish: Dec 19, 1989
€. Primary School Program 14.5 Months
Sched Start: Jan 4, 1988 Sched Finish: Mar 24, 1989
9. Market Reconstruction 22.0 Months
Sched Start: Jan 7, 1988 Sched Finish: Nov 15, 1989
10. Highway Reconstruction 20.2 Months
Sched Start: Dec 30, 1987 Sched Finish: Sep 15, 1989
11. ANDA Procurement 12.0 Months
Sched Start: Oct 29, 1987 Sched Finish: Nov 3, 1988
.2. Resettlement Program 24.8 Months
Sched Start: Dec 29, 1987 Sched Finish: Feb 8' 1990
13. PVO - CHF 16.0 Months
Sched Start: Oct 29, 1987 Sched Finish: Mar 9, 1989
14. PVO - World Relief 5.0 Months
Sched Start: Oct 29, 1987 Sched Finish: Apr 4, 1988
8/8/87:0900
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G. Evaluation Plan

During the thirty six month life of the project, the Mission does
not plan for any formal evaluations. However, there will be
continuous wonitoring, end use checking, reporting and tracking, and
periodic audits. The data generated in this fashion will pernmit
Migsion management to conduct informal, in house evaluations on an
as needed basis. Also, the data will serve as input to the end of
project formal evaluation. Tt is proposed that this evaluation be
contracted to an ocutside consultant or instilution via AID direct
procurement. Project dollar funds will be retained by the Mission
for this purpose and GOKS authorization secured in the Grant
Agreement .

1. scope and Purpose of the Evaluation

This project forms an integral part of AID's response to the October
10, 1986 carthquake. While the main thrust of the evaluation should
be on the Reconstruction Project, what was done under the Recovery
Project and how the two meshed together cannot be ignored. It is
also intended to structure the evaluation so that its findings will
allow AID to better respond to similiar disastoers worldwide,

The evaluation should examine a series of basic purposes and
techniques built into the Project designg

a. The effectiveness with which the Project meshed with the
work done on an emergency basis under the Recovery Project.

SR The effectiveness of the project as regards the overall
goal of assisting earthquake victims to restore their standard of
living and thereby maintain economic and social stability in the
SSMA.

C. The effectiveness of the project in resching its target
groups. Did the project consistently reach the lcwer income
earthquake victims or those providing services to the target groups?

d. The effectiveness of the pre-project actions designed to
provide for speedy iwmplementation of reconstrnction work, and of the
one shot, in and out features of project design.

e. The effectiveness of the Mission organivation established
for the project and the implementation systems established by USAID
to work in concert with the GOES adwministrative structure. Do these
systems have broader applicability in future AID earthquake
responses? How might the Mission have improved its organization?

f. The effectiveness of the components selected for
implementation under the project. Was the strategy of credit and
private initiatives for housing solutions appropriate and
effective? Was the procurement of equipment one year after the
disaster of significance to accomplishing the project goal or
purpose, or in creating a better future response capability?
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g. The effectiveness of the USAID strategy of acting as "donor
of last resort." Did this result in high priority needs remaining
unmet in total, or in an undesirably slow fashion? Was the GOES
donor coordination mechanism supportive and effective in making the
USAID strategy workable?

h. Were the assumptions about the implementing agencies
(particularly ~redit entities) interest in attempting to reach
target groups well founded or not?

2. Evalua+tion Plan

In order to find answers to the above questions concerning Project
purposes and techniques, three lines of investigation will be
followed:

a. SamElina

Except for the warket and road reconstruc’ion and the ANDA equipment
drop, all the components of the Project, including credit, lend
themselves to an end user sampling technique. Although the physical
and social outputs are different f»r each of these components, and
will consequently require differe.r techniques, the sampling of
beneficiaries should provide information on:

- Whether the use of the resources met project criteria.

- Whether there was a positive or negative impact con the
beneficiaries, in terms of the goals of the Project.

- Whether the beneficiaries met selection criteria.

- Whether the beneficiaries are satisfied with the treatment

given them by the respective implementing agency.

b. Evaluation of Written Data

All reports, audits, and other data in the files will be analyzed to
determine for each component:

- The relationship between final costs and budget figures and
the reasons for any discrepancies.

- The relationships between estimated and actual completion
times and reasons for any discrepancies.,

- The degree to which implementation problems were identified

in a timely fashion and whether or not corrective action
was promptly taken.

- Whether the number, type of quali<y of outputs were
consistent with expected outputs and, if not, why not.
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C. Site Visits and Interviews

All major construction, and a sampling of minor construction, will
be examined to determine 1f seismic risk was a factor in final
design, the quality of the design, construction, and maintenance
over the LOP.

Coordinating and implementing agency officials, including PVOs, and
such USAID personnel that were involved and are still at post, will
be interviewed to determine:

- The efficiency of the flow of work and problem solving.

- Bot.tlenecks, project modifications, frequency of recycling
prior decisions, and other signs of discoordination, and
the reasons therefore.

- Political problems or considerations that affected
implementation.

- The capability of the PVOs to function in aaccordance with
the roles they were expected to play.

- The impact of the project on the implementing agencies,
e.g., liquidity of credit institutions, ability to deal
with overall workload, institutional improvements, etc.

3. Costs

To accomplish the above evaluation work, it is estimated that 7
person months of professional services of a team composed of an
organization/administration specialist, disaster relief specialist,
social scientist, engineer/financial specialist, housing specialist
and support staff will be required. This team will have to either
employ or contract for the services of interviewers to conduct
sample surveys. In addition, transportation, other direct costs and
danger pay will have to be financed. The total cost is estimated at
$200, 000.

V. SOCIAL CONSIDERATTONS

A.I.D.'s primary target group for this Project are those families,
primarily of low income, that sustained damages as a result of the
gquake and are not generally served or have limited access to the
current financial system. For the purposes of this Project, lower
income individuals may be defined as below ¢1,020 ($204) per

month. In terms of housing, some 200,000 families live in the San
Salvador area in a wide variety of housing types, the majority
consisting solely of one room. Generally, tugurio type settlements
house about 15% of the population, mesones account for at least 20%,
apartments (mostly GOELS sponsored IVU shelters) account for about
10%, and both formal and informal single family un.cs house the
remaining 53%.
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The Project will directly assist low-income individuals whose
hownes were damaged or destroyed by the disaster, to build,
develop, or acquire shelter. Due to rigidities and
inefficiencies in existing laws for the requlation of land-use,
subdivision and construction, meeting legal requirements for
housing construction is costly and is not now affordable for
many low-income families. The Project will work with these
families to assure that land-use and other permits are given in
those cases when A.I.D. credit is financing reconstruction.

The Mission knows of no cultural or social constraints to the
type of housing solutions or credit offered by the Project. 1In
fact, it may assist in solving the "meson" problem in the sense
that the Project will offer the possibility of ownership to
former renters. A recent study of meson owners indicated that
12% would be .lling to sell. 1In addition, new housing
solutions such as apartments, condominiums, or cooperative
units are expected to be developed to meet the demand of the
meson population which currently has no alternative to this
type of housing. Resettlement for those homeless families or
those in temporary shelters within the SSMA is a desireable
social improvement brought about by this Project. Restoration
of public services, reinitiation of businesses, and improvement
in the provision of private health and education services are
further desireable social and ecc.omic improvements. The
Project is intended to return those individuals to at least
their pre-earthquake standards. There are currently no
ne2gative social or cultural consequences forseen as a result of
the Project.

V1. Economic Considerations

A. Damage Assessment

Following the earthquake, assessments of damage and economic
impact were undertaken by the Ministry of Planning, A.I.D. and
CEPAL (Economic Commission for Latin America and the
Caribbean). They arrived at aggregate damage estimates in the
range of $800 million to $1.0 billion. For purposes of
jllustration, in this commentary the detailed estimates
provided in the CEPAL report, summarized in tables 1 and 2 in
Annex III, are utilized inasmuch as the CEPAL estimates are the
most detailed.

The damage estimates are divided into two categories: the
"direct effects" or direct physical damage, represent the
estimated cost of repairing, replacing or reconstructing the
damage inflicted by the earthquake; the "indirect effects"
reflect production or income lost or foregone. The damage
assessment provides detailed breakdowns into public and private
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sector, repairs, construction, equipment and inventories, for
each of 14 economic subsectors. The CEPAL report estimates the
total damage at $874 million, of which the "direct" damage,ie.
loss of capital stock, accounts for $660 million and the
"indirect", or loss in current 1986 output, is estimated at
$214 million. The most seriously affected sectors are social
infrastructure {(mostly private houses, schools, hospitals and
health centers), physical infrastructure (water, sewage and
telecommunications). and commerce (see table 1). This project
focuses mostly on the reconstruction and rehabilitation of the
social infrastructure.

B. Impact on GDP

The indirect impact of the earthquake - i.e., its impact on
production or income - may be equated to loss in value added or
real GDP. Given an estimated real GDP of about $4 billion in
1986 (prior to the earthquake), the estimated "indirect"”" loss
in value added of $214 million woulid constitute 5.4% of the
1986 GDP.

C. Impact on the Balance of Payments

The estimate of the earthquake's impact on the balance of
payments cver the next three years is based on the assumption
that all! or most of the destroyed equipment would have to be
imported, while the additional imports associated with repair,
reconstruction and inventory replacement would amount to 25% of
cost. This 25% ratio is equal to El Salvador's average
propensity to import. The resulting estimate for additional
imports related to repair, reconstruction, and equipment
replacement is as follows:

In Millions of Colones

Equipment (Capital impcrts) ¢
Construction(Current imports) ¢ 413
Repair(Current imports) ¢
Inventory Replacement(Current imports) ¢

TOTAL ¢ 1107 ($221M)

If we assume that this additional import requirement would be
spread over three years, the balance of payments impact would
be $74 million a year in additional import requirements and net
additions to the balance of payments deficit.

The above calculation assumes that the earthquake had no
significant impact on exports.
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D. Substantial Disequilibrium in the Salvadoran Economy

The Salvadoran economy suffered from stagnation and serious
disequilibrium even before the earthquake hit. The Mission
projected zero growth in real GDP for 1986 before the
earthquake. As we have noted, the GOES has proclaimed a 1%
growth in real GDP for 1986. Hopefully, some growth can be
stimulated in 1987 and 1988 as a result of reconstruction
activity, largely financed by foreign loans and donations. The
1987 balance of payments is projected by the Government to show
zero deficit, but this optimistic outcome is only the result of
some $270 million in official transfers, largely financed by
ESF balance of payments assistance and PL 480 donations.
Without such assistance, the balance of payments would show a
deficit in the $250 to $300 million range. The GOES fiscal
account of the consolidated public sector shows an overall
deficit of ¢813 million, of which ¢#572 million is to be
financed from internal sources. To the cxten. that this
financing must be covered by bank credit, inflationary pressure
will be generated. Bank credit for the private sector is
proposed to expand by nearly #890 million. Bank credit
provided to the private sector increased at the rate of 19% in
1985 and 33% in 1986, while the money supply increased by 27%
and 37%, respectively, in those two years. Largely as a result
of these factors, the general consumer price level has been
increasing at an annual rate of about 30% between December 1985
and the first quarter of 1987.

It is not suggested here that the substantial disequilibrium
currently present in the Salvadoran economy is the result of
the earthquake. The need for a program of stabilizing measures
was clearly evident even before the earthquake hit. On the
other hand, there can be no doubt that the earthquake has
increased El Salvador's already.substantial requirement for
economic resources, and has further enhanced its dependence on
foreign assistance.

VII. RECOMMENDED ENVIRONMENTAL THRESHOLD DECISION

The Initial Enviromnent Examination indicates a negative
determination as the recommended threshold decision (See Annex
No. 18).
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THE BURFAU IS PREIFARED TO DELEGATE FRCJFCT AUTHORI ZATICN
AUTPRCRITY TO THE MISSICH FOLLOWING RECLIPT AND REVITwW OF
"FOLLOWING 3Y¥CTICHS CF THE DRAFT PP: fA) A CONDINSYD
PROJECT DISCRIPTICN, INCLUDING PRIOEITY ACTIVITIES 1TC RE
CAPRIED OUT AT TH¥ DOLS 75 MILLICN LEVEL; (R) FUTLL
FINANCIAL PLAM; AND (C) SUMMARY RTSPONSES TC TEIS
GUITANCE (FAPTICULAKLY LCNCR CCCEDINATION, INTYRYEST RATE
POLICY AND, ¥LIGIBILIT®Y CRITERIA 10 RESPOND TO EQUITY
CCNCERKS ).

FOINTS OF CLARIFICATICN:

(A) ECONCMIC ANALYSIS: THE ECONCMIC ANALYSIS IN THE
PP SEOULD “4A~¥ A CLEAR DISTINCTICN BYTWpiM THE LOSS CF
CAPITAL STCOCx £ND LOSS TC CURRENT QUTPUT IN 1€36, 1€97,
AND SUBSEQUFNT YEARS IF AFFRCPRIAT:. LOSSES TO CURRINT
OUTPUT (GTP) SHOULD FE ryPXESSELD IN TERMS OF VALUR ADDED

RATHER THAN VALUY CF PRCLUCTICN.

THE BALANCE OF PAYMENTS IMPACT SHCULD LIAXWISK
DISTINGUISH ®rTwkiH CURRENMT pXFORTS ANL IMFORTE, ON THE
ONE HAND, ANT CAPITAL 1¥PORT REIOUIEEALNTS, ON THE
OTHFR. ESTIMATYS OF CAFITAL IFPORT RrCQUIREMeNTS EHOULE
PE RASED CN SPECIFIC SNCWLEDGE CF ACTUAL CAYITAL LOSSES
RATHER THAN ON Ti% <IND OF AVERAGY FIGURLIL USel IN TEY
PID. (NOT:: TER 25 RAPIO RFPEXEFD TC IN PARA. 1 CN
PAGE 19 IS THY AVERAGE FRKOPENSITY TC INMFPORT HATHER THAN
THE AVEIAG: PHGFENSITY TC CCNSUME.) OFPCETUNITIES FOR
PROVIDING PHYSICAL CAPIYAL REQUIREMENTS FRCM LOMESTIC
SOURCES, 2/THE= THAMN IMFORTS, ShOULL B CARLFULLY
EXPLORED.

(B) FINANCIAL PLAN: THE FID PRESENTED ONLY U.S.
DOLLAR COSTS FOR THIS PRCJECT. THE PP’S FINANCIAL PLAN
SEOULD DESCIIBE CGSTS IN TERMS OF U.S. DOLLARS AND LCCAL
CURRENCY.

(C) PROCUREMENT PLANNING: THE PP SHOULD INCLUDE A
BT
#3181

NNNN

UNCLASSIFIED STATE 21311/62
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ANNEX NO. 2

Earthquake Damages by Sector

Housinc¢ - 'he areas of San Salvador primarily affected by the
quake contained approximately 94,000 housing units, of which an
estimated 93,000 to 0L0,000 dwellingy units were atfected. Of
these, 24,000 housing units were completely destroyed, and at
leaslt 40,000 units were severely damaged. Due to the variety
and nuwber cf slum, meson tenement (rental), and illegal
housing units, an accurate value of the damages is dirficult to
establish. he CEPAL estimate tor reconstruction and
rehabititation s $234 million.

Education - The public education system was paralyzed, with
1,371 classrooms sustainling severe damage, and another 2,125
snstaining moderate to minor damage. The school year which was
Lo start {n February, 1987, was delayed tor weeks and serjous
overcrowding of existing tacllities has occurred as ¢ result of
the classroom shortage in many parts of the city. The
classrooms which are runctioning are used daily for several
class seassions. Many classes can only meet 3 days per week.
Toltai escimated cost for repair and replacement 1s §62

mill on. Private educational tactiltities including
kindergartens, primary, secondary, trade, vocational, and
technical schools were also atfected. An A.1.D. financed
survey of 207 private schools for low-income students in the
City showed that 8.2% were completely demolished, an additional
11.6% uninhabitable, and 13.5% moderately damaged. Repailr or
reconstruction costs for the private schools surveyed totals
$10 millicen.

Healtiy This was one of the most seriously affected sectofs.
Six public and four private hospitals with a capaclty of over
2,500 bheds wore ovacuated within hours after the disaster, and
much ol ithis cavaclity was destroyed beyond repair. tour major
hospitals (Benjamdin Bloom Children's Hospital, the Soclal
Security Hospital, the boliclina Salvadorena and the Gynecology
Center) were lrreparably damaged, several more suf fered
extensive damage, and nine public health centers and health
posts were levelled. While calculations of repair/replacement
costs are difticult, CEPAL estimates tor public sector
facilitics place the damages al $97.0 million.

In the private scctor, many medical oftices, dental offices,
clinics, speclalty hospitals, and laboratories were
concentrated along a major ftault line and .hus also sustained
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damage or were destroyed. Although no complete census has yet
been done of the costs of replacement or repair of these
private facilities, it 1s estimated that the cost of
reconstruction/repair work for the private health sector
approximates $10 million.

public Services - Of the four major electiic substations that
provide power to San Salvador, two were heavily damaged. The
water system experienced innumerable rupcures, and 185
kilometers of water and sewage pipes were damaged. ‘lelephone
service was badly disrupted, two central switching stations
were knocked out, with switching equipment for 17,000 lines
damaged beyond repair. Total estimated damage is 107 million.

Public Buildings - Operations of the Government of Kkl Salvador
(GOES) were brought to a standstlll and many ministries and
agencies were literally thrown into the streets by the quake.
About 80% of government offices were left unusable or were
severely damaged. Key Government ministry bulldings destroyed
include the Ministries of Planning, Interlor, Justice,
Education and Agriculture. ‘“The National Assembly, the Central
Reserve Bank (BCR) the Supreme Court, and the Judicial Center
including the Appeals Courts, Labor Courts, Primary Courts, and
many offices of the Justices of the Peace were also destroyed.
Estimated damage i1s $53 million.

Private Sector - All aspects ot business, commerce and industry
were affected. A survey of the more heavily hit center of the
city revealed a loss of buildings, equipment, inventory, and
production of $207 million.
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ANNEX NO. 3

Status of k!l Salvador Earthuake Recovery Project (519-0331)

As of June 30, 1987, $ 45.2 million of the § 50 mililion
obligated had been disbursed: (1) $41,5 in advances to GOES,
of which § 21.6 have been liquidated, with an additional $6.9
million in the process of review and liquidation; (2) $3.7 1in
the form of direct AlD payments to suppliers. $2.2 million of
the undisbursed balance is being reprogrammed to housing and
small business credit from the employment generation and
temporary shelter components.

The status of Project components 1is summarized below.

(a) Employment Generation/Rubble Removal

This component has terminated. [t generated 897,206
person days of work in concentrating rubble for loading and
removal. 1In addition to the labor force, funds were programmed
for the cost ot heavy egulipment Lo remove rubble from streets
and homesites to landfill areas. 115,000 cublic meters of
rubble have been removed. ‘“The Ministry of Public Works (MOP)
has provided the bulk of equipment, operators and supervisors.
A final phase began in mid April with MOP cleaning out storm
sewers and ensuring that natural waterways, culverts and other
drainage structures were unobstructed to the extent possible
prior to the start of the rainy season.

(b) Credit ftor Rehabilitation of Micro and Small
Enterprises

Under this subcomponent, $10 million was programmed to
assist small and microentrepreneurs reconstruct and repair
their businesses, replace damaged or destroyed inventory, and
reinitiate operations. 'The resources are channeled through the
MIPLAN to commercial banks and the Fund for Financing and
Guarantee for Small Enterprises (F1GAPE). Loans are provided
to the borrower at %% with a 12 year term for reconstruction
and repair of buildings, 8 years for replacement of machinery
and 3 years for working capital. Of 2450 loan applications
received, 2,102 loans have been granted and $6.4 million
disbursed at the end of June by financial institutions to
borrowers.

(c) Housing - This $28 million component consists of
three principal activities designed to assist 30,000 low income
families, and provide credit for up to 8,000 home owners.
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(1) Temporary Shelter - The original component
allocation of $12 million was reduced to $6 million, of which
$5.6 million is for the purchase of materials such as wood,
nails and galvanized roofing required for the construction of
temporary shelter, and $400,000 is for Institute for Urban
fousing (lVU) activities to be mutually agreed upon between the
USA1D and the GOES.

Materials distribution began in mid-March and
terminated in June. 'Iwenty-three distributicn centers were
involved and are now closed. Accrued expenditures totaled $4.3
million at tue end of June. ‘The number of shelters improved
was 33,400.

(i) Slum Improvement - After a review of the program
in February, $3 million was reprogrammed foi the repalr or
reconstruction of small civil works projects, such as retaining
walls, curbings, drainage structures, sidewalks, and other
small-scale infrastructure required, and for relocation of
families left in the streets by the earthquake. 34 Projects to
b carried out in selected slum areas in the municipality of
S¢ 1 Salvador have been approved. A.l.D. had advanced 31.8
mi lion to the GOES by the end of April for this component.

(11i1) Home Repair and Construction Credit - 319
million was programmed for the use of home owners to finance
the repair or initiate the reconstruction of their houses.
Principal beneficiaries are employed laborers, wage-earners, Or
self-employed homeowners that otherwise lack resources to
repair their dwellings. 'The funds are channeled through 17
existing banks and savings and loan association, with maximum
loans of ¢20,000 ($4,000). Repayment terms allow up to 20
years repayment and 4 years dgrace on principal with a 5%
interest rate. Of some 9,600 loan applications, totalling
153,936,000 ($30,787,200) received, 6,184 were approved as
of June 30, 1987. $18.0 million had been disbursed by
financial intermediaries to borrowers as of that date.

(d) Public Services - $8.4 million was programmed for
immediate repair and restoration purposes, principally for
erection of up to 825 temporary classrooms and the repair of
400 damaged classrooms, construction of temporary medical
facilities and water and sewerage restorction. Other public
works include municipal structures and critically needed
government buildings. 'The construction is largely stop-gap in
nature and does not address permanent restoration and
reconstruction requirements. Allocations of funds for specific
subprojects have been made, reconstruction of 50o c’assrooms
has been completed and 212 additional temporary classrooms were
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contracted tor by the end of June, 1987. Action plans for all
other projects have been approved nand are 1in the contracting
phase. Accrued expenditures at the end of June were $2.7
million. More detalled information on the status of the
Recovery Project implementation as ot June 30, 1987 can be
tound in San Salvador 09390, dated July 21, 1987.
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Cuodro 1

ESTINACION DE DAROS CAUSADOS POR EL TERREMOTO

ANNEX III
Econamnic Cansiderations

Factor y subfactor

Killon=s de colones

¥illones de dbl arcse/

fotal Directos Indirectos iotal Directos Indirectox
Total 4 372 3 301 1071 B7% 640
fnirsestructura social 1 965 1 894 74 393 378
Yivienda 1 174 V132 L2 234 226 3
Salud £33 L56 27 97 91 6
Educscién I 306 5 62 61 1
Infresestructurs econdénmica 966 730 236 193 146 &7
Aguas y sicantarilledo 153 100 53 31 20 11
Tetecomunicaciones 136 129 T 27 26 ]
Electriclidad ?5 30 65 19 '3 13
s;ansporte y vialidad urbana 152 Y4 90 30 12 18
tdificios publicos 263 253 10 53 51. 4
Bancs 182 131 11 28 26
Otros 25 25 5 S
Sector;s productivos 031 677 354 207 136
Inductria 129 92 37 25 18
Comelcio 902 585 7 nz 181 118
Ererrencia ¥y rehablilitaclén
inme fiats 126 . 126 25
pemolicién y remoci6n de escombros 281 - 281 56 56

t Estimaciones de la CEPAL.
a/ A rezén de 5 colones por délares de ios Estados Unidos.
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ANNEX NO. 4

CONSTRUCTION STANDARDS AND URBAN PLANNING

1. VUrbanization and Design Standards

a. Backgqround. Historical evidence suggests that
urbanization and construction standards will not be an obstacle
to the development of options presented under this
Reconstruction Project. Urbanization standards have been
reduced significantly during the past two years, a favorable
trend for the Resettlement component. The resettlement
subprojects analyzed show no internal vehicular road networks,
but contain wide pedestrian paths with communal parking. In
the past, when standards were “officially” high, authorities
could be convinced through the presentation of affordability
analyses to allow special dispensations for low income housing
projects. ‘There 1s a new un-approved "Reglamento de
Urbanizacion® (un-available at this point in time) which will
probably be put in force in the near future. Until that time,
the Standard Building Ccde will be followed subject to the
above dispensations presented to assure affordability.

b. Seismic Desiqn Standards. Structural building design
for new buildings (such as the markets) will follow the newly
established Provisional Seismic Design Code (Reglamento de
Emergencia de Diseno Sismico de la Republica de El 5alvador)
which was legislated into effect November 1986. The
Provisional Code 1s patterned after the Californial and
México City Codes and is considered to be fully aaequate to
start a restoration and recovery program for SSMA. Structural
design of major new buildings and multistory structures will be
improved using this Provisional Design Code guided by the
Seismic Risk Map and related data to be provided by USG5 as
discussed below. The USGS draft report is scheduled for
delivery in August and a final report by September of this year.

From a practical standpoint, it should be recognized that
for buildings being repaired, the repairs will not necessarily

1 whe california Code may not be total transferable to the
San Salvador situation since large offshore earthquakes may
shake tall builldings in San Salvador at higher amplitudes than
considered in the California Uniform Building Code.
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bring the entire structure up to the new Provisional Seismic
Design Code standards. ‘'he Provisional Code, Chapter 17,
specifically addresses the issue of structures damaged in the
October 1986 earthquake, where repairs only are contemplated,
and requires a study be undertaken. (While the Code does not
specifically make a distinction, in practice their requirement
is applied only to major repair work for multi-story
buildings). 7The study first must look at the entire structural
inteqgrity of the building to determine the extent of structural
damage. Depending upon the classification of damage, the Code
establishes procedures, in varying levels of detail, to be
followed in diagnostic feview, repair alternatives, final
design and critical technical requirements for construction
supervision.

In the cases of A.1.D. financed repairs relating to
multi-story bulidings, care will be exerclsed to assure that
the Provisional Code Chapter 17 is followed. Where costs are
reasonable, some structural upgrading will be undertaken to
Improve the structurai Integrity of weaker undamaged sections
of the building. Still, while the repaired structure may be of
a higher standard than the original design, as a whole, because
of prohibicive costs, it may not mect the same standards now
required tor new constructioj.

2. Review Procedure to Assure Compliance

A newly established Joint Design Review Board (JDRB) has
indicated a sincere desire to use the promised USGS data in
thelr dratting of Procedures, Development I'lans and Building
soning, and consequently in design reviews. The present
procedure of the JDRB is to review preliminary design drawings
for confermity to Right-of -Way, development plans and zoning
restrictions. Upon submission of construction drawings and an
application for a building permit, the JDRB completes a full
review for compliance with all regulations. Building plans,
for other than single family houses, to receive approval, must
be signed by a registered engineer or architect, and submitted
with a design memorandum giving soils analysis, design criteria
and structural calculations. The JDRB accepts the registered
engineer's signature as certitying complete conformity to all
codes and requlations. "This procedure is similar to U.S.
Fractice and is acceptable for thisg program. Yor single family
houses, requirements are less precise and stringent.

3. USGS Seismic Risk Analysis.

USAID commissioned a USGS seismic risk analysis in January
1987. Currently underway, the study will provide a
probabilistic assessment of ground accelerations and velocities
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for the entire country and a detailed micro-zoning map ot the
SSMA and areas to the north proposed ifor ftuture development.
These data will provide the basis tor a new seismic design
regulation which in turn, will serve as the legal and
procedural tramework tor the design ot engineered bulldings.
Design protessionals would thereby caretully investigate a
spectilc bullding site and tailor the design to soil
conditions, proximity ot iaults, set back from steep slopes,
etc. Buildings Jnherently vulnerable Lo carihquake damage such
as tall structures or those Lo he locartod on sites of known
higher risk would receive more exhaustive analysis.,

Because the study reguires time Lo undertake, the Project
Agreement contains a covenant that {he GOUS will enforce the
Provisional Code put into effect in November 198y, throughout
the period necessary to tinalize a code based upon the
conclusions and recommendations of new selsmic studies, and,
thereafter put into etrect and enforce a new permanent code.

In additlon, appropriate itegal authorities wili review building
plans prior to issuance ot bujilding permits, Inspection of any
construction financed with AiD tunds will be part of the A&E
services to assure adheronce 1o design.,

What nust not be lost sight oF, nowover, is the inescapable
historicael context in which {he cfeconstruceion is to take
place. A study by the United States Goeolegical survey
selsmologists in Jate Ociober 1987 contirimed what Salvadorans
have known throuqghou: gencerdations, that the country generally
and san Satvador and its environs,. dn particular, are
susceplible to serious seismic hazards. Numerous earthquakes
have occurred in close association with the oceanic chain which
runs the length of Kl Salvador and continues into Nicaraqua and
Costa Rica; the major continental plate intertace of the
Pacitic coast has generated high magnitude events, atfecting
large areas of the land mass.

The sceismologlists noted that San salvador and the
surrounding area, called "¥El Valle de lag Hamacas" by
pre-colombian indians, has scen major ecarthquakes occur on many
difterent taults, that during the last 22% years these have
occurred at an averaqge of every 20 years, and that future
earthquakes are likely to be more severe than that of October
10, 1986.

The task tacing the GOLS, theretore, is difficult but not
impossible. Simply put, there is ne "risk iree" zone. As
recounstruction goes torward, close atlention nust be given to
questions of population density and measures to improve
resistance to seismic activity. post ot the structures, for
example, which were butlt in accordance with the more strict
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building code instituted after the 1966 earthquake were
relatively unaffected by the October 1986 earthquake. Further
improvements in the code and in entorcement of the building
codes in multistory structures must be a priority for the GOES
1f the effects of future earthquakes are to be managed.

4. Informal Construction.

While in theory the GOES strategy makes sense, the reality
is that much ot thc intormal housing for the poor bypasses the
permitting process. ‘''he real impact of the GOES strateqy, at
least initially, will be in the review of multi-story
buildings, apartment hostels (mesones), and structures
requiring nuse of credit lines. However, small, key groups are
being established tor specific reconstruction zones to better
control adherence to zoning gutdelines.

A tirst step in undertaking this etffort has been a
district-by-district damage survey conducted by VMVDU with
USAID support. 'This process has yielded a cross-sectoral
geographic protile ot needs and is also ultimately expected to
serve as the basis tor the longer term development of the $SMA
and surrounding area. All data has been collected and the
VMVDU is currently processing, tabulating and interpreting the
data.

Because of the importance of maintaining social and
“conomic stability, the need to rapidly restore shelter and
services to the urban poor cannot be minimized. For this
reason, the AlD reconstruction project is designed to provide
assistance in the metropolitan districts most affected by the
earthquake. The project will, however, be designed and carried
out within the framework ot the GOES strateqgy tor improved
regulation of growth and construction standards.

. Building Materials.

Materials to be ured in the construction of buildings
“lnanced by this project will have their source and origin
primarily in El Salvador with limited shelf items coming from
cne United States or the Central American Commor Market.
Eesides reinforced concrete, the primary building materials
ns5ed 1n walls and roots are galvanized sheet metal,
asbestos-cement panels, and concrete block. The PID approval
was based upon the LAC Chief Knvironmental Officer's proviso
that lanquage be included in appropriate documents that would
prohibit the use of asbestos and asbestos-containing building
materials in AID funded projects.

b
{5
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A covenant to this eftect will be contained in the Project
Agreement and similar lanquage will be Included in all A&F
design contracts. In the place of asbestos. cemont panels,
designers will be instructed to consider a lTocally produced
riber- cement panet which provides nearly the same
characteristics and currently is priced 10 to 1Y percent below
the asbestos cement market. ‘The source ot the tiber cement
board 1s trom KUREKA (a Salvadoran tirm) sold under the trade
name ol FIBROLIT. In additlon, the design engineers will be
instructed to investigate other Fight weight rooting designs
and present their tindings during preliminary design reviews.

An alternate building material to Fibrolit is galvanized
sheet metal, but due to the Jow insulating value, acoustical
problems, and the tact that i1t 1s an imported item, the use of
shect metal will be held to the minimum.
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ANNEX NO. 5

DEMOLI'TION SITUATION

1. Background. During development of the project, it had
been noted that numerous buildings severely damaged by the
earthquake are still standing and pose not only a serious
public satety problem but also substantial commercial and
economic loss to the aftected areas. A survey was made of
those structurally unsound buildings needing demolition.
Consultation wich the Ministry ot Public Works, the lead entity
for condemnation, and the Municipality of San Salvador led to
the determination that a slow process ot dewolition had begun
in the city by private sector entities. Thls process has been
complicated by the underinsurance of structures by the owners,
and/or the slow response by insurance companies to settle
claims. A further complication is reported to be the
reluctance of the Central Bank to provide credit for demolition
and reconstruction of commercial structures because of overall
credit policy which provides that financing for this type of
endeavor must come from the resources of the individual
commercial bank and must be placed at high interest rates. On
the public sector side, selected efttorts are already underway
to demolish or repair a portion of the government buildings.

2. Assessment and Status. Attempts were made to obtain
statistics from the Ministry ot Public Works regarding the
extent or damage caused by the earthquake, status of demolition
and clean-up since that time, and a list of major structures
ordered to be demolished under the legislative authority of
Decree No. 496 of October 1986. ‘This Decree No. 496 gave the
Ministry of Public Works (MOP) the Authority to order

demolition of buildings representing a public safety hazard.

As concerns clean-up, 115,000 cubic meters of primary
rubble was removed under Project %19-0331. With a few
exceptions the Mayor's office has gained control over waste
disposal by private individual and commercial enterprises who
are taking short cuts in the removal of this rubble.

The initial assessment of damaged buildings conducted by
the MOP and the kEngineering Soclety appears to be quite
complete. It is listed in a computerized database containing
the name, location, classiftication of damage and comments on
each structure. The number of structures contained in this
original damege assessment ilst 1s 2188, and includes both
public and private structures damaged by the October 1986
earthquake. This list can be found 1in the bulk files.
Maintenance of reco:ds regarding actions taken to either repair
or demolish the structures, however, has serlously lagged
physical progress. It 1s clear that more of the Ministry
efforts have been concentrated on monitoring the situation than
in maintaining records.

\r.‘\)
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[t is important to recognize that a considerable amount of
private sector ettorts have taken place to demolish unsafe
buildings and the process is still on-going. An ocular
inspection made in late July, when compared with a simlilar
inspection made in February, clearly points to the fact that
massive efforts are underway by the private sector. As of
August 1987, all of the most dangerous structures in the city
center have been or are presently being demolished. This is
not to say that there are no more buildings to be demolished.
However, the bulk of the damaged private sector buildings which
posed sattey threats in the downtown area are demolished and
work has now shifted outward..

From the original assessment ot 2188 buildings mentioned
above, the Ministry continues to identify buildings posing
public satety hazards and issues orders for demolition by the
owners. If the owners tall to take action, the Minister plans
to use this Decree No. 496 authority.

The 1ist or condemned buildings, which makes up the
structures currently ordered tor demolition, is constantly
changing. As bulldings are demolished, they are removed from
the list and as the Ministry stalf has time to investigate more
fully the condemned buildings on the original list, new orders
are lssued and these structures added to the "Ordered
Demolished" list. As of July 30, the list contained 43
structures -- two trom the public sector and the rest from the
private sector. ‘Iwelve buildings were removed from the list as
having been demolished since the previous issuance two weeks
ago. The attached table glves a list and location of these 43
structures ordered demolished. USAID visits to the listed
sites reveal that many ot the buildings have, in fact, been
demol ished, but not verified by MOP.
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ANNEX NO. 6

Capacity of the Construction Sector

1. Historical Growth Patterns

Construction accounts tor only 3% of GDP. Value added grew
by 4.4% in 1946, down slightly from 4.6% in 1985. VFrojections
for 1987 are that value added will grow by 16% this year.

2. Architectural and Engineering l'irms

I'here are twenty-five such enterprises atfiliated with
CASALCO. Most ot them have standing arrangements with US AS&E
firms tor proposing on a joint venture basis, or otherwlse
accessing needed specialized skills. Their level of actlvity
has expanded significantly since the earthquake and there are
some indications that the supply of draftsmen and other skilled
labor employed by this type of enterprise is reaching 1its
limit. However, to date, the local AtE firms have been able to
cope with the demand and 1t {s not anticipated that the
requirements ot the proposed project will strain their ability
to respond etticiently and promptly.

3. Construction Firms

Ihere are 228 such firms attiliated with CASALCO.

Approximately 108 engage primarily in heavy construction, e.g.

public works and demolition. The other 120 deal primarily wit

housing construction. Approximately 90% of the 228 enterprises
are operational.

The housing construction enterprises are reported as still
having excess capacity. Estimates of just how much vary.

TYhere are no indications that any construction project has been
delayed b lack of capacity here. Also, in the housing repair
and and small shelter construction area, much work is performed
by the owners contracting directly with a "maestro de obra "
and thus bypassing the construction tirms.

Even though not operating at capacity, CASALCO reports the
building contractors are taclng increasingly serious problems
which could aftect their ability to respond to demand: (1)
short supply of skitled labor (masons, bricklayers, carpenters,
electricians, etc.). This is probably due to massive and
continuing emigration ot people with these skills. Plans are
well advanced for instituting new training programs to cope
with this problem; (2) shortage of building materials. (See
discussion below).
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The heavy construction firms are reported to be more fully
occupied than the housing construction enterprises, but here
again there are no reports of inability to respond to demand.
Partly this may be due to the fact that the public sector
(Ministry ot Public Works and other government entities) have
in-house capacity to carry out work on force account. The
major problems affecting this element of the counstruction
sector to respond to demand are reported as: (1) financial
liquidity, caused by serious delays in payment by government,
on the one hand, and pressure from the banks to pay on loans
which were taken out in order to execute the work contracted
for by the government, on the other. This situation reportedly
is causing tirms to fall behind in their soclal security
payments and similar obligations. Since it 1is usual practice
to require a tirm to show evidence that it 1s up to date 1in
this regard, in order to bid on a public sector project, this
financial liquidity problem may be limiting competition on
bidding. Also, of course, access to new credit for new
projects is affected untevorably; (2) availlability of spare
parts (see discussion below). It is reported that a
considerable amount of equipment is deadlined due to lack of
spare parts. Nevertheless, tor this project, it 1s believed
that the local construction tirms have the capacity to
respond.

4. Equipment and Spare Parts

An examination of certain construction machinery imports (codes
84.22 and 84.23) for the nine months preceeding and the nine
months immediately after the earthquake reveal that imports
increased by 70% in value terms (from $821,829 to $1.4 million)
and that the number of transactions increased by 155% (from 65
to 166 ). Imports made directly by public sector entities were
limited to 5 transactions in each of the two periods,
accounting tor 6.3% of the total value prior to the earthquake
and 19.6% ot total value after the earthquake. Thils does not,
of course, mean that the rest of the imports were for private
sector use, since government may have imported for its use
through local manufacturers' agents. 1t should also be noted
that the two import categories for wnich data was available do
not cover all types of construction equipment. For example,
trucks are not included. However, this data, together with
reports that the Central Bank has removed prior deposit
requirements for construction machinery imports, does suggest
that the GOES 1is complying with the covenant in the Earthquake
Recovery Project (519-0331) to facilitate imports of this type
of equipment. Also, the government 1is planning to eliminate
customs dutles for this type of equipment.






Lumber, Wood Products

Plastic Constr. Mater.

including tubing
Iron & Steel Products
Other Materials

Total
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Construction Material Imports

January,

Jan - Oct 10,

1986 - June 30, 1987

Oct. 11 - June 30, 1987

% Increase

Transac. Value (0CO) Transac. Value (000) Transac. Value
314 1928.8 1054 6655.5 236 245
95 481.7 406 4228.2 327 778
502 1568.8 1692 11,386.4 237 626
427 1,464.7 1,181 5,004.1 177 242
1,338 5,444.0 4,333 27,274.2 224 401
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ANNEX NO. 7

Other Donor Activitles

1BRD

'he IBRD has agreed to provide support for the tirst phase of
the longer term GOES pian to expand growth into the Apopa area
north of San Salvador as well as to assist with reconstruction
needs in the SSMA. Agreement has been reached with the GOES
tor a $102.4 million program which includes reconstruction "in
situ” ot 3,000 shelter units in condominium-type mesones ($18
million), relocation of famllies to Apopa ($2.2 million),
reconstruction/rehabilitation of 400 classrooms in the SSMA and
Northern areas ($11.8 million), reconstruction of government
buildings in the S5MA ($14 million), road construction,
telecommunications link and minor water supply installation
from San Salvador to Apopa ($9.7 million), credit for
microenterprise in the SSMA and Apopa ($12 million), training
for construction industry workers (%3 million), technical
studies/technical assistance and project management (35
million), and contingencles ($°° million). Included in the
IBRD package 1s $13.5 million in grant funds from Japan for
management by the Bank. §12 million will be used in the
shelter components of the package, and the remaining $1.5
million wil!l support technical assistance efforts.

DB

At the present time, $18.1 million in loan assistance has been
approved by the 1DB, signed by the GOES on July 15, and 1is
awaiting Legislative Assembly ratification. ‘he components
are: Health $3.1 millica (project activities still under
discussion); Sanitation. $3.4 million, to provide equipment and
materials to enable repairs to pipes in the water and sanitary
system; Lnergy, %4 million, for repair of electrical
substations: and Yelephone service, 3$5%.6 miislion, to -eplace
damaged phone exchanges. In addition, a $7.1 million grant for
assistance to tuqurios 1s also near approval. “The IDB has also
indicated a willirgness to provide a $160 million loan for
construction projects in the health sector and for ANDA and
MOP. A prenegotion team is due to meet with the GOES in late
Summer .

Other Multilateral

Other international organizations which could potentially
provide ftunding include the Central American Bank for Economic
Integration (CABEY) through 1ts HG funding which can be used
for housing reconstruction. CABEl has offerec¢ the GOES 38



ANNEX 7 - 2

million for this purpose. ‘The United Nations Development
Program (UNDP) has provided for emergency repairs to Rosales,
Bloom and the Social Security hospitals and will give limited
assistance for low cost housing.

Bilateral Donors

Venezuela has made available a $9 million credit line through
the Central Bank for private enterprises, principally for
construction materials. West German grant assistance will
provide $z2 million for the construction of the new Benjamin
Bloom Chi'dren's Hospital and technical assistance 1in planning
for the municipality of San Salvador.

The Italian contribution to the reconstruction effort may be
substantial, as it is currently programed at $100 million
composed of a $60 million grant and a %40 million concessionary
loan. 'This program tentatively includes such components as new
sanitary facilities in the areas of the city occupied by
tugurios, relocation of homeless families in Apopa,
improvements to intrastructure, evaluation of seismic risks, a
low-cost housing reconstruction program aimed at turgurios In
the SSMA in combination with micro-busiress assistance and
training, clinic rehabilitation, and consideration of solid
waste and sewerage collection systems.

Smaller, but still sizeable contributions are expected from
other European countries. These include: (1) France, with a
$16.% million loan to assist in the construction of a
replacement for Rosales Hospital; (2) Spaln, with $700,000 for
technical assistance tor reconstruction of a health clinic and
the Candelaria Church; (3) Belgium, with $2%0,000 for
reconstruction of the Cuscatancingo Health Unit and an Old
Peoples Home; (4) the kEuropean Econonic Community (EEC), with
$6 million for a new 100 bed hospital in Zacami] and a possible
$14.7 million for industrial/commercial activities; and (%)
Holland, with $330,000 tor reconstruction of the S5an Jacinto
and San Miguelito Health Units.

Other contributions include: (1) reconstruction, which 1is
already underway, of the Ciudad Delgado and Mejicanos Health
Unit by the Government of Chile for a total cost of $500,000;
(2) equipment and vehicles for rubble removal from the
Government of Japan for $1.8 million, plus the dellivery of
seven cranes trom ltaly for demolition work; and (3) equipment
for a trauma center in Santa lecla from the Commonwealth of
Puerto Rico with an estimated cost of $250,000.
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After giving due consideration to these activities, the Mission
carefully reviewed the list of needs and damaces which were of
high priority for redress of the earthquake damages. This
review confirmed the need to stress priority concern for
housing, especially low-income apartment restoration, and the
reconstruction of schools, major markets, and private sector
enterprises which provided social services. The city's
lifeline road, damaged in 16 separate areas, requires
substancial repair, and small/medium businesses were found to
lack credit to repair their buildings and replace equipment.
Also, 1t as felt prudent to program a small amount of Project
funds for vital public health facilities where other donor
financing may nct be provided in time, or when the requirement
is left uncovered for other reasons.
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ANNEX NO. 8

Overview of Financial Intermediation System

l. Institutions

The following sketch presents the different entitles that
make up the financial intermediation system in E1 Salvador,
which is either nationalized, i.e. state owned in whole or in
part, or closely controlled by government.
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Most of the BCR short term credit lines carry the basic
17% interest rate to the final borrower, with a 2 to 4% spread
for the financial intermediary, depending mostly upon whether
the intermediary is a bank, cooperative, or credit union. 'There
are also some heavily subsidized, speclal purpose lines, mostly
tinanced trom donor resources, and a considerable number of
other subsidized lines (2 to 4% below the basic rate) for
agriculture, export lindustrles, and bank refinancing operations.

In addition, the BCR operates what is known as the
Fondo de besarrol!lo Kconomico (¥FbE). This Fund tinances some 15
different types of lnvestment (agricultural, education, health,
agro-industry, marketing, tishing, lumber, mining, stock
adquisition, etc). Yunds are availlable to final borrowers
thiough intermediate credit Institutions for periods from 2 to
2% years. Yor the dgreat majority of uses, interest rates to the
tinal! borrower range trom / to 10%.

d. Commercial Banks. ‘There are 1l commercial banks,
including 2 foreign owned banks. The nine locally owned banks
are all nationalized. Four of them (Banco Agricola, Banco
Cuscatlan, Banco de Comercio, and Banco Salvadoreno) handle
approximately 80% ot the aggregate portfolio ot the eleven.

'hey and the Banco Hipotecario, the operations of which are
mostly in the agricultural sector and which 1s governed by the
same resorve requirements, discount spreads, savings rates, etc.
as the commercial banks, accounted for approximately 62% of net
credit outstanding for the entire tinancial system in 1985 and
tor 66% in JyB6. ‘The Banco Hipotecario is not nationalized, bi':
its President is appointed by the President of the Republic.
Approximately 76% of the shares are owned by coffee producers
and 21 % by livestock enterprises.

The reserve requirements are ihigh: 20% on all depos.cs
and a seasonal increase of up to 25% 1n April/september. At the
same time capital/lending ratios are kept low (7 to 1) with
regard to capital and reserves. Savings account rates are set at
6% annually and the basic time deposit rate allowed is 15% :or
180 days.

Loans are grouped into two categories: (L) tor
everything except commerce and housing or cther cunstraction
valued at over (60,000, and where the banks must place 85% of
their portfolio at interest rates ranging from 13 to 18% (the
pasic rate 1s 17%); and (2) Commerce and high valua
construction, where interest rates range from 19.5% o 21%, and
where the 1%% of the porttolio reserved for this ciientele must
be tinanced trom the bank's own resources, i.e. no BCR credit
lines are available.
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From 1980 through 1983 the SINAP financed the
construction of 40,624 housing units, with an average unit size
of about 40 square meters. The relatively small physical size
of these units is indicative of a considerable reorientation of
the S&Ls' activities. Whereas, prior to 1980, the majority of
S&L-financed units were affordable to middle- and upper-middle
income households, production in recent years has been targeted
mainly towards lower-middle-income households. However,
concentration on this segment of the market, 1in a period during
which these housecholds have been particularly hard hit by high
interest rates and El Salvadcr's severe economic downturn, has
contributed to the problem cf inmobilized assets.

The S&Ls handled 13% of net credit outstanding in the
entire financial system in 1985 and 12% in 1986.

The Price Waterhcuse evaluation, described above, also
examined the performance of the S&Ls. The average score was
70.3 against a possible 100, as compared to the 48.1 average for
the commercial banks. Only two of the eight S&Ls showed any
serious weakness and these were felt to be susceptable to speedy
remedial action.

f. Public Sector Financial lInstitutions

There are about 10 such entities; an Agricultural
Development Bank, an Industrial Development Bank, (BANAFI), an
Investment Corporation, a Credit Union Federation, an Armed
Forces Fund and a parallel Public Sector Employees Fund, an
obligatory Savings Fund for Housing (FSV), financed by a payroll
tax, the FNV referred to above, and a Small Enterprise Guarantee
Fund (FIGAPE). All of these entities have access to BCR credit
lines, especially those which are heavily subsidized; receive
savings in various forms; and make loans. However, only the
last three (FNV, FONADE, and FIGAPE) will have a role in
implementation of the proposed project.

The FNV is governed by a 6 man board, which is composed
of the President of the institution, who is appointed by the
President of the Republic, one represzntative each of the S&Ls,
the College of Architects and Engineeis, CASALCO, the Ministry
of Planning, and the Ministrv of Public Works. It has a staff
of approximately 110 persons, which is considered to be well
trained.

The FNV was established in 1963 as the regulatory
agency for the Savings an Loan System. It was initially under
the tutelage of the Ministry of Economy and was autonomous. In
1980, it was nationalized and in 1982, placed under the
jurisdiction of the Ministry of Public Works. The FNV, with BCR





http:FIGAPE'usi.ng







ANNEX 9 - 1

ANNEX NO. 9

Detailed Description of Housing Credit Component

1. Background

About halt of the estimated 50,000 to 53,000 dwelling units
aftfected by the earthquake consisted of formal single-family
units.

For this reason, a total of $19 million of the Recovery
Program (%19-0331) was programmed for the use of home owners to
finance the repair or initlate the reconstruction of their
houses. ‘The principal beneficiaries of this credit line are
employed laborers, wage-earners, or selt-employed homeowners
that otherwise lack resources to repalr/reconstruct thelir
dwellings. ‘lhese funds are belng channeled through 17 existing
banks and savings and loan assoclations, with maximum loans of
£20,000 ($4,000). Repayment terms allow up to 20 years
repayment and 4 year grace on praincipal with a 5% Interest
rate, plus 1% closing fee.

By the end of 1986, some 9,600 loan applications, totalling
¢1%3,936,000 ($30,787,200) had been received and further
promotion of the credit line was curtailed. As of June 30,
1987 a total $17,972,302 had been disbursed by financial
intermediaries to 6,184 borrowers, and MIPLAN had solicited the
reprogramming of $2,400,000 from other recovery components to
cover 1,998 pending credit applications. No credit was
provided under the Recovery Project tor the low cost,
collective ownership and/or rental housing known as mesones.

Estimates of current repair/construction needs for single
family dwelling units, owner occupied apartments, and
apartments rented on long term leases and/or lease/purchase
arrangements in multifamily dwelling units are incomplete.
However, the intormation available indicates that substantial
potential demand tor repair/reconstruction credit continues to
exist.

Preliminary results of VMVDU's March 1987 survey of heavily
damaged zones in the center of the city indicates that 2,277
single tamily and 1790 apartment units were completely
destroyed while 1,911 single family and 350 apartments were
damaged. 1VU's survey of damages to its projects indicate 85
houses and 128 apartments were destroyed while 300 houses and
7,500 apartments were damaged. The FNV estimates that 1,680
apartments financed by the savings and loan system suffered
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Utilizing study results which identified the capacity to
repay of target beneficiary groups, the Mission began
negotiations with the GOES in an effort to establish fair and
equitable payments for the provision of credit. In the housirg
area, the GOES began with President Duarte's objective: all low
income beneficiaries should not have to pay more than 50 colones
($10) monthly for suitable shelter. An alternate proposal
considered by the GOES was to continue with the interest rates
established under the $50 million Recovery Program, i.e. 5%,
20,000 colones, up to 20 years to repay.

Another series of considerations revclved around homeowners
that had exicting mortgages requiring payment and the impact new
funding for repairs and reconstruction of damage caused by the
earthquake would have on their capacity to repay a second
mortgage. Additionally, how could the "mesones" be
reconstructed and allow the target group to continue to use this
shelter alternative while providing the landlord (ususally a
resident) a minimal monthly income after loan costs. lLastly,
what impact would the IBRD have on the negotiated USAID terms
and conditions.

The result of the extensive sessions on how to keep rates
af fordable yet recover construction costs led to the rate
structures utilized in the Project Paper. The Mission was able
to:
(a) place housing credit at rates well in excess of the
Social Housing Fund's averge rate of 4--0 percent.
(b) initiate adjustable mortgage rates for the first time.
(c) obtain the commitment of the savings and loan
associations to serve new markets-~the very poor.
(d) obtain the agreement of the Central Reserve Bank to
delegate out to FNV all housing credit funds and not
charge administration or intermediary fees.

The IBRD has not yet been able to reach agreement with the
GOES on its housing credits. The GOES' position on up-front
subsidies has been one of non-acceptance because of its probable
impact in setting a precedent for a subsidy on top of low
interest rates. The IBRD desire for the very poor to incur
monthly paymcnts which would increase with the CPI or minimum
wages is also viewed negatively. The GOES may accept the latter
position, but may not find it enforable. Viewed in its
totality, there is substantial inequity for earthquake victims
to be the cutting edge of interest rate reforms.

Even under the best of conditions, the Project's monthly
repayment costs for the "mesones" will probably average
$30/month, substantially above the pre-earthquate sum of
$10-$18/month. If, in the case of reconstructed mesones for
sale, the GOUS and IBRD vr2ach agreement on a tormula for that
target group which USAID finds acceptable, the $5 million
programmed for that credit subcomponent of the Project will
utilize those agreed-upon rates, If we believe these terms and
conditions are illogical or unrealistic, that particular $5

million will be reprogrammed among the other housing credit
subcomponents.,
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2. Target Area and Target Group

Assistance provided under this component will be focussed on
meeting the reconstruction needs :or shelter of low-income
groups in the SSMA. The areas targeted under this program
include the most severely damaged central city zones and the
adjacent municipelities of Mejicanos, Ciudad Delgado,
Cuscatancingo, and San Marcos. The majority of those who lost
their homes in these areas are poor, with family of less than
#1,020 ($204) per month, which places them below the 50th
percentile for the SSMA. The designated target areas are:

a. Municipality of San Salvador
Postal zone 1, entire area
Postal zone 2, area east of 49th. Ave. West.
Postal zone 3, entire area
Postal zone 4, entire area
Postal zone entive area
Postal zone entire area
Postal zone 7, entire area
Postal zone 8, entire avrea

-~ o=
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~ -~

Postal zone 9, area North of Quebrada E1 Chilismuyo
b. Municipality of Ciudad Delgado
c. Muricipality of Cuscatancingo
d. Municipality of Mejicanos
e. Municipality of San Marcos

3. Eligibility Criteria for all Subcomponents

a. Credit will be available only for individuals or
groups who can demonstrate that they lost or suffered damage to
cielr shelter as a consequence of the earthquake,

b. Credit will be available only for repair or
reconstruction in designated center city zones and surrounding
manicipalities (see Section 2 above) most heavily damaged by the

~tthquake.

c, All new construction and all structural repairs of
multictory »uildings will require approval of plans by the Joint
Dz3ign Review Board in the VMVDU.

-

Pl

-
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4. Repair/Reconstruction of Housing

a. Target Beneficiaries

The target beneficiaries of this credit line for
repair/reconstruction of housing are individuals or families who
are owners or who have lease purchase agreements for single
family housing units or apartments in condominiums.

b. Eligibility Criteria

The eligibility criteria for each major home type is as
follows:

i. Single Family Housing

- Maximum Family Income: ¢3,500 per month
- Ownership: Clear Title or Valid
Lease/Purchase Agreement

ii. Condominium Apartments

- Maximum Family Income: C3,500 per month
- Ownership: Clear Title or Valid Lease/
Purchase Agreement

iii. Commitments: Agreement by condominium
associations/groups accepting legal
responsibility for loan repayments.

5. Lending Terms and Conditions

Repayment will be for periods up to 15 years, with a
six months grace period, for repair work; and up to 20 years,
with a 6 months grace period for reconstruction. The maximum
amount of any lo-.n will be ¢20,000 for repairs and ¢40,000
for reconstruction or structural repairs to condominium
buildings. The first ¢20,000 or any portion thereof will
carry an interest rate to the borrower of 10% annually. For the
amount over ¢20,000 the interest rate will be 12% annually.
100% of costs will be allowed. Monthly payments will be based
on equal lovel payments of principal and interest (standard
mortgage) .

6. Rationale

The interest rates and payment terms for this
subcomponent are set to reach the home owner target group which
is just above the income level of the meson families. This
group constitutes a large portion of the affected families, many
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of which are already carrying mortgages on their homes which
they continue to pay. 7Taking this into account, the rates are
marginally under the lowest rate now charged by the 5&Ls for new
fnousing.

a. Reconstruction/Rehabilitation of Mesones for Rental

1. Target Beneficiaries

The target benetficiarles are individuals or other
entitie that can demonstrate that they operated rental mesones
in the :esignated areas prior to the earthquake.

1. Eliqgiblility Criteria
Ownership: Ulear title to the property.
111. Conditions

The borrower must agree, ana produce approved
building plans demonstrating that the maximum construction cost
of all the unit intended tor rental does not exceed C30,000 per
unit. He must also covenant in the loan agreement to put the
rental units on the market during the first year after
construction is terminated at monthly rentals below £200.

The actual rent levels allewed will be stipulated in the
nortgage contract, and wili be calculated based on actual debt
service costs per square meter of rentable gpace plus 15% or
some similar formula.

iv. Lending Terus

Up to 90% of the total construction cost will be
Joaned for periods up to 2% years, with a one year dgreace
period. The annual interest rate will be 12%. This is the
highest rate established under the housing credit component.
.and will not be financed. 'There will also be an up front 3%
closing fee end a 1% up front inspection fee, both of which may
ne paid by the borrower or deducted from the loan.

v. Rationale

A recent survey in May, 1987 also by the
Contracting Corporation of America, of 180 meson owners showed
that 75% indicated a preference for rebuilding for rental
purposes 1f credit could be obtained on reasonable terms as
opposed to entering into condominium type solutions with their
former tenants.

Wﬂ



ANNEX 9 - 7

While 1t 1s true that some of the owners of land
on which mesones were located will be prepared to sell to prior
renters if the price is right, many of them will undoubtedly
prefer to continue renting, e.q. where the life style and income
composition is such that it 1is attractive to an owner to himself
inhabit the meson and to obtain income from the property.

At the same time, in dealing with this target
group it was considered important to build into lending
conditions some minimum assurances that reconstruction of
mesones would not take place in a manner that would place rental
levels at a price above the payment capacity of the income group
that has traditionally satisfied its shelter requirements in
this fashion. After considering nmany alternatives, especially
from the viewpoint of what could be easily administered, it was
agreed with the GOES that a combination of setting upper limits
on construction costs and a commitment on rental prices during
the one year grace period was as tar as it was feasible to go 1in
meeting our concern.

The limitation of financing only 90% of the cost
(exclusive ot the value of the land), was based on the intent
that the owners have some equity position other than land in a
rental project. This equity position, which is no more than the
normal 10% down payment, helps to reduce the long term debt
burden of the owners and provides a better basis for justifying
protits trom rents.

The 12% interest rate proposed is below the lowest
rate now available from S&Ls for single family housing.
However, it 1is believed that access to credit rather than a
specific interest rate is likely to be the most critical factor
for this particular target group. Nevertheless, the rents must
be set so as to be able to meet target group incomes.

7. Construction of New, Low Cost, Condominium Type Apartments
to replace Mesones

a. Other Donor Considerations

A key component in the IBRD loan now under negotiation,
is a $19 million credit to be used exclusively for
reconstruction of meson units for sale as condominium type
prr-arty. ‘T'he GOES and the I[BRD have yet to reach agreement on
the financial terms and conditions for lending. At issue are
such questions as up-front vs. interest rates subsidies and
maintenance of value provisions.

The AID positions has been made clear to both the IBRD
and the GOES, as follows: (a) given the priority attached by
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the GOES to this type of solution, we are prepared to program
funds in a parallel financing fashion to those of the IBRD, as
concerns financial lending terms; (b) we do not consider it
workable or desirable to have two lines of credit with different
financial lending terms competing for attention for the same
type of solution for the same target group; (c) if and when the
{BRD and the GOES reach agreement (expected not later than the
end of August), we will examine the agreed upon formula, and if
it 1s found acceptable by AID criteria, we will make our funds
available under parallel financing arrangements; (d) conversly,
if the GOES and IBRD decide to delete this component from the
IBRD loan, we will be prepared to proceed and incorporate into
the Grant Agreement a subcomponent along the lines described
below; (e) Finally, it the solution agreed upon by the I[BRD and
the GOES is unacceptable to AID, we will delete this
subcomponent trcm the Grant Agreemont.

b. Target Beneficlaries

The target beneticlaries of this subcomponent are
center city families who will arrange to bulld or to purchase
condominium type apartments.

C. Fligibility Criteria
- Maximum Family income ¢1,200 per month
- Ownership - Clear title to the apartment unit
being financed.

d. Lending Terms to llual Borrowers
Repayment will be ftor terms of up to 25 years. The
maximum unit price will not exceed ¢30,000 Interest
rates will be:

Unit Prices Interest Rate
Below ¢1%,000 8%
Below ¢£20,000 9%
Below ¢25,000 10%
Below ¢£30,000 11%

Loans will cover 100% of the value of the apartments,
including land costs.

All interest rates indicated for this subcomponent will be
the average over the term of the loan. Payments will be
graduated so as to achleve this interest rate. A closing fee
commision of 3% for repaymemt risk will be charged or deducted
from the loan at the time of closing.
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e. Lending Terms to Construction Firms

Construction loans will be for up to 2 years and will
carry a 1 year grace period. The maximum loan will be for up to
90% of the proposed project cost. The interest rate will be 14%
per year on outstanding amounts disbursed. When the building is
received from the construction firm, final payment will be made
and obligation to pay interest terminated, even though the
process of transfering title to the ultimate owners has not been
completed.

A 1% commision will be charged by the S&Ls for
supervision of the construction loans.

t. Operations

1) Promotion

This subcomponent is designed to respond to
anticipated demand ftor credit to rebuild, as condominium type
apartments, much of the land previously occupied by meson
housing. This demand 1is represented by the various family
groups who are now temporarily settled on these properties, by
several PVO's interested in assisting these people and by
several private home builders/contractors who see an opportunity
for work within this reconstruction effort. While AID will be
concerned with promotion as part of its monitoring activities
and responsibilities, we do not plan to take a direct role in
assisting in the development of specific projects. Promotion
costs 1lncurred by ellgible groups can be financed as part of the
units price.

The VMVDU will be establishing an outreach working
group composed of up to 40 soclial workers whose task will be to
assure that prospective eligible families become beneficiaries.
This eftort along with efforts and activities already underway
by both PVO'a and private bullders are judged to be sufficient
to assure that this line of credit will be utilized as
programmed and will in fact reach the intended target group
families.

11) Design and Construction

Construction arrangements for low-cost apartments
will be the responsibility of each individual or group of
project developers or sponsors. Private sector construction
firms will be the principal project builders. Likewise, project
A&k work will be the developers' responsibility along with all
actions required to secure approval of plans and financing from
the Saving and Loan Associations. “They will also make all

R
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arrangements for construction financing as required. No special
assistance will be provided by the grant. Project development
costs may or may not be included in the final unit cost or sale
price depending on the wishes and practices of each individual
development group.

111) Mortgaqges and Titling

The Savings and lLoan Assoclations will prepare all
mortgage documentation as part ot thelr overall lending and
administrative duties. As part of the mortgaging, the S&Ls will
also be responsible to assure that beneficlaries will have title
to the units that they are building or purchasing with this
credit component. The individual S&L's will also be responsible
for assuring that adequat~ inspection of construction work 1is
provided and for supervising all disbursement of construction
funds.

o
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ANNEX NO, 10

Business/Social Services Credit Component

1. Background and Effective Demand

Surveys undertaken shortly after the earthquake indicated a
level of damages fcr these sectors as follows: $4 million for
private health service facilities; $10 million for private
schools; and over $200 million of industrial and commercial and
service establishments. A considerable portion of the need for
financing reconstruction in these sectors has been taken care of
since then.

a. Private Health Services - Immediately after the
disaster, the Cooperative Association for Savings, Credit and
Loans of the College of Physicians (COMEDICA) instituted a line
of credit for reconstruction or rehabilitation of houses and
clinics of its members. In the 2 month period immediately
following the disaster, COMEDICA approved credits to 108 menbers
totalling C3.3 million ($558,000) with loans ranging from $449
to $20,000. Loans were for up to 5 years at 18% interest. In
March, 1987, +the line of credit was clcsed due to lack of
funds. The Economic Development Fund (EDF) of the BCR also made
some reconstruction credit available, mainly to private
hospitals and clinics, at 8% interest. Only equipment
replacement and no construction was financed for clinics. The
BCR reports that the assets of the EDF are practically exhausted
at this time. No financing has been provided from any source
for dentists and dental clinics.

In an attempt to determine the effective demand for credit
in this sector at this time, a further analysis was commissioned
in July, 1987, which encompassed surveys and data provided by
commercial banks and credit technicians at the BCR. This effort
indicated that much of the requirements of hospitals and
doctors' offices had been taken care of, but that these was an
unfinanced demand for reconstruction financing for dental,
X-ray, clinical, pathology and other types of laboratories and
for dentists nffices. Also, some demand in the individual and
group diagnostic treatment clinics is still present. The amount
of this unsatisfied demand is estimated conservatively to be
$2.0 million.

b. Private Scliools - Some credit has been made available
from the EDF, but only for higher education entities and
technological institutes«. As concerns kindergardens, primary,
secondary, and mid-level vocational training

1

o



ANNEX 10 - 2

establishments, except for credit from commercial banks and
S&Ls at rates ranging from 18 to 21% for periods up to 5 years,
there has been no credit available. However, about 40% of the
private schools in these categories have been able to initiate
reconstruction efforts with financing from their own resources,
insurance payments, donations from abroad, and/or contributions
from the families with children enrolled in the school.

Again, 1in an etfort to measure etfective demand a survey
was undertaken in July, 1987 ot 104 damaged schools in the
Center City Areas of the SSMA (50% of the universe covered in
the first survey immediately atter the earthquake). Also, as
in the case of the private medical tacilities, commercial bank
presidents and BCR credit technicians were consulted. The 104
schools surveyed have an enrollment of 57,231. "71he average fee
paid by students in these institutions is ¢40.00 ($8) per
month. Of the 104 institutions surveyed, 38 indicated a
current need for financing of reconstruction and repairs and 48
a need for financing of equipment and turniture. Translated
into money terms, but excluding one large Institute and schools
which rented rather than owned thelr bulldings, the financing
need came to $3.8 million, as measured by Lhe schools
themselves. Assuming that the remaining 0% of the schools not
surveyed would show similar needs, the total requirement, as
estimated by the schools, would come to $7.6 million. However,
i1t is believed that this tigure is intlated, in that it
probably includes desires for refinancing, unacceptable
urpgrading of equipment and desires to expand facilities. Al:zo,
the limits set by commercial banks tor individual loans, when
collateral requirements and ability to pay are taken into
account, would also lower the figure in terms of real demand.
Taking all these factors into account, 1t is estimated that
$24.0 million made available on suitable terms can be placed
easily and that this would take care ot the bulk of the
effective, eligible demand.

c. Commercial and Service Establishments

In meetings with BCR and other donors it has been
ascertained that: (1) the [BRD, Italian and other donors will
be making available ample resources to cover the needs of what
ar>» known 65 "micro businesses”. 1.e¢. those with a social or
individual capital of under $20,000; (2) resources for credit
to small and medium industry, 1.e. capital of between $20,000
and $100,000, is ample to meet anticlipated demand; and (3)
the uncovered need relates to small and medium non-industrial
enterprises (repair shops, pharmacies, other stores,
photography laboratories, Dbeauty shops, tallors, carpenter
shops, etc).
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Some of these types of enterprise were eligible for the $10
million line of credit made available under Project 519-033l.
However, by January 15, 1987 the amount of credit applications
received exceeded the $10 million availability. (As of June
30, 1987, AID h:d disbursed $10 million and the banks in their
turn, had disbhursed $8.4 million). Available data does not
permit discriminating between industrial and non-industrial
uses of this line of credit. Aside from the above line of
credit, where the interest rate was set at 5% plus a 1%, up
front, one time closing fee and the maximum loan was for
$15,000 with a maximum repayment term of 12 years, the only
other credits available to this economic sector were loans at
commercial rates of 21% for periods of up to 5 years.

It is quite difficult to measure effective demand in this
area, including the problems of how to ensure that the credit
peneficiaries are limited to earthyuake victims and that the
use of credit is limited to replacement of earthquake damages.
The method used in the July, 1987, survey and analysis, was to
solicit opinions of bank officials, suppliers of different
materials to this sector, and others who had had some
expericnce with the Project 519-0331 line of credit. The
conclusion was that credit applications might well exceed $15
million, but that when they were winnowed out in terms of
eligibility criteria, guarantee requirements, etc. the sum of
$8 million would be sufficient to meet effective, eligible
demand.

Negotitations on business credit, similar to the housing
credit session, took place repeatedly with the President of the
Central Reserve Bank. There was not any opposition against
increasing the terms of lending above typical terms offered by
the Central Bank through its Economic Development Fund. Nor
was there opposition to using interest rates higher than IBRD
rates for its Earthquake Assistance Program.

The thrust of the negotiation sessions was to open up
craedit for earthguake reconstruction activities which, up until
this project, did not have access to BCR Credit, mainly
commercial and service organizations. The inclusion of
clinics, laboratories and private schools also met with
favorable reception with the Central Bank.

The interest rates used, and the maximum credit amounts
reflect both the recommendations of the Central Bank President
and the financial consultant utilized during project design.
1f commercial credit were available, the normal rate is 21
percent. The Central Bank believed that the 14, 15 and 17
percent rates reflected near-market terms and allowed for a

3
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gsocial discount to the beneficiary target groups. In the light
of normal Salvadoran credit conditions, where all interest
rates are negative when compared to recent inflation rates,
these terms appear adequate and offer the opportunity to allow
those put out of business by the disaster to recommence their
onerations.

2. Eligibility Criteria

a. Only applicants whose business or professional activity
wae located in the postal zones and other areas specified under
the Housing Credit Component (See Annex No. 9) and who certify
that the activity to be financed will take place in the same
general area will be eligible.

b. Evidence must be presented that the applicant suffered
damage from earthquake and that the use of the credit being
requested is directly related to that damage.

c. For any reconstruction to be financed, a clear title to
the property must be assured and building plans must be
approved the the VMVDU.

d. TFor non-industrial enterprises, as defined above, the
asset test for small and medium enterprise will be applied.
There will be no asset test for schools and medical facilities.

e. Only non-industrial enterprises will be eligible for
~crking capital or inventory credit.

f£. No refinancing of existing credit will be allowed.
g. No land adquisition costs will be financed.

3. Interest lRates and Terms

These will be the same for all 3 target groups as follows:

a. For construction, 14% for up to 15 years, with a grace
period of up to 2 years.

b. For equipment and furniture, 15% for up to 6 years,
with a grace period of up to 1 year.

c. For working capital and inventory, 173% for up to 18
months,with a grace period of up to 6 months.

This interest rate structure is designed to be marginally

under commercial rates, with the lowest rate set at 1
percentage point below the rate paid on 6 month time deposits.

"
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4. Maximum Loan Conditions

Credit will be provided for the full cost of the project.
However, the maximum amount of the loan to any one person or
institution shall be as follows:

a. FPor schools, up to ¢800,000 when construction and
equipment and furniture are covered; for construction only, up
to ¢650,000; and for equipment/furniture only up to
¢400,000.

¢. For health facilities, up to ¢800,000 million when
construccion and equipment are covered; for construction only,
up to #500,000; and for equipment only, up o> ¢400,000.

c. For Non-Industrial Enterprises, up to ¢100,000
overall, provided however that construction financing will not
exceed ¢60,000; tools and equipment will not exceed
¢40,000; and working capital will not exceed ¢40,000,

5. Margins and Commissions

a. The BCR will be entitled to 2 percentage points of the
interest for its administrative costs.

b. The financial intermediaries will be allowed a 4% basic
margin. In addition, they will be eligible for an additional
percentage point as a bonus for improving their management of
this credit line. Criteria for access to this bonus will have
to be established, and incorporated into the MOU. Finally, the
financial intermediaries will be allowed to charge a 1% one
time, up front fee for inspection costs.

c. The remaining interest payments, after the above
margins are deducted from the interest paid by the borrower,
will together with amortization of principal payments be
deposited by the wCR in the a Special Account and be available
for such use as is mutually agreed by MIPLAN and AID.

6. Reporting Requirements

The BCR will report directly to the AID, with copies to
MIPLAN, monthly on the use of funds (applications and
disbursements), recuperations, supervision, and other matters
of interest. The reports will cover these matters for each
financial intermediary and also show consolidated figures and
balances available in the special account.

5



ANNEX 11 - 1

ANNEX NO. 11

Construction/Upgrading of Public Schools

The earthquake devastated the metropolitan school system. The
damage estimates vary, but the mumbers surely underestimate the
impact on local citizenry. The CEPAL damage estimate for public
schools amounts to over $42 million. 224 schools were damaged,
affecting 2bb separate structures. in terms ot classrooms, 1022
were destroyed and 212% require repalilrs. More detalled
description may be found in the bulk annexes.

The international response to the problem has been admirable.
The I[BRD is negotiating a program to demolish 29% classrooms
and reconstruct, furnlsh and equip 340 classrooms in 29 schools
in the metropolitan area as well as the construction of 54 new
classrooms in two new schools in Apopa. The Swiss government
is comitted to the reconstruction of a 64 classroom school in
the southern area ot the clity and other donors, such as Mexico,
have also indicated lntentions to assist, but the nature of
their aid is not yet firm.

L. Activity under the Recovery Project

The AlD Recovery Program has provided signiticant assistance to
the MOK. bH0b temporary classrooms have been constructed on 47
distinct sites. In August, 1987, another 212 temporary
classrooms will be under construction on 44 sites, railsing the
number of temporary classroom solutions to 718.

Under another component of the Recovery Project, 45 schools and
facilities are being repaired. A&E contracts tor performing
preliminary design work on 6 Jarge institutions are out for
bid. 193 classrooms are involved.

2. Major Institution Reconstruction

'I'he Recovery Project, at the request of the MOE, contracted
with AGE firms to determine the cost of repairing the 6
institutions identitied below, plus preparing the basic design
criteria for reconstructing/repairing these structures. The
results of this effort are expected in October,1987. The
institutes and expected cost of repair, as best as can be
determined at this time, are as follows:

A3
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INSTITUTE UNITS(EST) COST(EST)

Fco. Morazan 12 ¢850,000
Fco. Menendez 10 400,000
Fco. Menendez I1 34 750,000
H. R. Alverque 24 400,000
Technico Ind. 35 600, 000
Casa Nac. Ninos - 700,000

Total Colones ¢3,700,000

Equivalent Dollars $740,000

3. Primary School Reconstruction

In late July 1987 the MOE presented the Mission with a list of
82 sites holding 582 temporary classrooms which they proposed
converting to permanent classrooms, and an additional 22 sites
for the construction of 126 new classrooms in areas tributary
to high growth areas in order to maximize the use of existing
land in the downtown sections. The Mission reviewed this
request utilizing the policies and :riteria indicated in the
body of the PP. As a result of that review, it was determined
that only 64 sites and 476 temporary classrooms of those
proposed by the MOE might be candidates for work under this
Project. Because of the concerns expressed earlier on land
suitability and ownership, the Mission will review each
proposed si-e between now and the signing the Project
Agreement, as to the acceptability of the sites for upgrading
activity. The results will be reviewed with the GOES anc a
definitive list of the sites and number of classrooms for
upgrading will then be included in the Grant Agreement, Or made
the subject of a C.P.

As the Mission is concentrating on the primary school system,
the primary schools which are nct associated with on-site
temporary structures, with the repairs underway from the
Recovery Project, or with high-density two or three story
constructrion will also be quickly reviewed for reconstruction
action.

Based on a preliminary summary of damaged schools, and an
jidentification by the MOE of one-story schools on owned land, a
preliminary cost estimate for this subcomponent has been
developed and is shown below in Table No. 1.

P
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Table No. 1

Primary School Upgrading and Reconstruction

476 classrooms on o2 sites upgraded at $5500
each, including bLuilt-in shelving and chalk

board purchases. $2,618,000
82 classrooms on 15 new sites built at $11,000

each 902,000
150 unsafe olassrooms demolished at $1,100 ea 165,000
79 infrastructure upgrades for above and

below grade costs ab $16,000 ea 1,264,000
75,000 cu. wt. of rubble cleared at $10/cu mt 750,000
150 classrooms rebuilt on existing sites at

$11,000 each 1,650,000
1400 sanitary facilities at $850 ea 1,190,000
708 furniture selts-desks, chairs, etc. 708,000
contract and bid costs for lotteries 9,000
A & E services for Institutes and Primary Schools 1,100,000
TOTAL $10,350,000

The Reconstruction Project will fund the costs of supervisory
A&E services, final designs, and construction. It is expected
that procurement procedures simiar to those used by the CCA
will be used to obtain the required services for the
institutes, and that there would be the continued operation of
a turn key type lottery system for primary school procurements
similar to that being successfully used now under AID Project
No. 519-0295, Rural School Construction. Preferawvly one
contract for both tasks will be awairded. The manner in which
the lottery system will operate is as follows:

a. A & E Contractor - Using as a basis, a standard
classroom designed for rural schools and accepted by the
Ministry, with over 600 units constructed, under construction,
or in the bid process, a suitable design for SSMA schools will
be prepared. Each classroom will encompass a standard
equipment package which has also been accepted by the Ministry.
This package, modified for compliance with the more rigorous
seismic standards of the new building code, will be used for
this component.
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The contractor will investigate each selected site and
prepare the drawings required to convert temporary structures
into permanent ones, establish adeguate infrastructure and
services on the gites, and establish the cost for these
activities. These costs will be reviewed by the MOE and the
Reconstruction Unit engineers at MIPLAN and, possibly by the
Corte de Cuentas unit at the MOE. Upon being approved, the
contractor will place packages of these projects out to
contract using the lottery system.

The lottery system has been developed with the MOE and
Corte de Cuentas to avoid contracting and implementing delays.
A pool of prequalified contractors, grouped by asset size, are
invited to review the documents. If they are interested, they
are invited to attend the lottery. The contracts are drawn up,
approved by the Corte, and the contractors are selected at
random in open forum. As these are precosted, all that need be
done is insert a contractors name on the contract, and it is
signed by the contractor, MOE and Corte representative.

b. Ministry of Education. The Ministry acts as the
client and acceptor of turnkey classrooms built by construction
firms. The Ministry is the legal entity for the signing of
construction contra.ts put out to bid on its behalf by the
contractor. Based upon the ce-vtification of acceptability of a
finished unit, the Ministry pays the construction contractor.

c. PSA services. The 8a firm of RONCO serves as
procurement agent under the 519-0295 project, responsible for
securing the desks, blackboards, and other minor equipment
utilized in the classrooms. Under this project, an 8a firm will
be obtained to provide similar PSA services. The PSA will
competitively secure the necessary desks, chairs, blackboards,
and other minor equipment necessary to turn over a finished
classroom to the Ministry.

d. Prequalified contractors. The Ministry, under the
Rural School Project, has prequalified construction contractors
by the size of project they have the resources to handle. These
firms, already prequalified and familiar with the bidding
packages, provide a basis for simple, rapid implementation of
the reconstruction Project. The selected contractor signs a
standard package for a 90 day construction period, with
penalties for late delivery and incentives for early
completion. The selected contractor's package is then added to
its total workload for recognition against the monitary ceiling
set according to the size of the firm.
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e. MIPLAN Reconstruction Unit. ERD will be assisting in
the development of specifications and in the operation of the
lottery system, as well as in providing oversight to this
project component through the technical staff at its office. A
MIPLAN representative would attend all bid sessions and the
lotteries. Under the proposed project, MIPLAN/SETEFE would
avance funds to the Ministry of Education in accordance with
its planned program and anticipated disbursement schedule. The
advances will be liquidated and replenished upon receipt of
documentation and certification by the Ministry that the work
has been completed. If required, the Corte de Cuentas will
review and audir the expenditures approved by the Ministry.
Because these procedures are already in place under the Rural
School Project, an efficient, agile response to this need is
anticipared.

5
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ANNEX NO. 12

MUNICIPAL MARKLET REPAIR

1. Background: One of the results of the earthquake was
the destruction of many of the municipal markets which served
as the shopping areas of rhe very poor for their foodstuffs and
supplies. In addition, rhe markets served as artisan sales
points, offering straw goods and other items.

Under the recovery program, USAID assisted in the early,
temporary restoration of several markets in SSMA and in the
outlying municipalities to alleviate the hardships being
experienced by the public in distribuvion of food stuff. The
recovery effores were excecuted under twWO separate modes of
operatrion. In the outlying areas, where the technical
resources were absent, the GOES used CEL as the agent for the
respective municipality in carrying out the initial phase of
repairs. Under this arrangement, USALID zssisted with temporary
repairs to Mercado Ayutuxtepeque and Mercado Municipal San
Marcos, providing ¢106,000 and 150,000, respectively ($20,000
and $30,000) .

The restorarion of public services in rhe SSMA presented a
greater problem due to the wore savaere damage sustained in the
city cenver. Also, 7he program was implemented by the Alcaldia
through CRFM, CRESP, and, finally, CEA procedures. On April
24, 1967, MIPLAN submitted an Action Plan to USAID for
"provisional wWorks and Repairs of the San Salvador Markets."
This Plan recognized that the warkets at San Miguelizo, Tinetti
and No. 5 were all declared uninhabitable while the markets at
Modelo, San Jacinto and Tiendona Mayorista were damaged but
considered usable while being repaired. The Cenrral Market was
not included in the Action Plan. The Action Plan further
disrtinguished between remporary and permanent repairs and
budgered $940,000 (¢4.7 million) for these works. As of the
June 30, 1987, $577,922 of contract work was ready for bidding;
$362,078 of the Action Plan total was still to be committed,
and will likely be reprogrammed for other uses.

By the cnd of July, contracts for demclition, design and
reconst ruct ion were approved by CEA for all of the six markets
and work started with the latest completion date being October
20, 1987, the terminal date rhe USAID has set to receive
payment documents under the Recovery Prograim.

For San Miguelito, bids for demolition were received by
CEA in mid-July. CEL is expected to sign a contract for this
work and it is anticipated that the bulk of the San Miguelito
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doors and trames worked on, as well as some mechanical repalrs,
such as motor or compressor replacements. Further, all 42 of
the municipal owned retrigerated display units need to be
replaced and wil! be provided under AlID direct procurement
methods.

Adjacent to the mailn sellers area are the sanitary
tacilities and the children's aay care center. Hinor repairs
are needed in the samitary tacilitieos and the day care center
tloor and root necds total replacement.

A visual tnspection ot the utilities (water, clectricity
and sewer system) itndlcate that they are In acceptable
condition and will only require isolated repairs, except tor
some of the electrical wiring in the outside exposed overhead
Areas.

4. strateqy and Technical Considerations
A review of the tollowing alternatives tor reconstruction was
considered:

i) Design/Build
11) last Track
iil) Conventional design then build

While time is ot the essence in a disaster recovery
program, the real emergency phase 1s past, allowing the
establishment of a more normal implementation program for the
reconstruction period which will maximize the effectiveness of
all resources. The design/build approach is the tastest method
ot initiating construction. This approach utilizes one
construction contractor who is assigned the responsibility of
both destign and construction. The lengthy A&bk procurement
process and subsequent negotiating phase is eliminated. The
contractor usces elther an in-house design statt or procurement
of an A&E as a subcontractor. Construcilon under this approach
could save as much ¢s six months over the traditional
approach. There arc some risks assoclated with the
design/butld mode. The tirst line ot control 1s the
speciftcattion and contract package. Only construction packages
that can be clearly defined would be included. However, it 1is
the intent to utilize as much ot the old structure of these two
markets as possible and only rebutld major parts ot the
complexes; theretore, until the tirst phase ot design
(assessment) 15 completed 1t is dittleult to identity the full
construction needs and, consequently this partteular situation
does not lend i1tselt well o a Destgn/Builld procedure.
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The scopes of work for the A&k Contract(s) shall cover the
following:

a. It not accomplished under the recovery phase, the
development of a demolition plan for each market place and the
preparation of bid documents to carry out the demolition.
Demolition should be bid on a fixed price basis to eliminate
the need for quantity measurements.

b. For the Central Market:

i. Design ot a new structure to replace
Building 8 following the "Reglamento de Emergencia de Diseno
Sismico de la Republica de el Salvador." Preparetion of bid
documents for construction. Assist in obatining bullding
permits as required.

11. Construction supervision of Bullding 8.

111. Inspection of all columns and beams in
Buildings 1 - /7, as well as their
connections and rooft panels, and
preparation ot a plan and bid document
for repair.

iv. Assistance in obtaining demolition or
building permits as required.

V. Supervising repalr of building 1-7.
c. For the San Miqueliito Market:

i. It not accomplished under the Recovery
bProgram, deslign a new root system for
the San Miguelito market, including
isolated repairs to the floor, and
replacement of any utilities which
were damaged.

i11. pevelopment ot plans for the repair of
all walk-ir retrigerated units.

1i1. Preparation of plans tor the
renovation ot the Children's day care
center tloor and any damaged
non-structural filler wall sections.

iv. Preparation of plans for the repalirs
to the sanitary facilities.
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V. Preparation of bid documents for
reconstruction of the San Miguelito
market including a painting schedule.

vi. Supervision of reconstruction of the
San Miguelito market.

6. Cost Estimates and Schedules. The cost estimates and
schedules are given below in Tables 1 through 4. In summary,
they indicate that 16 months from the signing of the Grant
Agreement will be required to finish the work, assuming that
the Scope of Work for the A & E work can be developed and
approved during the one month period allowed for ratification
of the Agreement, compliance with C.P.s, etc. Otherwise, an
additional month should be added. The total estimated cost is
$1.4 million. 1If the San Miguelito demolition is financed
under the Recovery Project, the overall cost will drop to $1.3
million.

8
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TABLE No. 3

MARKET RECONSTRUCTION PROGRAM
CENTRAL MARKET RECONSTRUCTION COST ESTIMATE

1TEHS i COST IN FY COST  TOTAL COST
I COLOKES f § EQUIV
----------------------------------- |-------..----.-..-..-----_.._-..-..--..___-..
Reconslruction Bldg 8 - {
Top floor (22 x 50)=1100 sm B 600 | 640,000 $132,000
6d Tloor 1100 sp B 630 I 715,000 $143,000
I
Repairs to Filler Walle Bldos 3 & 41 39,000 410,000
- |
Repairs to Steel structure - ]
Bidgs | thru 7 ! 75,000 $15,000
| ........................
Subtotal Conslruction 1 1,300,000 $300,000
I ‘ .
Demglition Bldg 8 i 500,000 - $100,000
I
!
RYE Design & Supervision (151} | 300,000 50,000

total I 2,300,000 $460, 000
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TABLE No. 4

MARKET RECONSTRUCTION PROGRAM
SAN MIGUELITO MARKET RECONSTRUCTION COST ESTIMATE

New Refrigerators 42 8 §3,000/ca 122,000 122,000

[TENS I COST IN FX COST  TOIAL COST

| COLONES ' § EQUIV
O WLk
Walls Repair - 500 g2 & 100c : 30,000 $10,000
Fluor Repairs - lusp sua : 30,000 $10,000
El;clrlcal gystea - general repair : 15,000 $13,000
Freezing roow reparrs - 12 0 15000 : 180,090 136,000
Child care center - floor and Nalls: 100,000 : 420,000

!

!

i

I

General repalrs and painting 100,000 320,000

Subtotal 2,731,000 122,000 706,600

|
|
|
|
Demolition Cost | 465,000 93,000-
i
AJE Cast (151) | 492,150 98,430
|
|
|
e et 1+44065,465 122,000 898,030

B R I NN I IITIIIIIIIErorsozazoromoseeresseeremen e e
.......................................................................
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ANNEX NO. 13

HIGHWAY RECONS'TRUCTION

This component involves extensive repairs to this four
lane divided toll road having a total length of 38.6 kilometers
(about 24 miles). The average daily tratfic (ADT) is 3080
vehiclec of which 17% are heavy trucks, 10% public
transportation, 29% light trucks and 44% passenger cars. 'T'he
elements of the component can be broken down into two major
categorlies of work: (1) Repairs to the pavement (deformation),
primarily occurring in till sections due to settlement or major
embankment slippage; (2) Design correction in high cut areas
to reduce the chances of road closure during any future
emergencies (either because of earthquakes or heavy storms). A
tield review of the road and its damages was made by the USAID
engineer assisted by an outside consulting engineer. In
addition, the Ministry of Public Works (MOP) has conducted
thelr own review and commissioned a local firm to prepare an
inventory ot damages. ‘The proposod repalr activities are based
upon these studies. The cost estimate (See Table 1 attached)
is based upen flgqures provided by the Highway Department and
verified with a number of separate sources in the private and
public sector; however, it 1s essential that a more detailed
cost estimate be prepared 1in the early phase of design. The
tirst tasks of the selected A&k will be to prepare an updated
work plan inciuding a new cost cclimate.

1. Pavement Repalrs. Most ot the pavement damage
occurred between kilometer 5 (near the city exit) and kilometer
20 about halt way to the alrport. Severe settlements and
longitudinal cracking are visible in about a dozen locations
through this reach of highway. The predominant cause of
fallure appears to be total fill slippage in the zones where
the embankments were constructed with a very steep angle of
repose to make a catch point with the steep natural hillside

they are resting upon. ‘There also appear to be some fallures
resulting trom lnadequate compaction of the fill or inadequate
sub-base construction. In any event, these isolated areas must

be excavated and a new sub-base constructed of selected fill
material.

2. Cut sections. ©Slides in cut sections form the other
major problem to overcome. The most serious problems occur
between the exit trom San Salvador up to the toll station about
4 kilometers away. Cut sections in this reach were made on a
near vertical slope and are 40 to 60 feet in height. ‘he
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Froject: ANDA

15 FPrepare REQ Materials
Sehed Start: Jan 28,
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Date: Aug 12, 19207

3.0 Days

19886 Sched Finish: Feb 2, 1988

16 Review Material Quotes/Award 4.0 bleeks

Sched Start: Feb 2,

17 Delivery Materials
Sched Start: Maep 1,

¥ 18 Final Acceptance ¥ Evaluation .0 Weeks

Sched Start: Oct 6,

L)

1980 Sched Finish: Sep 27, 1988

1988 f Sched Finish: Mar 1, 1988

150.0Q Days

1988 | Sched Finish: Oct 27, 1988
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ANNEX NO. 15

Shelter Relocation/Resettlement

1. Other Donor Shelter Relocation Ettorts

T'he Mission has coordinated fts planning with other external
donor and the GOKS in an eftort to assure that AlD ftinanced
activities will not duplicate those ot other donors. 'The other
donors now planning assistance tor relocation/ resettlement
type projects include the World Bank, and the governments of
[taly ant Guatcemata. 'These projects will be located in Apopa,
the GOLYS development area 20 miles north ot San Salvador.
Together they will provide approximately 3500 lots/shelters in
an initial phase, tor rtamilies to be relocated trom the SSMA.
The ltallan assistance includes preparing plans tor a
substanttal nunber of additlional solutions in Apopa at a later
date. AlD's Reconstruction Project funds will not be invested
in this area.

2. AlLD Recovery Project Activity

The Earthquake Recovery Project (5H19-0331) funded temporary
relocation works and shelter on tour sites within the SSMA For
about 1200 tamilies. 96Y% of these families will be located on
the "10 de Octubre” site which is also included under this
project fov upgrading Lo 4 permanent resettlement site. Steps
to provide these ramilles with title are already underway. The
other three sites were also considered tor upgrading under the
Reconstruction Project but did not fuitill the requirements for
transterring title or were not appropriate for turther up
grading. Yamilies now temporarily located on these sites will
be elegible as beneficraries tor resettlement to permanent
sites devoloped under this project.

3. Beope of the Reconstruction Project Activity

Five sites (including the one mentioned above) within the San
salvador wetropolitan area have been identitied, studied for
teasability and selcected tor this subcomponent, in agreement
with VMVDU (see Table 1 attached). Current estimates indicate
that 2030 new lots ol approximately 60 square meters each can
be developed on these ftive sites. PFinal project designs may
result in a slight increase or decrease trom this preliminary
estimate but will not appreciably effect total subcomponent
costls.
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Table 1
Sites for Rescttlement Projects
PROJECT S1TES

No.. Name Location Present Area Estimated
owner m2 Lots (60m2
each)
1. San Marcos Sur Ote. San Marcos, Km. 7 FB5V 237.398 965
10 de Oct. de ia Autoplsta al
Aeropuerto lnternacional
2. 11 de Octubre Sur celle Bl Volcan/Jlentro 1VU 41.444 414
Urbano Josd Stmedn Canas
3. San Bartolo Entre las diaggonales de 1VU 13.218 132
V Etapa Arenal y bl Sauselito,

Municiplo de 1lopango
4. San Bartolvu interseccton Jde la btago-  1VU 21.115 211
V1 Etapa nal kBt Arenal y €. Kl
Saouce, muntciplo de
llopango

%. Bosques de Canton Glltepec vte., 1vVu 30.669 308
San Marcos Municipio de San Marcos
ontre carretera a bro.
Tomas y Auntoplsta
Aeropuerto !nternacional

rotal 343,844 2,030




ESTIMATED COSTS:

Table 2

ANNEX 15 - 5

RELOCATION/RESETTLEMENT HOUSING SUBCOMPONENT

C OSs TS TOTALS

No. Solu- Urbanization Housing
Program tions Ave/unit Total Ave/Unit Total
San Marcos
10 de Oct. 965 1,080 1,044,000 400 386,000 1,430,000
11 Oct. 414 1,080 $447,000 1,857 $769,000 $1,216,000
San Bartolo
V etapa 132 1,080 127,000 1,857 245,000 372,000
San Bartolo
VI etapa 211 960 203,000 1,857 392,000 595,000
Bosques
San Marcos 308 1,080 331,000 1,857 568,000 899,000
Supervision
and T.A. - - 348,000 - 140,000 488,000
Totals 2,030 -- $2,500,000 -- $2,500,000 $5,000,000
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ANNEX No. 16

SUMMARY DESCRIPTION OF GOES EARTHQUAKE

RECONSTRUCTION DIRECTORATE

In order to concentrate on damages and problems created by October
10, 1986, earthquake, the Ministry of Planning and Economic and
Social Cooperation (MIPLAN) created an Earthquake Reconstruction
Directorate (Direccidn General de Reconstruccidn) Lo coordinate and
supervise all diverse reconstruction tasks. This Summary provides
synopses of key elements of this Unit.

A. Charhe{

The ERD Unit is charged with the responsibility of supervising and
coordinat.ing reconstruction activites for the GOES. Broadly
defined, it includes foreign donor coordination (although SETEFE
will continue that role), as well as implementing agency
coordination. The general strateqy expressed by the GOES for
management. of reconstrucrion activities includes:

(1) Providing a central coordination point,

(2) Decentralizing ‘mplementation to those agencies or others
(private sector) most capable of carring out the works.

(3)Assuring that reconstruction activities can be rapidly
implemented with as much uniformity in criteria and procedures as
is practical.

To carry out this strateqgy, the ERD Unit was created in MIPLAN on
July 5, 1987 as an ad-hoc coordinating unit reporting directly to
the Minister's Office. Tt is currently charged with the following
tasks:

(1) Manage all reconstruction activities for MIPLAN.
(2) Prepare progress reports for the Minister.

(3) Direct the planning and programming of reconstruction
activities.

(4) Present technical and financial reports to the donors, as well
as reimbursement. reguests.

(5) Supervise the bidding, contracting and procurement processes.

(6) Coordinate activities between the donors and implementing
agencies.

1
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B. Organization

To carry out its reponsibilities, the ERD Unit is organizing into
three departments plus technical support assistance - either in
house or contracted. Its proposed organization is depicted on
chaxt 1. The organizational functions proposed by the Unit are
detailed below.

(1) Technical Department

The Technical Department is the backbone of the Unit, as presently
established. The technical department head will act as ERD head
when necessary, and will be supported by staff, the majority of
whom will have technical backgrounds. The Department's
responsibilities include:

a. Leading the planning and programming for reconstruction
activities.

b. Responsibility for the technical coordination of the
reconstruction activities,

c. Directing and leading all coordination staff in the areas
of:
(1) 1Institutional coordination.
(2) Physical progress of the works and transmittal of
financial requirements.
(3) Preparation of physical requirements.
(4) Selection and contracting of consultants and
contractors.
(5) Orienting those responsible for monitoring of project
costs.
(6) Acting as counterparts to donor's technical units.
(7) Reviewing and approving implementing agency's Action
Plans.
(8) Regularly informing management of the progress of
each activity.
d. Sectoral Coordinators. These coordinators, working under

the Technical Department will:

2
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(1) Coordinate on a technical level all the
reconstruction activities of each particular sector to avoid
duplicative activities and work delays.

(2) Serve as technical counterparts for the implementing
units and as counterparts to international mission's personnel.

(3) Supervise the physical and financial progress of the
projects in their sector.

(4) Participate, in conjunction with implementing agency
personnel, Corte de Cuentas, and the Contracting and Bidding
Department., in the selection and contracting of consultants and
contractors.

(5) Jointly supervise and approve designs with the
implementing agencies.

(6) Evaluate project progress with the iaplementing

agency.
(7) Review the action plans of the implementing agency.
(8) Periodically report on project progress.
e. Technical Support
The ERD Unit zanticipates the need of architectural and engineering

assistance for specific problem responses as these might arise. By
either contracting out for this type of A & E assistance, or by
including these experts on their staff, they hope to resolve these
types of technical problems.

£. Procedures, Costs and Monitoring Unit

This Unit, working urder the Technical Department, will:

(1) Prepare implementation guidelines and procedures for
each reconstruction activity and recompile Lechnical and cost
information for different types of work in order to utilize them as
guidelines when preparing bid documents and judging reasonableness
of cost.

(2) Prepare progress reports for monitoring of the
different reconstruction activities.

(3) Prepare graphs, control schedules, and adjust planned
implementation documents according to actual progress.

il
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(2) Contracting, Bidding, and Purchasing Department

The Management of this Department, in coordination with the legal
units of the implementing agencies and with contractors, will
prepare the necessary documents for contracting of people,
services, and materials and equipment. It will collaborate with
the Technical Department personnel. The Department is planned to
function in the following manner.

a. The manager will participate in the planning and
programming of the construction works, as well as participate in
final contract negotiations, and supervise bidding and procurement
actions.

b. Bid Solicitation Unit

This Unit will:

(1) Prepare and apply procedures, consistent with donor
requirements, for procurement of materials and equipment.,

(2) Review and approve the implementing agency
procurement requirements, as well as specifications, and procede
with acquisitions to satisfy these requirements.

(3) Plan and control the procurement of materials and

equipment and other items for each respective institutions and
“ssure adherence to quantity, quality and specifications.

(3) Administrative and Budget Control Department

The Manager of this Department will supervise the programming and
financial controls of the funds available for use in reconstruction
activities. This Department will:

a. Supervise personnel, salaries and wages, and purchases
associated with the Earthquake Reconstruction Directorate.

b. Budget requirements for external funding and local
counterpart funding.

ol Participate in the planning and programming activities for
the reconstruction program.

4
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ANNEX No. 1/

REPORTING AND TRACKING SYSTEM

1. Tracking: Each USAID technical oftice will track their
respective subprojects on a continnous basis. They will be
assisted by the statf ot the ERU as necessary. A key tactor in
tracking is knowing what were the original plans. Tracking, to
have any medaning, must compare torecasted (planned) schedules
against actual schedules once the project gets underway.
Tentative planned schedules tor most of the subprojects are
given in the Project Paper. The software programs (tiles) for
cach ot these torecasted schedules are tound in BRU. However,
betore cach subproject commences, a tinal readjusted schedule
will be developed to torm the basis tor analysis ot the
subproject status. These will be adjusted throughout the life
of the project, to allow updating and reoptimizing whenever a
component is ott track. To assist with trackling and analysis
ot each component, the computer program Microsott Project will
be used. Reports will be gencerated on a monthly basis tor the
USALD Technical Ottice Directors and the KRU's statt to be used
for micro management of the Project. 1t is intended that these
monthly status reports will be shared with the GOKS counterpart
agencies to retine and ifmprove project implementation.

These same reports will be prepared in detail once a quarter as
otticial Quarterly Reports for submission to AlD/Washington,
MIPLAN and all GOES implementing agencies.

The use ot Microsoft Project will provide the implementing and
monitoring teams with a tast graphic display of the schedule in
GANTYT and PERT chart torms. ‘The schedule, sometimes called a
GAN'T"I' chart, shows not only when each activity begins and ends,
and stack times, but also which activities (those on a critical
path -- no slack time) need the most attention to make sure the
project gets done on time. On the other hand, the PERY chart
is a type of flow chart tocusing on the order ot the activities
and the way they interrelate rather than on the start date and
linish date tor each activity. Using both ot these forms of
information will allow the project team to update and optimize
the order ot events to minimize delays and reduce costs. The
inputs will be handled on a contjinuing baslis.

2. Reports

a. Quarterly Reports: A Quarterly Report will be
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prepared in detail for submission to AID/Washington, MIPLAN and
all Implementing Agencies. This report will contain, as a
minimum:

i. Narrative discussion of signiticant events
and any anticipated program delays,
11, summary Financial Status,
111, Financial Details by Subproject,
iv. Subproject tracking reports similar to those
used in the Recovery Progranm,
V. Summary GANT'I chart tor entire Program showing
Actual vs Planned,
vi. Life-ot-Project GANIY charts, PERT charts,
and/or Table Listing of Activities showing
Actual Progress vs Planned,

vil. GANT'l' charts showing the previous and the next
quarter activities in detail with a detatiled
table listing ot activity relationships for
the upcoming quarter.

b. Monthly Reports: Monthly reports will be prepared for
the use ot the KRU's staft, Oftice Directors and their GOES
counterparts tor micro management ot the overall program.

These monthly reports will be the primary document used in the
Mission monthly program status meeting. Basically this monthly
report will iInclude items 11i), iv), vl) and vii) above and any
other pertinent documents regarding financial or physical
'racking ot the project. ‘fhe GANTY charts are of most
"aportance at this stage. A typical GANIT chart (hypothetica!l
example) showing a project's Actual progress compared with its
Forecast 1s shown on Table 1. PERYT charts will only be
prepared when a GANT'l' chart indicates that a previously marked
non-critical activity has shifted to the critical path.

At that polint a new nelwork protile should be prepared to
determine whether the activity relationships have changed to
such a significant extent that the planned overall project
completion date wounld be seriously delayed, possibly beyond the
PACD .
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PROCUREMENT PLAN

The Elements of the Project that include Procurement

Requirements are:

a. Reconstruction/Restoration of Public Schools
i) A&
ii) Construction
1ii1) Materiale (desks, chalk-boards, etc.)

b. Equipment and Materials for ANDA

c. Repair/reconstruction of Markets and Airport Road

i. Local A&E to work with the Alcaldia to develop

scopes of work/specifications and supervise
implementation of market construction.

ii. Local construction contract(s) for demolition work

and for the construction of markets.

iii. Refrigeration equipment for procured from the U.S.

for one market,

Ministry of Public Works to develop scopes of

work/specifications for, and the supervision of

construction for the airport road-.

v. Construction contract(s) for the reconstruction of

the airport road.
d. Relocation/Resettlement

i. Design for land preparation, leveling, sewers,

drainage, etc. for the resettlement sites, and any
core housing units to be built will be handled by
IVJ, so no contracting for the A&E services is

contemplated.
ii. Local A&E for construction supervision.
iii. Local contracting for land leveling and
infrastructure.
iv. Local construction of core housing units.

iv. A&E to work with the Highway Department of the
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v. Local procurement of materials for distribution to
resettled earthquake victims on credit terms.

e. Public Health Facilities

i. A and E Contracts
ii. Construction Contracts

f. Staff for USAID Earthquake Reconstruction Office

i. Contract Amendment for the Assistant to the Office
Director
ii. Contracting of a Procurement Specialist
iii. Contracting of two Engineers
iv. Contracting of an Information Specialist
v. Contracting of a Secretary

g. Staff for USAID Technical Offices and the
Controllers Office

i. Contracting for Housing Specialist.
ii. Contracting for Credit Specialist.
iii. Contracting for OET Engineer
iv. Contracting for OET Administrator
V. Contracting for OET Secretary
vi. Institutional contract for Controller's Office
vii. Contracting for RIG and end-use audits.
viii. Contracting for Evaluation.

Implementation of the Procurements will Utjlize the
following various Procedures:

a. AID Direct Contractg

i. Procurement services for primary schools equipment
ii. Equipment and materials for ANDA
iii. Staff for USAID Barthquake Reconstruction Unit
iv. Staff for USAID Technical Offices and Controllers
Office.
V. Refrigeration equipment for the San Miguelito
market.

b. Hest Country Contracts through the CEA element of
MIPLAN's ERD and Implementing agencies

i. Local A&E for market construction (S.S.
Municipality)

Local construction contract(s) for markets (s.s.
Municipality)

[N
(o2
*
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iii. A&E for roads. (Highway Dept./MOP)
iv. Construction contract for road.
v. Local contracts for land leveling and
infrastructure (PRONAVIPO).
vi. Local construction for core housing units
(PRONAVIPO).
vii. Local contracts for building materials.

viii. A&E contract for design and construction
supervisgion of major MOE Institutes and for
operation of primary school fast track lottery
system.

ix. Contracts for major MOE Institute reconstruction.
X. Primary school lottery contracts.

xi. Health facility to A & E contracts (MOH) .

xii. Health facility construction contracts (MOH) .

d) Other: Contracting and/or direct hire by VMVDU.

e) Intermediate Credit Institution Guidelines for Credit
Recipients

i. ALYl eredit subcomponents

3. Description of Implementation Procedures by Project
Component

a. Reconstruction/Restoration of Primary Level Public
Schools

The procedures for contracting for construction services
and materials will be identical to those used in the Education
System Revitalization Project (No. 519-0295). An A & E firm
will provide consulting services in the form of designing and
estimating costs of the schools to be constructed. The
preparation of construction documents and
supervising/certifying construction requirements is made on the
basis of a lottery. A name is randomly chosen from those
prequalified construction firms that have expressed interest in
the specific work to be accomplished. The prequalification
process, approval of construction packages and contract
documents, and oversigiit of the lottery procedure is the
responsibility of a "Comisidn de Scrteo" made up of
representatives of USAID, the ERD, the Ministry of Education,
and the Consulting Contractor. The procedure, which is
described in detail in bulk files, has been approved by the
Regional Legal Advisor in 87 SAN JOSE 2884 (copy attached to
the detailed procedure).



ANNEX 18-4

The procurcement of school furnishings will be
contracted with an 8(a) PSA to cover the material requirements
under this .:omponent of this project. The PSA used will make
procurements in accordance with the provisions of Chapter 3 of
A.I.D. Handbook 11. Host country contracts under this
component will include the appropriate AID mandatory clauses
listed in Handbook 11, USAID approval in the form of a
Project Implementation Letter will be required for all host
country contracts under this component with a value of the
equivalent of $100,000 or more. The contract for the
procurement services (the PSA) will be executed and
administered by the USAID Contracting Officer in accordance
with the provisions of A.I.D. Handbook 14.

b. Equipment and Materials for ANDA

ANDA will develop specifications for their requirements
and forward them to IRD. IRD will then process a PIO/C that
will include the specifications, desired cdelivery terms,
desired document distribution, instructions for distribution
of shipping document, and the signature of an authorized ANDA
official. It is the intent that Code 000 source origin for
the equipment and materials will be used; however, a situation
may arise where the Project can be better served procuring
materials from other than Code 000. If that is the case,
procurement of those specially identified materials will be
held to CACM and Host Country source origin. It is
srvicipated that all shipments from the U.S. will be made on
-4z 000 vessels. The PIO/C will designate USAID/El Salvador
as the authorized agent. Upon receipt of the PIO/C, the USAID
Contracting Office will arrange for publication of notice of
tender, prepare an IFB or RFQ and contract for the delivery of
the requirement in accordance with the provisions of AID
Handbook 14. (If for any reason difficulties are encount ered
in the direct contracting of this equipment /materials, on a
case by casce basis, hogt country contracting pursuant to
appropriate AID procedures may be used.)

C. Repair/Reconstruction of Markets, Airport Road,
Resettlement, Public Health Facilities, and MOE
Major Institutes,

The Municipality of San Salvador (for the markets),
the Ministry of Public Works (MOP) (for the highway),
PRONAVIPO (for resettlement
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sites), the Ministry of Health (MOH), and the Ministry of
Education (MOE), will work with USAID's Earthquake
Reconstruction Unit, USAID Technical Offices, and the
Technical Division of ERD in the development of scopes of work
for A&E contracts for each activity and the specifications for
the materials for the resettlement component. The completed
scopes of work/ specifications will be provided to the
Comision Especial para Adquisiciones (CEA) and to USAID for
review and approval. CEA will review the scopes of
work/specificaticns, arrange for publication of notice of
tender, receive and evaluate proposals, propose award for
signature by the executing agency, all in concert with
coordination provided by USAID's Earthquake Reconstruction
Unit in accordance with the procedures in the CEA procurement
manual, whicin can be referred to in the bulk files.

Once contracted for, the A&E firums will be required to
develop the technical bidding documents for the individual
requirements. When completed, the technical scopes will be
provided to CEA and the review/bidding procedure described
above will be followed.

All construction contracting will be in accordance with
the provisions of Chapter 2 of AID Handbook 11, and
equipment /materials contracts in accordance with Chapter 3 of
AID Handbook 11. The draft contracts will be reviewed and
approved by CEA, which includes a non-voting representative of
USAID. In addition USAID approval in the form of a Project
Implementation Letter will be required foi =all contracts under
this component with a value of the equivalent of $100, 000 or
more,

A requirement to import approximately 42 refrigeration
units for one market will be handled using direct AID
procurement procedures. (GOES authority for USAID to issue
the PIO/C without the need for counter-signatures will be
covered in the Grant Agreement.)

d. Staff for Earthquake Reconstruction Unit

The Earthquake Reconstruction Unit will prepare scopes of
work for the staff positions, prepare/process PIO/T's (GOES
authority for USAID to issue the PIO/TA without the need for
counter-signatures will be covered in the Grant Agreement).
Each scope of work should include the names, addresses and
phone numbers of potential candidates, if known. The
completed PIO's will be forwarded to the USAID Contracting
Office. Upon receipt, the Contracting Office will solicit
expressions of interest, and make the necessary arrangements
to finalize contracts.,
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e. Staff for USAID Technical Offices and Controller

Each USAID Office will prepare scopes of work and
PIO/Ts for the positions to be funded under the Project (GOES
authority for USAID to issue the PIO/C without the need for
counter-signatures will be covered in the Grant Agreement).
For the Controllers Office, a continuation of the existing
contract with Price Waterhouse is contemplated. All PIO/Ts
Wwill be reviewed and cleared by the Earthquake Reconstruction
Office, in addition to the normal clearance process, before
being forwarded to the Contracts Officer for action.

f. Credit Components

In addition to other instructions, the banks and other
providers of credit will be required to provide each
subborrower the following instructions on the limitations of
use of the sub-loans:

"For procurements directly by the subborrower paid in foreign
exchange:

1. Goods must be manufactured, produced or grown in and
shipped from the countries inciuded in AID
Geographic Code 000 , or the CACM. Any ocean or air
transportation must be on a U.S.-flag vessel or
aircraft unless waived by AID.

2. Suppliers of goods and services must be citizens or
permanent residents of, or firms organized or
incorporated in, the countries included in AID
Geographic Code 000 or the CACM.

3. All goods imported and purchased directly by the
subborrowers with these loan funds and their
shipping containcrs must be marked with an
appropriate red, white, and blue AID hand-clasp
emblem.
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For all procurements, paid for with either foreign exchange or
Colones:

1. The borrower shall tollow good comercial practices
and accept the most advantageous competitive otter, price and
other pertinent tactors considered.

2. Only items will be purchased that will make a
positive contribution to development and that do not
contravene U.35. statute. Accordingly, the tollowing items
will not be purchased without prior approval from USAID/E1l
Salvador:

a. Motor vehicles

pharmaceuticals

pesticides

rubber compounding chemicals and plasticizers

toxic chemicals

used equipment

military equlpment

survelllance equipment

commodities and services in support of police

activities

abortion equipment and services

luxury goods and gambling equipment

weather moditication equipment

ashestos or ashestos containing building

materials

n. iftems manutactured, produced or grown in or
shipped from any couwmunist-blors country."

e
s
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. DC 20523

LAC/DR-IEE-87-21
ENVIRONMENTAL THRESHOLD DECISION

El Salvador

Project Location

Project Title : Earthquake Reconstruction
and Number : 519-0333

Funding : $100,000,000 (G)

Life of Project ¢ Three years

IEE Prepared by : C. Roberto Gavidia

USAID/San Salvador

Recommended Threshold Decision : Negative Determination

Bureau Threshold Decision : Concur with Recommendation

Comments : Concurrence subject to
incorporation of IEE
recommendations into PP and
language being included in
appropriate documents that would
prohibit the use of asbestos and
asbestos containing building
materials from being used or
funded by the project,

Copy to : Robin Gomez, Director
USAID/San Salvador

Copy to : C. Roberto Gavidia, MEO
USAID/San Salvador

Copy to : Frank Zadroga, REMS
ROCAP/San Jose

Copy to : Lars Klassen, LAC/DR/CEN

Copy to : IEE File

o 5, %:TL:\ pate JIN | 8 1987

James S. Hester

Chief Environmental Officer

Bureau for Latin America
and the laribbean
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ANNEX TV
INITIAL ENVIRONMENTAL EXAMINATICN
I: BASIC PROJECT DATA
PROJECT LOCATION ¢ San Salvadar Metropolitan
. Area
PROJECT TITLE 3 Eartihquake Reconstruction Project
PROJECT NUMBER ¢ 519-0333
FUNDING + $100,000,000
LIFE GF PROJECT 1 3 years YV
IEE PREPARED BY ¢ C. Roberto ia, PRJ

nvirommential Of ficer
' USAID/El Salvador

DATE PREPARED ¢ My 29, 1987

REQCMMENDATION FOR THRESHOLD [ECISION

USAID/El Salvador finds that activities contiemplated under the proposed
project will nott have a significant negatiive effect on tthe human enviromment
butt rather a positive one, inmaamich as most activity will involve
reconstructiion/repalr "in-situ”, mich of it to improved constiructilon
standards, With respect to thhe physiml enviromment, USAID will work closely
with the GOES ard will assist with the review and evaluatiion of the
envirommental and seismic implications of the sub-projectis under this program
as they are submitited for approval and financing! To accomplish this, all
sub~projectt documentation to be prepared for review and approval will include
an examnation and evaluation of it8 environmental and seismic considerations
and implications. Also, as part of the overall project managementi provisions,
on—site inspections will #ake place, and proiect engineering consultants will
be inshructed to ensure thatt constiructiion work is performed and completied with
a minimim of envirommential disturbance. Guidelines will be prepared to permit
project managementi po evaluatie each of the sub-projects, For this reason, it
i8 recommended thati an Environmental Impact Siatement or Envirammental
Asgessment noti be required.
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It should be noted that tthis Project will be implemented in a context of a
broader GOES effort to reduce population concentration in high density areas
by increasing accessibility and services in areas North of San Salvador while
at the same time aftending to the immediate reconstruction requirements in the
metropolitian area. Other dorors may well finance achivitiies such as road and
higimay construction, relomation of office buildings, lamd clearing, etc.,
which may have negative environmential implications. During the course of
project development and implementatiion USAID will closely monitor and
coordinate with other donors %0 minimize envirommental disturbances.

(Lt Sy

Directior
USAID/El Salvador

6 (39/77
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IMPACT IDENTIFICAT IO AND EVALUATION

Inpact Areas and Sub-Areas Lupact Identification and Evaluation 1/

Iand ke

1. Chanjing the character of the lard through:

a. Increasing the population 2/
b. Ixtracting natural resomces N
c. land cleaning N
d. Changing soil character N
2. Altering natural defenses N
3. [Ioreclosing inportant uses N
4. Jeopardizing man or his warks N
5. Other factors N
WATER CUALITY
l. PMysiol state of water L+
2.  Chemic:l and biologioal states N
3. eoloagionl balarce N
4. Olher factors N
NS C
l. Ar additives N
2. Air mllatien N
3. Noise pollution N
4, Othor factors N
NATURAL RESOURCES
1. Diversion, altered use of water M+
2. Irreversible, inefficient comnitments N
3. OCther factars N -
CQULTURAL
l. Altering physiml synbols N
2.  Dilution of cultural traditions N
3. Cther factors N
1/ 1he following syabols have been used:
N B envirommental impact U hkngwn environmental impact
L ILittle environmantal inpact + Beneticial inpact
M Modorate environeental impact - Negative impact

H  1iigh enviroumental impact

2/ 'he Project will actually decrease population density in same areas.

W
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LOCICAL FRAMDWORY.
El Salvador Earthquare Recchstruction Project
519-0333

LopP 4 vears
ey

D funcding $75 million

Narrative Summary Objectively Verifiable indicaters Means of Verificatian Imortant Assume-ions
Project Geal: To assist the GIES Standard statistical measures 1) GOES/Central Bank Reports Goes Policies wiil be favoratle ard
to restore the standard of living fer derostrate positive growths encourage econoric recovery
individials affected -’ *he disaster
in crier to maintain eccnomi:c and
social stabilicy.
Prciect Purpose: To cope with the 1) FPrciect bereficiaries will MIPLAN periodic reperts lons S0 st wo
effects of the Octcrer 1C earthguake. have shelter, access tc schools, or that the war or other ex+terral
In particular to assist the Goverment ad health care services at a factors will nct prevent inrenied
a2 private secter of El Salvader ¢ level at least ecual te that pricr activities.
recenstruct end rerartilitate housing, te *he eartho
vital infrastructure and hesinesses as 2) Businesses assicted oy the
well as restore besic services ‘o Proeject will be projucing at a
perscns, particuiarly thos: of lcwer ecual to that pricr to the earth-
income, affected by the disaster. auake.
Outputs:
1) Housing Credit BCR/FNV/Financial Institution The BX amd savings lcan institutio
records will facilitate roverent of the credit-
- establishment of credit line for -~ 5,000 loans made to homeowners lines throwh aporopriate staffing and
repair/reconst ructicrn of znd procedures
iriiividually owned homes
BCR/FNV financial institutien The BV and savings lcan instituticns
- establishment of credit line - uwp to 8,000 loans made to meson reccrds; \MVIU reports will facilitate mcvement of the cr
for retuilding/rehabilitation &welers, former or new owners ing

lines throuwgh appr
procedures

c rental apartrments {mesones).

XANNY

0¢






IV.Assistance for Project
Monitering management,
irplementat ion

Crecit financing for housing,
vate shcools, clinice ad

1
musinesses

Construction materials

Sit/Evaluation

X
=

Comt ingencies/inflation

0BE6B mee

MIFLAN Executive Unit estaklished,

fed and functioning

vided as necessary
constructicn activisy

2gencies

Audit services provided cn a
continuing basis for all
project corponents

A.I.D

4.0
23.1
1.6

2.5

MIPLAN repcris

Contractor reports and
irplermenting acency reperts

VMU staffing

AID contracts or purchase orders
with awdit firm

TES will clearly define and give
4 e of the Unit

Irplerenting entities suppert projects

€ - 02 xannv



ANNEX 5, - 1

ANNEX No. 21

Summary of Bulk File Material

A. General

1. Earchqguake Damage Assessment

The USALD Earthquake Damage Assessment, prepared in the
spring of 1987, traces the events that took place immediately
after the ocrober 10 carthquake up through the AID $50 million
Recovery Program. [Included in the assesswment are the tallies of
other public and private nesistance and the roles and reactions
of GOES instirutions, a sumnary of injuries, and the impact of
emergency relief efforts. This material was used in the Project
Background.

2. DEICO Institutional Analysis

The DEICO Insriturional analysis, prepared by Lic. Maldonado
between July 9 - August 10, 1987, summarizes the institutional
roles and capabilities of MIPLAN/SETEFE; performs a preliminary
analysis of rthe MIPLAN Earthquake Reconstruction Unit, the CEA
roles at VMVDU/Pronavipo, and the Municipal capabilities to
execute a projece (this Lo be delivered the week of August 10).
The reports allowed for an outside opinion on capabilities from
a Salvadoran perspective to be digested by the design team. Mr.
Maldonado's thoughts are incorporated in the Project design GOES
Implementation section.

3. VMVDV Beneficiary Survey

In Spring, 1987 the Mission funded a Survey by the VMUDU of
the socioeconomic status and characterisrics of families in
selected earthquake-affected areas. The use of the survey was
to derive income and occupation characteristics, rental and
housing data. Sections of the survey then allowed the PADCO
consultant (Linares) to report on affordability limits and,
thus, credit line recommendations. It was also used in the
social analysis summary.

4. CEA Manual

The bulk files contain a copy of the CEA procurement manual,
delivered to USAID/PRJ on July 14. Also included are initial
comments by the Regional Commodity Procurement Officer on the
content of the manual. 7The manual describes the CEA and its
components. It also contains (1) model instructions to bidders;
(2) general conditions; (3) special conditions; (4) a guide to
procurement using USAID funds; and (5) annexes which describe
the CEA procurement steps, which present a draft contract and a
model bid analysis form. As a result, the Project design
recommends continued use of the CEA system.
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ANNEX 21 -7
F. Health

1. IPM Health Service Report

The HPA office ccmmissioned the consulting firm of IPM
analyze the status of private sector medical care facilities.
The conclusion drawn limited potential funding under the project
$2 million. The Ffinancial contiractor reviewed the demand
estimates and concluded “hat the IPM analysis was reasonable, 1in
that demand was between $2 - $4 million.



AGENCY FOR INTEANATIONAL DEVELOPMENT Annex 22 - |
UNITED STATES OF AMERICA A | D. MISSION
TO EL SALVADOR
C/0 AMERICAN EMBASSY,

SAN SALVADOR, EL SALVADOS, . A.

ANNEX NO. 2

CERTIFICATION PURSUANT TO SECTION
611(e) of FAA 196) as AMENDED

Background

On October 10, 1986 E1 Salvador vais struck by a major
earthquake which caused massive damage and destruction of
Infrastructure, houses, public services, and private

enterprises. The devostation of the earthquake was
far-reasaching both in terms of the Injuries suffered and the
econcmic losses which occurred. The El Salvador Earthquake

Reconstruction Project, 5%19-0333 is autporized for 375 million
in AID financing.

Major components of the project include Housing Credit,
Business/Social Services Credit and Public Sector Services
component for construction/upgrading of public schools, repair
municipal markets, highway reconstruction, procurement of
equipment and materials for ANDA (Water Authority), shrlter
Lelocation/resettlement and two PVO resettlement activities.

Certification

[, Henry Bassford, Principal Officer of the Agency for
International Development in El Salvador, having taken into
account, among other things, the maintenance and utilization
of projects in Kl Salvador previously financed or assisted by
the United States, do hereby certify pursuant to Section
611l(e) of the Foreign Assistance Act of 1961, as amended, that
in my judgement E1 Salvador has both the tinancial capability
and the human resources capablility to effectively implement,
‘utilize and maintain the E1 Salvador Earthquake Reconstruction
Prolect, %19-0333.

Thils jucgement is based upon the Project analysis as detailed
in El Salvador Reconstruction Project Paper and 1s subject to
the conditions imposed therein.

Henry Bassford
Director
USAID/E]1l Salvador

" Date








http:2MASSIXV.2P.ND



http:HOMELF.SS
http:RELAT.ED

UNCIASSIFIED S S 8epd

- 'UNIT, A/k SERVICES, URPAN DESIGN ASSISTANCE TO HOUSIN
- AUTHORITIES, AND AUDIT S:HVICKS.
- A.I.D. FINANCED INPUTS:

HOUSIMG CREDIT: DOLS 34.» MILLION
HEALTY CH¥LIT: DOLS S.0 MILLICN
EDUCATION CRELIT: DOLS S.¥ MILLICN
BUSINESS CREDIT: DOLS 4.0 MILLION
SCHQCL IMPPOVEMENTS: DOLS .0 MILLION
PUBLIC SEXKVICES: DOLS 7.0 MILLION
DEMOLITION: DOLS S.w MILLICN
TA, EVALUATICN: DOLS Y.¢ MILLION
- TOTAL ?5.0 MILLION
CORR
ET
#8E05

UNCLASSIFIED S S 885

23 - 4



3 ) 3CT CHE ST

M (2) PROJECT CHECKLIST ANNEX
Listed below are statutory criteria
applicable to projects. This section
is divided into two parts. Part A.
includes criteria applicable to all
projects. Part B. applies to projects
funded from specific sources only:
B.1l. applies to all projects funded
with Development Assistance loans, and
B.3. applies to projects funded from
ESF.

CROSS REFERENCES: IS COUNTRY CHECKLIST
UP TO DATE? HAS
STANDARD ITEM
CHECKLIST BEEN
REVIEWED FOR THIS
PROJECT?

A. GENERAL CRITERIA FOR PROJECT

1. FY 1985 Continuing Resolution
Sc. 525; FAR Sec. 634A.

Describe how authorizing and
appropriations committees of
Senate and House have been or
will be notified concerning
the project.

CN
(SS 8805)

2. FAA Scc, 611(a)(l). Prior to
obligation in excess of
$500,000, will there be (a) '
engineering, financial or Yer:
other plans necessary to
carry out the assistance and
(b) a reasonably firm estimte
of the cost to the U.S. of Yes

3. FAA Sec. 611(a)(2). If _
further legislative action is Grants require
required within recipient Assembly's simple

country, what is basis for ma?ﬁ?ty.

reasonable expectation that raJd;catuxn lished

such action will be completed usually accampllshe
in 30 days

in time to permit orderly
accomplishment of purpose of
the assistance?



toaa wul, 611(D): FY 19RY
Continuing Fesolution Soc.

501, 1f for water or

water-relaced land resource
construction, “+as project met

the principles, Gtandards,

and procedures established N/A
Pursuant to the Water

Resources Planning Act (42

U.S5.C. 1962, et seq.)? (See

AID Handbook 3 for new

guidelines.)

FAA Sec. 611(e). If project
is capital assistance (e.q.,
construction), and all U.S. YES
assistance for it will exceed
$1 million, has Mission
Director certified and
Regional Ascistant
Administrator ta%en into
consideration {hoe country's
capability cifectively to
naintain and utilize the
projecti?

FAA Sec. 209. 1s project
susceptible Lo execution as
part ol reqgional or
multilateral project? If s0,
why is project not so
executed? Information and
conclusion vhether assistance
will encourage regional
developrent programs.

No

FAA Sec. 601(a), Information
and conclusions whether
projects will encourage
efforts of the country to:
(a) increase the flow of
international trade; (b)
foster private initiative and
competition; and (c¢)
encourage development and use
of cooperatives, and credit
unions, and savings and loan
associations; (d) discourage
monopolistic practices; (e)
improve technical efficiency
of industry, agriculture and
commerce; and (f) strengthen
free labor unions.

N/A



10.

11.

12,

FAA Sec. 601(b). Information
and conclusions on how
project will encourage U.S.
private trade and investment
abroad and encourage private
U.S. participation in foreign
assistance prograns
(including use of private
trade channels and the
services of U.S. private
enterprise).

FAA Sec. 612(b), 636(h); FY
1985 Continuing Resolution
Sec. 507. Describe steps
taken to assure that, to the
maximum extent possible, the
country is contributing local
currencies to meect the cost
of contractual and other
services, and foreign
currencies owned by the U.S.
are utilized in liecu of
dollars.

FAA Scc. 612(d). Does the
U.S. own excess foreign
currency of the country and,
if so, what arrangements have
been made for its release?

FAA Sec. 601(e). Will the
project utilize competitive
selection procedures for the
awvarding of contracts, except
where applicable procurement
rules allow otherwise?

FY 1985 Continuing Resolution

Sec. 522. If assistance 1s
for the production of any
commodity for export, is the
commodity likely to be in
surplus on world markets at
the time the resulting
productive capacity becomes
operative, and is such
assistance likely to cause
substantial injury to U.S.
producers of the same,
similar or competing
commodity?

A&E construction
services will be
solicited

N/A

N/A

Yeu

N/A



13.

14.

15.

16.

FAA 118(c) and (d). Does the
project comply with the
environomental procedures set
forth in AID Regulation 16.
Does the project or »rogram
take into concideration the
problem of the destruction of
tropical forests?

FAA 121(d). If a Sahel
project, has a determination
been made that the host
government has an adequate
sysem for accounting for and
controlling receipt and
expenditure of project funds
(dollars or local currency
generated therefrom)?

FY 1985 Continuing Resolution

Sec. 536, Is disbursement of
the assistance conditioned
solely on the basis of the
policies of any multilateral
institution?

ISDCA of 19385 Sec. 310. For
development assistance
projects, how much of the
funds will be available only
for activities of
econonically and socially
disadvantaged enterprises,
historically black colleges
and universities, and private
and voluntary organizations
whiciu are controlled by
individuals who are black
Americans, Hispanic
Americans, or Native
Americans, or who are
economically or socially
disadvantaged (including
women) ?

Yes

N/A

N/A

No

Procurement actions
will use minority
firms



B. FUNDING CRITERIA FOR PROJECT

1. Development Assistance
Projeoct Criteria

a. FAA Sec. 102(a), 111,
113, 261(a). Extent to
which activity will (o) nafi
of fectively involve the Egifiiﬁgyurban
poor in development, DY extending credit
extending access to and promoting
economy at local level, construction
increasing
labor-intensive
production and the use¢ of
appropriate technology,
spreacing investment out
from cities to small
towns and rural areas,
and insuring wide
participation of the poor
in the beneiits of
development on a
sustained basis, using
the appropriate U.S.
institutions; (b) help N/A
develop cooperatives,
especially by technical
assistance, to assist
rural and urban poor to
help themselves toward
petter life, and
otherwise encourage
democratic private and
local governmental
institutions; (c) support
the self-help efforts of
developing countries; (d)
promote the participation
of women in the national
economies of developing
countries and the
improvement of women's
status, (e) utilize and
encouragye regional
cooperation by developing
countries?

Project will



FLA Sec. 103, 103A, 104,

105, 106. Does the
project fit the criteria
for the type of funds
(functional account)
being uscd?

FAN Sec. 107, Is
emphasis dn use of
appropriate technology
(relatively smaller,
cost-saving, labor-using
technologies that are
generally most
appropriate for the small
farms, small businesses,
and small incones of the
poor)?

FAA Sec. 110(a). Will

the recipient country
provide at least 25% of
the costs of the program,
project, or activity with
respect to whch the
assistance is to be
furnished (or is the
latter cost-sharing
requirement being waived
for a "relatively least
develcped country)?

FAA Sec. 122(b). Does

the activity give
reasonable promise of
contributing to the
development of economic
rescurces, or to the
increase of preductive
capacities and
self-sustaining economic
growth?

Yes

N/A

N/A

Yes



FAA Sec. 128(b). 1If the

activity attempts to in-
crease the institutional
capabilities of private
organizations or the
government of the
country, or if it
attempts to stimulate
scientific and
technological research,
has it been designed and
will it be monitored to
ensure that the ultimate
beneficiaries are the
poor majority?

FAA Sec. 281(b).

Describe extent to which
program recognizes the
particular needs,
desires, and capacities
of the people of the
country; utilizes the
country's intellectual
resources to encourage
institutional
development; and supports
civil education and
training in skills
required for effective
participation in
governmental processcs
essential to
self-government.

N/A

Project is a response
to earthquake damage



2. Development Assistance Project
Criteria (Loans Only)

a. FAA Sec. 122(b).
Information an conclusion on N/A
capacity of the country to
repay the loan, at a
reasonable rate of interest.

b. FAA Sec. 620(d). 1If
assistance is for any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by the recipient N/A
country to prevent export to
the U.5. of more than 20% of
the enterprise's annual
production during the life
of the loan?

3. Economic Support Fund Project
Criteria

a. FAA Sec. 531(a). Will this
assistance promote economic
and political stability? To
the maximum extent feasible,
is this assistance
consistent with the policy
directions, purposes, and
programs of part I of the
FAA?

b. FAA Sec. 531(c). Will No
assistance under this
chapter be used for
military, or paramilitary
activities?

c. ISDCA of 1985 Sec. 207.
Will ESF funds be used to
finance the construction of, No
or the operation or
maintenance of, or the
supplying of fuel for, a
nuclear facility? If so,
has the President certified




that such country is a
party to the Treaty on the
Non-Proliferation cf Nuclear
Weapons or the Treaty

for the Prohibition of
Nuclear Weapcns in Latin
America (the "Treaty of
Tlatelolco"), cooperates
fully with the IAEA, and
pursues nonproliferation
policies consistent with
those of the United States?

FAA Sec. 609, 1If

commodities are to be
granted so that sale
proceeds will accrue to the
recipient country, have
Special Account
(counterpart) arrangements
been made?

N/a



o 03 = STANDARD ['I'EM CHECKLLST

Listed below are the statutory items
which normally will be covered
routinely in those provisions of an
assistance agreement dealing with its
implementation, or covered in the
agreement by imposing limits on
certain uses of funds.

These items are arranged under the
general headings of (A) Procurement,
(B) Construction, and (C) Other
Restrictions,

A, Procurcioent

1. 'AA Sec. 602. Are there
arrangements to permit U.S.
small business to
participate cquitably in the
furnishing of commodities
and services financed?

2. FAA Sec. 604(a). Will all
procurcment be from the U.S. 1es
exXcept as otherwise
determined by the President
or under delegation from
him??

3. FAAL Sec. 604{(d). Tf the
cooperating country
discriminates against marine
iusurance companies
authorized to do business in
the U.S.; will commodities
be insured in the United
States against marine risk
with such a company?

N/a

4, FAA Sec. 604(e); ISDCA of
1980 Sec. 705(a). 1f
offshore procurement of
agricultural commodity or N/A
product is to be financed,
1s there provision against
such procurement when the
domestic price of such
comnodity is less than
parity? (Exception where
commodity financed could not
reasonably be procured in
U.s.)

Vi



FAA Sec. 604(g). Will
construction or engineering
services be procured from
firms of countries which
receive direct economic
assistance under the FAA and
which are otherwise eligible
under Code 941, but which
have attained a competitive
capability in international
markets in one of these
areas? Do these countries
permit United States firms
to compete for construction
Or engineering services
financed from assistance
programs of these countries?

No

Yes

FAA Sec, 603. Is the
shipping excluded from
compliance with requirement
in section 901(b) of the
Merchant Marine Act of 1936, No
as amended, that at least 50
per centum of the gross
tonnage of commodities
(computed separately for dry
bulk carriers, dry cargo
liners, and tankers)
financed shall be
Eransported on privately
owned U.S. {lag commercial
vessels to the extent such
vessels are available at
fair and reasonable rates?

FAA Sec. 621. 1If technical

assistance 1s financed, will N/A
such assistance be furnished
by private enterprise on a
contract basis to the
fullest extent practicable?
If the facilities of other
Federal agencies will be
utilized, are they
particularly suitable, not
competitive with private
enterprise, and made
available without undue

"interference with domestic

programs?



International Air
Transportation Fair
Competitive Practlices Act,
1074, 1f alr transportation
Of persons or property is
financed on grant basis,
will U.S. carriers be used
to the extent such service
is available?

FY 1965 Continuing
Resolution Sec. 504. If the
U.¢. Government 15 a party
to a contract for
procurenment, does the
contract contaln a provision
authorizing termination of
such contract for the
convenicnce of the United
Staotes?

B. Construction

1.

FAA Cec. 601(4). If capital
{e.q., construction)
project, will U.S.
engineerina and professional
serviceo:s be used?

FrL Sec. 611(c). If
contracts for construction
are to be f[inanced, will
they be let on @ competitive
basis Lo maximum extent
practicable?

FAA Sec. 620(k). If for
construction of productive
enterprise, will aggregate
value of assistance to be
furnicshed by the U.S. not
evceed $100 million (except
for productive enterprises
ir. Egypt that were decscribed
in the CP)?

N/A

Yes

Open competition

Yes

N/A



C.

Other Restrictions

1-

FAA Sec. 122{(b). 1If

development loan, is
interest rate at least 2%
per annum during dgrace
period and at least 3% per
annum thereafter?

FAA Scc. 301(d). If fund is

establicshed solely by U.S.
contributions and
administerced by an
internatiocnal organization, -
does Comptroller General
have audit rights?

FAA Sec. 620(h). Do

arrangements exist to insure
that United States foreign
aid is not used in a manner
which, contrary to the best
interests of the United
States, promotes Or assists
the foreign aid projects or
activities of the
Communist-bloc countries?

Will arrangements preclude
use of financing:

a. FAA Sec. 104(f); FY 1985

Continuing Resolution
Sec. 527. (1) To pay
for performance of
abortions as a method of
family planning or to
motivate or coerce
persons to practice
abortions; (2) to pay
for performance of
involuntary
sterilization as method
of family planning, OrC
to coerce or provide
financial incentive to
any perscn to undergo

[
~
bo =]

N/A

Yes

N/A









